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The hidden value in ‘stub’ policies
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Businesses frequently purchase commercial general liability 
policies, which are also known as “litigation insurance.” 

CGL policies cover businesses for the costs incurred defending and 
reasonably resolving suits seeking to hold them liable for, among 
other things, alleged bodily injury, property damage, and personal 
and advertising injury. 

Insureds may argue that when a policy is in effect for only a fraction 
of a year and the insured pays a prorated premium for that portion 
of the year, the insured is entitled to the full aggregate annual limit 
of the policy for that fraction of the year. 

In other words, they may assert that the annual aggregate limit 
available to the insured should not be prorated even when a policy 
is in effect only for a portion of a calendar year. 

In contrast, insurers may argue that a stub period is a mere 
extension of the policy and provides no additional aggregate limit. 

The “limits of insurance” or “limit of liability” provision in CGL 
policies discusses the amount of available coverage and is of 
particular import in stub policies. 

The most recent versions of that provision state that the policy’s 
aggregate limit applies to the “annual period and to any remaining 
period of less than 12 months.” 

In other words, the current objective of the insurance industry is to 
mandate that a stub period does not start a new “annual period” 
and thus does not trigger a fresh aggregate limit. 

This is not how this provision was historically written, which 
explains why most courts have sided with insureds on this issue. 

Stub policies have historically been the 
source of disputes between insurers and their 

insureds as to the available limit of liability  
for claims during the stub period.

The policies obligate the insurer to pay the amounts that the 
insured becomes legally obligated to pay as damages up to the 
policy’s aggregate limit. They also generally obligate the insurer to 
defend the insured against suits seeking those damages. 

To trigger that coverage, however, there generally needs to be an 
allegation of damages caused by an occurrence “during the policy 
period.” 

A CGL policy can be generally described as either a one-year policy 
that has a policy period of one calendar year (e.g., Jan. 1, 2019, to 
Jan. 1, 2020), or a multiyear policy that has a policy period of more 
than one calendar year (e.g. Jan. 1, 2019, to Jan. 1, 2022). 

In either scenario, it is generally agreed that the insured can 
anticipate having coverage up to the aggregate limit set forth in 
the policy’s declarations under a one-year policy and up to one 
aggregate limit for each year under a multiyear policy. 

For many reasons, an insured may request that the policy period be 
reduced to a period of less than one year or that the policy remain 
in effect for some additional period of time beyond that year(s) but 
for less than an additional full year (e.g., in the multiyear example 
above, Jan. 1, 2022, to Feb. 1, 2022). This is commonly referred to 
as a “stub” policy. 

Stub policies have historically been the source of disputes between 
insurers and their insureds as to the available limit of liability for 
occurrences during the stub period. 

The “limits of insurance” or “limit of liability” 
provision in CGL policies discusses the amount 

of available coverage and is of particular 
import in stub policies.

Historically, the limit-of-liability provision in many CGL policies 
interchangeably used the phrases “policy period,” “policy year” 
and “annual period” without defining or differentiating between 
them. 

Rules of contract interpretation mandate that these phrases 
cannot mean the same thing because no policy language may be 
rendered surplusage. 

Thus, insureds historically argued that this ambiguity mandated 
a finding in favor of coverage, thereby resulting in the revised 
language in more recent CGL forms. 
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Only when a policy was canceled and replaced by a policy 
with a larger limit for the remainder of the year was proration 
of the annual aggregate limit appropriate. 

Courts also generally hold that the insured is entitled to the 
same annual aggregate limit for a policy that is in effect for 
some portion of an additional year. 

In Flintkote Co. v. American Mutual Liability Insurance Co., 
the insured’s policies “were in effect for some fraction of a 
year because they were either cancelled prior to the end of 
the annual term or they were extended by endorsement for a 
fraction of a year.”2 

Many of these policies were extended beyond their original 
policy dates, creating “fractional annual periods.” 

The court held that the aggregate annual limit applied for 
any policies that extended a fraction of a year. It reasoned 
that “the annual aggregate limits of the short-term policies 
should not be prorated” because “the insurers received an 
equivalent reduction in the amount of time the insurer was 
on the risk.” Because multiple constructions were reasonable, 
the provision was ambiguous. 

”Logic requires that, barring an express provision to the 
contrary, the prorated premium paid for some fraction of 
the full policy term would entitle [the insured] to the same 
annual aggregate limit,” the court said. 

Such a prorated premium could not reflect “both a reduction 
in the duration of the risk to the insurer and a reduction in the 
full aggregate limit,” according to the court. 

By way of further example, in GHR Energy Corp. v. Carboline 
Co., the insured purchased a one-year policy with an 
aggregate limit of $1 million.3 By endorsement, the policy 
period was extended by one month. 

The policy provided that if “issued for more than 
one year, this ‘aggregate’ limit of liability applies separately 
to each consecutive annual period of this policy or, if the last 
consecutive period is less than 12 months, to such period of 
less than 12 months.”4 

The insurer claimed that “it was the intent of both parties to 
the contract that the original policy be extended. The effect of 
that extension was that all provisions and coverage limits of 
the policy were simply provided for one additional month.”5 

The court disagreed, holding that the policy clearly and 
unambiguously “will sustain an award of at least $2 million.” 

Even if the policy is neither canceled nor extended, the 
insured is still entitled to the full amount of the annual 
aggregate limit when a period of the policy is a fraction of a 
second year and the insured pays a prorated portion of the 
yearly premium, the court said. 

