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Caveat
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tion and majority rule. There is only minimal governmental involvement in the enforcement of
Chapter 514A, Hawalii Revised Statuties, as detailed in Sections 514A-46, -47 and -48. This
limited authority of the Real Estate Commission {o receive or investigate complaints has been
delegated to the Regulated Industries Complaints Office. As a result, the Real Estate Com-
mission or its staff do not receive or investigate complaints
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Board of Directors' Guide: Condominium Insurance and Fidelity Bonds

. INTRODUCTION

Generally, the responsibility for insuring
the buildings, common elements and other com-
mon property of the condominium property re-
gime from perils and calamities (such as fires,
floods, hurricanes, and earthquakes) rests with
the board of directors. Concomitantly, the re-
sponsibility for purchasing insurance to protect
the association from financial loss for personal
injury, bodily injury, and property damage also
remains with the board of directors. A board
may employ various measures to meet these re-
sponsibilities. These measures may include an
insurance program, a risk management program
and self-insurance. Usually, all three measures
are used.

Interestingly enough, in

ment program and self-insurance (planned sav-
ings), together with an insurance program may
reduce the financial impact losses have on an
association. Risk management is a preventive
process whereby advanced planning and deci-
sion making minimizes the adverse effects of
accidental losses on condominium associations.
This process is briefly described near the end
of this booklet.

In Hawaii, the condominium law requires
that the association obtain and maintain insur-
ance coverage for fire, flood, and fidelity bond-
ing. Flood insurance is required only for con-
dominiums located in identified flood hazard ar-
eas as designated by the Federal Emergency
Management Agency (FEMA)? and the Flood
Insurance Rate Maps (FIRM). Exterior glass

and directors’ and officers’ liabil-

some situations, there may not be
any insurance coverage for
losses caused by a board’s fail-
ure to obtain and maintain ad-
equate insurance. For these rea-
sons, board members should fa-
miliarize themselves with the
subject of insurance including fi-
delity insurance (bonding).

The information set
forth in this booklet il-
lustrates for board
members and owners
that insurance cover-
age is neither compre-
hensive, nor one-hun-
dred percent. 2

ity insurance are optional cover-
ages. The condominium law
does not require any other spe-
cific types of insurance; however,
the condominium’s governing
documents may do so. In addi-
tion, other federal and state laws,
county ordinances and lending
institutions may impose other re-

Some board of directors and unit owners
innocently hold some mistaken beliefs about
insurance. Examples of some of the more com-
mon mistaken beliefs include believing that:

» any and all property and liability damages
and losses! are automatically covered by
insurance; and

« insurance proceeds will provide 100%
protection and provide payment to cover
the entire loss.

Insurance may provide a significant por-
tion of the protection but not one-hundred per-
cent. In most instances, insurance policies, by
themselves, do not restore a condominium com-
munity to the same position as it was before the
disaster or lawsuit. However, a risk manage-
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quirements. And in other situa-
tions, “Under appropriate circumstances, an or-
dinarily prudent person maintains insurance,
and therefore, so must the board of directors of
a community [condominium] association.”* See
Figure 1 and Checklist 1 in Appendix '""Non-Ex-
haustive Checklist for Determining Property and
Liability Loss Exposure."'

As a practical matter then, each condo-
minium association, and more specifically, its
board of directors may consider the following
suggestions for establishing, maintaining, and
evaluating an association’s insurance programi:

1.  Gain a working knowledge of basic insur-
ance provisions and the protection it pro-
vides and acquire an understanding of the
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terms and conditions of the specific insur-
ance policy the board may be considering
relevant to the association’s loss protec-
tion;

2.  Acquire a working knowledge of the spe-
cific insurance coverages mandated by the
condominium law, Chapter 514A, Hawaii
Revised Statutes, other state and federal
statutes, and county ordinances;

3. Determine any additional insurance cov-
erages that may be mandated by the con-
dominium project’s governing documents,
and in doing such;

a. determine or inventory the property
which should or might be covered by
insurance;

b.  determine the insurable replacement
value of the association’s real and
personal property; and

c. evaluate the association’s exposure
to liability;

4.  Acquire a working knowledge of the in-
surance coverages required by lenders;

5. Determine what additional insurance cov-
erages should be purchased because it
makes good business judgement to do so;

6. Negotiate an insurance policy that ad-
dresses the individualized insurance needs
of the association (endorsements, addi-
tional insurance, excess insurance); and

7. Formulate a plan of action to minimize the
association’s exposure to property, liabil-
ity, net income and personnel loss; set up
a risk reduction program; and where fea-
sible, self-insure the association against
loss.

Some of the condominium governing
documents may be silent on the insurance sub-
ject; others may be so detailed as to include spe-
cifics on the amount and type of insurance.

March 1996

A. History of the Commercial Insur-
ance Policy Form

Historically, each insurance company
drafted its own coverage forms. However, in
1955, the National Bureau of Casualty Under-
writers, currently known as the Insurance Ser-
vices Office or “ISO,” introduced a comprehen-
sive general liability insurance form or “CGL.”
The form combined, in a single policy, liability
coverage for bodily injury and property dam-
age. This form has been the foundation of li-
ability protection for approximately more than
40 years. In 1985, the ISO replaced this form
with a “Commercial General Liability” form
with a few additions. This form is currently be-
ing used. Citations in this booklet to “property”
and “liability” insurance refer to these forms.
Nevertheless, the reader is advised that there are
some insurance companies which do not sub-
scribe to these uniform insurance forms and
have crafted their own insurance policies with
similar terms and provisions.

This booklet does not attempt to provide
comprehensive guidelines for customizing an
insurance program for a particular association.
The information contained in this booklet is not
legal or insurance advice. Itis intended to pro-
vide general information about insurance for
condominium associations. In formulating an
insurance program for a particular condominium
association, associations and their boards are ad-
vised to seek the professional services of com-
petent licensed professionals, e.g., insurance
agents and attorneys versed in condominium in-
surance law. In the process of providing insur-
ance advice, a competent licensed professional
will generally request that the association pro-
vide the professional with applicable informa-
tion and documentation. The professional
should have a complete working knowledge of
insurance requirements for condominium asso-
ciations.

Board of Directors' Guide:
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Il. Suggestions for Establishing and
Updating A Condominium Associa-
tion insurance Program

A. Gain a working knowledge of basic
insurance provisions and the pro-
tection provided and acquire an un-
derstanding of the terms and con-
ditions of the specific insurance
policy the board may be consider-
ing relevant to the association’s
loss protection.

Viewed simply, an insurance policy is a
contract between the insurance carrier (insurer)
and the association (insured). The policy pro-
vides an association some measure of financial
protection against loss of association assets.

The coverage provided by a homeowner’s
insurance policy issued to a condominium unit
owner differs from the coverage provided by a
policy issued to the condominium association.
The association’s policy protects the assets of
the association from loss. Whereas, a
homeowner’s policy protects the owner’s per-
sonal assets from property and liability loss.
The homeowner's policy is personal insurance;
the condominium policy is commercial insur-
ance.

In recent years, there have been efforts to
make insurance contracts easier to read by pro-
viding some uniformity to the contract. In gen-
eral, an insurance contract, like a house, is built
on a foundation, the basic policy (see box be-
low: Basic Policy Provisions).

To the foundation, the association, can add
customized insurance provisions. The custom-
izing is done through the purchase of endorse-
ments, excess insurance, or additional insurance
(See Figure 2).

A board gains insight into the adequacy
of its insurance program coverage when it care-
fully reads and notes the interplay and interre-
latedness that exists between the insurance
policy definitions, policy limits, deductibles, ex-
clusions, endorsements and conditions (See Fig-
ure 2). For example, exterior plate glass break-
age may not be covered as a loss in the basic
part of the policy, but a further reading of an
amendment to the insurance contract adds the
coverage back into the contract. Amendments
to the insurance contract are generally made by
the purchase of endorsements. In another ex-
ample, the policy provides for the replacement
value of the building, while in the exclusion
section of the policy, increased costs relating to
the repair or reconstruction of a building in ac-

Basic Insurance Policy Provisions

address of insured propetty;

1. Common declarations, e.g., name of the insured,

Common policy conditions: specifies conditions
applicable to all coverages, e.g., cancellation,
changes, examination of books and records,
inspections and survey, premiums, transfer of
rights and duties under the policy;

General definitions of the terms used in the con-
tract;

5. A description of what losses are excluded from
coverage, and where applicable modified by the
policy limits, definitions, exclusions and condi-
tion;

6. A description of coverage, any additional cov-
erage and where applicable coverage modified
by endorsements, policy limits, definitions, ex-
clusions and condition; and

7. Adescription of any additional individual insured
by the contract for which an additional premium

4. A description of what losses are covered by the may be paid.
contract, and where applicable modified by the
policy limits, definitions, exclusions and condi-
tions;
March 1996 Board of Directors’ Guide:
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. Declaration s
{amends the insurance
conract; > * In effect reduces
modifies and supersedes SSEEIEIRIEE LI, FEEEER IS policy limits
the basic policy) form of self insurance
Common Policy » Cost control devices
Conditions reduces premiums
¢ Makes insurance
affordable
For Property Insurance Y EIEE IR TER e O .
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. .. __ insurance policy as a
Additional Insurance - Definitions $F -
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Excess Coverage
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Figure 2

A typical blueprint of an insurance agreement
The basic insurance policy includes a number of standard provisions {see middle of figure 2). These provisions can be modified by
amengments 1o the conlract. The box provisions ex the lefi side (+) san be used to increase insurance coverage, The box previsions
on the right (-} side may be used to reduce insnrance coverage,
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cordance with the current county building codes
are excluded.

1.

Some Common Insurance Terms:

What follows is a general discussion of

terms and conditions that may be contained in
any insurance policy. The terms and conditions
can limit or expand coverage. An understand-
ing of the following principles may help a board
decipher the scope of the association's insurance
coverage:

a.

<o

Dollar limit on recovery specifies how
much of the loss will be paid by insurance.

Definitions include terms and conditions
clarifying and limiting the scope of insur-
ance coverage and recovery.

Exclusions spell out the terms and condi-
tions limiting the scope of insurance cov-
erage and recovery.

Specified conditions and procedures

limit the scope of or eliminates insurance

coverage. Such conditions and procedures

may include the:

1) commission of fraud during the for-
mation (voids coverage); and

2)  failure to report a claim or file a proof
of loss in a timely matter (policy
specifies what is timely).

Helpful Notes:

a)

immediately notify insurer in writing of ail
claims including potential claims; failure to
do so may result in not filing a proof of claim
in a timely manner;

keep a record of the claims filed;

make sure insurer {insurance company) ac-
knowledges receipt of the claim in writing;
silence is not acceptance or receipt;
allow insurance cempany {6 handle de-
fense; to do otherwise may result in loss of
coverage.

March 1986

2.

Deductibles include the threshold amount
of loss the assoctation must absorb (form
of self-insurance). Generally, an
assocliation’s property insurance has a de-
ductible, liability does not (exception: di-
rectors' and officers' lability insurance).
A recurring question arises in connection
with this subject, namely, “Who pays the
deductible?”

Statutes and the governing documents usu-
ally specify whether

the association,
apartment owner or
both is responsible
for payment of the
deductible. If the as-
sociation is respon-
sible, the board must
make sure money is
available to pay the

Note:

Good business
judgment and the
Fannie Mae guide
lines require the
association to
place the deduci-
ible monies in its
“operating re-

deductible. The de- § serve account”
ductible is a common
expense.

Subrogation clause gives the insurer the
right to seek reimbursement against the in-
dividual who caused the damage.

Note:
Fannie Mae guidelines require that the

condominium policy contain a waiver of
subrogation rights.

Contribution clause allows the
association’s insurer to request contribu-
tion from other insurers to cover a particu-
lar loss. However, when more than one
insurer bears the loss, the association may
lose contrel in settling the claim unless the
association is named the primary policy
holder and retains all rights to full recov-
ery according to its policy.

Helpful Notes: An association should,
by endorsement, designate its policy as the

Board of Directers’ Guide:
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primary insurance in order to control the
settlement of the claim and the right to full
recovery by the association. With respect
to the unit homeowner's policy, the
condominum association needs to be pri-
mary.

Note: Fannie Mae guidelines provide that
the association should consider obtaining
an endorsement making the association the
primary policy holder.

Cancellation clause ("No control clause”)
allows the insurer to cancel an insurance
policy in accordance with the terms, con-
ditions, and within a time frame specified
in the cancellation provision. A problem
arises when the cancellation provision al-
lows for the insurer to cancel the policy
because of a unit owner’s wrongdoing. To
prevent these premature cancellations an
association should consider the addition
of a “severability of interest” clause. This
clause may separate the association from
the acts of owners acting outside the con-
trol of the association. The clause may
not impute the owners’s wrongful conduct
to other members of the association.

Endorsements and additional insurance
provisions may be purchased to cover
losses otherwise excluded from the basic
policy. Endorsements may alter the defi-
nition of valuation or eliminate coinsur-
ance’ or subrogation provisions.

Special Policy Conditions for Con-
dominiums

Condominium living gives rise to a num-

ber of unique insurance issues. Typically, a
condominium endorsement addresses these is-
sues by special policy conditions.

March 1996

Special policy conditions may include

a. A provision naming the association
and the unit owner (excluding the
portion of the property each owns or
controls) as the insureds.

b. A waiver of subrogation provision
whereby the insurance company
waives its rights to recover against
the unit owner for causing damages
to common areas when the company
pays the association for the damage.

c. A provision recognizing the devel-
oper as a unit owner.

d. A provision, where the governing
document requires, naming an insur-
ance trustee to receive any insurance
proceeds due the association.

e. A severability of interest clause tech-
nically treats each insured as a sepa-
rate insured.

£ A no control clause which preserves
coverage when an insured acts out-
side the control of the association.

g.  Cross liability condition allowing
one insured to bring a claim against
another insured.

h. A provision treating the association’s
commercial package policy as pri-
mary in the event there is other in-
surance coverage for the same prop-
erty, particularly a unit owner's.

i.  Replacing the standard mortgage
clause with a mortgage interest in-
surance certificate.”

Board of Directors’ Gulds:
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B. Acquire a working knowledge of the
specific insurance coverages man-
dated by the condominium law,
Chapter 514A, Hawaii Revised Stat-
utes, other state, county and federal
laws.

1. Hawaii Condominium Law —
Chapter 514A, Hawaii Revised Stat-
utes

As a first step in this process, a board
should read and understand the insurance re-
quirements set forth in the Hawaii condominium
law (Chapter 514A, HRS). The board then
should obtain the required insurance coverage
with the association as the named insured (pre-
miums for certain insurance coverage are com-
mon expenses to be paid by the owners). Spe-
cifically, the Hawaii condominium law requires
the association to obtain specific types of prop-
erty and employee theft insurance (namely, fi-
delity bonding). Other statutory coverages have
been made optional.

Specifically, the board of directors is re-
quired to provide each owner, in layperson’s
terms, information about the association’s in-
surance including:

* type of policy;

+ description of the coverage and the limits
thereof;

¢ amount of annual premium; and

» and renewal dates. (§514A-86(b), HRS)

The law requires the insurance carrier to
agree to provide the board with a written sum-
mary of the policy in layman’s term. The sum-
mary must contain the information just men-
tioned. Additionally, the summary must be pro-
vided at the inception of, and at the anniversary
date, of the policy.

The mandatory specific Hawaii insurance
requirements include:

March 1996

a. Fire lnsuranece.

Fire insurance coverage 18 generally pro-
vided by the association’s purchase of Commer-
cial Property Insurance coverage.

Section 514A-86(a), HRS, requires that
the association, more specifically the board of
directors, to purchase and maintain insurance
coverage against loss or damage from fire for
the common elements; all exterior and interior
walls {(whether or not part of the common ele-
ments); floors; ceilings; in accordance with the
as-built condominium plans and specifications,
in amounts sufficient to provide for the repair
or replacement thereof.

Unless the condominium project’s decla-
ration provides another definition of "common
element,” "common element" is defined by stat-
uie (§514A-3, HRS) to mean the:

1) land included in the condominium
property regime, whether leased or
in fee simple;

2) foundations, columns, girders,
beams, supports, main walls, roofs,
halls, corridors, lobbies, stairs, stair-
ways, fire escapes, and entrances and
exits of the building or buildings;

3) basements, flat roofs, yards, gardens,
recreational facilities, parking areas,
and storage spaces;

4) premises for the lodging or use of
janitors and other persons employed
for the operation of the property;

5) central and appurtenant installations
for services such as power, light, gas,
hot and cold water, heating, refrig-
eration, air conditioning, and incin-
erators;

Board of Directors® Gulde:
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6) elevators, escalators, tanks, pumps,
motors, fans, compressors, ducts, and
in general, all appratus and installa-
tions existing for common use,

7} such facilities as may be designated
as common elements in the declara-
tion; and

8)  all other parts of the property neces-
sary or convenient to ifs existence,
maintenance, and safety, or normally
In COMMOen use.

In practice, certain of these items are
uninsurable, e.g., land.

Note:

The statute requires associations to
obtain insurance coverage for the
repair or replacement of the speci-
fied property. However, "repair or re-
placement” has many different
meanings including:

e insurance in amcunts {o con-
struct, at current prices, a build-
ing (without deduction for depre-
ciation), with equivalent utility in
accordance with Hs appraisal
{replacement cost);

s in amounts necessary to replace
the properiy after depreciation
{actual cash value); or

= amounis without limitations to
the policy limits {guaranteed re-
placement costs).

Associations should review their insurance
policies and ascertain the policy’s definition of
“replacement” and “repair” costs. At the time
of this publication, the reasoning of the Hawaii
Supreme Court in the case of Dawes v. First In-
surance, 77 Haw. 117, 883 P.2d. 38 (1994) gives
associations an indication that the court may
lean towards inclusion of changes in construc-
tion codes as part of replacement and repair
costs.”
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Examples of changes in construction codes
include: post-Hurricane Iniki roof-wind shear
requirements, accessibility compliance with the
Americans with Disabilities Act (ADA) for con-
dominium projects offering services to the pub-
lic, e.g., a convenience store or hotel operation.

Suggestion: Boards may consider pur-
chasing a “Building Ordinance” endorsement.
This endorsement provides insurance coverage
for, among other things, the removal of the un-
damaged building or portions thereof, the re-
construction of the building according to the
changes in the construction codes and other ap-
plicable laws, e.g., where applicable, the ADA.
The basic insurance policy usually excludes
such coverage. Victims of Hurricane Andrew
and Iniki understand full well the realities of
trying to rebuild their damaged buildings with
insurance proceeds limited to replacement costs
coverage (with like kind and quality). The
added costs of reconstructing in accordance with
current building codes are generally excluded
from the replacement cost coverage.

