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REFERENCE: Y2700

SUBJECT: ILLINOIS: TERRORISM EXCLUSIONS ON
COMMERCIAL INSURANCE POLICIES

ATTACHMENTS: Illinois Department of Insurance Bulletin dated 31st

December 2001
ACTION POINTS: Underwriters and brokers to comply with

instructions
DEADLINE: Immediate effect

The attached bulletin (“the Dept bulletin”) entitled “Filing procedures and requirements for
exclusions related to acts of terrorism” has been sent to all licensed property & casualty
insurers writing commercial lines insurance in Illinois, including Lloyd’s. It is summarised in
the attached appendix.

The Dept bulletin applies to commercial contracts with Illinois insureds written as “licensed
business” incepting after 1st January 2002. These are referred to in this document as “licensed
commercial contracts”. Licensed commercial contracts incepting prior to 1st January 2002
may not incorporate terrorism exclusion clauses.

The requirements do not apply to reinsurance contracts with cedants based in Illinois or to
business written on a surplus lines basis.

In essence, and in relation to licensed commercial contracts, the Dept bulletin:

! Restricts terrorism exclusions to those in ISO endorsements it lists or to substantially
similar wordings;

! Requires an insurer using terrorism exclusions to provide evidence to the Dept of
Insurance that it does not have adequate reinsurance cover for terrorism; and
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! Requires every contract containing a terrorism exclusion to include a specified wording
restricting the exclusion’s validity.

Required procedures for Lloyd’s underwriters

Licensed commercial contracts incepting from 1st January 2002 onwards may incorporate the
terrorism exclusions in the ISO endorsements verbatim provided that syndicates can prove
that they have no adequate reinsurance cover for terrorism.

1. Certification of compliance         

The Dept bulletin requires all insurers to certify to the Dept of Insurance their compliance
with the Dept bulletin’s requirements, as set out in paragraph 1) on page 5 of the Dept
bulletin.

Lloyd’s arranged filing of this certification on 15th January on behalf of the market as a
whole. Underwriters do not therefore need to arrange individual certification.

2. Terrorism exclusions that may be used

! The terrorism exclusions that Lloyd’s underwriters may use are at present restricted to
those in the ISO endorsements specified in the Dept bulletin.

! Lloyd’s has filed two terrorism exclusions with the Department of Insurance: NMA 2918
and NMA 2920. The Department has advised Lloyd’s Attorney in Fact in Illinois that
these wordings are disapproved and must not be used for Illinois licensed business.

! Underwriters may wish to file additional terrorism exclusion clauses. Any such wording
must provide coverage at least as broad as that in the filed and accepted ISO
endorsements. They must also comply with the Dept bulletin’s requirements for the
definition of “terrorism” (see page 3 of the Dept bulletin). Underwriters must not use any
such clause until confirmation has been received from the Illinois Department of
Insurance (via the Attorney in Fact’s office) that it has been approved.

3. Syndicates that may use ISO terrorism exclusions

Syndicates may only use the ISO terrorism exclusions in licensed commercial contracts if
they can provide “loss of reinsurance” documentation as set out in section 4 below.

A syndicate with terrorism reinsurance in place cannot underwrite licensed commercial
contracts with any form of terrorism exclusion clause. All such contracts must be placed
100% with syndicates that have met (or will shortly meet) the requirements in 4 below.

4. Loss of reinsurance documentation

At present Lloyd’s Attorney in Fact is awaiting a response from the Department of Insurance
to a request to clarify the documentation required and the precise meaning of “adequate
reinsurance coverage”. The Department of Insurance has agreed to permit Lloyd’s syndicates
a “reasonable amount of time” to provide the documentation. We have asked that syndicates
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be allowed until 15 February 2002 to comply but the Dept has neither confirmed nor denied
its approval of this request.

Lloyd’s Worldwide Markets and the NMA will provide additional instructions on compliance
with these requirements as soon as possible. Underwriters may wish to review their
reinsurance contracts and the correspondence concerning them to help ensure that they can
comply with the Department’s filing requirements relatively quickly.

Some syndicates may have adequate reinsurance cover for terrorism in place at present, but
with the likelihood that at renewal reinsurers will insist on terrorism being excluded. In such
cases syndicates need to consider providing to Lloyd’s Attorney in Fact’s office the stipulated
loss of reinsurance documentation at or shortly after renewal of the reinsurance. Only once
this documentation has been filed can the syndicate concerned underwrite licensed
commercial contracts with a terrorism exclusion either from the ISO endorsements or in a
similar form.

