Why Did Our Premium

by Robin Manougian and John Manougian

Very often, insurance agents hear the question,
"Why did our insurance premium go up? We
didn't have any claims this year.” Because insur-
ance premiums are based on more than just
the claims activity a community association
does or does not generate, it is important to
understand why, unlike your automobile policy,
insurance policies for real property rarely renew
at their expiring rates.

While it is possible to shop around and find
another agent offering a competitive and
sometimes lower insurance premium, it is im-
portant to understand the competing agent’s
program of coverage. Very often a community
association’s decision to purchase or change in-
surance programs is guided—or misquided—
by price. And because most communities truly
don't understand that no two programs are ex-
actly alike, it is easy to be swayed by price while
believing they're purchasing the same insur-
ance at a reduced cost. It is important to read
not only the insurance proposals accepted dur-

ing the bid process, but also to ask questions
about what is covered and what is not. A pre-
mium saving now could cost your community a
great deal of heartache—and money later.

The following are some frequently asked
questions and answers regarding insurance
policies and premiums:

Does the current market or
economy play into premium?
Understand that insurance premiums, like
other marketable goods, are driven by the cur-
rent market. Realistically, and in comparison to
premium increases in the past, insurance premi-
ums in the past decade actually have gone
down. This means that the rate applied per
square foot in conjunction with the type of
construction, building age, amenities, and so
forth, has been lower than in prior years. This
decline, or premium stagnancy, can be attrib-
uted to a soft market. In a soft market, the con-
sumer has a variety of choices and can either
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negotiate better premiums or can dictate
where to place coverage based on coverage
needs and price. This type of market is also re-
ferred to as a buyer’s market wherein, again,
the customer has more freedom to negotiate.

In a hardening market, fewer and fewer
companies are competing to offer the type of
product in demand. The same holds true of in-
surance, and community association insurance
agents have begun to see a hardening of the
marketplace in recent months as insurance car-
riers cease to offer the types of coverage need-
ed. The carriers left viable in the marketplace,
then, have the ability to raise premiums. This in-
crease is then passed on to property managers
and boards of directors, for whom demand for
coverage has increased.

Do you think our premium will go
down this year? My auto policy
came in lower than last year's
premium.

The tendency to want to compare or evalu-
ate property insurance similarly to automobile
insurance by customers is common, but re-
member that the two are very dissimilar. Unlike
automobile insurance, which among other cri-
teria is partly rated on the ever-depreciating val-
ue of the automobile, real estate (condomini-
ums, cooperatives, and common area
buildings,) continues to appreciate over time.
Just as your home (whether it be a condomini-
um, a cooperative, or a single family dwelling in
a homeowners association,) continues to in-
crease in value, so does the blanket value of the
property insured due to the increase in costs to
replace the dwelling should it be damaged or
destroyed by loss. To ensure that an insurance
policy is insuring to value and that an adequate
limit of insurance is in place should there be a
loss, the blanket value on the policy can be in-
creased by a carrier by anywhere from three to
eight percent or more, based on appreciation
or a replacement appraisal.

How do claims affect our
premiums?

Certainly the frequency and size of claims
over a policy year or years affects an associa-
tion’s premium because insurance carriers con-
tinuously review and evaluate the foss ratio. .It is
important to remember that insurance carriers



are not charitable organizations, and for insur-
ance carriers to realize a profit from a policy, the
loss ratio of a policy needs to remain under 45
percent. Loss ratios may be calculated by divid-
ing the total losses by the total premium. (This
is done by reviewing a community’s three-year
loss ratio, and then dividing three years’ total
losses by three years' total premium.)

Even if a community has had relatively few or
even no losses, premiums may increase de-
pending on market conditions. Because insur-
ance premiums are based on a pool of similar
risks, rates are adjusted by the condition of the
overall pool. While your community may not
have suffered any losses in recent years, com-
munities similar to your own that have suffered
losses may be driving current rates. Natural dis-
asters, too, such as hurricanes, earthquakes,
and heavy snow and ice, can also drive premi-
ums up for everyone.

Zur nolicy was canceled due to loss
frequency and now our agent has
criered a program in the Excess
and Surpius market? How will this
aTiest our premiums?

Agents are limited to offering coverage
through the Excess and Surplus marketplace
when carriers in the standard marketplace are
unable or unwilling to offer coverage due to a
poor loss history. Because standard carriers are
limited in the premiums they charge by the
rates filed in the individual states, the premium
rate generated may not be substantial enough
to cover the number of anticipated losses. The
Excess and Surplus Lines marketplace has a
number of admitted and non-admitted carriers
willing to accept and underwrite high risk busi-
ness, but the rates charged for these policies
very often are double or more the standard
rate. While it is possible for an insured to get
back coverage within the standard marketplace
at some point, most standard carriers want to
see about three years of few or reduced dlaims
to show stability.