Also Note:

The statute does not specificaily state who
should be responsibie for any fire insurance
deductible. The statute does say that the
association of apartment owners shall pur-
chase and maintain insurance “. . . against
loss or damage by fire sufficient to provide
for the repair or repiacement thereof in the
event of such loss or damages.” Such lan-
guage reasonably can be interpreted to
mean that the association is responsible
for obtaining insurance to cover all repair
and replacement costs including self-insur-
ing the deductible amount. The deduct-
ible insurance amounts are common ex-
penses to be paid by all owners. “Good
business judgement and the Fannie Mae
guidelines provide the association should
place the deductible monies in its “operat-
ing reserve account.”
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Chapter 514 A, HRS, appears silent about
other insurance deductibles and the responsi-
bility for such. Thus, boards must look to their
governing documents for guidance in this area.
Some documents may apportion the deductible
according to who has the responsibility to in-
sure the common property and the condo-
minium apartment.® For some loss situations,
the governing documents are silent and do not
specifically mandate insurance coverage. In
these situations, the association must decide to
purchase their own insurance or leave the situ-
ation uninsured. All losses then are not auto-
matically covered by insurance — such is a
myth. Some losses remain uninsured unless
an owner or board decides to obtain insurance
coverage.

b. Flood Insurance

Section 514A-86(a), HRS, requires the as-
sociation of apartment owners obtain and main-
tain flood insurance when the condominium
project is located in an identified flood hazard
area designated today by the Federal Emergency
Management Agency (FEMA). In addition, fed-
erally insured lending institutions and sponsored
programs such as “Fannie Mae” and “Freddie
Mac” require many condominiums to carry the
maximum amount of National Flood Insurance
coverage as a condition of the loan.

As of October 1, 1994, the National Flood
Insurance Program requires condominium as-
sociations purchasing flood insurance or renew-
ing flood insurance to obtain flood insurance in
amounts of 80% of the replacement value of the
eligible property (See Figure 3). Failure to do

The Impact of NFIP Coinsurance on Amount of Insurance Recovered
Insurance loss claim payment decreases when coinsurance requirement is not met.*

Building's Replacement Value — $5,000,000
Amount of Flood Insurance — $2,000,000
Coinsurance Not Met:
-----------------.

Flood Damage $3,500,000

Flood Policy Pays after application of deductible:
$1,749,250
(Amount Purchased + Amount Should Have Purchased
x Loss - Deductible} ({$2,000,000 » $4,000,000] x
$3,500,000) - 57_50 = $1,749,250

Y

Figure 3
Building's Replacement Value — $5,000,000 n
Amount of Flood Insurance — $4,000,000 B
Coinsurance Met: Flood Damage -
$3,500,000
. o A
Flood Policy Pays after application
of $750 deductible: ]
$3,499,250 u
n
n
|
B
3. -
| g =
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($4,000,000) — The ] ]
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*Association should investigate other sources o cover the damages not covered by NFIP i.e., purchases of additional insurance where available, self insurance (plan saving)

]
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so results in the association payment of a coin-
surance penalty. Specifically, condominium
projects where 75% or more of the floor space
is residential may purchase flood insurance un-
der the new Condo Master Policy (CMP) on the
Residential Condominium Building Association
Policy (RCBAP) form. The maximum amount
of building coverage is $250,000 times the
number of units in the building not to ex-
ceed the buildings’s replacement cost. (44
CFR § 61.6 1/23/95) Commonly owned con-
tents are covered to a maximum of $100,000
per building. This coverage is available to resi-
dential condominiums in the Regular Flood
Program.

All new CMPs and Dwelling Policies
meeting the eligibility requirements provide re-
placement cost coverage on the buildings sub-
ject to a co-insurance penalty.® The penalty
works like this. As long as the association pur-
chases flood insurance in an amount equal to
the “lesser of 80 percent or more of the full re-
placement cost of the building at the time of
loss or the maximum amount of insurance un-
der the NFIP, the insured will be reimbursed
fully for a loss, up to the policy limit (subject
to a deductible).”!? In all other cases the NFIP
will pay a claim less than the full amount of
the loss as follows:

Insurance Carried x Amount = Limit of Recovery
Insurance Required  of Loss

The loss standard flood deductible is gen-
erally $750 for residential buildings located in
a regular program community in a Special
Flood Hazard Area. Others have a $500.00 de-
ductible.

Condominium projects which do not meet
the 75% residential floor requirement must pur-
chase either a Condominium Association Policy
(CAP) or a Non Residential Building and Con-
tents Policy. Both policies are issued on the
General Property Form. These polices do not
provide replacement cost coverage and the cov-

March 1996

erage limits are considerably lower than pro-
vided by the Residential Condominium Build-
ing Association Policy as follows:

Policy Type Coverage Limits
CAP EMERGENCY PROGRAM:
BUILDING: Actual cash value to a
maximum of $100,000
CONTENTS: Actual cash value to a
maximum of $10,000
Non EMERGENCY PROGRAM:

Residential BUILDING: Actual cash value to a
maximum of $100,000
CONTENTS: Actual cash value to a
maximum of $10,000

REGULAR PROGRAM:

BUILDING: Actual cash value to a
maximum of $500,000

CONTENTS: Actual cash value to a
“maximum of $500,000

In general, the law'? requires lenders (fed-
erally regulated, supervised, or insured institu-
tions, or those selling loans to, e.g., Fannie Mae
and Freddie Mac [government related enter-
prises] and servicers of mortgage loans), to no-
tify the purchaser that the property lies within a
special flood zone area and to assure that flood
insurance is maintained throughout the loan. The
law allows the lending institutions to purchase
the required flood insurance for the owner if the
owner fails to purchase the required flood in-
surance (force-placed insurance)'® and mandate
the escrowing of the premiums. Force placed in-
surance may be very expensive and may not rep-
resent the value of the home. Although the re-
sponsibility of notifying the condominium own-
ers remains with the lenders and servicers of the
mortgages, the purchase and payment of flood
insurance remains with each owner. As a practi-
cal matter, if the condominium building is not
insured, the unit owners cannot obtain, extend,
maintain or refinance their mortgage loans.

See Appendix A for a more complete explana-
tion of the CMP insurance policy.
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c. Fidelity Bond

Evidence of having a fidelity bond is re-
quired annually for condominium projects hav-
ing six or more apartment units and for condo-
minium managing agents. Basically, fidelity
bonding is an employee dishonesty insurance
policy and protects the insured against misap-
propriation of the association’s funds and prop-
erty by its employees. Generally, fidelity bond
coverage provides loss protection only in situ-
ations where there is an employer—employee
relationship. Typically, fidelity coverage does
not extend to non-employees such as the
association’s non-salaried directors, committee
members, the principals or owners of the con-
dominium (property) managing agent company
and its employees. The condominium (property)
managing agent company’s own fidelity bond
generally provides coverage for any losses
caused by the dishonesty or fraud of its own
employees.

However, in Hawaii, the condominium
law requires that the fidelity bond provide an
association with protection from the fraudulent
and dishonest acts by persons handling the as-
sociation funds including any (registered) man-
aging agent. The bond must cover the officers,
directors, employees and managing agents of
the association who handle the funds (§ S14A-
95.1, HRS).

Specifically, Hawaii Revised Statutes re-
quire among other requirements that:

1) Each condominium project with six or
more apartment units register annually
with the Real Estate Commission and [See
Appendix B (p. B-1) for registration in-
structions and sample registration form]:

a) secure annually, through its associa-
tion of apartment owners, a fidelity
bond in an amount equal to $500.00
multiplied by the number of units in

March 1996 m

the project, to cover all officers, di-
rectors, employees, and managing
agents of the association handling as-
sociation funds (the bond must not
be less than $20,000 nor greater than
$100,000);

b) secure a bond that protects the asso-
ciation against the fraudulent or dis-
honest acts by persons handling as-
sociation funds, including dishonest
acts or fraud by any managing agent
registered with the commission, (for
very limited circumstances, an asso-
ciation which is unable to obtain a
fidelity bond may seek an annual ex-
emption from the Hawaii Real Estate
Commission). § 514A-95.1, HRS.
[See Appendix B (p. B-8) for condi-
tions of exemption];

2) Every managing agent:
a) Dbe licensed as a real estate broker;

b) register annually with the commis-
sion;

c) provide, annually, and at time of ini-
tial registration, evidence of a fidel-
ity bond in amount equal to $500.00
multiplied by the aggregate number
of units covered by all of the manag-
ing agent’s contract. The bond must
protect the managing agent against
the loss of any association money, se-
curities or other property caused by
the fraudulent or dishonest acts of the
managing agent’s employees (the
bond must not be less than $20,000
nor greater than $100,00) [See Ap-
pendix B (p. B-10 thru 14) for
sample and discussion of evidence
of fidelity bonding];

d) act promptly to recover from the
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bond and apply the bond proceeds,
if any, to reduce the loss sustained
by the association because of the
managing agent’s employees' dis-

The fidelity bond requirement for condo-
minium associations and managing agents is not
arecent development. The bond requirement for
managing agents was first introduced in 1977.

honesty or fraud.

Note:

The required bond amount specifies a mini-
mum and a maximum amount. In light of as-
sociations keeping high amounts as manda-
tory reserves, it may be prudent for associa-
tions to maintain the fidelity bond coverage
closer to the maximum coverage.

Bond Coverage:

The Hawaii condominium law requires that a

condominium association's fidelity bond pro-

tect the association against fraudulent or
dishonest acts by persons handling the as-
sociation funds, including any registered
managing agent. it appears that some issued

fidelity bonds have endorsements which im-

pair the protection specified by statute. The

following are examples of such fidelity bonds
and endorsments. A fidelity bond is deficient
if it

¢ names the wrong, or unregistered condo-
minium managing agent;

s requires a "criminal conviction" as a con-
dition to payment of the insurance pro-
ceeds;

¢ names an employee benefit plan as an ad-
ditional insured;

s expands the bonding coverage to condo-
minium hotel operation by the association
(e.g., "hotel-type rentat pool");

s expands the bonding coverage to permit-
ted time share operations.

it has been reported that the Real Estate
Commission will not register a condo-
minium association submitting a fidelity
bond or endorsement that is similar to any
of the examples cited above.

Trend to watch:

Legislation was introduced in 1996 proposing
to change the current annual association reg-
istration to a biennial registration.
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Added registration and licensing requirements
became effective in January 1985 and Decem-
ber 1985. The impetus for these requirements
arose out of the misappropriation by two man-
aging agents; one for $468,000 from about 17
associations; another appropriated $400,000
from 25-30 associations.'

The bond requirement for associations was
first introduced in 1989 as Act 297.15 Cases like
the 1985 case of Association of Apartment Own-
ers of Lokelani v. Ho’oli Hale Real Estate Cor-
poration et. al., Civil No. 85-0588, Second Cir-
cuit Court, State of Hawaii, apparently impacted
legislation requiring the associations to obtain
its own fidelity bond. The Hawaii Supreme
Court dismissed this case without a hearing
(Case No. 1221) and let stand the lower court’s
decision in favor of the bonding company. The
standing decision affirmed the bonding
company’s decision denying the association
coverage under the condominium managing
agent’s fidelity bond.

In this case, the association alleged that
the condominium managing agent company’s
president and secretary stole association funds.
The association sought recovery on the condo-
minium managing agent’s fidelity bond. The
bond company claimed that the bond protected
only employers from the dishonest acts of its
employees and did not protect a third party like
the association. The bonding company also
claimed that even though the condominium
managing agent had assigned the recovery rights
of the bond recovery fund to the association,
the company did not consent to it. The bond
company also denied coverage because the dis-
honest and fraudulent acts were committed by
the principals of the company and not by cov-
ered employees. As principals they were ex-
cluded from coverage.
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The importance of an association main-
taining the required fidelity bond is well illus-
trated in the settled case of Association of Apart-
ment Owners of Kanoe Resort v. Estate of Bob
L. Brock Deceased et. al. District Court of the
Second Circuit, Civil No. W94-2131. The as-
sociation alleged in their district court complaint
that its former condominium managing agent
and its deceased principal converted the
association’s monies by transferring monies to
the deceased defendant’s account. The Asso-
ciation alleged that the conversion was done
through fraud, misrepresentation or deceit. The
insurance company denied coverage stating that
the bond covered only losses caused by the dis-
honest acts of the association employees not
those of its principal. However, it was reported
that the association reached a financial settle-
ment on their loss under the association’s re-
quired fidelity bond policy. Normally, in Ha-
waili, the association’s fidelity bond covers the
losses caused by the dishonest acts by the prin-
cipals of a condominium managing agent. The
association thereafter dismissed its complaint
without prejudice.'¢

Note:

The secondary mortgage market
(e.9.,"Freddie Mac” and “Fannie Mae”") also
places great importance on the maintenance
of a fidelity bond. These entities require that
associations maintain “Fidelity Bonding” in
situations where unit owner’'s mortgages are
being resold to them. Thus, the failure to
obtain and mainfain the appropriate level of
fidelity insurance jeopardizes the reselling
and financing of the condominium units.

Fidelity insurance policies may be issued
as a blanket or scheduled policy. A blanket
policy covers the dishonesty of anyone handling
association funds. In contrast, a name sched-
uled policy only covers the misappropriation of
named individuals.
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Although the statute requires a fidelity
bond, in reality, the policy that is issued is a
fidelity insurance policy. (A bond usually in-
volves a surety which guarantees the perfor-
mance of an act.)

Note:

“In order to limit exposure to misappropria-
tion of funds, the association should hire com-
petent and trustworthy people who are super-
vised with clear lines of authority.”'

The association should have in place, pro-
cedures for:

1)  authorization and maintenance of ad-
equate documents and records;

2) physical control over assets and
records;

3) independent checks on employees
performance;

4)  lock box deposits where appropriate;

5) the requirement of multiple signa-
tures on the operating account; and

6) limiting access to reserve accounts.

At a minimum, the association, more spe-
cifically, the board of directors should ensure
that the handling and disbursement of associa-
tion funds comply with the requirements of
§514A-97, HRS. Among other requirements,
§ 514A-97, HRS, mandates that the board su-
pervise the disbursement of any association
funds made by its employees and managing
agents. Funds collected by an association’s
managing agent or the managing agent’s em-
ployees must be deposited in the managing
agent’s client trust account and be disbursed by
the agent or its employees only under the su-
pervision of the board of directors. The Real
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Estate Commission has plans to draft rules gov-
erning the handling and disbursement of con-
dominium association funds.

Board supervision includes, but is not lim-
ited to:

1) separate operating and reserve ac-
counts with restricted access to the
reserve account;

2) countersignature (two required sig-
nature) requirements for checks
drawn on association accounts;

3) regular board review and reconcilia-
tion of association disbursement and
accounts balance (includes review of
managing agents statement of expen-
ditures ), regular audit etc.

2. Optional Statutory Insurance

a. Directors' and Officers' Liability In-
surance (D&O)

Section 514A-86 (b), HRS, gives the as-
sociation the option of obtaining D&O liability
insurance in amounts as determined by the board
of directors. This insurance generally provides
the association, directors, and officers some loss
coverage for claims resulting from the directors’
and officers’ failure to adequately perform their
fiduciary duties and duty of ordinary care. Such
coverage may be purchased as an endorsement
to the basic policy or it may be purchased sepa-
rately.

However, damages in connection with
claims resulting from incorrect or omitted in-
surance decisions, non-monetary claims (e.g.,
suits to enjoin the board or make the board en-
force a rule), discrimination and civil rights, and
breach of contract are generally excluded from
the D&O policy. In some instances, the asso-
ciation may attempt to negotiate the purchase
of an endorsement to cover these exclusions and
broaden coverage.
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Damages caused by the directors’ and of-
ficers’ bad faith actions, mismanagement , fail-
ure to maintain adequate reserves, books and
records resulting in bodily injury, property dam-
age, or personal injury are generally covered by
the association’s basic liability policy (commer-
cial general liability policy). On the other hand,
when these same behaviors cause damages other
than bodily injury, property, or personal injury,
such damages may be covered under the D&O
policy.

In general, D&O policies are issued as
claims made policies and the costs of defense
are included as part of the policy limit. For ex-
ample, where there has been a judgment for
$150,000 with a $100,000 policy limit, with
attorney’s fees of $20,000; $20,000 of the in-
surance proceeds will be used to pay the de-
fense cost and the remaining portion of $80,000
may be applied to the judgment for $150,000.
$70,000 of the judgment then remains uncov-
ered by the insurance policy.

The named insured on a D&O policy are
the directors and officers. The association is
covered only if the association is named in the
suit with the directors or officers; and the asso-
ciation has obligated itself to indemnify the di-
rectors and officers.

Typically, D&O policies narrowly define
the named insured as the association’s officers
and directors. Some policies may extend cov-
erage to the association itself, committee mem-
bers, other volunteers, or employees.

b. Exterior Glass

The Hawaii condominium law, namely
§514A-86 (a), HRS, gives the association of
apartment owners the option of obtaining and
maintaining exterior glass insurance. Generally,
the association’s property insurance policy pro-
vides protection for glass breakage. However,
coverage is normally limited (e.g., $100.00 per
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pane and subject to a $500.00 per occurrence
for vandalism). Associations may consider ex-
tending any limited coverage by the purchase
of additional insurance.'® Other laws and county
codes may impose other requirements for re-
pairing or replacing the exterior glass.

3. Other Hawaii Laws Impacting Insur-
ance

A number of other Hawaii laws impact an
association’s insurance decisions.

a. Hurricane Insurance (Chapter 431P,
HRS). (See Appendix C)

The law relating to the Hawaii Hurricane
Relief Fund (HHRF) characterizes and insures
condominium associations as “habitational”
commercial property. The policy covers loss to
the building and its contents only if the policy
holder has a companion property insurance
policy. Such policy, includes and is subject
to, specified limits, exclusions, terms and con-
ditions. The property insurance policy must
be equivalent to a standard fire policy pro-
viding loss coverage for the peril of fire and
windstorm'® (excluding hurricane).

The Fund provides condominium associa-
tions a maximum aggregate coverage of
$500,000 per risk against damage or loss to eli-
gible real property. There is a minimum deduct-
ible: the greater of $5,000 or five per cent of
total coverage at a given insured location, or one
percent of the building value at the insured lo-
cation.

The HHRF policy gives association a
choice of different optional coverages includ-
ing:

Coverage A-1 Building and Structures,

Coverage A-2 Property Association,

Coverage A-3 Builder’s Risk,

Coverage C-1 Business Personal

Property,
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Coverage C-2 Business Personal
Property-Tenant,
Coverage C-3 Business Personal
Property-Associations
Unit Owner,
and several additional coverages including de-
bris removal, reasonable repairs, collapse, pres-
ervation of property. See Appendix C for spe-
cific definitions of these coverage options and
what may be generally covered and excluded
Jrom the policy.

After Hurricane Iniki, hurricane coverage
became difficult to obtain. Thus, in 1993, the
Legislature created the Hawaii Hurricane Re-
lief Fund (“HHRF”) to provide hurricane cov-
erage for property located in Hawaii. If a con-
dominium owner has a mortgage, the mortgage
company will generally require hurricane insur-
ance even though coverage is not mandated by
any specific Hawaii law. Apparently, this is due
to the secondary mortgage lenders (e.g., Freddie
Mac, Fannie Mae) requiring condominium as-
sociations to maintain hurricane coverage as part
of their insurance program. Obtaining hurri-
cane insurance is just the prudent action to
take in the aftermath of Hurricanes Iniki and
Andrew.

However, the policy provides coverage
only during a declared hurricane “watch” or
“warning.” Hurricanes are defined to mean a
storm or storm system defined by the Central
Pacific Hurricane Center of the National
Weather Service.

