Thoughts on Condo Insurance

By Roy W. Hooker, LUTCF

This article will mainly address the potential liability and exposure for tower owners, but could apply to anyone that owns a unit above another unit.

By now everyone has heard of the fire in the unit on the tenth floor of P building. From the information I have received it appears that an unattended candle caused the fire, which then set off the sprinkler system, which then ran for an extended period of time until the fire department was sure that the fire was out. Needless to say, when a sprinkler system runs for that amount of time it has only one place to do and that is into the units below and into the master control units. In fact, it does not have to be just a sprinkler system, it could be your bath tub, sink, or washing machine that malfunctions and allows water of this magnitude to escape. An earlier report stated that the damage could approach a million dollars.

The first question that should come to your mind as a unit owner, is – who pays for all of this? What if I owned the unit that caused this? Am I responsible? Would I have to pay? How much would I have to pay? Do I have the proper insurance to cover such a loss? My liability limits are only $100,000, what happens if the damages exceed my limit?

Certainly, I cannot speak to this specific case, since I do not have all of the facts and information. However, I have spoken to a number of commercial and personal lines claims people and they are all in agreement. The consensus was that in a hypothetical case where there is negligence on a unit owner’s part, and there is damage of this multitude, than the unit owner would be responsible. For instance, each of the units that were damaged would have their units repaired under their own HO6 policy. However, since most have a $1,000 deductible (or more) they would be coming back to the negligent person or unit owner for their deductible. Then each insurance company that had to pay out repairs would subrogate against the unit owner to recover their expenses. Then after the Condo’s Master policy got through paying for all of the expenses and repairs and clean up, they too would go after the unit owner. Then what about all of the hotel expenses, and relocation, and temporary expenses the unit owners had? They, or their insurance company, would certainly go after the unit owner. As you can see the expenses could just keep going on and on and on, resulting in an extremely substantial amount of money.

So what is a person to do? Well in the above example, no doubt the expenses will exceed the liability limits that most unit owners carry. The standard amount when you buy an HO6 is $100,000 of liability. In this example, you would be expected to pay the hundreds of thousands of dollars (approaching $1,000,000) that exceed your limit out of your personal assets.

So what is a person to do? A prudent approach would be to purchase an UMBRELLA POLICY which has beginning limits of $1,000,000. Depending upon your assets, you may very well want to go higher. You will find that the premium on such a policy is somewhat reasonable and covers not only your condo but your autos and other property. You might consider contacting your insurance agent to further discuss the possibility of this coverage.

