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RE: Explanation of Material Change to the Approved Budget 

 

Dear Owners, 

 

As Chairman of the Board it is my duty to inform all owners of a Material Change to the 

Approved Budget. The short explanation is that the costs to insure the Property have risen by 

between 35 and 40% from last year which is materially different over what we have budgeted for 

the upcoming year. 

 

I apologize for the length of this narrative but it is important for you to grasp the issues as we try 

and address them going forward.  

 

At the time we were preparing the budget, we had preliminary pricing that our insurance 

package for our risks of Property and Liability were going to be about one third of what we have 

been paying. Knowing we were in the budget setting process but thinking this was too good to 

be true, I confirmed this preliminary pricing in writing and by phone several times. At the time of 

setting the budget, again being concerned that it looked too good, we actually did not use the 

preliminary pricing. Instead we budgeted about half of what we paid last year hoping that we 

would show a windfall when the confirmed preliminary pricing came thru. As you will see, not 

only did that not happen, we actually are facing a significant increase over what we paid last 

year. 

 



For many years we have been insured by Farmer’s. As a best business practice, we decided to 

explore other options this year. It is generally good practice when insuring a property to go to 

market at least every five years. We also had (and still have) concerns about the way Farmer’s 

has handled the water damage claim from one of the units being remodeled. We began 

exploring our options going forward about two months before the expiration of our current policy. 

It was providential that we started early. Had we not started early, we likely would not have 

coverage at this time. Farmer’s had  decided to cancel our coverage long before we decided to 

go to market. We were not informed of the actual non-renewal until about a month before the 

expiration of the Farmers policy. We have paid Farmers $435,000 over the years with only 

$31,000 in claims which is essentially no claims at all against that premium paid. In the 

insurance markets our Loss Ratio (Paid Losses/Premium Paid) is exemplary.  

Normally, underwriters would be rushing to insure us.  

 

Regardless of the inequity of the money paid versus the money paid out Farmers, as have 

virtually all main stream underwriters, has no appetite to insure buildings like ours in what is 

known as a Fire Protection Class 10. The primary reason for that is the recent accumulation of 

losses resulting from the California wildfires as well as fires in other remote jurisdictions. Our 

particular property has other issues, some of which we control, being cited as reasons for 

underwriters to decline making a proposal. That is to say there are things that we can do to 

make our property more insurable. We must and will 

have those discussions as we go forward. 

 

To put things in perspective, I insure my business property with one of the companies that 

ultimately quoted the VI. I pay $4.81 per $1,000 of insured value. The quote provided for the VI 

by the same company using the exact same coverage was $14.86 per $1,000 of insured value. 

The premium difference for the actual insured value in this case would be over $58,500 if we 

were in the same Fire Protection Class as my business property. Paying this difference going 

forward provides a lot of incentive to do the things necessary to reduce our “Protection Class 

Rating”. Our current rating is 



essentially a “No Protection Class” which means in the eyes of the underwriters no one will put 

out a fire if it starts. 

 

We had at least four different brokers working on the problem over the past two months. We 

checked with the WPC who inquired about adding us to their policy; it could not be done. We 

checked with other properties like the Olympia Ski Club, the Summit House, the Crystal 

Mountain HOAs, and several others; we chased leads provide by these properties to no avail. 

The market for our fire class is almost non-existent at this time nationwide. After two months of 

intensive work, we were only able to get two proposals at the twenty-third hour as our prior 

policy was expiring. One proposal was for $100,000 for the year. The other was for $82,000 for 

the year. We spent hours trying to confirm the actual coverage and how the two compared. In 

the end we were assured by the broker that the cheaper policy was equal or better coverage to 

the more expensive policy. Both ostensibly appeared to be comparable coverage to our expiring 

non-renewed policy. Needless to say they both were way over the approximately $60,000 we 

paid last year and way over the $30,000 we budgeted based on the early pricing indications. 

 

After hundreds of hours of work, it goes without saying we went with the less expensive 

alternative. We bound the coverage in such a way that we can cancel it after 90 days if a better 

alternative arises. Two of the brokers continue to see if they can find coverage at a better value. 

We bought some breathing room. Both brokers are incentivized to keep looking. 

 

The Board is considering various options with regards to covering this problem. Under 

consideration are: 

            Do nothing (we have cash reserves) 

            Have a special, second assessment 

            Raise rental rates 

We may use a combination of the above options. 

 



As indicated above, as an Association, we must explore ways to reduce these costs by reducing 

the perceived risks to the underwriters. The Property Insurance Market is as tight as anyone has 

seen it in fifty years. It will likely get worse before it gets better particularly if the fire losses 

continue to grow. 

 

Please feel free to contact me with any questions. 

Michael B. Murphy – WPVI HOA Chairman 

 