Hurricane insurance is issued by the
HHREF for residential and commercial property.
Policies are also available, in the non-govern-
ment market, through certain private licensed
insurance companies. Generally, the residential
policy provides coverage which, historically, has
been covered by homeowners or dwelling fire
policies. However, the HHRF characterizes and
insures condominium associations as
"habitational" commercial property.
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1)

Policy coverage. The policy provides cov-
erage for direct physical loss to covered
property only for the peril of wind during
a hurricane and the resulting collapse or
loss caused by rain, snow, sleet, and/or
dust. Other losses to the interior of a cov-
ered building or to property caused by
rain, snow, sleet, sand or dust are covered
only if the direct force of the wind during
a hurricane has first damaged the build-
ing and caused an opening in a roof or
wall, and the rain, snow, sleet, sand or dust
enters through the opening.

Besides providing coverage for direct
damage to covered property such as build-
ing and contents, the HHRF policy pro-
vides coverage for debris removal, reason-
able repairs, collapse and property re-
moval. It does not cover perils insured by
the companion property policy for fire, ex-
plosion riot or civil commotion, vandal-
ism or malicious mischief and theft. Even
losses resulting from such perils are ex-
cluded from coverage whether the hurri-
cane wind concurrently or sequentially
contributed to the loss.

The HHREF policy excludes loss or dam-
age by:

ordinance or law;?

earth movement;

water damage,

sudden and accidental damage from

artificially generated electrical current;

wear;

tear;

marring;

deterioration;

inherent vice;

latent defect and mechanical breakdown;

pollutants;

neglect;

war;

nuclear hazard;

intentional loss;

excavation;

pipe; and

foundation expense.
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2)

3)

9)

There are additional conditions and exclu-
sions which may be found in each policy.

Insured Location. The HHRF provides
insurance coverage for the association
buildings and contents. If the association
consists of multiple buildings, the multiple
buildings are defined as a single insured
location.

Policy Limits. There is no minimum dol-
lar amount of coverage, and the policy lim-
its apply to each insured location. The
maximum coverage for HHRF is $500,000
per association. The HHRF cannot exceed
the companion policy limit. For example,
if the companion fire policy has a limit of
$400,000 the HHRF coverage cannot be
for $401,000. The policy limit however,
can be less than the companion policy.
Thus, the total coverage possible with an
HHREF policy and a companion policy in
this situation is $900,000. This amount,
in some cases, falls far short of the
amounts required to rebuild the condo-
minium.

Policy Deductibles. HHRF coverage at-
taches after the association has met its de-
ductible. The deductible cannot be lower
than the deductible provided in the com-
panion policy for peril of windstorm,
whichever is greater. In a commercial
policy, the deductible applies to all cover-
age on a per insured location and applies
separately to each hurricane. There are dif-
ferent mandatory deductibles for the resi-
dential policy and the commercial policy.
In addition, there are optional higher
deductibles for both types of policies. The
deductible applies to each hurricane. Ad-
justments to the companion policy deduct-
ible may require adjustment to the HHRF
deductible.
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The basic deductible and higher optional deductibles are:

Commercial Policy

Residential Policy

Mandatory Mini-
mum Deductible:

$5,000 or 5% of to-
tal coverage at a
given insured loca-
tion or 1% of the to-
tal building value

at the insured loca-
tion, whichever is
greater.

Optional Higher
Deductibles:

$6,000, 6% of total coverage,
or 2% of the total building val-
ued at the insured location,
whichever is greater.

$8,000, 8% of total coverage,
or 4%of the total building val-
ued at the insured location,
whichever is greater.

$10,000, 10% of total cover-
age, or 6% of the total build-
ing valued at the insured lo-
cation, whichever is greater.

$15,000, 15% of total cover-
age, or 11% of the total build-
ing valued at the insured lo-
cation, whichever is greater.

Mandatory Mini-
mum Deductible

$1,000, or 1% of to-
tal coverage which-
ever is greater.

Higher Optional
Deductible

$2,000 or 2% of total cover-
age, whichever is greater.

$3,000 or 3% of total cover-
age, whichever is greater.

$4,000 or 4% of total cover-
age, whichever is greater.

$5,000 or 5% of total cover-
age, whichever is greater.

5)

Replacement Cost. Typically, for build-
ings and structures loss coverage only, the
companion policy provides for settlement
of losses based on actual cash value
(ACY) of the property (replacement value
less depreciation and a deductible). In
these situations, the HHRF policy cannot
provide for a different method of settling
losses. However, if the companion policy
provides for a settlement of any loss based
on the replacement value of the property
(minus a deductible but without deprecia-
tion), the HHRF policy can provide loss
coverage based on replacement cost value.
The companion policy must also provide
for actual cash value coverage on personal
property.

The HHRF policy provides for the replace-
ment cost coverage by an endorsement
(Hawaii Property Insurance Association
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change endorsement). Thus, at the time
of loss, if coverage A is 80% or more of
the full replacement cost of the building
immediately before the loss, the HHRF
policy will pay the full cost to repair or
replace the damage, subject to the follow-
ing amount (after applying the deductible
and without deduction for depreciation).
That amount is not more than the least of
the following:

a) policy limit for the structure under
the policy;

b) the replacement cost of the damage
portion of the structure for like con-
struction and use on the same loca-
tion; or

c) the necessary amount spent to repair
or replace.
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Under the policy, the purchase of the maxi-
mum amount of insurance available under
HHRF ($500,000) is equivalent to meet-
ing the 80% requirement.

But when the amount of insurance cover-
age maintained is less than 80% of the full
replacement cost, the amount HHRF will
pay is the greater of the following amounts
but not more than the policy limit:

a) actual cash value of the damage part
of the structure less the deductible;
or

b) proportion of the cost to repair or
replace (after the deductible and 6)
without deduction for depreciation),
that part of the damage structure,
which the total amount of insurance

under Coverage A of the policy on
the damaged building bears to 80%
of the replacement cost of the cov-
ered buildings and structures before
the loss.

For example, if the insurance purchased
is only 1/2 of 80% then the recovered loss
amount is 50% of 80% of the total replace-
ment cost. In contrast, if the association
maintains insurance at least 80% of the
replacement cost of the building, the as-
sociation will recover 100% of its insur-
able losses up to the policy limit. See Fig-
ure 4.

Glass Replacement. The HHRF policy
provides replacement cost coverage for
glass with safety glazing materials when
required by ordinance or law.

Figure 4

The Impact of HHRF Coinsurance on Amount of Insurance Recovered
Insurance loss claim payment decreases when coinsurance requirement is not met.*

Building's Replacement Value — $10,000,000

Coinsurance Met: Hurricane Damage
$500,000

Hurricane Policy Pays after
application of deductible:

$495,000

Amount of
Hurricane
= Damage
Amount of

Uninsured
Portion
Uninsured
Portion

recovery

Amount of Insurance H El;r}‘?};;

Purchased $500,000
— The maximum
available under the

HHRF (equivalent to

80% of Replacement

Building's Replacement Value — $10,000,000

Coinsurance Not Met:
-----------------l

]
Hurricane Damage $500,000

Hurricane Policy Pays after
application ofl deductible: $245,000

Amount of Amount of
Hurricane Hurricane
p-  Damage messgm>-  Damage

Amount of
recovery
under
HHRF

Amount of Property
Insurance Purchased
$250,000 — (50% of
the maximum
available under the
HHREF)

bl

self insurance (plan saving)
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7)

8)

1)

Waiting Period. The HHRF policy does
not provide any coverage for a period of
time after the effective date shown in the
declaration for new policies. If the prop-
erty has been previously covered and the
property changed hands, or if the policy
is renewed, the polices are not “new.” This
waiting period lasts a minimum of 5 days
from the time the application is signed and
accepted by the producer. The waiting
period is extended after the cancellation
of a hurricane watch or warning. In other
words, the waiting period is suspended
when there is a hurricane watch or warn-
ing, and restarts seventy-two (72) hours
after the cancellation.

Other Sources of Hurricane Insurance.
Owners may choose to purchase hurricane
insurance from HHRF, and where avail-
able, from licensed Hawaii insurance com-
panies. A certain number of private in-
surance companies in Hawaii have ac-
cepted the risks of hurricanes and provide
policies to cover the hurricane risks. Ha-
waii law does not make it mandatory to
obtain hurricane insurance. However,
mortgage lenders make it mandatory. In
this case, if the association or owner fails
to purchase the required hurricane insur-
ance, the mortgage lender may purchase
the insurance for the owner (force-placed)
In these circumstances, the insurance may
be very expensive and may not represent
the value of the home.

Worker’s Compensation Insurance
(Chapter 386, HRS)

Associations' Volunteers. Even when it
appears that an association has no paid
employees, only volunteers, the associa-
tion may consider obtaining, for such vol-
unteers, Worker’s Compensation Insur-
ance. Such prudent action covers the
association’s potential liability for the pos-
sibility that a volunteer’s assignment lead-
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2)

ing to injuries may be classified as an em-
ployee job related injury. Under such cir-
cumstances, the association becomes li-
able for the workers compensation insur-
ance premiums plus penalty and interest.
The finding of an unpaid volunteer as an
“employee” is dependent on, among other
things, the “control” exerted by the board
in directing the volunteer’s performance
of his or her duties. An association may
elect to cover volunteers, unpaid directors
and officers under the Hawaii Worker’s
Compensation statute.?? If the coverage
is elected annually, the charge for the cov-
erage may be based on an imputed salary.?
If the coverage is not elected, the associa-
tion should examine whether volunteers’
assignment related injuries may be cov-
ered under the association’s other insur-
ance policies or purchase additional insur-
ance coverage.

Associations' Employees. Associations
with employees must obtain Worker’s
Compensation Insurance. Hawaii employ-
ers are required to compensate their em-
ployees for personal injuries caused either
by accident arising out of, and in the
course of employment, or by disease
caused by, or resulting from being em-
ployed. Such compensation includes
medical and rehabilitation benefits, in-
come and indemnity benefits in cases of
disability or death, and allowance for fu-
neral and burial expenses.

The Worker’s Compensation Law is the
employee’s exclusive recourse against the
employer for a work related injury. The
benefits under this law are available re-
gardless of fault. Historically, common
law allowed broad recovery against the
employer. Worker’s compensation laws
eliminated this option and replaced the law
with specified benefits.
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3) Employees of independent contractors.”
In situations where the association has re-
tained an independent contractor to per-
form repair work, the issue may arise
whether an injured employee of an inde-
pendent contractor is an employee of an
association. To minimize the chances of
the association being held liable for any
worker’s compensation benefits in such
situations, the association may consider
the following preventive courses of action:

a) Request the independent contractor
produce a certificate of insurance
currently evidencing that the contrac-
tor maintains worker’s compensation
insurance; and

b) Request the independent contractor
to name the association as an alter-
nate employer on the independent
contractor’s worker’s compensation
insurance policy. This may allow the
claim to be handled under the
contractor’s worker’s compensation
policy.

¢. Unemployment Insurance

Pursuant to Chapter 383, HRS, Hawaii
Employment Security Law, associations with
employees must contribute to the state unem-
ployment compensation fund. The fund pro-
vides benefits for unemployed individuals.

Payments into the fund are based on
amount of wages paid. The statute defines
"wages" as:

... all renuneration for services from
whatever source, including commis-
sions and bonuses, tips or gratuities
paid directly to an individual . . ., and
the cash value of remuneration in any
medium other than cash . .. §383-10,
HRS.
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The statute defines “employment” as:

. . . service, including service in in-
terstate commerce, performed for
wages or under any contract of hire,
written or oral, express or implied.
§383-2, HRS.

The State Department of Labor assesses
associations for back contributions, costs, and
penalties when it fails to make the appropriate
fund payments. In addition, such conduct may
be a breach of the directors’ fiduciary duties.

d. Automobile Insurance

Automobile insurance coverage protects
the association against the liability exposure for
the operation of association owned automobiles.
In addition, the association should make provi-
sions to cover its liability exposure when vol-
unteers or staff operate their own personal au-
tomobiles, or the association hires a vehicle.

Hawaii’s Motor Vehicle Insurance Law,
Article 10C of Chapter 431, HRS requires that
each person operating or using a motor vehicle
upon any public street in this State, be insured
at all times under a no-fault policy (§431:10C-
104, HRS). Subject to certain conditions, the
law permits an owner to self-insure in lieu of
maintaining a no-fault policy (§431:10C-105,
HRS).

The Hawaii Motor Vehicle Insurance Law
also mandates uninsured and underinsured mo-
torist coverage. However, it may be specifically
rejected. §431: 10C 301 (b) (3), HRS.

Associations are included in the definition
of “person” and “owner.” For these reasons, the
board should acquire a working knowledge of
the insurance requirements for association
owned and non-owned automobiles. A good
place to begin is with the Motor Vehicle Insur-
ance Law as set forth in Article 10C of Chapter
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431, HRS. A competent licensed insurance
agent should be consulted for the specifics of
any purchased automobile insurance coverage.

C. Determine any additional insurance
coverages that may be mandated by
the condominium project’s govern-
ing documents.

This section discusses other insurance pro-
visions that might be mandated by the
condominium’s governing documents. Earlier,
this booklet discussed some of these same types
of insurance mandated by the Hawaii condo-
minium law. The condominium’s governing
documents include, but are not limited to:

1) the declaration,

2) articles of incorporation (where ap-
plicable),

3) Dbylaws, and

4)  house rules.

In most cases, the governing documents
require the association to obtain and maintain
property, liability, and employee dishonesty in-
surance. Some governing documents may
specify a particular type of property, liability
or other types of insurance. Depending on the
documents, there may be a requirement that the
required dollar amount of insurance be based
on actual cash, replacement, or guaranteed re-
placement value. In some instances, the basic
insurance policy excludes certain coverages.
However, the excluded coverage may be re-
quired by law or the governing documents.
Under these circumstances, the association must
purchase the required insurance coverage by
means of an endorsement (amendment to the
basic policy) or additional insurance.

1. Compiling the List of Property to be
Insured

Once the board determines what insurance
it is obligated to obtain and maintain, the board
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then must determine which specific property
(real and personal) should be covered by insur-
ance. Basically, it is the responsibility of the
board of directors, not the insurer (insurance
company), to identify any real or personal prop-
erty that the association owns or has an obliga-
tion to maintain, replace, or repair and to pro-
tect against loss or damage. Other personnel
like the managing agent, resident manager, etc.
may help with this identification process. How-
ever, the ultimate responsibility remains with
the board.

In identifying the property a number of
documents should be reviewed including:

a. The condominium’s governing
documents (declaration, articles
of incorporation (if any) master
lease (if any), bylaws, house
rules;

b. Relevant statutes, including
Chapter 514A, HRS;

c. Floor plans of the condominium
project as built (typically filed at
the Bureau of Conveyances);

d. Reserve Study results;

e. Acquisition records, inventories,
or financial statements and
records, invoices, maintenance
records, purchase orders;

£, Association board minutes, cor-
respondence, resolution book;

g. Other applicable documents,
records, and writings. Record
keeping and documentation is
unique to each association and
there may be other documents,
records, and writings that may
also be relevant.
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A visual inspection of the property should
also be conducted to ascertain any additional
real or personal property for probable insurance
coverage. The visual inspection includes a walk
through and around the property. In identify-
ing the property, the association should also
consider underground and above-ground struc-
tures and improvements. Personal property
should also be identified. See Checklist 2 in
Appendix. This checklist may be used to begin
the identification process. It is not a complete
list and every condominium association is
unique, with unique assets.

2. Valuing the Insurable Tangible and
intangible Property

After determining what real and personal
property must be covered by insurance, it then
becomes important to correctly valuate the prop-
erties' potential exposure to loss. Over and un-
der evaluation will result either in obtaining in-
adequate insurance coverage or in paying for
insurance coverage an association does not
need.

Generally, insurance carriers pay no more
than the insurable replacement cost of the build-
ing. For the most part, insurable replacement
costs is far less than the fair market value be-
cause fair market value includes land values and
market conditions. An association and its board
should take steps to ensure that the base value
figure used for determining how much property
insurance to purchase is correct. An original
incorrect value base may mean incorrect insur-
ance premium payments compounded each
year.”

“Valuation of real and personal prop-
erty is critical if exposures to loss are
to be properly quantified, insurance-
to-value is to be obtained, and coin-
surance penalties are to be avoided.”?
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“It is the responsibility of the board of direc-
tors, not the insurer, to value the property. [Oth-
ers may help facilitate the process but the ulti-
mate responsibility remains with the board.]
The best method of determining insurable re-
placement is to purchase an insurable replace-
ment cost appraisal from a company specializ-
ing in this type of valuation.”” The appraisal
should be updated annually to guard against in-
flation.

The board may consult other sources of
cost estimates (non-exhaustive listing):

1. original cost with the addition of
an appropriate amount account-
ing for inflation;

2. estimate of any Hawaii licensed
contractor or an authorized sup-
plier of the asset;

3. any publication such as Repair &
Remodel Quarterly” (Marshall
and Swift, Los Angles), and Life
Cycle Cost Data (McGraw-Hill,
New York);

4. association’s past experience
with the cost of the asset;

5.  purchase receipts;
6. vendors;

7.  the cost of any item similar or
comparable to the asset; and

8. maintenance records.
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3. Caveat—Overiooked Property
Items

Boards of directors, tend to overlook the
following in the process of identifying and valu-
ing the association’s property loss exposure:

1. intangible property, i.e., accounts
receivable from owners, goodwill,
copyrights, patents, trademark
names, leases, easements, licenses,
trade secrets, prepaid expenses, and
accounts receivable (if any);

2. leased property real or personal
(which property could be gleaned
from reading the leases);

3.  off-site property;

4. underground and above ground
structures and improvements. For
example, the association may have
an obligation to take care and main-
tain an underground sprinkler sys-
tem, and above ground - fences,
swimming pools, water supply, sew-
age or drainage lines;

5. electronic data processing hardware
and software (in contrast to poten-
tial exposure to loss of valuable pa-
pers and records coverage);

6. difference between valuing me-
chanical equipment and insuring the
exposure;

7.  property which is in the care, cus-
tody and control of the association
but is not owned by the association;
and

8. security and communication sys-
tems.
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From this point of the booklet, any dis-
cussion about “property insurance” refers to the
standard “Commercial Property and General
Liability” insurance policy. Generally, this
policy and policies of similar nature are issued
to most residential condominiums. However,
reference to a commercially named insurance
may confuse some boards of directors. But the
insurance industry has, for some time, treated
residential condominiums as commercial prop-
erty. This is in contrast to the manner in which
individual homeowners are insured which is
called personal insurance.

The discussion which follows focuses first
on the necessity of commercial property insur-
ance, and second, on the necessity of commer-
cial liability insurance.

4. Property Insurance

“Even if the association does not own the
common area, as is the case in a condominium,
the governing documents generally state that the
association is obligated to maintain it.”?

The governing documents generally de-
scribe the real and personal property which the
association is obligated to maintain and protect
from damage and loss. Over a span of time, the
association may acquire additional real and per-
sonal property for which they are also obligated
to maintain and protect.

