Condo Conversions

With the ever increasing land costs, converting existing apartment buildings into condominiums are all the rage.  Apartment owners are selling out at the top of the market, current renters can now afford to buy under the current interest rates and condo coverters are creating more affordable housing and making a bundle!  

Many apartment owners and investors are jumping into these projects without realizing the liability risks and additional insurance costs that come with these projects.

When a building owner converts a property from an apartment building into a condominium they become the developer or general contractor by default.  Although they may not have changed the building structurally, they are the person or entity responsible to all owners and the new condo association for any construction defaults on the property because they were responsible for the conversion.  An example of this could be leaking siding or stucco causing the building to rot.  Even if it had been years after the last unit sold, the association would come back to the condo converter with their claim, as they were the “developer/general contractor” of the property.
The insurance company that was once eager to write the general liability insurance for the building owner, in most circumstances, will not sign on to cover the development and contractor liability that the building owner becomes liable for.  In many instances, the insurance company may not even know that the apartment is being converted to a condominium until a claim arises.  In the event of a claim for a liability or construction default claim, it is very likely there will be zero coverage for the building owner.
The good news is there are insurance companies that will write “condo converters”.  The bad news is the cost for the insurance policy is, on average, about 3 times that of the apartment policy.  These companies are few and far between and are very particular about the properties and owners they will write.

When it comes time to sell your condominiums, a certificate of insurance is required  by most banks.  That certificate will need to be in the name of your newly formed condo association.   Your insurance agent should be able to process these on your behalf, provided you have the correct policy and coverages.
When you consider a property for conversion, be aware that the cost of insurance may be much higher than you anticipate.   Make sure you can obtain insurance coverage before you buy.  

This article was written by Stacey A Scott Odem of Madison Avenue Insurance Group, A Farmers Insurance Agency & Insurance Brokerage in Woodinville.  If you have any questions regarding this article, she can be reached at 12900 NE 180th St, Ste 130 Bothell, WA 98011 Telephone 425.481.1430 Email ssinsurance@earthlink.net. www.farmersagent.com/sscott, www.madisonaveins.com
 

 

 

 