This issue, like most insurance policy disputes, begins with 
those well-accepted rules of insurance policy interpretation. 

The fundamental goal of interpreting insurance policies, as 
with all contract interpretation, is to ascertain and effectuate 
the intention of the parties. The objectively reasonable 
expectations of the parties are touchstone for interpreting 
insurance contracts. 

But the meaning of a policy’s language cannot be resolved 
in a vacuum. Rather, the language must be construed 
in the context of the policy as a whole and in light of the 
circumstances that gave rise to the policy, as well as the 
matter giving rise to the claim for coverage. 

An insurance policy provision will be considered 
ambiguous when it is capable of more than one reasonable 
construction. 

When the context of the agreement as a whole does not 
dispel an ambiguity, then the court must resolve the 
ambiguity by interpreting the provision either liberally, if it 
grants coverage, or narrowly, if it constricts coverage, so as to 
meet the objectively reasonable expectations of the insured. 

When application of this rule does not resolve the ambiguity, 
the ambiguity is to be resolved against the insurer. Thus, if 
the language is reasonably susceptible to an interpretation 
favoring coverage, that interpretation governs, even if the 
insurer can offer another reasonable interpretation. 

For example, in Stonewall Insurance Co. v. Asbestos Claims 
Management Corp., various policies purchased by the 
insured “were either canceled before the stated policy period 
had expired … or extended for a period beyond the stated 
expiration date … leaving them in effect for a fractional 
annual period.”1 

One policy, originally spanning 14 months, was canceled 
“pro rate” after eight months, with the remaining premium 
refunded to the insured. The 2nd U.S. Circuit Court of Appeals 
affirmed the District Court’s decision that the full annual 
aggregate limit was available to the insured. 

The court reasoned that, when the policies were not simply 
being replaced by other policies, “nothing in the language 
of [the insurer]’s policies provides for proration of annual 
aggregate limits where the policy is in effect for only a fraction 
of a year.” 

Further, because the policies were silent as to the 
consequences of any cancellation, the ambiguity was to be 
construed against the insurer, the court said. 

Finally, the insurer “received a reduction in the amount of 
time it was on the risk” in exchange for the reduced premiums, 
rendering a pro rata reduction in the annual aggregate limit 
superfluous, the court explained. 
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So, for example, where the premium for a one-year policy 
is $25,000, the premium for a two-week stub period would 
likely be approximately $950. 

That an insured is holding a company 
asset potentially worth twice as much  

as believed is valuable knowledge  
in every sense of the word.

In Unigard Security Insurance Co. v. North River Insurance Co., 
the initial policy layer of the insured’s policy was for a period 
of 3 1/2 months.6 

The other two layers were each a year in duration. The 
insurer argued that because the initial policy period was 
only three and a half months long, the aggregate policy limit 
should be prorated accordingly for that period. 

The court disagreed, holding that the insurer was obligated 
up to the full limits of the policy. It reasoned that, although 
the premium paid by the insured was prorated, that proration 
“reflects the shortened length of time for which the insurer 
is exposed to the risk of loss, not a reduced quantum of 
protection available if the risk materializes in the stub period, 
however short it may be.” 

Thus, insureds have an argument that their policy 
unambiguously provides a second aggregate limit or is 
ambiguous in that regard. In either scenario, the insured is 
entitled to an additional aggregate limit.7 

In Cadet Manufacturing Co. v. American Insurance Co., the 
court discussed case law from the 7th Circuit, the 2nd Circuit 
and New Jersey, and “the realities of an occurrence-based 
policy” to support the holding that the insured obtained a 
“fresh set” of per-occurrence limits for a stub period): 

The court is persuaded by the reasoning applied in 
Mineral Products, Stonewall and [Board of Trustees of 
the University of Illinois v. Insurance. Corp. of Ireland 
Ltd.]. There is nothing in the language of the policy 
extension providing for prorated limits for policy 
periods shorter than one year and, in exchange for 
a reduction in the premium, Granite State received 
a reduction in the amount of time it was at risk. 
More importantly, is the possibility that the original 
policy might have been exhausted by occurrences 
which had not yet manifested themselves in property 
damage when the stub policy was issued. Essentially, 
that means Cadet would have paid a premium in 
exchange for no additional coverage. It makes more 
sense that the proration of the premium reflects the 
shortened length of time for which the insurer is 
exposed to the risk of loss, not a reduced quantum 
of protection available if the risk materializes in the 
stub period, however short it may be.8 

Insurers may also argue that a full aggregate limit for 
a fractional year policy is inequitable given the typically 
minimal premium paid for the stub period. 

However, a stub period premium is ordinarily calculated by 
prorating the annual premium on a per diem basis. 

Insurers often argue that the insured should not receive a 
fresh aggregate limit for such a minimal premium. They insist 
that a relatively modest premium for a stub period merely 
evidences an agreement to extend the policy period with no 
additional aggregate limit. 

Courts that have considered that argument, however, 
have rejected it. In Board of Trustees of the University of 
Illinois v. Insurance. Corp. of Ireland Ltd., for example, the court 
considered the premium paid for a four-month extension as 
support for finding that it afforded the insured a separate 
aggregate limit for that period.9 

Insureds with stub policies, those considering the purchase 
of a stub policy, and those who are considering canceling a 
CGL policy during the policy period should be mindful of the 
limit-of-liability provisions and the language discussing the 
calculation of potentially available aggregate limits. 

That an insured is holding a company asset potentially worth 
twice as much as believed is valuable knowledge in every 
sense of the word. 
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