Generally, property insurance provides
coverages for buildings, structures, and equip-
ment pursuant to three forms: Basic, Broad, and
Special. Each form insures for different “causes
of loss” (events that produce a loss). (See chart
following).
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Typical Coverages Under the Three Forms of Property Insurance

Cause of Loss: Basic Form Broad Form Special Form

Named Peril: Named Peril All Perils

FIre it st s s s e ) QTSN ) QU X

IR To 1013114 o R ) Q. ) QT X
Windstorm & Hail .ceeeiricnrecricnnissnnsennccanes ) Q. ) QP X

£33 1 1 1o 1 (- 2T ) QT ) QT X
[55.901 Lo T-77'c o T O ) G ) QT X
Civil commotion, riot and

riot attending a strike .....cccovvccvnnnniicccnncenans ) G ) Q. X
Aircraft and vehicle

Lo F: 1o - o 1 S U ) QP ) QP X
Sprinkler leakage ......cceuecreriincivenisrennirnien ), QT ), QR X
Sinkhole collapse ..o ), QR ). G X
Volcanic ACtion...comvecininnscnssncsnnsensmssssensnss ) QU D S X

All of the Basic Form plus these:

Breakage of glass ... ) QTP X
Falling obJects ... s seanssssens ) QTN X
Weight of SNOW, IC8 it n s n s ann ) G X
Water damage ....cooececirmrimmresinismomsse s e nsssssesssasissnsns ) G X
Also added; collapse of structure ..., ) Q. X

And, additionally covers direct
physical loss except that which
is excluded.

Also added; coverage extension for

property in transit.*® X

Note:

Issued policies of Property Insurance may not provide coverage exactly as outlined above. Much
depends on what coverages the insurance company is willing to provide and the particular risks a
particular association is exposed to. Other amenities offered by the association may also create
unique or extensive risks of property loss not covered by the three forms. These may include
swimming pools, lakes, dams, sea walls, extensive exterior glass, or elevators.

a. Property Insurance Exclusions

Examples of damages and losses that
might be specifically excluded (non-insured)
from the Commercial Property Insurance Policy
are discussed in this section. However, an as-
sociation may modify its basic coverage and

make an exclusion a normal part of the insur-
ance contract. This is usually done through the
purchase of an endorsement or amendment to
the insurance contract. Typically excluded
causes of losses are listed in the following chart.
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1) Building codes and other laws relating to re-
construction; including increased costs;

2) Earth movement, including earthquake,
landslide or earth sinking, rising or shifting,
unless fire or explosion results (however,
sinkhole collapse is covered);

3) Power failure, damage by off-premises
power failure;

4) Leakage and seepage, backup of sewers
and drains, surface water, water breaking out
of natural boundaries or floods, and some
wind-driven rain, (but water damage due to
leaking plumbing and appliances is cov-
ered);

5) Special glass coverage (the basic policy may
provide for a limited coverage such as

Typically excluded causes of losses include:

$100.00 per pane; for certain causes of loss
purchase of additional insurance coverage
may increase the protection);

6) Maintenance type exclusions (e.g., ordinary
wear and tear);

7) Mechanical breakdown and electrical arcing;

8) Government action (seizure or destruction of
property by order of the government) and
catastrophic events (e.g., war and military
action, nuclear hazard);

9) Water damage, e.g., flood, surtace water,
waves, tides, tidal waves, overflow of any body
of water;

10) Rupture or bursting of water pipes other than
the sprinkler (this is excluded in the basic
only);2°

b. Endorsements to Basic Property
Insurance Coverage:

A written amendment to an insurance con-
tract is usually called an endorsement. The en-
dorsement usually modifies coverage and super-
sedes relevant provisions of the printed insur-
ance contract or policy. An endorsement can
be used, for example, to provide coverage for
excluded losses. It can be used to modify the
definition of valuation or eliminate the provi-
sions concerning coinsurance or subrogation.

The specific endorsement or additional
insurance selected depends on the needs of the
condominium association, its governing docu-
ments, statutes, county ordinances, lender’s re-
quirements and ordinary business judgment. An
example where a statute dictates the purchase
of an endorsement is illustrated by the require-
ment that the association obtain a fidelity bond
to cover its managing agent (§514A-95.1 (a) (1),
HRS). In some instances, an insurance com-
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pany will not cover the association’s managing
agent under the association's bond. For these
reasons, the association must purchase, where
available, an endorsement to the bond protect-
ing the association’s funds from the dishonest
and fraudulent acts of its managing agent.

Usually, decisions regarding adequate in-
surance coverage rests with the board and are
arrived at in consultation with competent pro-
fessionals such as qualified insurance experts
and attorney’s versed in insurance law. Selected
examples of specific endorsements and the
function of the endorsement include:

1) Inflation protection. Adjusts the amount
of property insurance by a specified per-
centage to keep property policy limits cur-
rent with construction inflation (does not
cover increased expenses due to changes
in building codes). Fannie Mae requires
it when it can be obtained.
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2)

3)

4)

3)

6)

7)

Replacement cost and guaranteed re-
placement cost. Provides sufficient funds
to repair or replace damaged or destroyed
property. Fannie Mae and Freddie Mac
requires association to insure for full in-
surable replacement cost (excludes the fair
market value of land). Guaranteed re-
placement costs eliminates the policy lim-
its subject to certain reporting conditions.

Agreed amount. Eliminates the coinsur-
ance requirements and the problems asso-
ciated with it. For example, if the owners
make the improvements without inform-
ing the board, the policy limits cannot be
adjusted. As a result, the improvements
are not insured and the association may
incur a coinsurance penalty. One possible
solution for this type of situation is the
agreed amount endorsement which elimi-
nates the coinsurance requirement.

Covered cause of loss. Adds back an ex-
cluded cause of loss (e.g., adds back the
water damage exclusions).

Building Ordinance /Construction Code.
Provides coverage for loss resulting from
code provisions which require demolition
of the undamaged portion of the building
and changes in building ordinance and
construction codes which increase recon-
struction costs. See previous related dis-
cussion at page 9 for examples.

Glass. Provides protection for breakage
subject to dollar limitations for certain
cause of loss. This includes debris re-
moval, temporary plats, framing and re-
moval of obstructions.

Boiler and machinery insurance. Usu-
ally, mechanical breakdown, electric arc-
ing, and consequential damages from a
steam boiler explosion are excluded from
a covered cause of loss in commercial
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8)

9)

10)

11)

12)

13)

property insurance. An endorsement can
eliminate these exclusions. This endorse-
ment usually includes high policy limits.

Flood insurance. The National Flood In-
surance Program (NFIP) employs five dif-
ferent methods to insure condominiums.
The requirements for each method is de-
pendent on the type of condominium. A
detailed discussion of this insurance ap-
peared on page 10 of this booklet.

Earthquake insurance. Some jurisdic-
tions, such as California, require insurers
to offer earthquake insurance. May be rel-
evant to the Big Island where earthquakes
have been noted. Usually, this coverage
includes a high deductible and excludes
damage to brick veneer.

Difference in conditions insurance.
(DIG) Broadens property coverage, in
particular, areas of flood and earthquake
or for other perils which are excluded. Of-
ten insures foundations and excavations.
The underlying policy may be used as de-
ductible and difference in conditions
policy provides excess coverage.

Inland marine insurance. Provides in-
creased protection for property which the
association is a bailee and for valuable pa-
pers, accounts receivable, electronic data
processing equipment. Where the commer-
cial insurance package policy does not pro-
vide sufficient protection, additional in-
land marine insurance may be purchased.

Contractor's equipment floaters insur-
ance. Provides protection for a range of
equipment including hand tools, tractors,
portable officers, scaffolding.

Electronic data processing (EDP) insur-
ance. Provides coverage for hardware and
software; accounts receivable, extra ex-
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pense and business interruption associated
with EDP insurance.

14) Valuable papers and records insurance.
Provides coverage for the labor expense
in trying to reproduce destroyed records
and information (includes data).

15) Fine arts floaters. Provides protection for
unique items of value such as paintings and
other art work.

16) Commercial automobile insurance. Pro-
vides coverage for property damage to as-
sociation vehicles. State statute or the gov-
erning documents usually require an as-
sociation to maintain Hability and prop-
erty insurance.

17} Subrogation, contribution, and cancella-
fion endorsements. These have been dis-
cussed in other sections of this booklet (see

page 6).
5. Liability Insurance

Liability insurance provides the associa-

tion with:

a. money the association is legally ob-
ligated to pay (generally per a court
judgement) for bodily injury, per-
sonal injury, property damage and
advertising injury arising out of acts
on the association’s premises or are
related to the operation and mainte-
nance of common property and ser-
vices of the association; and

b.  investigation and defense of any suit;

c. settlement of claim or suit.

Liability exposure to loss includes the pos-
sibility that a person or entity could bring, or
threaten to file, legal claims against the asso-
ciation in connection with:

» personal or bodily injury;
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e contract;

* statute; or

* thenegligent acts or omissions of the
association’s directors and agents.

Note:

Fannie Mae and Freddie Mac re-
quire associations to maintain com-
mercial general liability coverage.

a. Determine and Evaluate the
Association's Exposure to Liability.

It is far easier to value and identify poten-
tial property losses than potential general liabil-
ity losses. Larger condominium projects might
consider hiring a risk management specialist to
identify potential liability losses.

It is not unusual for associations to over-
look some everyday situations that could expose
the association and its members to liability. Ex-
amples of such everyday situations include:

e welcoming the help of volunteers, in-
cluding committee members, who use
their own automobiles for association
business;

= allowing guest parking;

= serving liquor at association events
where the governing documents and
liguor laws permit such;

» holding events open to the public
where food is sold, such as bake sales:
or

e promising to assume the liability of an
independent contractor, e.q., the roofer
for monies the roofer may be liable to
pay for injuries to others.
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These everyday occurrences can expose
the association to Hability and specific endorse-
ments or other insurances can provide the asso-
ciation with the needed financial protection for
such potential liabilities:

1)  The association might be liable for any
injuries caused by a volunteer committee
member using his or her own car, for ex-
ample, while en route to a vendor to pick
up a written estimate for a reserve study
sustains bodily injuries. In this situation,
separate automobile insurance for vehicles
not owned by the association might pro-
vide the financial protection for any find-
ing of liability. Generally, the liability in
connection with association owned auto-
mobiles are also excluded from the basic
commercial general liability policy. The
purchase of separate commercial auto in-
surance will provide the financial protec-
tion the association needs.

2)  The association might be found liable for
the damage to an automobile left in its care
and custody. In this case, a bailee’s insur-
ance policy or endorsement may provide
the financial protection for any finding of
liability.

3) The association might find itself liable for
bodily injuries caused by an intoxicated
guest at an association affair where liquor
had been served. The liability, if any, may
be covered under the association’s basic
commercial general liability policy. If the
basic policy does not provide such cover-
age, the association should consider the
purchase of an endorsement.

4}  The association might find itself liable for
bodily injuries caused by bake products
purchased at an association family fun day.
In this situation, the CGL's liability and
completed operations provisions provide
the insurance protection.
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5)  An owner sustains injuries from partici-
pating in an association-sponsored golf
tournament. Generally, any lability for
off-premise association activities is cov-
ered in the CGL basic pelicy. Neverthe-
less, associations should check for cover-
age. If not covered, the association should
consider purchasing an endorsement.

6) The association agrees, as part of a stan-
dard contract, to assume the liability for
its contractor, as part of the contract for
repairs (hold harmless agreement). A con-
tractual liability endorsement provides the
financial protection for the losses an as-
sociation may incur when it becomes nec-
essary for the association to assume the
liability for someone else such as the con-
tractor.

b. Commercial General Liability Cov-
erage

The insurance coverage provided by the
Commercial General Liability (CGL) insurance
is divided into three sections:

Coverage A includes coverage for bodily injury
{Bl) and property damage (PD});
Coverage B includes protection for personal in-
jury (Pl) and advertising injury (Al}
caused by the association, {e.g., li-
bel, slander, false arrest, malicious
prosecution and certain advertising
activities).

Coverage C  provides for medical paymenis for
one injured on the commeon areas
even if the association is not at fauil,

The CGL insurance also provides cover-
age for products and completed operations, e.g.,
when the association sells products.

However, claims and coverage may be lim-
ited or affected by the following:

Board of Directors' Guide:
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1)

2)

3)

4)

Claims made vs. occurrence triggers. As-
sociations may purchase a Commercial
General Liability policy as an “occur-
rence” or “claims made” policy. An “oc-
currence” policy will provide insurance
protection for injuries or damages arising
during the policy period in which the
policy was in effect. Whereas, a “claims
made” policy provides coverage when the
claim is made. A claims made policy may
be prematurely canceled. When using a
claims made policy, associations may con-
sider purchasing, where available, an “ex-
tended reporting period endorsement.”
This endorsement extends the insurance
coverage for a period of time following
the effective cancellation date. This en-
dorsement may also cover any gap in cov-
erage when changing forms or insurance
companies.

Most CGL policies have an occurrence
trigger; most D&O policies have a claims
made trigger.

Limitations on coverage. Insurance cov-
erage does not exceed the policy limits.
There are two types of policy limits: oc-
currence and aggregate. With an occur-
rence limitation, the insurance policy pro-
vides an amount for each occurrence. In
addition, a policy may have an aggregate
limit. Such a limit allows the carrier to
deny coverage for claims in excess of a
specified amount irrespective of the num-
ber of occurrences. Deductibles may ap-
ply. Because of policy limits, associations
might consider obtaining umbrella or ex-
cess coverage insurance.

Defense costs. In a CGL policy, defense
costs are supplemental or outside the
policy limits. In a D&O policy, defense
costs are inside the policy limits.

Exclusions. The commercial general li-
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ability policy, like the property insurance
policy, also contains exclusions and its
limits are affected by the policy’s defini-
tions. Some exclusions include:

a) intentional injury: intended or ex-
pected damage for bodily injury or
property damage is excluded;

b) contractual liability: precludes cov-
erage for any contractual liability the
association assumes, unless the con-
tract is an insured contract specified
in the policy. Breach of contract,
however, is not insured.

Note:

“FREDDIE MAC” and "FANNIE MAE" re-
quire planned communities and condo-
minium association to purchase such cov-
erage where available.

¢)  host liquor liability: host liquor li-
ability for serving liquor is usually
included in the commercial general
liability policy, provided the serving
and sale of alcohol is not against the
law and the association is not in the
business of selling, manufacturing or
delivering liquor. Should this cov-
erage be excluded from the basic
policy, associations might consider
purchasing an endorsement. Freddie
Mac requires this coverage where
available and applicable.

d) pollution: this exclusion includes
swimming pool chemicals, lawn care
chemicals, asbestos and hazardous
waste among others. Commercial
property insurance provides $10,000
for pollutant cleanup on insured
property but there is no coverage for
liability in the package policy.

Board of Directors” Guide:
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g)

h)

aircraft, autos and watercraft:
eliminates possible overlap with cov-
erage provided by other commercial
insurance policies. Precludes cov-
erage for bodily and property dam-
age claims arising from ownership,
use, entrustment or loading or un-
loading of equipment when the auto,
aircraft, or watercraft is owned,
rented or loaned to an insured.

general property damage: elimi-
nates duplicate coverage for damage
to property that should have been
insured in the commercial, property
coverage portion of the policy.

fire legal liability: limits liability of
the insurer for fire damage to prop-
erty leased to the association.

workers’ compensation and employ-
ers’ liability and similar statutes.
When the association is liable for
someone’s bodily injury under the
applicable worker’s compensation
statute, there is no coverage under the
commercial general liability policy.
In addition, there is no coverage for:
(1) third party over action where an
injured employee recovers against
a negligent third party who sues
the association based on contribu-
tory or comparative negligence,
care and loss of services,

(2)
(8) consequential injuries (e.g., where
a family member contracts a dis-
ease from an employee), and

(4) dual capacity claims which in-
volves the insured both as an em-
ployer and in some other capac-
ity.

All of these are covered by the
employer’s lability policy part of the

worker's compensation policy.

1)

2)
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Other Liability Generating Areas
and Related Insurance Policies.

Worker’s compensation. Worker's com-
pensation benefits compensate an em-
ployee for the employee’s injuries sus-
tained during the course of employment.
The benefits and compensation replaces
the damages which might have been re-
covered pursuant to general tort law. It
covers employees who are injured while
engaged in association business. All state
statutes require it.

Note:

Freddie Mac requires condominiums
to maintain worker's compensation
and employer’s liability policies. This
insurance has been previously dis-
cussed at page 20.

Employer’s Liability. Employer's Liabil-
ity provides employer’s protection from li-
ability that is separate and apart from
worker’s compensation. It protects the
employer (e.g., the association) from suits
brought by injured employees against
employers for:

(1) third party over action where an in-
jured employee seeks to recover
against a negligent third party who,
in turn, sues the association (em-
ployer) based on contributory or
comparative negligence;

care and loss of services;
consequential injuries where, for ex-
ample, a family member contracts a
disease from an employee; and

dual capacity claims which involve
the insured both as an employer and
in some other capacity. These claims
are usually excluded from the com-
mercial general liability policy.

(2)
(3)

4)

: Board of Directors’ Guide:
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3)

4)

Note:

Although most tort claims are pre-
empted by Worker's Compensation In-
surance, Hawaii's worker’s compensation
law does not prohibit an injured employee
from suing the employer for:

(1) sexual harassment or assault;
(2) sexual assault;

(3) infliction of emotional distress; or
(4) invasion of privacy. (§386-5, HRS.)

Directors’ and Officers’ (D&O) Liability
Insurance. D&O Liability Insurance pro-
vides the association protection from the
damages and losses arising out of the
director’s and officer’s breach of their fi-
duciary duty or the duty of ordinary care.
It covers errors in judgements. A fuller
explanation of this insurance appears on
page 15.

Fidelity Insurance—Misappropriation of
Funds. Fidelity insurance or employee
dishonesty insurance provides coverage
for losses caused by employees. The in-
surance can be written as a separate policy
or endorsement. Generally, fidelity insur-
ance covers losses caused by the dishon-
esty of its employees. With a specific ne-
gotiated endorsement, it may cover the
dishonest acts of its non-salaried board,
committee members and condominium
managing agent as “employees.” In this
manner, the misappropriation by a princi-
pal of the condominium managing agent
might be covered. A fuller explanation
of this insurance appears on page 12.

Additional Liability Coverage

For some situations where the exposure to

liability justifies additional liability coverage

beyond the basic policy, an association might

consider the purchase of additional insurance.
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A sampling of additional liability insurances
includes:

1)

2)

3)

9)

Automobile liability coverage. Provides
coverage (liability, physical damage, col-
lision, towing and rental) for association-
owned automobiles. Non-owned or hired
autos (e.g., those of board members, vol-
unteer or management) used for the con-
duct of association business can be cov-
ered through the use of hired and non-
owned automobile liability policies. Non-
owned liability coverage pays for damage
only to an injured third party and not to
the association person operating the ve-
hicle. Freddie Mac requires this coverage
where applicable and available.

Bailee’s insurance. Provides protection
against potential liability for loss to prop-
erty in the care, custody or control of the
association. Freddie Mac requires this
policy where available and applicable.

Garage keeper’s legal liability insurance.
A typical policy covers loss to vehicles left
in the association’s care for repair, service,
storage, or parking as well as loss to ve-
hicles parked in specified parking areas.
Provides collision, comprehensive cover-
age and certain specified cause of loss such
as fire, lighting, or explosion, theft, mis-
chief or vandalism. The policy covers dam-
ages to the vehicle and cost of legal de-
fense. The policy does not cover associa-
tion owned vehicles. Depending on the
terms and conditions of the specific policy,
vandalized vehicles belonging to condo-
minium owners’ and guests’ may be cov-
ered. The policy is required by Freddie
Mac if applicable and available.

Dram shop liability. Applies if the asso-
ciation is in the business of selling liquor.
This applies to condominium units fi-
nanced by Freddie Mac.