Cir ommumity s in development.
-~y does “hat affect our
sremium’

Any community that is in a growth mode
should expect to see premiums increase each
time a building comes off of a builders' risk pol-
icy and is added onto the Master Policy. As pre-
viously mentioned, among other factors, com-
munity association policies are based on square
footage, total units, and blanket replacement
value, so it stands to reason that increases in
these factors will generate additional premium.
Premium is generally pro-rated whenever a
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One program presented at the Conference fo-
cused on personnel recruitment and retention.
Statistical data from 50 on-site managers provid-
ed the following facts. It is important to stress
that these statistics are averages, and salary
ranges may vary up to 50 percent.

e The average on-site manager for communi-
ties with under 150 homes makes more than
$39,000, receives a one-week bonus, and gets
2.2 weeks of vacation per year.

o The average on-site manager for communi-
ties with 151-250 homes makes more than
$51,000, receives a one-week bonus and gets
2.8 weeks of vacation.

e The average on-site manager for communi-

ties with 251-500 homes makes more than
$56,000, receives a one-week bonus, gets 2.82
weeks vacation and many now receive 401k
contributions.

e The average on-site manager for communi-
ties with more than 500 homes makes almost
$66,000, receives a one-week bonus, gets 2.83
weeks vacation and many now receive 401k
contributions. Several managers are now mak-
ing in the $70-80,000 range, and receive 4
weeks vacation.

Another program focused on management
companies, and reviewed how all of the factors
mentioned in this message are changing the in-
dustry. This is also true for your other profes-

sionals and service providers. Community asso-
ciation leaders will need to look long and hard
at the services they require, and be prepared to
pay for them. As a leader, start preparing your
association members for these changes. When
it comes to budget time or contract renewal for
any of your service providers or professionals,
be prepared to face substantial increases, or
consider reducing the services provided.

Katie Aflardlyce AMS, PCAM s the Vice President,
Community Services for CFM Management Services in
Mctean, Virginia. Katie is serving her fourth year on the
Board of Directors, and is a member of the CAf National
Faculty, and is Chair of the National Managers'
Committee.
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building or buildings are added within a policy
year. Furthermore, the addition of amenities,
such as pools and tennis courts, generates sup-
plementary premium, not only from a property
value loss perspective, but also from the liability
exposure these new amenities present.

Premiums are also affected by other factors
including investment income, premium growth,
reinsurance issues including how much your in-
surance carrier must assume on each risk writ-
ten, return on equity for the lines of insurance
being provided, and surplus issues of the indus-
try. For community associations, corrections or
adjustments in insurance premium are general-
ly viewed by the insurance industry as necessary
in order to bring the line of business to accept-
able levels.

It is important to note, too, that carriers are
not solely responsible for a community's premi-
um. Your association’s bylaws, and the cover-
age that is required by those bylaws, as well as
the board’s own good business judgment re-

garding the limits and types of coverage de-
sired, can raise or decrease premiums.

Again, whenever you are evaluating either
a new insurance proposal during the bid
process, or a renewal quote from your current
carrier for the upcoming policy term, it is im-
portant to review more than just the bottom
line premium. Was the blanket value in-
creased? Has the community suffered a num-
ber of claims that are now driving the premi-
um to increase? Did the community grow in
terms of added units or amenities over the
past year? Have any new coverages or higher
limits been added? Knowledge about your
own policies and the coverage provided might
help to alleviate questions concerning what
you're getting for your premium dollar.

Robin Manougian and John Manougian are agents
with John Manougian Insurance Agency in Sitver
Spring, MD. Robin is @ member of the Publications
Committee and John is a pasr president of the Chapter.
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By Clifford.). Treese, CPCU, ARM
and Katharine Rosenberry
~ The purchase of commercial insurance
_is one of the most important compo-
. nentsof a:community association’s risk
“management program. To help practi-
tioners.fully understand insurance is-
- “sues, this report explores insurance ter-
- minology: .{in- terms. of: coverages,.
- policies and practices,) association ex-
posure to loss and coverages, and risk
management and the association insur-
. ance industry.
When confronted with decusnons
concerning commercial insurance pro-
' grams, association boards of directors
often take the easy route and simply re-
purchase the old program. This report
- attempts to help board members find
alternatives to repurchasing, and pro-
vides critical knowledge necessary to
- fulfill legal reqwrements and flduaary
- obllgatlons S
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E 703/750-3644 or email us at
‘ |nfo@ca|dc org