5. Policyholder notification

Every licensed commercial contract incorporating a terrorism exclusion clause must contain
the following wording:

“This Endorsement is valid for use in the State of Illinois unless and until (1) the underwriters
obtain reinsurance covering the excluded risks of loss due to “Terrorism” as defined by the
Endorsement; or (2) the Director of Insurance determines that the underwriters are eligible to
participate in a federal reinsurance program or a risk pooling program adequate to spread the
excluded risks of loss due to “Terrorism” as defined by the Endorsement in a financially
responsible manner.”

Please contact the following if you have any questions about this Market Bulletin:

James Walmsley, Senior Manager, US, Worldwide Markets, tel: 020 7327 5131, fax 020
7327 5255, e-mail: james.s.walmsley@lloyds.com

Worldwide Market Services, tel: 020 7327 6677.

John Gurley, Attorney in Fact in Illinois for Licensed Underwriters, tel: 001 312 443 0383,
fax 001 312 578 1010, e-mail: jgurley@lordbissell.com

NMA members may also wish to consult NMA circular 02/2002 dated 11th January 2002 and
headed “Use of terrorism exclusion endorsements in the United States”.

This market bulletin has been sent to active underwriters, market associations and the
compliance officers of managing agents and Lloyd’s brokers.

James Walmsley
Senior Manager, US
Worldwide Markets

mailto:james.s.walmsley@lloyds.com
mailto:jgurley@lordbissell.com
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Appendix

Summary of Illinois Department of Insurance bulletin’s provisions

Intention of bulletin: To inform of the decision in Illinois to accept certain limited
exclusions for acts of terrorism and to provide a procedure for insurers to use to expedite the
filing and timely review of these limited exclusions.

Bulletin’s provisions:

! Many of the commercial lines terrorism exclusions already filed by insurers will be
disapproved for use in Illinois as inconsistent with the interests of public policy and
inconsistent with s. 143(2) of the Illinois Insurance Code.

! Dept of Insurance will require insurers to remove any such disapproved forms from
policies that have already been issued.

! The Dept of Insurance will permit exclusions that are substantially similar to the series of
optional endorsements developed by ISO, a list of which is included on page 2 of the
Dept bulletin. These are referred to here as the “ISO endorsements”. Insurers wanting to
include terrorism exclusion clauses in their licensed commercial contracts therefore have
two choices:

- To use the ISO endorsements verbatim; or

- To develop their own terrorism exclusions. An insurer doing this must ensure that
their terrorism exclusions are equal to or more favourable to insureds then the ISO
endorsements. Otherwise the Dept of Insurance is unlikely to approved them for
use if Illinois.

! An insurer that decides to use the ISO endorsements verbatim may either have:

- given the ISO filing authority in Illinois (this includes Lloyd’s). In this case it is
not necessary to submit the ISO endorsements to the Dept of Insurance, but it is
still necessary to comply with the other “form filing requirements” set out on
pages 4 and 5 of the Dept bulletin; or

- not given the ISO filing authority in Illinois. Additional requirements then apply,
set out on page 4 of the Dept bulletin.

! An insurer that decides not to use the ISO endorsements verbatim must file the terrorism
exclusions it proposes to use with the Dept of Insurance, in accordance with the Dept’s
filing requirements. In line with those requirements it will not be able to use the
exclusions until they are approved by the Dept of Insurance.

! The ISO endorsements acceptable in Illinois in accordance with the Dept bulletin have
some significant limitations that provide coverage for acts of terrorism under certain
circumstances. These are set out in page 2 of the Dept bulletin.

! The Dept bulletin sets out (on page 3) the definition of terrorism that it will accept, so
long as the definition is accompanied by limitations equal or more favourable to
policyholders than those in the ISO endorsements.
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! The Dept will only permit an insurer to use terrorism exclusions (either the ISO
endorsements or its own wordings) for licensed commercial business if it has provided
proof of loss of adequate terrorism reinsurance for lines of coverage to which the
exclusion applies.

! The Dept will not accept any terrorism exclusions for workers compensation policies.

! All exclusions must comply with terms and conditions in Illinois laws, regulations and the
bulletin.