Board of Direciors’ Guide:
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5) Umbrella policy and commercial liabil-
ity excess coverage. These are methods
to raise insurance limits and increase li-
ability coverage. However, they raise the
insurance limits in different ways. Excess
coverage in a certain amount is provided
on the same terms and exclusions as the
underlying commercial general liability
policy. The umbrella policy provides ad-
ditional coverage, but not on the same
terms or exclusions. Thus, an umbrella
policy may provide coverage for different
activities, events, perils or exclusions and
it increases the limits of other scheduled
liability policies.

Fannie Mae and Freddie Mac require that
associations maintain a minimum of
$1,000,000 commercial general liability
policy for liability for bodily injury and
property damage arising in the common
areas, public ways and other areas under
the association’s supervision.

D. Acquire a working knowledge of the
insurance coverages required by
lenders.

Federally insured lending institutions, fed-
erally sponsored loan programs, and private fi-
nancial lending institutions require the mainte-
nance of specific types of insurance as a condi-
tion of a mortgage or refinancing. These enti-
ties concerned with protecting their investment
typically require the association to maintain,
among other types of insurances, property, li-
ability, fidelity, flood (for some designated ar-
eas), and earthquake (for some designated ar-
eas).

The specific insurance requirements of
two common government-sponsored enter-
prises, “Freddie Mac” and “Fannie Mae” is ex-
plored in Appendix D.
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“Freddie Mac” is the nickname
for a secondary mortgage market
source, the Federal Home Loan
Mortgage Corporation. It buys
FHA, VA, and conventional mort-
gages from the original lenders.*?

“Fannie Mae” is the nickname
given to the secondary mortgage
market source, Federal National
Mortgage Association. It buys
among other things, FHA’s, ad-
justable rate mortgages, fixed
rate, conventional and VA mort-

gages.

The secondary purchases of such mort-
gages allow the original lender to use its mon-
ies received from, e.g., “Freddie Mac” and
“Fannie Mae” to make more loans for the pur-
chase of condominium units.*

E. Determine what other insurance
coverage should be purchased be-
cause it makes good business
sense to do so.

Boards of directors have a fiduciary duty
to the association of apartment owners in the
performance of their duties and responsibilities
(§514A-82.4, HRS). In some cases, it just
makes good business sense to obtain certain
types of insurance because the situation war-
rants it. In these instances, the obligation to
obtain and maintain certain types of insurance
arise apart from any statute or governing docu-
ment. In these circumstances, the purchase of
certain insurance is deemed by the board as a
prudent course of action.

Board of Directors” Guide:
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1.

Negotiate an insurance policy that
addresses the individualized insur-
ance needs of the association (en-
dorsements, additional insurance,
umbrella and excess coverage).

Caveats and Reminders

In negotiating the insurance contract, the

board might find the following caveats and re-
minders helpful:

a.

Named Insured. The law* requires the
association to maintain insurance cover-
age for the common elements and, whether
or not part of the common elements, all
exterior walls, floors, and ceilings against
loss or damage by fire. Governing docu-
ments may require the association to use
the insurance proceeds to replace or repair
damaged property. For these reasons, the
association must make sure that the insur-
ance contract provides that the insurance
proceeds be given to the association or its
designate for distribution. In practice, this
means the association should ensure that
the entity covered by insurance is the as-
sociation as the named insured.

Proper valuation of association property.
To obtain and properly maintain sufficient
insurance, an association must properly
appraise its property. The association must
decide whether the governing documents,
statutes, lender or case law require the as-
sociation to obtain insurance for the re-
placement or actual cash value of the loss

property.

None of these values, however, include the
increased costs of reconstruction or repair
in accordance with current building codes
or ordinances, value of the land, under-
ground piping, piers and other specified
terms. A replacement cost policy does in-
clude the cost of replacement or repair of

March 1996

C.

the structure, improvements and personal
property.*

See Appendix D for specified insurance
requirements if the mortgages on the con-
dominium apartments are financed by
Fannie Mae or Freddie Mac.

Caveats about deductibles: Deductibles
can make insurance affordable. However,
they affect the amount of insurance avail-
able for replacement or repair of damages.
Deductibles may be applied per building,
per location, or on a blanket basis.

Deductibles may also create problems be-
tween the owners and the association when
the association and governing documents
do not allocate responsibility for payment
of the deductible prior to the loss. For ex-
ample, if the loss suffered is caused by the
actions of a particular owner, the govern-
ing documents or the association's proce-
dures may require that the owner pay the
deductible. The governing documents or
the association's procedure can also allo-
cate that the deductible be paid in accor-
dance with who receives the insurance pro-
ceeds. However the allocation is made, it
should be determined prior to the loss.
Should the association be responsible for
the deductible amount, it has the duty to
ensure that the amounts are available,
placed in, and earmarked as such in the
appropriate account.

Boards must look to their governing docu-
ments for guidance in this area. For ex-
ample, some documents may allocate the
deductible according to who receives the
insurance proceeds or to who has the re-
sponsibility to insure the common prop-
erty and the condominium apartment.*® In
some loss situations, the governing docu-
ments are silent and do not mandate in-
surance coverage. In these situations,
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owners must decide to obtain their own in-
surance or leave the situation uninsured.
Thus, all losses are not automatically cov-
ered by insurance — such is amyth. Some
losses remain uninsured until the owner or
board decides to obtain insurance cover-
age.

The Fannie Mae and Freddie Mac guide-
lines provide that the association place the
money to cover the deductible in its “op-
erating reserve account.”

2. The Rule of Coverage

“Coverage is only provided for those losses
due to a specified cause and those losses that
are not excluded or otherwise subject to limita-
tions.”%

3. The Rule of Coinsurance

Coinsurance requires the association to
carry a specified amount of insurance, e.g., 80%
of the replacement value of the association prop-
erty. In exchange, the insurance company agrees
to pay 100% of all partial losses up to the limit
of the policy minus any deductible. Some ad-
vocate the elimination of the coinsurance provi-
sion by negotiation or endorsement.

Agreed amount insurance eliminates the
coinsurance penalty. This becomes a blessing
where the insurance coverage also provides pro-
tection to improvements made by the owners and
the owners fail to inform the association of the
value of the addition. As such, the owner’s fail-
ure to report the increase cost may cause the as-
sociation to underinsure the property and suffer
the coinsurance penalty.

4. Inflation Caveat
Where the statutes or governing documents

require the association to maintain insurance in
certain amounts and the association does not
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purchase an inflation guard endorsement, the
board may be breaching its fiduciary duty.
There may not be sufficient funds at some fu-
ture time to cover the inflated cost of replacing
the property.

5. The Amount of Insurance Coverage
Rule

The association should have sufficient in-
surance to compensate for damage to, or loss
of, any real and personal property it owns and
any property it is obligated to maintain. It is
the responsibility of the board to identify the
property not that of the insurance carrier.?®

Most insurance is issued on an actual cash
value basis. Actual cash value provides cover-
age for the replacement cost of the property less
depreciation. Since depreciation reduces the
amount of funds available for the repair or re-
placement of the damage or loss property, as-
sociations should seriously consider purchasing
a replacement cost endorsement. The condo-
minium law requires associations to purchase
insurance in amounts to repair or replace the
damage or loss property. Generally, the repairs
and replacements are made of like kind and
quality.*

G. Formulate a plan of action to mini-
mize the association’s exposure to
loss and liability; set up a risk re-
duction program and where feasible
self-insure the association against
loss.

The best insurance against property, net
income, personnel loss, and liability is a risk
management program. Risk management pro-
grams minimize the adverse effects of such
losses on a community association. Insurance
is just one part of the program which transfers
the financial risk of loss to a commercial in-
surer.
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The risk management program typically
includes a five-step decision-making process
and involves:

1. Identifying exposure to loss in four
areas: property, liability, net income,
and personnel;

2. Examining alternative techniques for
risk control;

3. Selecting the best techniques;
4.  Implementing the chosen techniques;

5. Monitoring and improving the risk
management program.®

lii. Concluding Observations

Generally, insurance protects the
association’s property and assets from and
against risks or loss. Whether an association
needs to protect itself against some or all of the
risks discussed in this booklet depends on the
requirements specified in the condominium
project’s governing documents (declaration,
master deed, by laws, rules, resolutions), articles
of incorporation if any, state and federal stat-
ues and rules, county ordinances, private and
secondary lenders, and good business practices.

Without insurance coverage, the associa-
tion may find it necessary to use other set-aside
funds to meet the financial loss related to the
risks or loss. Normally, these set-aside funds
include the association’s cash on hand, reserve
funds, maintenance fund and any related invest-
ments. In a number of situations, these funds
may not be enough to cover the loss. In some
liability circumstances, where the loss cannot
be covered by the association assets, individual
owners, including board members, may be po-
tentially liable for uninsured or unfunded judg-
ments, usually in proportion to their percent-
age ownership in the common areas.
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_ Endnotes

p.1: . introduction

' Examples of such damages and losses include:
vandalism of an owner's car in the condominium’s
parking garage; incorrect reporting that an owner
is delinquent in the payment of assessments;
water damage to a prized downstairs art collec-
tion from the broken dishwasher upstairs.

2 nsurance is not automatic. Much depends on
such factors including: whether the damaged
property is association property covered by in-
surance; whether the negligent acts or inactions
of the association caused the damages, or
whether the specific loss is defined as a specific
loss for which the insurance company and the
asscciation has agreed should be covered.

* Qriginally, the U.S. Department of Housing and
Urban Development designated an area as fleod
prone.

+ Clifford J. Treese. Katharine Rosenberry. “Pur-
chasing Insurance for the Common Interest Com-
munity,” Wake Forest Law Review, Vol. 27, Num-
ber 2, p. 436 (1992).

p.7: ILA.1.i. Endorsements and addmitional in-
surance

5 Coinsurance requires the association to carry a
specified amount of insurance, e.g., 80% of the
replacement vaiue of the association property. in
exchange, the insurance company agrees to pay
100% of all partial losses up to the limit of the
policy minus any deductible.

p.7: ILA.2. Special Policy Conditions for Con-
dominiums

6 Clifford J. Treese, Katharine Rosenberry, Com-
munity Association Insurance. A Guide for Con-
dominium, Cooperatives and Planned Communi-
ties, Third Edition, Community Association Insti-
tute Guide for Association Practitioners, p. 12
(1994),

p.9: IL.B.1.a. Fire Insurance

An uninsured motor insurance benefils coverage
case. The facts of the case are as foliows.
Jeanette Dawes’ daughter, after leaving a stalied
car, was struck by a Honda and died at the site
of the accident. The driver was uninsured. The
owner of car carried uninsured motorist insurance.
Since the fatal accident occurred about a mile
from the stalled car, the issue on appeal, inveived
whether Dawes’ daughter was a covered person

¢
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under the auto insurance uninsured motorist cov-
erage. Although, the case is not directly related
to the definition of repair and replacement costs,
the Court’s reasoning appears instructive on the
issue of inclusion of increased costs (due to
changes in construction code) as part of repair
and replacement costs.

The retevant portions of the Court's reasoning
stated, in part: (1) insurance policies are con-
tracts of adhesion which must be construed lib-
erally in favor of the insured, with any ambigu-
ities resolved against the insurer; (2) policies are
1o be construed according to the reasonable ex-
pectation of the iay person. Dawes . 77 Haw.
117,121, 883 P.2d 38 (1994) cited in Insurance

Coverage Law in Hawaii, pg. 23 (Hiracka and
Eiten 1995).

On a similar issue, the Alaska Supreme Court in
Bering Straights School District v. BLI Ins. Co, ,
873 0.2d 1292 (Alaska Sup. 1584)[cited in
Hiraoka supra] decided in favor of the insured,
holding that even though the policy provided for
limitation to code upgrades, the policy was a re-
placement policy, and because a reasonabie lay
person would have understood the policy to pro-
vide the full replacement coverage.

p.10: il.B.1.a. Fire Insurance

8

Seth Emmer, “Handling Deductibles and Unin-
sured Lesses,” Understanding Association Insur-
ance, Community Associations Institute, Alexan-
dria Virginia, p. 3-5, (1989).

p.i1: li.B.1.b. Flood Insurance

g

Tt

12

A co-insurance provision is not unigque to flood
insurance. The provision may be a feature in other
types of insurance policies.

Nationa! Flood insurance Program, Flood insur-
ance Manual, p. CONDO 7 (March 1895 Revi-
sions).

Ibid., p. CONDO 3.

The Flood Disaster Protection Act of 1973 and
the National Flood Insurance Reform Act of 1984.
The 1994 Reform Act made it mandatory to pur-
chase flood insurance and to escrow the premi-
ums. Leonard Bernstein, Philip Myers, and Daniel
Steen, “Insurance Reform Engulfs Lenders,” Le-
gal Times, March 27, 1985 v. 17 n.45 p. 542 col
1 {53 col in).
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'3 Applies to ali loans outstanding on or after Sep-
tember 23, 1994, the date of enactment of the
Reform Act.

p.13: H.B.1.c. Fidelity Bond

'* Report to the Legislalure, Relating To Condo-
minium Regime |. Heport on the Condominium
Specialist Act 278 (1988}, Report on the Condo-
minium Management Education Fund, § 514A-
133 (d) Hawaii Revised Statutes, Hawail Real
Estate Commission p. 76 (1990).

' Ibid., p. 79.

p.14: 1i.B.1.c. Fidelity Bond

*® Hawaii Real Estate Commission, “Associations’s
Fidelity Bond Looks To Settlement of Claim,” Ha-
wali Condorninium Bulletin, vol. 4 no. 1, p.1,6 (Fall
1995).

7 Treese, “Purchasing,” p. 449,

p.16: 1.B.2.b. Exterior Glass
8 [bid., p. 418.

p. 16: 11.B.3.a. Hurricane Insurance
1? Act 17 H.B. No 13-8 (SLM 1995) amending Chap-
ter 431P, Hawaii Revised Statutes,

p. 17: 1.B.3.a. Hurricane Insurance

% “Meaning enforcement of any ordinance or law
governing the construction, repair, or demolition
of a building or structure unless provided,” Ha-
wail Hurricane Relief Fund specimen policy p. 8
7/14/94.

p.20: 11.B.3.b.Worker's Compensation Insurance
#1 §386-4, HRS allows the association to annually
elect coverage by following certain procedures.

2 Clifford J. Treese, Katharine Rosenberry, Com-
munity Association Insurance, 3rd edition CAl—
Gap Report 4 p. 28 (1994).

p.21: I.B.3.b.Worker's Compensation Insurance
2 The Hawaii worker's compensation law is an ex-
clusive law, cuts of common law tort actions
against employer including wrongful death ac-
tion... It does not exclude recovery for a third
party’s tortious conduct, "Hawaii preserves a right
against that tortfeasor, since the compensation
system was not designed to extend immunity to
strangers.” David M. Louie, “Tort Issues In Work
Site Accident Litigation,” Hawaii Insurance and

March 19%6 m

Tort Law Update, Professional Education Sys-
tems, Inc., kau Claire, Wisconsin p.l1i-14-15
(1992).

But co-employees are not included as a third
party, § 386-8, HRS. Third parties include for
example, physicians whose actions aggravate the
injury, the insurance carrier who conduct a negli-
gent safety inspection, governmental instrumen-
talities, manufacture, subcontractors and sup-
plies. supra. P. lI-15,

But employees must reimburse their employer for
the compensation outlay, employees get the ex-
cess.

Claims for contribution against the employer.
Well settied law, §386-5, HRS, preciudes a de-
fendant in tort action from bringing a claim for con-
tribution (directly or indirectly) against an em-
ployer on the theory that the employer was a joint
tortfeasor.

Contracts of Indemnity are to be strictly construed.
The Hawaii Supreme Court has held that a third-
party may recover from an employer based on a
claim for indemnity, since the claim arose by con-
tract and not on account of the employee’s injury,
Kamaili v. Hawalian Electric Co. Inc. 54 Hawaii
153, 504, P.2d 861 (1972) cited supra. p. lI-18.

However, indemnity contracts must be clear and
equivocal that the employer is intentionally as-
suming liability for the third party when the third
party is negligent.

The "dual capacity doctring” does not exist in Ha-
waii. Coates v. Pacific Engineering, 71 Haw. 358,
No. 13848 (Sup.Ct. May 2, 1990). Thus, the work-
ers’ compensation exclusivity of remedy cannot
be circumvented by suing the employer in another
capacity as manufacturer, distributor or supplier
of equipment. supra. p. 11-35.

Hawaii allows a co-employee to bring an action
against another employee when the employee has
engaged in “wanton” and “willful” misconduct in
total disregard of the duty of safety and proper-
ties of others. Such amounts to an intentional tort.
This is another avenue around the exclusivity of
the worker's compensation statutes.

Employer’s liability insurance may not be as valid
in Hawaii because of the exclusivity of the
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25

26

27

3

pevy

workmen’s compensation laws for employers.
Suits by co-employees based on intentional tort
may be an end around the exclusivity condition
of the state worker's compensation. supra. p. li-
53.

“As a practical matter, the coverage afforded by
the employer’s liability insurance policies may be
illusory to a plaintiff seeking to make an end
around the exclusivity provision of the worker's
compensation law”

Consequently, the insurer may simply be looking
at a duty to defend the alleged tortfeasor, but not
to indemnify.” supra .p. 53.

Clifford Treese, Katharine Rosenberry, 1995 CAl
Law Seminar Community Association Insurance
and Risk Management (1995).

.23: 11.C.2. Valuing the Insurable Tangibie and

intangible Property

Arthur G. Methvin, “Over Insurance Doesn't Pay—
Why Replacement Values are not Fair Market Val-
ves,” CAOnline 84252cdo.ixt.

Treese, *Purchasing,” p. 432.

Ibid., p.422.

. 24:1.C.4. Property Insurance

Ibid., p. 421.

. 25: 1.C.4. Property Insurance

Ciitiord J. Treese, Katharine Rosenberry, 1995
CAl Law Seminar Community Association insur-
ance and Risk Management, Appendix A (1995).

. 26: I1.C.4.a. Property Insurance Exclusions

Some risk of property loss to Association prop-
erty which are generally excluded fromthe prop-
erty insurance coverage may be added to the
policy by the purchase of specific endorsements,
additional insurance Or excess coverage.

.28: 11.C.4.b.14) Valuable papers and records

insurance

In preparing for Hurricane Iniki, a property man-
agement company took preventive measures to
back up computer copies of its client’s data and
stored them off-site.

P-

3z

33

B,

36

B.

37

33: 1.D. Acquire a working knowledge of the
insurance coverages required by lenders
Paige Bovee Vitousek, John W. Reilly, Robert G.
Rediske, Principles & Practice of Hawaiian Real
Estate, 11th Edition, Trade Publishing Company,
Hawaii {1988-1990) p.154.

Ibid.

.34: IL.F.1.a. Named insured

§ 514A-86, Hawaii Revised Statutes.

. 34: I.F.1.b. Proper valuation of association

property

In attached units, situations where the common
areas and separately owned areas are so inte-
grally related , three methods are used to deal
with proper valuation of loss:

In a “single entity” policy where the unit and com-
mon element are treated as oneg; the policy gen-
erally includes paint, cabinets, appliances, mir-
rors and similar items; personal property is ex-
cluded.

In a “bare wall” policy alt portions of the building,
such as sheetrock, studs, and other structural por-
tion of the building are included; wall paper, paint,
and other finished surfaces, cabinets and fixiure
in the unit are excluded. The unit owner must
pay for these exclusions.

In an “all in” policy, the unit and common elements
are treated as one, and inciude all improvemenis
made by the owners.

