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Indoor Environmental Loss Exposures in Condos, Schools, Hospitality, and 
Other Commercial Properties 
By Aaron Millonzi, Knowledge Coordinator and David Dybdahl, President & CEO - American Risk Management 
Resources Network, LLC 
 
Are your clients covered? 
Probably not! 
 
What comes to mind when you imagine a property that needs to purchase 
pollution insurance? It's probably something like a chemical mix and blend facility, 
a manufacturing plant, or maybe a landfill. Odds are it's not a standard 
condominium or apartment building, an elementary school, or commercial office 
building that houses an insurance agency, an investment brokerage firm, and a 
dental office. For many, the thought that something as innocent as a school or as 
common as a commercial office building has environmental loss exposures is 
laughable. The truth is it's not as far-fetched as it may seem. In fact, every 
property or location carries some risk of a contamination loss and therefore needs 
specially designed environmental insurance coverage to protect them against 
these loss exposures, even the most unsuspecting ones. 
 
Really Important Things Every Insurance Agent Needs to Know  

• 60% of all property insurance losses involve water intrusion indoors. 

• Moist drywall will grow mold (fungi) at room temperature within 3 days.  

• Drinking water on carpeting will morph into bacteria contaminated Category 3 water within 3 days.  

• Every drop of water in a drainpipe is Category 3 water because of the bacteria in it.  

• Property insurance policies have sublimits (completely inadequate) for fungi or bacteria.  

• The average commercial property mold remediation without business interruption expense is $250,000; the 
average sublimit is $15,000.  

• Mold is an allergen; bacteria contamination can be fatal.  

• GL policies usually have complete exclusions for losses in any way associated with fungi or bacteria 
contaminants.  

• Environmental insurance was originally designed for outdoor use, not indoor.  
 
What are the environmental loss exposures that condo buildings, schools, and office buildings possess and why do they 
need environmental insurance to cover them? These properties can have a wide array of pollution loss exposures, from 
exposures to asbestos and lead, to a leaking underground storage tank; however, the most common pollution loss 
exposures for these types of properties revolve around indoor air quality. The driver of most indoor contamination losses 
is water intrusion in a building. All structures are prone to mold or fungi claims and bacteria-related losses. But why do 
water losses in building create environmental loss exposures which now require the purchase of environmental 
insurance? The answer to this question is a little more complicated. 
 
The gist of it is pollution exclusions and contaminant-specific exclusions such as fungi or bacteria exclusions on standard 
commercial property and liability insurance policies. These exclusions drive the need for environmental insurance. In 
addition to these exclusions, there are also various sublimits for things like pollutant cleanup and mold- and bacteria-
related losses. These exclusions and sublimits render standard property and liability insurance policies inadequate or 
completely ineffective in terms of providing coverage for the contamination loss exposures faced by many commercial 
properties, education facilities, and large residential buildings. This in turn requires the purchase of environmental 
insurance products designed for indoor use to fill the coverage gaps created by the exclusions and sublimits in both 
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property and liability insurance policies. 
 
While condo buildings, schools, and commercial office buildings can be affected by pollution exclusions or sublimits, it's 
the contaminant-specific exclusions, particularly fungi or bacteria exclusions and sublimits, that really do them in. Sixty 
(60) percent of commercial property insurance losses involve water damage within a structure, and that's not including 
flood losses. Moisture on drywall can result in mold growth in as little as 72 hours, even sooner in the right conditions. As 
soon as the m-word is involved in a property loss, it triggers the fungus/mold/bacteria exclusion on the property policy; in 
many cases, the policy has an additional, limited coverage for fungus/mold/bacteria-related losses, but it comes with a 
significant sublimit. This sublimit can vary but is often around $15,000. It helps to know that an average mold remediation 
job on a commercial building is $250,000. That's a pretty big gap in coverage - something many property owners are 
shocked to discover when they have a mold or category 3 water loss and expect to be fully covered under their 
commercial property policy. 
 
