INSURANCE =223
| CHOA

www.choa.bc.ca
1.877.353.2462

Understanding Strata Insurance and Managing the
Insurance Premiums & Deductibles

Speaker: Allyson Baker, Clark Wilson LLP
ABaker@cwilson.com

Host: Tony Gioventu, Executive Director CHOA
tony@choa.bc.ca

We gratefully acknowledge the financial support of

( BCHOUSING  BC Housing as part of the Building Excellence
Research & Education Grants Program



Webinar Sponsor

I fu) BFL

! ¥ ) CANADA



Allyson Baker

Clark Wilson LLP

Phone: 604 891 7732

Email: abaker@cwilson.com



Privacy

| This Webinar will be recorded.

If you submit a question through Q&A or publish a Chat

comment, everyone participating in the Webinar will
see your question.

For your protection, do not identify your strata plan,

business or any personal information during the
Webinar.

Questions will be held until the end of the presentation,
at which time the recording will end and the facilitator
will remain live to respond to questions.



Insurance impacts in BC

« BC has seen significant increases in strata insurance
premiums and deductibles in last the 12 months or so

« At the same time, coverage may be reduced
« Why? A number of reasons

« “Hard Market” — decrease in insurance market capacity
has reduced competition; less appetite for providing
coverage for higher/larger risk properties



Today’s Agenda

¢ Strata Property Act (SPA) property damage insurance
basics

“* Impact of Hard Market
= Extent of coverage declines
= Premiums increase
= Deductibles increase
= Exclusions for certain perils
* Risk Management



SPA Insurance Basics

Property damage insurance — ss. 149 & 155 SPA

— What is insured: All common property, common
assets, (in non-bare land) original fixtures in a strata
lot installed by the owner developer

— Against what: Specified major perils
— For what: Full replacement value
— Who is an insured: Strata corporation and owners



SPA Insurance Basics

What are fixtures? SPR s. 9.1

— “items attached to a building, including floor and wall
coverings and electrical and plumbing fixtures, but
does not include, if they can be removed without
damage to the building, refrigerators, stoves,
dishwashers, microwaves, washers, dryers or other
items”

— Examples: Drywall and flooring; furnace/heating
systems; Sinks and cabinets; Plumbing fixtures — tubs
— toilets; Lighting fixtures



SPA Insurance Basics

Specified major perils? SPR s. 9.1

“fire, smoke, windstorm, hail, explosion, water escape,
lightning strikes, riots or civil commotion, impact by
aircraft and vehicles, vandalism and malicious acts”

Optional perils include earthquake, sewer backup



Impact of Hard Market

Risk factors that can impact insurance renewal, including
extent of coverage available, insurance premium and
deductible amounts include:

— Age and condition of building(s) in your complex
— Your claims history (past 5 -10 years)

— The replacement value of your property

— Location and exposure to flood and earthquake



Impact of Hard Market

(1) Extent of coverage available may be impacted

Full replacement value

- Sufficient coverage to allow for reconstruction of
building(s) following catastrophic loss

“Underinsurance” and “coinsurance”
- Property insured to less than full replacement value

- Insurer will only pay a portion of the claim if identified
limit in the policy for minimum coverage Is not reached



Impact of Hard Market

Example of impact of underinsurance/coinsurance:
- Full replacement value for strata complex is $25m

- Coverage placed at $20m because strata corporation
failed to obtain insurance appraisal

- Policy has 90% coinsurance requirement
- Fire loss of $800,000

- Insurer pays only 80% of $800,000 or $640,000 (minus
any applicable deductible)



Impact of Hard Market

Loss Limit
- Property insured to less than full replacement value

- Loss limit caps the total amount of the coverage in the
event of significant/total loss

- Arising in current market because brokers are not always
able to place strata insurance for full replacement value
— particularly in larger complexes with higher full
replacement values



Impact of Hard Market

Example of impact of loss limit
- Full replacement value for strata complex is $25m

- Coverage placed at $20m (80%) because broker unable
to secure full replacement value

- Total fire loss of $25m — insurer pays $20m
But:

- Fire loss of $800,000 — insurer pays $800,000 (minus
deductible)



Impact of Hard Market

What if your strata corporation is advised by the broker
that the policy will have aloss limit?

- Investigate whether another broker will be able to place
to full replacement

- Advise owners to seek advice from their own
homeowners insurance broker on available options

- Winding up of strata corporation in the event of
catastrophic loss



Impact of Hard Market

(2) Premiums may increase — significantly!

Example:
« Last year’s premium $128,000
« This year’s premium $357,000



Impact of Hard Market

How do we pay the increased premium?

Avallable options will depend on timing
— Operating budget
— Operating Fund
— CRF
— Special Levy
— Borrowing by strata corporation



Impact of Hard Market

(3) Deductibles may increase — significantly!

Deductible amounts for water escape, fire, flood, windows,
earthquake and other perils are each determined in the

policy

The deductibles rates are determined based on the risks of
your property, claims history and availability of insurance
on the market



Impact of Hard Market

SPA and Deductibles

SPA s. 158(1) provides that deductible is a “common
expense”

SPA s. 158(2) allows strata corporation to claim against
owner to recover deductible amount

SPA s. 158(3) allows council to approve CRF expenditure
or special levy (no owner approval required!)



Impact of Hard Market

SPA and Deductibles
- A $250,000 deductible for a water damage claim is a
common expense of the strata corporation

- However, strata corporation may be able to recover the
deductible amount from an owner or other person
responsible for the claim

Recovering deductible amounts from*an-owner
- Bylaws, bylaws, bylaws!



Impact of Hard Market

Higher deductibles = more uninsured claims

- Strata corporation will be responsible for repairing
damaged common property AND to extent provided in
bylaws, damaged strata lots and limited common
property

- Owner responsible for repairing damage to their strata

lot and limited common property unless bylaws provide
otherwise



Impact of Hard Market

Higher deductibles = more uninsured claims

- Strata corporation cannot repair what is
the owner’s responsibility to repair and
chargeback the costs to the owner unless
the bylaws allow for chargeback



Impact of Hard Market

(4) No coverage for certain perils

- Insurers may exclude coverage for certain peril (such as
water damage) Iif there is an identified risk that is not
being addressed by the strata corporation

- Strata corporation may elect against coverage for
optional perils (e.g. earthquake)

- No provision in SPA for not obtaining coverage for
specified major perils



Impact of Hard Market

Example of impact of no coverage for certain peril

Water supply system identified for replacement

6 water damage claims in the last 3 years

Special levy for replacement fails on 2 attempts
Insurer excludes all water escape claims

No coverage for water damage claim # 7

Strata corporation fixes damage to common property

Owner brings claim against strata corporation for failure
to repair



Risk Management

With premiums and deductibles increasing and
coverage decreasing, what can/should your strata
corporation do?

- Work with its insurance broker to identify risk factors and
mitigation strategies for the complex

- Repalir and maintain building components
- ldentify other types of risks arising in.the complex
- Consider installations that may reduce claims

- Educate owners and tenants — about repair &
maintenance and about insurance coverage
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