Thus, if an association intends to replace the
building as of the date of damage, an "all in” policy
is the best. Clifford J. Treese, Katharine
Rosenberry, Purchasing Insurance for the Com-
mon Interest Community, Wake Forest Law Fe-
view, Vol.27, Number 2, p. 413 {1992).

35: 1.F.1.b. Proper valuation of association
property

Seth Emmer, “Handling Deductibles and Unin-
sured Losses,” Understanding Association Insur-
ance, Community Associations Institute, Alexan-
dria Virginia, p. 3-5, (1989).

35: li.F.2. The Rule of Coverage
Treese, "Purchasing ," p. 415.
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p. 35: ILF.5. The Amount of Insurance Cover-
age Rule
% Ibid., p. 421,

¥ The condominium law is silent on what kind and
quality of materials the association must replace
or repair the damage or loss property with., How-
ever, the most widely used standard is replace-
ment and repair with like kind and quality.

p. 36: IL.G. Formulate a plan of action to mini-
mize the association's exposure, .,

‘0 Clifford J. Treese, Community Association Risk
Management, Community Associations Institute,
GAP Report 25 p. 1, 2, (1994).

March 1995 Board of Directors' Guide:
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Checklist 1

Non-Exhaustive Checklist for Determining Property and Liability Loss Exposure

ldentify Which Properties /Liability Exposures Require insurance Coverage By Examining:

O State Statutes

Condominium Chapter 514A, HRS
Mandatory

Fire (Property )

Flood (SHA)

Fidelity Bond

I W O O

]

Optional
1 Exterior Glass
O Director’s & Officer’s

Hurricane §431 P, HRS

Workers’ Compensation §386, HRS
Unemployment §383, HRS
Automobile §431:1 0C

oceood

Federal Statutes

{0 Flood (Federal Disaster Protection Act;
when property lies in designated flood
area)

County Ordinances

Condominium Governing Documents:
Declaration

Bylaws

Rules
Resoclutions

goon

Lender’s Requirements

O Government Sponsored Enterprises
(secondary mortgage lenders) such as:
Q Freddie Mac
a Fannie Mae

0 Federally insured lending institutions

Q Federally sponsored loan program
e.g. Farmers Home Administration,
Smali Business Administration, Veter-
ans Affairs, FHA

Q Private lenders

Physical Inspection—A walk around and
through the project

0O Improvements above ground
Q Improvements under ground
O Objects in use in common areas

Association’s Books and Records:

board minutes

acquistion records

inventories

financial statements and records
accounts receivables

reserve study

as built floor plans
invoices/purchase orders

others

W I R iy A S A B

Association contracts, lease agreements

Others:




Checklist 2
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c.
2. Personal Property (on and off premises

and in transit) and Contents

a.

b.
C.
d

CHECKLIST OF ASSOCIATION ASSETS
Appendix: D

A. Association Assets
1. Real Property
a.

Physical Structures (complete or un-

der construction)

1) Residential buildings

2) Offices

3) Storehouses

4) Garages and Hangars

5) Tanks, Towers and Stacks

6) Wharfs and Docks

7) Pipes and Wires (above ground)

8) Bridges

9) Swimming Pools, Saunas, other
recreational amenities

Underground Property (owned)

1) Cables and Wires

2) Tanks

3) Wells, Ground Water

4) Piping and Pipelines

Land-Unimproved

Aircraft

Animals: Farm Stock Security

Antennae, including Towers

Crops, Gardens, Lawn Shrubbery,

Standing Timber

Electronic Data Processing Equip-

ment and other Information Devices

Equipment and Machinery.

1) Machines and Tools

2) Boiler and Pressure Vessels
a) Fired Vessels-Steam and

Hot Water Boilers
b} Unfired Vessels-Condensate
tanks, storage tanks

3) Mechanical Electrical Equipment
(transformers, generators, mo-
tors, fans, pumps, compressors)

4) Engines - diesel, gasoline,
steam, electric

5) Meters and Gauges

6) Turbines - steam, gas, water

7) Conveyors and lifts, Trams, El-
evators, Escalators, Overhead
Cranes

n.
0.

8) Furnaces, Ovens, Kilns, Non-residen-
tial heating devices, furnace

9) Electronic Controls for Machinery -
thermostatic indoor/outdoor resets

Fences

Fine Arts - antiques, painting, jewelry, li-

braries

Furniture and Fixtures

Improvements and Betterments

Recreational Facilities - parks, gyms,

lakes, cafeterias, other

Security Protection and Detection Devices

Valuable Records (inciude value of bank

records, cost of having them inscribed and

functional availability of data)

1) Blueprints

2) Accounts Receivable

3) Titles and Deeds

4) Tapes, Cards, Discs, Programs

5) Own Securities - negotiable and non-
negotiable

6) Other Securities - in own custody or
in custody of others

7) Cash (including bank deposits

8) Plates

9) Mortgages, bond indentures, Leases

10) Insurance Policies

Vehicles (including contents)

Watercraft (including contents)

B. Non-Physical Association Assets

1.

Financial

a. Rents

b. Leasehold Interests

¢. Extra expense

Employee Benefit Plans

a. Death Benefits

b. Disability Income (Short-Term and Long-
Term)

¢. Medical Plan: Health Maintenance Orga-
nizations

d. Pensions

e. Income Plans: Profit Sharing, Stock Pur-
chase, Thrift

f. Time off with Pay: Holidays, Vacations,
Sabbaticals

g. Payroll Deduction Insurance: Life-Acci-

dent, Property/Casualty

Source: Appendix D and E, pages Xi-8 — XiI-11 from materials for the “Leadership Training Program,” copyright 1990,
Community associations Institute, Alexandria, Virginia. Reprinted with permission from Community Associations Institute.
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10.

11

CHECKLIST OF ASSOCIATION ASSETS
Appendix: D

h. Special Facilities; Dining, Expenses, Com-
pany Cars, Credit

i.  KeyMan

Automobile Liability

a. Operation of Vehicles - owned and non-
owned

b. Loading and Unloading

Dangerous Contents - flammables, explo-

sives

Garagekeeper’s Liability

Garage Liability

Aviation Liability

Owned and Leased Aircraft

Non-owned-officers and employees li-

censed

c. Grounding and Sistership Liability

d. Hangar Owner’s Legal Liability

e. Non-Owned Aircraft

Bailee Liability

Care, Custody and Control of Property to Oth-

ers

Contractual Liability

a. Purchase Agreements

b. Sales Agreements

c. Lease Agreements - real or personal prop-

erty

Performance or Service

Loans, Notes

Hold Harmless Clauses

Surety Agreements

Construction

Directors’ and Officers’ Liability

Employer’s Liability

a. Worker's Compensation or Similar Laws

b. Federal Employees Liability Act

¢. Common Law

d. U.S.Longshoremen’s and Harbor Worker's
Act

e. Jones Act

f.  Unemployment Compensation

Fringe Benefit Plans Liability

a. Pensions, Trusts, Profit Sharing Plans, In-
vestments

b. Insured - Life, Accident, Health, etc.

Liguor Law or Dram Shop Act Liability, Host

Liquor

o

T oo

e o a

15.

12. Non-Ownership Liability
a. Lease Real or Personal Property
b. Bailee’s Liability
¢. Employee’s Use of Vehicle, Aircraft, Wa-
tercraft and Unit Owner’s
13. Ordinary Negligence
a. Of Employees
Of Agents
Of Invited or Uninvited Guests
Of Contractor or Subcontractor
Failure to Provide Safety Equipment,
Warning, etc.
f. Inadequate Enforcement or Regulations
g. Improper preparation of food
Personal Injury

»ao00

14,
a. Libel

b. Siander

c. Defamation of Character
d. False Arrest

e. Misuse of Legal Process
f.  Imprisonment

g. Mental Anguish

h. Shock

i. Fright

j.  Detention

k. Eviction

. Malicious Prosecution

m
n
o)
p
a
b

. Invasion of Privacy
. Wrongful Entry
. Humiliation
. Loss of Reputation
Product Liability
. Implied Warranty
. Express Warranty
16. Protective Liability
a. Contractors Hired
b. Construction or Demolition
17. Railroad Liability
a. Sidetrack Agreements
b. Right-of-Way
c. Grade Crossings
d. Federal Employer’s Liability Act
18. Watercraft Liability
a. Ownership, Lease, Operation
b. Types- boats, yachts, ships, submersibles
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CHECKLIST OF ASSOCIATION LOSS EXPOSURES
Appendix: E

A. Direct Exposures

O NGO A ON =

20.
21.
22.
23.
24,
25.
26.
27.
28.
29.
30.
31.
32.

33.
34.

Breakage of glass - other fragile items

Breakdown - malfunction of part, lubricant, etc.

Collision - on and off premises, watercraft, aircraft, vehicle
Contamination - liquid, solid, gaseous, radioactive, pollution
Corrosion - wear, tear, abuse, poor maintenance

Electrical Disturbance - lightning, burnout, sun spots, power surge
Employee Dishonesty - forgery, embezziement, larceny, theft
Employee Negligence

Explosion and implosion

Failure of Environmental control - temperature, humidity, pressure

. Falling Objects - aircraft meteors, missiles, trees

Fauna - animals, rodents, insects, pests

. Fire

Fraud, Forgery, Theft, Burglary, Robbery

Installation and construction hazards

Inventory Shortage - mysterious disappearance, lost or mislaid property

Land Movement - earthquake, volcano, landslide, avalanche

Obsolescence

Order of Civil Authority -expropriation, demolition, nationalization, seizure, exercise of eminent domain,
confiscation, escheat laws, garnishment of payroll

Physical Change - shrinkage, evaporation , color, mildew, rot expansion, contraction, deterioration
Riots, Civil Disorder, Strikes, Boycotts, Curfews

Rupture, Puncture of tank, vessel

Smoke damage, smudge

Sound and Shock Waves - sonic boom vibration, water hammer

Spillage, Leakage, Pain Spray

Structural Defects

Subsidence - collapse, settlement, erosion

Transportation - overturn, collision

Unintentional Error - employee, computer, counsel, director, officer

Vandalism, Malicious Mischief, Defacing of Property

War, Insurrection, rebellion, Armed Revolt, Sabotage

Water Damage - flood, rising waters, flash flood, mudsiide, tidal wave, geyser, ground water, sprinkler
leakage, sewer back-up, surface water, leakage and seepage

Weight of Ice, Snow

Windstorm - typhoon, hurricane, cyclone, tornado, hailstorm, rain, dust

Third Party Liabilities (compensatory and punitive damage - if applicable)

1.

Advertiser's and Publisher’s Liability

a. Asagents

b. Libel, Slander, Defamation of Character

c. Media Used - radio, newspaper, newsletter
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Insurance policies are legally binding contracts. Thus, policies are spe-
cifically applicable and binding only between the individual insurance
company and the specific purchaser of the policy—the insured, i.e.,
the association.

What follows is a general discussion about selected portions of the
reference insurance policy. The discussion is not intended as legal
advice or insurance advice. Readers are advised to read carefully,
any insurance policy and understand the policy’s terms, provisions,
conditions, and scope of coverage.

The information provided here is intended to give the reader a general
overview of the more salient provisions of the referenced policy. The
Association’s and owner’s specific insurance policy may include “simi-
lar type* terms and conditions discussed here but not the exact terms
and conditions.

Readers are also advised that insurance and other related laws, rules,
regulations and procedures are in constant change. For these rea-
sons, such changes should be researched and updated prior to any
decision to purchase an insurance policy and during a review of any
policy.

Finally, when the reader is in doubt and have questions about the ap-
plicability of any insurance requirements, the reader should consult
the professional services of experts, i.e., insurance agents, attorneys
with competent knowledge of insurance law, managing agents with com-
petent knowledge of insurance law etc.
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National Flood Insurance Policy

The National Flood Insurance Program
provides 5 ways to insure condominiums.
There are different requirements for each
of the method depending on the type of
condominium.

Condominium buildings are divided into
two different types; low and high rise. The
division indicates the difference in the
exposures to the risk that typically exists.
Low-rise buildings generally have a greater
percentage of the value of the building at
risk than high rise buildings. Premiums are
thus higher for the first dollars of coverage.
However, optional higher deductibles for
the low rise buildings, allow the association
to buy back some of the risk reducing the
cost of coverage.

I. Residential Condominium: New Condo
Master Policy (CMP) Association Cover-
age Building & Contents.

Condominium associations where 75% or
more of the floor space is residential may
purchase flood insurance under the new
Condo Master Policy(CMP) on the Residential
Condominium Building Association Policy
(RCBAP) form. The new policy covers the
entire building including both the common as
well as the individually owned building
elements within the units, the improvement
within the units and contents owned in
common. Specifically, the policy provides full
reimbursement for the loss, damage, or
repairs to the condominium building.
The maximum building coverage that can be
purchased is the total number of units times
$250,000! but not more than the replacement
cost of the building. Commonly owned con-
tents are covered to a maximum of $100,000?
per building or the actual cash value. This
coverage is available to residential condo-
miniums in the Regular Program.

Full reimbursement for any loss, damage, or
repairs to the building is dependent or
conditioned on the association’s purchase of
insurance coverage for at least 80% of the full

replacement cost of the building or the maxi-
mum amount of insurance available under the
National Flood Insurance Program.

All new CMPs and Dwelling Policies meeting
the eligibility requirements provide replace-
ment cost coverage for the building(s) subject
to a coinsurance penalty. As long as the
association purchases flood insurance in an
amount equal to the “lesser of 80 percent or
more of the full replacement cost of the
building at the time of loss or the maximum
amount of insurance under the NFIP, the
insured will be reimbursed fully for a loss,” at
page CONDO 7 NFIP Manual (March 1995).
In all other cases the NFIP will pay less than
the full amount of the loss, subject to the
policy limits, and determined as follows:

Insurance Carried Amount Limit
Insurance Required x of Loss = of Recovery

Claim payments are subject to a specified
deductible. The loss standard deductible
amounts are generally $750 for residential
buildings located in a regular program com-
munity in a Special Flood Hazard Area.
Others have a $500.00 deductible.

Existing policy holders whose condominium
buildings have at least 75% or more total
floor area as residential must convert to the
new Condominium Master Policy (CMP).

The basic building limit amount of insurance
under the CMP are :

e $50,000 for a detached building housing
a single-family unit owned by the asso-
ciation;

¢ $ 50,000 multiplied by the number of
units in the building for a residential
townhouse; rowhouse and low-rise condo-
minium;

e $135,000 for high-rise condominiums;

The contents basic limit amount of insurance
is $15,000.

1 Federal Emergency Management Agency, Flood Insurance Manual, (1994) Manual Revisions, March 1995, p.

CONDO 7.
2 Supra., p. CONDO 7.
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National Flood Insurance Policy

Other Residential Condominium: Condo-
minium Association Policy (CAP) Cover-
age Building & Contents

In contrast, when 26% or more of the condo-
minium floor space is non residential, the
association may purchase flood insurance
under the general property form under the
Condominium Association Policy (CAP)
Coverage Building & Contents. In this
situation, the policy covers the actual cash
value of the building up to $100,000 and the
commonly own contents up to the actual cash
value of $10,000. CAP provides specific
coverage for the building’s common elements
and building elements (additions and alter-
ations) within all units of the building.

Note: When a loss occurs under the insurance
programs discussed above, the policy
amounts are first applied to rebuilding the
common elements damage, then to damages
of the individually — owned building ele-
ments .

IT1.Residential Condominium: Unit owners’

Building & Contents Coverage

A condominium unit is considered a single-
family residence whether itisin a
townhouse, rowhouse, high rise or low rise.
Single-family residence may be insured in
one of three ways:

e An owner purchases in the name of the
unit owner a“Dwelling Form” policy
covering the individual unit and its
contents up to the limits of insurance for
a “Single-family” dwelling;

e An association purchases the “Dwelling
Form” policy in the name of the “owner
of record and in the name of the Associa-
tion covering the unit with limits for a
“Single family;”

e Association separately insures an asso-
ciation owned unit.

Coverage is applied first to the individually
owned building elements and improvements
to the unit then to the damage of the
building’s common elements which are the

Appendix A -3

unit owner’s responsibility.

IV. Non-Residential (Commercial) Condo-

minium: Building & Contents.

Commercial condominium buildings and their
commonly owned contents may be insured in
the name of the Association under General
Property Form subject to the ‘Non- Resident’
limits.

. Non-Residential (commercial) Condo-

minium: Unit owner’s Coverage (Con-
tents)

Coverage may be purchase for contents only.
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Highlights and Excerpts from the
Residential Condominium Building
Association Policy Jacket (RCBA)

Issued only to condominium associations containing one or more residential units and in which at lest
75% o f the floor space within the building is residential

What follows is a general discussion about selected provisions of the Residential Condominium
Building Association Policy (RCBA). It is not intended to be a complete or exhaustive discus-
sion of the policy. Readers are reminded to read and examine the actual issued flood insur-
ance policy for the specific terms and conditions applicable to the reader’s insurance con-

tract.

What is the association insured for?

Answer: All direct physical loss by or from flood
to the insured property (real and personal)
subject to the terms, conditions, and exclu-
sions specified in the policy.

Can all condominium associations be insured
under the National Flood Insurance Program
with a “Residential Condominium Building
Association Policy Jacket?”

Answer: Only associations which are defined
as a”Residential Condominium Building;”
which means a building owned by the mem-
bers of the condominium association contain-
ing one or more residential units and in which
at lest 75% o f the floor space within the build-
ing is residential.

Other non-residential associations must elect
other policy coverages, i.e., commercial, gen-
eral property form.

How much insurance is being provided?

Answer. The maximum building coverage that
can be purchased is the replacement cost value
of the building or the total number of units
times $250,000 whichever is less. Commonly
owned contents are covered to a maximum of
$100,000 per building. This coverage is avail-
able to residential condominiums in the Regu-
lar Program.

Who is insured? Who is protected under the
insurance policy ?

Answer. The Condominium association, the
unit owners, any mortgagee and trustee named
in the application and declaration page and at
the time of loss any other mortgagee and loss
payee.

What Losses are not covered under the policy?

Answer: The policy only provides coverage for
the direct physical loss by or from flood. Some
examples of the excluded losses include:

A. Compensation, reimbursement or al-
lowance for:

¢ loss of use, loss of access to the insured
property or premises

» additional living expenses incurred
while the insured premises is being re-
paired

° any increased cost of repair or re-
construction as a result of any ordi-
nance regulating reconstruction for
any reason. (This presented some
real problems for hurricane Andrew
victims. A number of reported situ-
ations indicated that insurance
companies denied payment of claim
amounts attributable to the increase
cost of reconstruction due to CODE
changes.)

B. Losses from other casualties, including
loss caused by:
Theft, fire, windstorm, wind, explosion,
earthquake, land sinkage, landslide,
destabiliation or movement of land result-
ing from the accumulation of water in sub-
surface land areas, gradual erosion, land
subsistence, sewer backup or seepage of
water unless subjected to additional
deductibles; rains, snow, sleet, water, mois-
ture, mildew, mold or mudslide

C. Losses of the following nature:
¢ a loss covered by the insured’s modifi-
cation to the insured property which ma-

Source: Seminar Forms Kit, National Flood Insurance Program, Federal Emergency Management Manage-
ment Agency, Federal Insurance Administration, Appendix C (September 1994).
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terially increases the risk of flooding;

e a loss caused intentionally by the in-
sured.

