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Building Collapse: Does
Insurance Cover It?

In the aftermath of the Florida tragedy, many associations
are checking their policies

he tragic collapse of the

Champlain Towers South

in Florida has caused many

condo associations to ask
whether their policies would provide
coverage in the event of this type of
event.

Let’s take a closer look at “collapse”
from an insurance standpoint and how
itis defined in the standard Commer-
cial Property insurance (Property)
policy. The Property policy covers a
building for direct physical damage
caused by “Covered Causes of Loss.”

There are several factors that come
into play in the event of a catastroph-
ic loss, such as a building collapsing:
What caused the building to collapse?
Wias it a “covered cause of loss?” Was
coverage in force at the time of loss?

Under the Property policy, collapse
coverage is excluded. The Property pol-
icy is a standard form used nationally,
but the wording varies by carrier. The
standard Property policy states under
Exclusions: “We will not pay for loss
or damage caused directly or indirectly
by any of the following ... Collapse,
including ... (1) An abrupt falling down
or caving in; (2) Loss of structural
integrity; (3) Any cracking, bulging,
sagging, bending, leaning, settling,
shrinkage or expansion.”

Coverage, however, is given back and
the policy will pay “if collapse results in
a Covered Cause of Loss.” So what ex-
actly are the “Covered Causes of Loss?”

An insurance company will offer
Property coverage under three types of
forms:

« Basic Form covers “fire, lightning,
explosion, windstorm or hail, smoke,
aircraft or vehicles, riot or civil com-
motion, vandalism, sprinkler leakage,

sinkhole collapse, volcanic action,

and additional-limited coverage for
fungus, wet rot, dry rot and bacteria.”
In the basic form, the collapse would
have to be caused by fire, windstorm,
etc. Therefore, if a building should
suffer significant windstorm damage
and the building should collapse, there
is coverage.

« Broad Form covers causes of loss
listed in the Basic Form plus “falling
objects, weight of snow, ice, or sleet,
water damage, and additional cover-
age—collapse.” The collapse would
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have to be caused by perils listed in the
Basic Form and will include collapse
from weight of snow, ice, sleet or even
weight of water build-up. Again, the
collapse will have to occur from a
“Covered Cause of Loss.”

« Special Form covers causes of loss
listed in the Broad Form plus “risks of
physical loss.” This is the broadest of
the three forms and is basically an All-
Risk form except for exclusions. There-
fore, the peril of Collapse could be
insured as long as there is no exclusion
that caused the collapse.




The following chart provides a side-
by-side comparison of the three forms:

Specified Causes of Loss

Fire

or renovation if the abrupt collapse
occurs after ... only if the collapse

Basic Broad | Special
Form Form Form

X X X

Lightning

Explosion

Windstorm or Hail

Smoke

Aircraft or Vehicles

Riot or Civil Commotion

Vandalism

Sprinkler Leakage

Sinkhole Collapse

Volcanic Action

XX |X | X[ X | X | X |X|X
XX |X[X[X|X|X|[X|X|X
XX |X | X | X | X | X |X|X

Fungus, Wet Rot, Dry Rot and Bacteria

Additional Coverage - limited coverage for

x
x
x

Falling Objects

Weight of Snow, Ice, or Sleet

Water Damage

Additional Coverage - Collapse

X | X | X | X

Risks of Physical Loss

X | X | X | X | X

X - Covered Cause of Loss

One possible cause of a building
collapse is “Sinkhole Collapse,” which
is listed on all three forms. The Prop-
erty policy defines Sinkhole Collapse
as “sudden sinking or collapse of land
into underground empty spaces.”

What if the building collapses
from the top and does not go into
underground empty spaces? “Addi-
tional Coverage-Collapse” is included
under both the Broad and Special
Forms and is defined as “an abrupt
falling down ... of a building with the
result that the building or part of the
building cannot be occupied for its
intended purpose.”

The Additional Coverage-Collapse
endorsement states that the policy
“will pay for direct physical loss ...
if such collapse is caused by ... a.
building decay (unless there is prior
knowledge); b. insect or vermin dam-
age (unless there is prior knowledge);
c. use of defective materials in con-
struction, remodeling or renovation
if the abrupt collapse occurs during
the course of construction, remodel-
ing or renovation; d. use of defective
material in construction, remodeling

is caused by: (1) building decay or
insect or vermin damage; (2) one or
more of the ‘specified causes of loss’;
(3) breakage of building glass; (4)
weight of people or personal proper-
ty; or (5) weight of rain that collects
onaroof.”

The Additional Coverage-Collapse
does not apply to a “building or any
part of a building that is in danger
of falling down or caving in; a part
of a building that is standing, even
if it has separated from another part
of the building; or a building that is
standing or any part of a building
that is standing, even if it shows evi-
dence of cracking, bulging, sagging,
bending, leaning, settling, shrinkage
or expansion.”

With regard to the collapse of the
Florida condominium, coverage is
still under investigation. If the cover-
age is under the Basic Form, collapse
would not be covered. If the coverage
is under the Broad Form, collapse
coverage is uncertain and probably
not covered. Under the Special Form,
coverage could exist, but there are
exclusions from wear-and-tear. Based

upon what little information we
have available, the association knew
there were issues with rusting, spall-
ing and corrosion, which are wear-
and-tear issues.

So let’s say that there was coverage
and the policy responded to insuring
a building that collapsed, the policy
pays up to the building limit shown,
subject to the deductible and coinsur-
ance penalty, if any. Coinsurance is
“the clause that states the Insured will
share in losses to the extent that he/
she is underinsured at the time
of loss.”

Building Ordinance or Law:
What role does it play?

Who pays for the cost to remove
the debris or the cost to demolish the
damaged and undamaged portions of
the building? To rebuild the building,
will there be increased costs of con-
struction to meet current building code
requirements?

Building Ordinance or Law, if pur-
chased by the policyholder, would pay
for debris removal, demolition costs
and increased costs of construction to
meet current building code require-
ments up to the policy limits.

Association’s deductible:
Who pays it?

In Hawaii, by statute the association’s
deductible can be assessed to the unit
owners. In a catastrophic event such
as a collapsed building, the board can
assess the association’s deductible to all
the unit owners. Most HO-6 policies
have a minimum limit of $1,000 for loss
assessment coverage.

Itis always recommended that unit
owners discuss coverage limits with
their insurance agents so they have
a good understanding of how their
policies would respond in the event of
a catastrophic event.
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