Mold claims are not new. The good news for property owners is that in the past, these claims have been paid by claim 
adjusters who were not familiar with the actual workings of mold exclusions as standard water intrusion claims and 
therefore not subject to significant sublimits. The bad news is the tide is changing. It's clear that more and more of more 
claims are being excluded on standard property insurance policies. We know this because mold claims are being paid on 
environmental site policies. In fact, it was revealed by a panel of insurance company executives at the Society of 
Environmental Insurance Professionals conference in June of 2017 that mold claims had eclipsed every other type of loss 
as the number one source of claims on environmental impairment liability (EIL) policies. As property claims adjusters get 
smarter and start pulling the trigger on fungus/mold/bacteria exclusions and sublimits, this will only continue to drive the 
need for environmental insurance to cover commercial property owners for their fungus/mold/bacteria exposures. 
 
In the early 2000's there was a "toxic mold" media frenzy which was the impetus of the new ever present fungi or bacteria 
exclusions. Today there's another "pollutant" that's been making headlines recently: bacteria. 
 
Legionella bacteria has become well-known, because of Legionnaires' disease outbreaks. Legionnaires' disease is a is a 
very serious type of pneumonia (lung infection) caused by Legionella bacteria. In nature, Legionella bacteria exists in 
things like rivers and lakes and usually does not cause illness. This type of bacteria creates a health risk when it 
aerosolizes into tiny water droplets in the air that people breathe in. In the built environment Legionnaires disease is most 
commonly caused from a water source that is not properly maintained. Some common sources are HVAC cooling towers, 
hot tubs, decorative fountains and falling water features, hot water tanks and heaters, and plumbing systems. Almost 
every commercial building, school, hotel, and condo building has one or more of these potential sources of bacteria 
contamination. Therefore, these facilities are at risk for spreading Legionella bacteria and making people sick. These 
outbreaks commonly result in a bodily injury claim for seven figure damages by those affected or by their family members 
and almost always require legal defense. 
 
In these situations, most businesses turn to their liability insurance policy for defense and payment of damages, the most 
common policy being the Commercial General Liability (CGL) policy. Unfortunately, like standard property insurance 
policies, most CGL policies contain a pollution exclusion as well as additional contaminant-specific exclusions such as a 
fungi or bacteria exclusions. Unlike most property insurance policies, the majority of CGL policies do not have sublimits for 
fungi, mold or bacteria-related losses. In fact, these exclusions not only preclude coverage for damages, but they also 
relieve the insurance company from having to provide legal defense on behalf of the insured. This leaves the business or 
property owner completely on their own to defend themselves and pay any claims for bodily injury or wrongful death. This 
has become a common occurrence with many of the Legionnaires' disease outbreaks over the past few years. 
 
Alas, there is environmental insurance designed to cover these very loss exposures. Well-designed programs provide 
both liability coverage for claims brought against the insured and cleanup and remediation of pollutants, including mold 
and bacteria losses. One product in particular is ARMR HPR™. It combines a full-service site pollution liability policy with 
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built-in boots-on-the-ground loss control; coverage is specifically tailored to the indoor environment and it affordably 
priced, typically at 10% of the property insurance premium. Visit our page, Pollution Insurance: Contractors-
Commercial Properties-USTs-All Other, on Big "I" Markets to submit a risk and learn more! 
 
The main takeaway is properties like commercial office buildings, schools, hotels, and condo buildings all have pollution 
loss exposures and need to purchase environmental insurance to adequately cover themselves for these risks. Their 
greatest pollution loss exposures involve indoor air quality issues such as mold growth and bacteria exposure to the 
occupants. Pollution exclusions and pollutant-specific exclusions like fungi or bacteria exclusions on standard property 
and liability insurance policies render these policies inadequate or completely ineffective at providing coverage for these 
loss exposures. It's important to understand this, communicate it to insureds, and encourage them to purchase 
environmental insurance that is designed to provide coverage for the pollution loss exposures they face. 
 
David Dybdahl, an environmental insurance veteran and expert witness, says it best: "Agents that leave their customers 
uninformed about the far-reaching effects of the mold or bacteria sublimits are in for a rough ride when their clients realize 
the typical $10,000 fungi and bacteria sublimit applies to their $600,000 water loss. The ARMR HPR™ product line is 
easy to use - we can get pricing indications out the door based simply on the property insurance schedule." 
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