What are some examples of the properties that
are covered under the residential condo-
minium building association policy?

Answer: Specified building property and per-
sonal property are covered under the policy.
Some examples of both types of properties cov-
ered under the policy include:

Coverage A—Building Property

The entire residential condominium building,
its real property elements, including all units
within the building and the improvements
within the units.

Additions and extensions attached to and in
contact with the building by means of a com-
mon wall but excluding portions of walks,
walkways, decks, driveways, patios and other
surfaces, all whether covered or not and located
outside the perimeter, exterior walls of the in-
sured building

Fixtures, machinery and equipment, including
the following property, while within the build-
ing, including its units which is not being cov-
ered under “personal property:”

furnaces,

wall mirror permanently installed,

permanently installed corner cupboards,

bookcases, paneling and wall paper,

ventilating equipment,

fire extinguishing apparatus,

venetian blinds,

central air conditioners,

awnings and canopies,

elevator equipment,

fire sprinkler systems,

outdoor antennas and aerials,

pumps and machinery for operating them,

carpet permanently installed over unfinished

flooring in the units within the building in-

stalled:

built-in dishwashers, garbage disposal, hot
water heaters, kitchen cabinets, built-in
microwave ovens, plumbing fixtures, radia-
tor, ranges, refrigerators, stoves

materials and supplies to be used in con-
structing, altering, or repairing the building

AppendixA-8

while stored inside a fully enclosed building

a building in the course of construction before
it is walled and roofed subject to certain con-
ditions.

Coverage B—Personal Property
Policy covers personal property which is in or
on the insured, fully enclosed building and is:

owned by the unit owners of the condominium,
in common, or
owned by solely by the condominium associa-
tion and used in the business affairs of the
condominium.

Coverage is provided for the following personal
property whether owned by the association or
unit owner for which coverage is not provided
under Coverage A above —Building Cover-
age

clothes washers, clothes dryers, food freezers,
air condition units installed in the building,
portable dishwashers, carpet, including wall-
to wall carpet, whether it is or is not perma-
nently installed over finished flooring ; car-
pet not permanently installed over unfinished
flooring; outdoor equipment and furniture
stored inside the dwelling or another fully en-
closed building at the property; portable mi-
crowave ovens and “cook out” grills, ovens and
the like.

Personal property coverage subject to the limi-
tation that loss of one or more of the fol-
lowing unique or rare items cannot exceed
$250.00 individually or in total:

art work, including but not limited to, paint-
ings, etchings, pictures, tapestries, art glass
windows including their frames, statuary,
marbles and bronzes;

rare books;
necklaces,bracelets, gems, precious or semi
precious stone, watches, articles of gold, sil-

ver, or platinum; or

furs or any article containing fur which rep-
resents the principal value.

Coverage C—Debris removal
Covers the expenses related to removal of de-

bris of, or on, or front the building or personal
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property and extends to non-owned debris from
other properties and parts of the insured prop-
erty located anywhere but does not exceed the
total liability under the policy for both loss to
property and debris removal expense but can-
not exceed the amount of insurance for prop-
erty covered.

Is there coverage for items bought to prevent
flooding?

Answer:; Reasonable expenses for preventing
flooding or greater damage are provided under
the policy up to $750.00 for:

sandbags including the sand to fill them and
plastic sheeting and lumber; fill for tempo-
rary levees; pumps; and wood for the purpose
of saving the building due to imminent dan-
ger of flood loss, including the association’s
own labor.

What properties are not covered under the
flood insurance policy?

Answer: Examples of the properties not cov-
ered under the policy include:

Valuables and commercial property, like:
accounts, bills, currency, deeds, evidences of
debt, money, coins, medals, postage stamps,
securities, bullion, manuscripts, other valu-
able papers or records, and personal property
used in business.

Personal property used in connection with any
incidental commercial occupancy or use of the
building.

Property over water or in the open, like a
building and personal property in the build-
ing located entirely in, on, or over water or
seaward of mean hightide.

Personal property in the open.

Structure other than buildings like:

fences, retaining walls, seawalls, bulkheads,
wharves, piers, bridges and docks.

Indoor and outdoor swimming pools.

Underground structure including loading
wells, septic tanks and system.
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Other real property including:

land, land values, lawns trees, shrubs,
plants,

portions of walks, walkways, decks, drive-
ways, patios, located outside the perimeter,
exterior walls of the insured building.

Other personal property, like
animals, livestock birds, and fish, aircraft,
trailers on wheels and recreational vehicles

Basements, building enclosures lower than
the elevated floors of elevated building, and
personal property as follows:

In a special hazard areas at an elevation
lower than the lowest elevated floor of an
elevated Post-FIRM building:

building enclosures, equipment, machin-
ery fixtures and components, except for
the required utility connections and the
footings, foundation, posts, pilings, piers
or other foundation walls and anchor-
age system;

personal property.
In a basement as defined in article 2;
personal property;

building equipment, machinery, fixtures
and component including finished walls,
floors, ceiling and other improvement,
except for the required utility connec-
tions, fiberglass insulation, drywalls,
and sheetrock walls, and ceiling, but
only to the extent of replacing drywalls
and sheetrock walls in an unfinished
manner like nailed to framing but not
taped, painted or covered; or

some specific personal property items
connected to a powers source and in-
stalled in their functioning location
where building and personal property
coverage were purchased.
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Can the policy be declared void and have no NOTE: The flood insurance policy
legal force and effect? appears to provide coverage for the
bare replacement of the building. All
other items to restore the building to a
“community” atmosphere are excluded.
Associations should carefully review
the policy exclusions and limits and

Answer: When any one of the following con-
ditions occur, the policy shall be void and
of no legal force and effect:

property listed on the application is not eli-
gible for coverage; void from inception.

community in which the property is located
was not participating in the National

decide if it may be prudent to purchase
additional insurance, excess coverage,
and even self insurance for those ex-
tras to rebuild the association to what
it truly was before the disaster.

Flood Insurance Program on the policy’s
beginning date and did not qualify any at
time during the policy’s term and before
loss.

Source: Federal Emergency Management Agency,
Federal Insurance Administration, National Flood
Insurance Program, Seminar Forms Kit, Appendix
C Residential Condominium Building Association

. . . . licy Jacket. p. 1-17 .
when, during the policy period, the partici- Policy Jacket. p (September 1994)

pation in the National Flood Insurance
program ceases, the policy shall be deemed
void effective at the end of the last day of
the policy year in which such cessation
occurred and shall not be renewed.

in the event any insured or its agent has:
sworn falsely; or

fraudulently or willfully concealed or
misrepresented any material fact includ-
ing facts relevant to the rating of this
policy in the application for coverage, or
upon any renewal of coverage, or in
connection with the submission of any
claim brought under the policy, in which
case this entire policy shall be void as of
the date the wrongful act
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CONDOMINIUM ASSOCIATION REGISTRATION, BONDING, AND EDUCATION FUND

DEADLINE - JANUARY 1, 1996
Information and Instructions

WHO MUST REGISTER: section 514A-95.1, Hawaii Revised Statues, requires registration by all condominium associations of
apartment owners (AOAQ) comprised of six or more apartments (regardless of the use of the apartment - residential, hotel/resort,
commercial, time share, agricultural, parking, industrial, etc.) This includes AOAOs retaining a condominiurm managing agent or self-
managed.

WARNING: in addition to penaity fees, failure to pay the required fees and/or failure to submit a completed application form by the
due date will result in the AOAO being denied standing in any State court and preciude the AOAQ from filing any action to collect
delinquent maintenance fees or foreclose any lien for common expenses.

All application form deficiencies shall be corrected by the DUE DATE or may incur PENALTY FEES.

REGISTRATION: Registration consists of a COMPLETED application form, required fidelity bond documents or exemption
documents, payment of registration fee, payment of condominium management education fund fee, and payment of any penalty fees.

DUE DATE: JANUARY 1, 1996 - File a completed registration by the due date consisting of a completed application form,
required fidelity bond documents or exemption documents, registration fee, and condominium management education fund fee.

ADVISORY - submit a completed registration as early as possible so that any deficiency can be corrected before the due date.
Historically, those who file at the last minute have the highest incidence of deficiencies and incur PENALTY FEES.

FEES: Attach payment for registration fee and condominium management education fund fee.
Registration Fee - $25.00 per AOAO. An additional $25 penalty fee will be assessed for late payment or late registration.

Condominium Management Education Fund Fee - $2.00 per apartment. Two dollars multiplied by the number of apartments
in the AOAO. A penalty for 10% of the amount due will be assessed for late payment.

Check should be payable to: Commerce and Consumer Affairs.

Note: Your fee payment will be deposited immediately upon receipt. The depositing of the payment is not to be considered an
approval of the license, registration or certification. 1f for any reason the application is not approved, or the processing of the
application is terminated, any refunds due will be precessed Refunds take approximately six to eight weeks to process.
Application fees are non-refundable.

One of the numerous legal requirements that vou must meet in order for your registration to issue is the payment of fees as
set forth in this application. You may be sent a certificate before the check you sent us for your required fees clears vour bank.
if vou check is returned to us unpaid, you will have failed to pay the reguired reqgistration fee and your registration will not be
valid. Also, a $15.00 service fee will be charged for checks which are returned by the bank.

BOND: The correct fidelity bond documents or fidelity bond exemption shall be submitted with the association registration application
form or the application will be considered an INCOMPLETE REGISTRATION.

See the attached CONDOMINIUM ASSOCIATION FIDELITY BOND REQUIREMENTS for specific information.

MAIL OR DELIVER REQUIREMENTS TO: Real Estate Branch PHONE NUMBER: (808) 586-2644
Asscciation Registration
250 South King Street, Room 702
Honolulu, HI 96813

0995R
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Effect of Failure to Submit Information Required by Statute or Rules:

The Commission may reject or terminate any registration for failure to submit written confirmation of any of the information
required by statute or Commission rules,

Instruction for Completing the Application Form by Section Number:

11.

12.

13.

14,

The project registration number is the number given the project when it is first registered with the Commission prior to sale
(leave space blank if you do not know this number.)

Street Address refers to the physical location of the project.
All information in the condominium association registration application is considered public information.
The name and address of the contact person will become public information.

Self-managed refers to associations which manage their projects with the help of volunteers or association employees, but
which do not retain the services of an independent condominium managing agent. Any person paid to help manage the project
who is not a direct employee of the association may be considered an independent condominium managing agent (see Section
514A-3, Hawaii revised statutes.

Fiscal management refers to accounting, budgeting, collecting, depositing, and disbursing funds for the association. Any
person, including an accountant or bookkeeper, who is not an employee and who collects, deposits, or disburses funds for
the association is considered a fiscal managing agent. Fiscal and physical refers to fiscal management and the management
of the physical property and any personnel of the association.

Note: BOND EXEMPTION application must be filed yearly and should be filed early as it requires a longer review process.
See attached CONDOMINIUM ASSOCIATION FIDELITY BOND REQUIREMENTS.

Commercial refers to any commercial use of an apartment for stores, offices, and businesses, except industrial which should
be included in the Other category.

Residential refers to any use of an apartment as a dwelling, except that apartments known to be used for short-term rentals
of less than 30 days should be included in the Other category as hotel. Units known to be in a timeshare plan also should
be included in the Other category.

Owner occupied refers to an apartment occupied by the owner and not rented or leased. Please indicate if figures are
estimates.

Indicate if there is a hotel operation, rental pool, or transient rentals in the project.

The amount of maintenance fees assessed owners on a regular basis - if you attach a financial statement, it should clearly show
the amount being collected from owners for the month or quarter prior to the date you complete this form. You may attach
any statement clearly indicating that information, if a financial statement is not available. Please indicate if the statement does
not represent an accurate view of association maintenance fees.

Any special assessments levied against the owners apart from normal maintenance fee assessments for a particular purpose,
such as replacement of elevator, re-roofing, equipment, legal fees, etc.?

As condominium projects in Hawaii age, long-term planning for future capital improvements, repairs, and unexpected expenses
become more important.

if the statement attached for the section on assessments clearly shows the amount of association reserves and with whom they
are invested or deposited, you need not attach another statement. Otherwise, please attach a statement indicating that
information about association reserves, if it exists. Again, please indicate if the statement does not represent an accurate view
of association reserves.

Some associations vote not to have audits. If the date of the association’s last audit is unknown, please indicate. The name
of the public accountant performing the audit, not the individual, is sufficient. However, if the association has twenty or more
owners, an annual audit is required.
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15. Accurate information on the ownership of the land beneath condominium projects is needed. If the lessor has sold the fee
interests for some or all of the apartments in a condominium project which was originally leasehold, the project may be
characterized in one of two ways. If the association purchased all of the fee interest of the land beneath your project
which was nhot purchased by the apartment owners, your project is considered fee simple. if each owner did not purchase
the percentage fee interest attributed to his or her apartment and that percentage fee interest was not purchased by the
association, your project is considered partially converted. If the project is partially converted, please indicate, to the best
of your knowledge, the number of apartments not converted to fee simple and the time of registration. For the purposes of
this question, not converted to fee simple means that the owner has not closed a sales transaction for the purchase of the
percentage fee interest.

For the first 20 to 30 years, most condominium project leases have their ground lease rent fixed at a certain amount, although
that amount may increase in two other steps. After the period of fixed lease rent, many ground leases provide that for the
reminder of the lease, the rent amount shall be negotiated between the owners of the apartments or the association (lessees)
and the owner of the land (lessor). Please indicate the previous renegotiation date (if any), the next renegotiation date, the
present amount of ground lease rent, and the amount of ground lease rent paid prior to the previous renegotiation (if there has
been a renegotiation). If ground lease terms vary from apartment to apartment, please include ground lease information for
an apartment that is representative of the majority of apartments in the project. Please also indicate the type of apartment used
as a representative apartment (e.g., studio, one bedroom, etc.).

Liability for Misstatements:

The Commission expects and requires every board president, vice president, secretary, or treasurer to make a good faith effort
to provide accurate information. That obligation should not be taken lightly and penalties can be imposed for false statement.
Nevertheless, if after a good faith effort you are unable to answer a question correctly or accurately, please indicate and explain,
if necessary.
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i
1996 >

8
CONDOMINIUM ASSOCIATION o
REGISTRATION APPLICATION v
DEADLINE: JANUARY 1, 1996
1. Name of Condominium Project:

Project Reg. No. Total No. of Apartments:

2. Street Address:

3. President of the Board of Directors:

Business Address:

Telephone No.:

4. Contact Person for Association and Title (if other than president): _

Title:

Business Address:

Telephone No.:

5. Management Status:

{See information sheet for instructions.)

naging Agent (See information sheet for instructions.)

.CMA Reg No.
Mgnage"ment Type: [ ] Fiscal Only [ ] Fiscal and Physical

6. Fidelity Bond: (See information sheet for bond requirements.)

[ 1 Original policy of insurance/bonding is attached (for associations registering for the first time this year or previously
registered associations which did not properly complete registration last year).

[ ] Original certificate of insurance/bonding is currently on file with the Commission and complies with aill bond
requirements.

[ ] Bond Exemption Application is attached. File early as it takes a longer review process.

7. Use: Indicate number of apartments in each type of use. (See information sheet for instructions.)

Commercial Agricultural
Residential Time share
Other (e.g., Hotel, etc., please specify. Indicate if figures given for "other" are estimates.):

1095R CMEF .......... 218 $2x =



10.

11.

12.

13.
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Percentage of residential apartments in the project which are owner-occupied: %

Are there apartments being offered for lodgings of less than 30 days, (e.g. hotel, rental pool, time share, etc.)?
[ JYes [ INo

If so, are these apartments being offered by agents of the apartment owners? [ ] Yes [ ] No
If available, please provide a list of agents and the apartment numbers.

Annual Operating Budget:

Did the board of directors prepare and adopt an annual operating budget? [ ] Yes [ ] No

Is it distributed to each apartment owner? [ ] Yes [ 1 No

Maintenance Fees (see information sheet for instructions):

State the total monthly amount of maintenance fees assessed, $ , or attach the most recent
financial statement if it indicates monthly or yearly amount.

Has there been an increase in maintenance fees assessment in the past year? [ ] Yes [ ] No
If so, by how many percent over the previous years? % ~

What is the total amount of delinquent maintenance fees? $

Has the AOAQ deducted and applied portions of maintenance fee received from an apartment owner to unpaid late fees
without prior written notice during the past year? [ ] Yes- | ] No

(514A-15.1)

Special Assessments:

Was there a special assessment levied against the owners during the past year? [ ] Yes [ ] No

If so, how much per gpartment owners? $

The purpose of the special agsessment was

Has there been any discussion, plan, pending action, or decision to have a special assessment in the near future? (f
so, how much per apartment and/or for what purpose:

Has the AOAO conducted a reserve study? [ JYes [ ] No

Has the AOAO adopted a long term budget for reserves (e.g., funds not required for immediate common expenses, or
funds for future capital improvements, major repairs and maintenance, or unexpected common expenses)? Yes

[ INo []

if yes, state the amount of reserves as of this date $ , or attach the association’s schedule or statement of
reserves for the month or quarter prior to the date you complete this form. (See information sheet for instructions.)

Has the association esiablished separate reserve accounts or investments to provide funding for the types of expenses
described in the previous section? [ ] Yes [ ] No

Has the AOAO decided to fund 100% of the estimated replacement reserves through special assessments? |
] Yes [ 1 No If no, what percent? __% (If no special assessment, specify 0%).



14.

15.

16.

17.

18.
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(Association of Apartment Owners of )

Audit:

Date of Association’s most recent audit:

Date of unannounced verification of association’s cash balance:
(If unknown, please indicate.)

Name of public accountant who conducted audit:

Name of public accountant who conducted cash verification:

Land Ownership Information: The following three (3) sections refer to the ownership of the LAND underlying the
building(s)/project. Complete ONLY ONE of the sections.

® [1

@i [1

Previous renegotiation date (if any):

Fee Simple
Originally fee (e.g., from date of original sale)

Originally leasehold but converted to fee (if any part of fee is owned by other than the apartment owners or
association, complete "Partially Converted", section (iii). See-information sheet).

Leasehold
During the past year, the lessor has NOT, offered leaseﬁeld to‘fee conversion?

During the past year, the lessor has offered !easehofd to fee convergion and the offer is still open for
consideration. .

During the past year, the lessor has offered leasehoid to fee conversion, the offer is closed, and those who
accepted are being processed

Partially Converted (e.g., Onglna ly leasehold but now some apartments owned in fee by apartment owners
or assomation but not all). Number of apartments not converted:

Declaration/Bylaws:

Has the AOAO amended its Declaration during the past year? [ ] Yes [ ] No

Has the AOAO amended its Bylaws during the past year? [ ] Yes [ ] No

Have those amendments been duly recorded with the Bureau of Conveyances or Land Court?
[ 1Yes [ 1No

Association and Board Meetings:

How many association meetings occurred during the past year and the months the meeting occurred?

Regular

How many board of directors meetings occurred during the past year?

Special




19.

20.

21,

22.

23.
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Is the board of directors meetings open to all apartment owners? [ ] Yes [ ]} No

How many persons sit on the association’s board of directors?

Membership List:

Does the AOAO keep a current list of all the apartment owners by name and addresses? [ ] Yes [ ] No

Does the AOAQ prohibit pets? [ ] Yes [ ] No

If yes, is the prohibition in the [ ] Declaration [ ] Bylaws [ ] House Rules?

Does the AOAQ allow apartment owners to keep pets? [ ] Yes [ ] No

The right to have pets and its regulations, if any, are in the [ ] Declaration [ ] Bylaws [ ] House Rules

Does your AOAQ have a reference binder as suggested in the Hawaii Condominium Bulletin, in which is contained the
Hawaii Condominium Bulletin, Real Estate Commission Issued Brochures, copy of Chapter 514A (HRS), Chapter 107

(HAR), copy of declaration, copy of bylaws, copy of house rules, etc.? [ ] Yes [ ] No

if so, are apartment owners informed of the existence and availability for review of this binder during reasonable hours?
[ 1Yes [ ] No

Does your AOAO have a newsletter or some other form of communication with the apartment owners on a periodic
basis? [ ]Yes [ ] No

Are copies of all newsletters or communications kept in a binder and available for review by apartment owners during
reasonable hours? [ ]Yes [ ] No ;

Does your AOAO keep minutes of all board of directors and association meetings in a binder, and are they made
available for review by apartment owners during reasonable hours? [ ] Yes [ ] No

If 80, has the existence of this binder and its availability for review been made known to all apartment owners? [ ] Yes
[ 1No

CERTIFICATION OF ASSOCIATION OFFICER:

| HAVE READ AND UNDERSTAND THE INSTRUCTIONS AND INFORMATION THOROUGHLY. IF NOT, | SECURED
ADVICE FROM THE REAL ESTATE BRANCH.

| HEREBY CERTIFY THAT THIS APPLICATION IS COMPLETE AS REQUIRED INCLUDING ATTACHING THE
REQUIRED DOCUMENTS AND FEES.

| HEREBY CERTIFY THAT | AM AUTHORIZED TO SIGN THIS CERTIFICATION AND THAT THE INFORMATION ON
THIS APPLICATION AND THE ATTACHMENTS ARE TRUE AND CORRECT.
Signed and dated this _ day of 199

Signature

{Please print name)

[ 1President [ ] Vice-President [ ]Secretary [ ] Treasurer

(Please print name of association)
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KATHAYN S. MATAYOSHI
MRECTOR

BENJAMIN J. CAYETANO
GOVERNOR

NOE NOE TOM
LICENSING ADMINISTRATC..

STATE OF HAWAII

REAL ESTATE BRANCH
PROFESSIONAL & VOCATIONAL LICENSING DIVISION
DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS

250 SOUTH KING STREET. ROOM 702
HONOLULL. HAWAL 96813

TO: ALL CONDOMINIUM MANAGING AGENTS AND ASSOCIATIONS OF
APARTMENT OWNERS

FROM: REAL ESTATE COMMISSION

RE: ASSOCIATION FIDELITY BOND EXEMPTIONS

Please be advised that as of December 21, 1994, after a review of the issue at its monthly Real Estate
Commission ("Commission") meeting, fidelity bond exemptions for condominium associations shall be
available only to those condominium associations unable to obtain {idelity bond coverage.

This decision is based upon a review of the statutory mandate pursuant to §514A-95.1, Hawaii
Revised Statutes (HRS) and consultation with and advisement by the deputy attorney general.
Section 514A-95.1, HRS reads in relevant part "[a]n association which is unable to obtain a fidelity
bond may seek an exemption from the fidelity bond requirement from the commission” (emphasis
added).

Over the years, the Commission has attempted to accommodate those associations requesting a
fidelity bond exemption. If requesting associations satisfied certain size requirements and financial
criteria, then that association would be granted an exemption to the fidelity bond requirement for that
year. Once granted an exemption, associations were required to apply for such at every registration
period.

In its effort to accommodate associations, the Commission granted exemptions without proof of
inability to obtain a bond. Therefore, effective December 21, 1994 an association requesting a fidelity
bond exemption shall comply with the following requirements:
1. The condominium project consists of twenty (20) or fewer apartments; and
2. The association of apartment owners ("AOAQ"), through its board of directors shall
submit to the Commission letters from three (3) separate insurance carriers
confirming that the AOAO is unable to obtain fidelity bond coverage.

In addition, the following financial factors will be considered:

1. The average monthly amount of maintenance fees collected by the association or its
managing agent, if any, and the association’s annual budget,

2. Whether the association has separate operating and reserve accounts;
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3. The average monthly balance of the operating account and average monthly
expenditures from it;

4. The balance of the reserve account and the procedures by which funds may be
transferred into and out of it;

5. Whether checks written on the operating or reserve accounts require a
countersignature;
6. Whether the board or apartment owners receive monthly bank statements for

operating and reserve accounts directly from the association’s financial institution or
trust company,

7. Whether the board or apartment owners receive monthly statements of association
expenditures from the managing agent;

8. Whether the association conducts an annual audit, review, or compilation of
association funds;

9. Whether the association pays utility and regularly recurring expenses by automatic
payment through its financial institution;

10. Whether the association is totally commercial or industrial with no residential units;
and
11. Whether all the apartments in the project are owned by a single entity.

Should an AOAOQ experience difficulty in obtaining fidelity bond coverage sufficient to satisfy the
registration requirements of §514A-95.1, HRS, please feel free to call this office at 586-2644 to
discuss the situation with a condominium specialist.
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CONDOMINIUM ASSOCIATION FIDELITY BOND REQUIREMENTS

Each condominium project having six or more apartments must secure annually through its association
of apartment owners a fidelity bond or obtain a yearly bond exemption, as provided below.

Amount of Bond and Deductible: The amount of the fidelity bond shall be $500 multiplied by the
aggregate of number of condominium apartments in the association, provided that the minimum bond
amount shall not be less than $20,000 and the maximum need not exceed $100,000. The fidelity bond
deductible shall not exceed $2,000 or 5% of the face amount of the bond, whichever is greater.

Coverage Required by Association of Apartment Owners Bond: The association of apartment
owners fidelity bond shall:

1) Cover all officers, employees, and managing agents of the association who have the
authority to collect, deposit, transfer, or disburse association funds;

@ Name as the insured only the association registered with the Commission and no other
person or entity.

The association’s board shall adopt a written resolution limiting persons who may handle
association funds to those covered by the association’s bond. Copies of these resolutions
shall be available for review by any association member and provided to the Commission
at its request.

Evidence of Fidelity Bond to be Provided to the Commission: Each association of apartment owners
required to have a fidelity bond and registering for the first time in 1996 or any previously registered
association of apartment owners which failed to register or submit proper evidence of bonding as required
in 1995, shall submit a copy of the fidelity bond policy and an original certificate of insurance to the
Commission containing the requirements described below. Associations of apartment owners that have
an original certificate of insurance and a copy of the fidelity bond policy containing all of the requirements
described below and whose bond is fully valid and in effect through 1996 need only notify the Commission
of changes to the bond, in the manner described below.

A copy of the policy and the original certificate of insurance currently on file for each association of
apartment owners required to have a fidelity bond shall:

M Name the Department of Commerce and Consumer Affairs, Professional and Vocational
Licensing Division, Real Estate Commission, P.O. Box 3469, Honolulu, Hawaii 96801, as
“certificate holder";

@ Include a cancellation notification provision that the insurer shall notify the "certificate
holder” in writing, 30 or more calendar days prior to the cancellation/termination of the
bond;

(3) State that the bond is a fidelity or employee dishonesty bond;

4 State the amount of any deductible or that no deductible applies to the bond;

(5) Name only the association of apartient owners as the insured and no other person or
entity;

(6) Include an expiration date or a statement that the bond is continuous;
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{7) State whether the bond is a blanket or name schedule/position type;

(8) Indicate that the bond covers officers, directors, employees and managing agent who
have authority to collect, deposit, transfer or dishurse association funds; and

© Not require criminal conviction before payment of loss.

Special Rules for Schedule/Position Bonds: If the fidelity bond provided is a “name schedule" or
"position" bond, the schedule shall be attached to the certificate of insurance submitted to the Commission.
The association of apartment owners also shall submit to the Commission a board resolution limiting the
persons handling funds for the association to those persons covered by the schedule.

Notification to Commission of Changes to Fidelity Bond: The association shall notify the Real Estate
commission in writing of any amendments to the fidelity bond within 10 days of the amendments. If the
amendments affect the information shown on the certificate of insurance or any bond schedule, the
Commission shall also be provided with an amended certificate of insurance.

Bond Exemptions for Associations of Apartment Owners: The Commission may grant complete or
partial bond exemption to the associations of apartment owners having twenty or less apartments. Please
contact the Commission regarding the exemption or to request a copy of the exemption form.

Note: BOND EXEMPTION application must be filed yearly and should be filed early as it requires a
longer review process.



Appendix B -12

CONDOMINIUM ASSBOCIATION FIDELITY BOND
EXEMPTION APPLICATION

Information and Instructions

Who may apply for an exemption: Any association of apartment owners comprised of twenty or less
apartment units, and any association consisting of one entity (projects entirely owned by one individual,
corporation or partnership).

Standards for granting bond exemption; The law imposes a fidelity bond requirement to: {1} protect
assoclation funds; and (2) ensure that associations adopt sound financlal controls for handiing those
funds. In determining whether to grant a bond exemption, the Real Estate commission looks primarily
at the amount of association funds at risk and the adequacy of association financial controls.

Most associations collect some money from their members to pay association common expenses. The
risk of loss may increase if members lose direct control over their money, particularly if the money is
aggregated into a large common fund.

Smalt associations with few common expenses may collect very little from their members and have only
a small common fund. Members of small associations also may have more direct control over
associations funds. Both circumstances may reduce the risk of loss for small associations.

Sound financial controls for collecting, depositing, transferring, and disbursing association funds also
reduce the risk of loss. Those controls should prevent any one individual (or entity) from having sole
control over association funds and records without the supervision of at least an (other) association
owner, director, or officer. Typical financial controls include: separate operating and reserve accounts,
with restricted access to the reserve account; countersignature requirements for checks drawn on
association accounts; regular board review and reconciliation of association disbursements and accounts
balances; regular audits; etc.

Fidellty Bond Exemption Application Form
Please complete the following questions in black ink:
1. Name of condominium project:

No. of apts. [ ] Residential [ ] Industrial or Commercial [ ] Entirely owned by
one entity

2.]] Self-managed [ ] Agent-managed--name of managing agent

3. Budget for most recent fiscal year (19__ ): $

4. Actual expenses for most recent fiscal year: $

5. Average monthly amount collected by association or managing agent during most recent fiscal
year: $

6. Does association have separate operating and reserve accounts? [ ] yes []no

7. Maximum $ and minimum $ in reserve account during most recent fiscal year.

8. Average monthly balance of the operating account during most recent fiscal year $
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9. Who of the following must sign checks to disburse money from the association’s operating account:
[ ] one association board member only
[ ] managing agent only
{ ] at least two board members
[ ] both managing agent and at least one board member

[ ] other (please specify):

10. f two signatures are required for checks exceeding a certain amount, please state the amount
(If two signatures are required for all checks, indicate amount is zero.)

11. Who of the following must sign to disburse money from the association’s reserve account:
[ ] one association board member only
[ ] managing agent only
[ ] at least two board members
[ ] both managing agent and at least one board member

[ ] other {please specify):

12, i two signatures are required for checks exceeding a certain amount, please state the amount
(If two signatures are required for all checks, indicate amount is zero.)

13. If the association has a managing agent, does the board receive and review statements of
expenditures from the managing agent? []yes [ ] no. If yes, how often? [] monthly [] quartery

14, Does the association receive statements directly from its bank, savings and loan, etc. | ] yes
[ ] no? If yes, does the board review the statements [ ] monthly [ ] quarterty?

15. Does the association have a financial audit by a CPA or PA annually? []yes [] no
It no audit, does CPA/PA do a review or compilation? []yes {] no

16. Does the association have any arrangement with its bank, savings and loan, etc. for automatic
payment of recurring association expenses [ ] yes [] no?

AFFIDAVIT OF ASSOCIATION PRESIDENT OR VICE PRESIDENT:

F certify that | am authorized to sign this affidavit and that the information provided on this form is true
and correct. | understand that knowing or intentional misrepresentation may result in legal liability
{Sections 514A-98 and 710-1017, Hawaii Revised Statutes).

Signature

Title

Subscribed and sworn to me before this
day of , 19

Notary Public, State of Hawaii

My commission expires:




ISSUE DATE

CERTIFICATE OF
INSURANCE
PRODUCER THIS CERTIFICATE 1S ISSUED AS A MATTER OF INFORMATION ONLY AND CONFEF
NO RIGHTS UPON THE CERTIFICATE HOLDER. THIS CERTIFICATE DOES NOT AMEN.
EXTEND OR ALTER THE COVERAGE AFFORDED BY THE POLICIES BELOW
COMPANIES AFFORDING COVERAGE
COMPANY
LETTER A
cope 0007A SUB-CODE COMPANY B
LETTER
INSURED
COMPANY
AOAO Nefesdror G
COMPANY
terrer D
COMPANY E
LETTER
COVERAGES

THIS IS TO CERTIFY THAT THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAME ABOVE FOR THE POLICY PERIOD
INDICATED, NOTWITHSTANDING ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS
CERTIFICATE MAY BE ISSUED OR MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN IS SUBJECT TO ALL THE TERMS,
EXCLUSIONS AND CONDITIONS OF SUCH POLICIES. LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.

co POLICY EFFECTIVE {POLICY EXPIRATION
LTR TYPE OF INSURANCE POLICY NUMBER DATE (MMDD/YY) DATE (MWDD/YY) ALL UMITS
GENERAL LABILITY GENERAL AGGREGATE $
COMMERCIAL GENERAL LIABILITY PRODUCTS COMP/OPS AGGREGATE | §
CLAIMS MADE OCCUR. PERSONAL & ADVEATISING INJURY | $
OWNER'S & CONTRACTOR'S PROT. EACH OCCURRENCE $
FIRE DAMAGE (Any one fire) $
MEDICAL EXPENSE (Any one parson) | $
AUTOMOBILE LIABILITY COMBINED
SINGLE $
ANY AUTO LIMIT
WNE TOS BODILY
ALL O 0 AUTO INJURY s
SCHEDULED AUTOS i (Par person)
AUT! BOOILY
HIRED oS INJURY $
NON-OWNED AUTOS {Per accidant)
GARAGE LIABIUTY PROPERTY s
DAMAGE
EXCESS LIABILITY EACH AGGREGATE
OCCURRENCE
$ $
OTHER THAN UMBRELLA FORM
WORKER'S COMPENSATION
$
AND
$
EMPLOYERS' LIABILITY s
OTHER
Blanket Fidelity 000 000 000 01/01/96 01/01/96 $20,000 Bond

DESCRIPTION OF OPERATIONS / LOCATIONS / VEHICLES / RESTRICTIONS / SPECIAL ITEMS

THIS POLICY COVERS THE NAMED INSURED AGAINST ANY FRAUDULENT OR DISHONEST ACTS OF OFFICERS,
DIRECTORS, EMPLOYEES, AND MANAGING AGENTS OF THE ASSOCIATION WHO HAVE THE AUTHORITY TO
COLLECT, DEPOSIT, TRANSFER OR DISBURSE ASSOCIATION FUNDS

CERTIFICATE HOLDER

CANCELLATION
SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE THE
EXPIRATION DATE THEREOF, THE ISSUING COMPANY WILL ENDEAVOR TO
MAIL 10 DAYS WRITTEN NOTICE TO THE CERTIFICATE HOLDER NAMED TO THE
LEFT, BUT FAILURE TO MAIL SUCH NOTICE SHALL IMPOSE NO OBLIGATION OR
LIABILITY OF ANY KIND UPON THE COMPANY, ITS AGENTS OR REPRESENTATIVES

AUTHORIZED REPRESENTATIVE
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Hawaii Hurricane Insurance Specimen Policy
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Hawaii Hurricane Insurance Specimen Policy
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CONDOMINIUM and REAL ESTATE PUBLICATIONS
Available through the Hawaii Real Estate Research and Education Center

M-1  Condominium Reserves Reference Manual (1992)

A reference source to assist in the development of a condominium association’s

reserves study. (1992) Available in 3-ring binder ..o $30.00
M-ta Condominium Reserves Workbook (1992)

Includes exercises such as identifying components for the reserve study; determining
“Estimated Cost of Replacement,” etc. (Total of 9 exercises). (October 1992, 39 pgs) ...cccvvvnievnernncn $7.00

BOARD OF DIRECTORS’ GUIDE SERIES: A series of booklets comprising the Board of Directors’ Manual.
Can also be used as stand-alone booklets on the specific topics. The following are the first
4 booklets the Center has developed in this series.

M-2 FIDUCIARY DUTY (January 1994, 24 PGS.) cuccciiiriicecioirienretesce e ssessseesseessn e s asssess e ssessnsas seeses $3.00 ea
M-3 PROXIES {JUNE 1994, 43 DUS.) tererterrerratereaeireiereneretens sesmest st atessesesmassense st seeeassentsstsaesrneasasesssrssssanssrsessnn $4.00 ea
M-4 SENSE OF COMMUNITY  (April 1995, 23 PUS.) ot eveeiireeencieeerrereesancesreertsssseeteeineeesansasstassres sasssessessvanns $3.00 ea
M-7 CONDOMINUM INSURANCE INCLUDING FIDELITY BONDS (March 1896, 88 pgs.) ..ccivvcevrvrverennne $6.00 ea

Hawaii Condominium Bulletin

ﬂ quarterly newsletter for condominium owners, association board members and industry related

businesses and organizations. Regular Features of the Hawaii Condominium Bulletin include: the
Reference File, a 4-page section with discussions on topical issues such as Proxies, Insurance, the
Condominium Reference Library, etc; the Condominium Specialists’ column in a Question and
Answer format; Directory of Services (annual feature); Condominium Educational Events Calen-
dar.

Each registered condominium association and condominium managing agent/company
(registered with the Hawaii Real Estate Commission) currently receives 11 copies of
the Bulletin through their designated contact person. Please check with your
association’s managing agent for your board’s copies of the Bulletin.

Individual subscriptions to the Hawaii Condominium Bulletinare also available through the Center.

SUBSCRIPTION 4 ISSUGS ..iiiieeiiieiitiecineesicssiresnceritesanerssiesteesssnassesssseseseassssstessssaesse tasstasasnsrssesassssassessssessasesssssssanes $15.00
HCB Binder - A customized 3-ring binder o hold your copies of the Bulletin...........cccceoniri e $2.00

S-1 A Proposal for a Residential Leasehoid Land Tax Reform Act: An Evaluation of the
Advantages of Reforming the Internal Revenue Code to Qualify Residential Ground Lease
Financing for Deductions or Tax Credits. Final Report. (328 pgs., May 1, 1995) ............... $50.00

[RESIDENTIAL] LANDLORD-TENANT CODE A discussion of various aspects of the Residential Landlord Tenant
Code Statute, focusing primarily on the reference needs of a Hawaii real estate licensee.

M-6 [Residential] Landlord Tenant Code Booklet (October 1995) ......cccvvccrivinninciniiciie e $3.00 ea
M-6 [Residential] Landlord Tenant Code Booklet (Cctober 1995
with a copy of the Hawaii Revised Statutes, Chapter 521 ... e $5.00 ea

For a compiete listing of publications produced by the Center, please call 808-956-7892 (1-800-642-4756 toll-
free from the neighbor islands) and ask for the PUBLICATION ORDER FORM to be mailed or faxed to you.

Visit the Center’s Home Page at http://lwww.cbha.hawaii.edu/rec
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