RUNAWAY

INSURANCE PREMIUMS:

IS YOUR CLUBHOUSE AT FAULT?

The first two articles of this insur-
ance series explored the various
policies that would provide broad
protection on personal proper-
ties needed to operate a country
club. In this article, we will exam-
ine aspects of coverage on the real
property of a club—its buildings.

Although the building cover-
ages purchased may not be as in-
clusive as the inland marine all
risk coverage, which may be pro-
vided on the equipment, there are
serious aspects that must be re-
viewed if a country club is to feel se-
cure about the insurance covering
its buildings.

Many country club officials are
unrealistic about the problems re-
lated to the purchasing of fire in-
surance on a highly-valued club-
house. They complain that the pre-
miums are outrageous. Very few
officials examine the reasons
why fire underwriters do not want
to provide protection on club-
houses or other club buildings.

Country clubs are one of the worst
fire risks that underwriters are
asked to consider. The national
fire loss record of country clubs is
tragic. Each year, nearly one out of
every four clubs suffers a fire
loss—many are very costly. In 1970
there were 10,188 clubs in the Unit-
ed States. That year 2,900 of them
had fires. The aggregate total
property damage was $13,700,000.
Although 1971 figures have not
been compiled, but indications show
no improvement in the record.

If a country club wants to pur-
chase adequate fire insurance at a
reasonable price, the club must
look realistically at its own cir-
cumstances and demonstrate its
willingness to correct the exist-
ing fire insurance at a reasonable
premium.

Progressive country clubs spend
money to increase activity and
revenue, but are reluctant to in-
vest in items that would help reduce
the cost of insurance. For exam-
ple, many country clubs have spent
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Yet, it is necessary—na-
tionally, one out of four
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thousands of dollars to upgrade
their fairway irrigation systems,
but very few are willing to install
automatic sprinkler systems in
their clubhouses. They contend that
this expenditure will not produce
more revenue.

What they do not consider is
that a new irrigation system takes
10 years to pay for itself in labor-
cost savings. An automatic
sprinkler system will pay for itself
in premium reductions on the
average clubhouse in about four
years. The house committee wants
to spend more money to refurbish
the cocktail lounge, because this
may bring in more revenue to the
club, but it downs the insurance
committee when it states that the
fire insurance needed to cover the
additional furnishings may be
hard to find.

The house committee fails to
realize that the clubhouse may
have a frame construction or be lo-
cated in a town that has limited fire
protection. The fire underwriters
review these facts, which the com-
mittee ignores. Here is how one
fire underwriter describes the
situation at many country clubs:

“Frequently, they [clubs] are
situated in towns of inadequate
fire defense, devoid of public hy-
drants or sufficient water supply.
Venerable but vulnerable in their
rambling, unprotected construc-
tion, they often contain substan-
dard, overtaxed kitchen equipment,

substandard furnace and boiler safe-
guards, antiquated wiring and no
fire retardant devices. They are not
rodded and covered with unapproved
roofing materials. Their stairways
are not equipped with fire doors to
restrict the spread of flames. They
contain false ceilings, concealed
spaces, ornate decorations, fes-
tooned drapes, which are not flame-
proofed, fescoed walls or wood pan-
elings with flammable varnishes and

overstuffed furniture.
“In many clubs the housekeep-

ing is poor. Smoking and cooking
hazards are pronounced during
the busy golfing months, while un-
occupancy increases other dan-
gers during inactive seasons.
Blustery golf course winds find roll-
ing fairways of little restriction in
converting small rubbish fires in-
to total clubhouse destruction as
firemen skid over icy private roads
to fight fires with frozen dead-end
water mains.”

Until country clubs are willing
to place fire protection higher on
their priority lists, the foregoing
attitudes by fire underwriters will
exist, and the problem of pur-
chasing fire insurance on a high-
ly-valued clubhouse will remain.

AMOUNT OF FIRE INSURANCE
When a club takes the time to ascer-
tain what may be done to improve
its hazardous circumstances and
takes the proper steps to overcome
these conditions, then the pur-
chase of adequate fire insurance
protection will no longer be a
problem and the premium sav-
ings will more than reward the
country club.

After a country club makes itself
attractive to the fire underwrit-
ers, the next consideration is how
much fire insurance should be pur-
chased on each building and its con-
tents. Many country clubs have no
authoritative yardstick to deter-
mine the amount of insurance that
should be carried on each building
or the contents within each building.



Some clubs ask a member in the
construction business to set val-
ues on the buildings and ask the
bookkeeper or club accountant to
set values on the contents. At best
these are “guesstimates.” There is
no guarantee that these valuations
are correct for insurance pur-
poses, or in the event of a serious
fire, that the amount of insurance
based upon these methods will pro-
vide adequate recovery to replace
the destroyed property.

I am always troubled when I find
that a club does not have a detailed
certified appraisal to establish
the value of its buildings and con-
tents. An appraisal company’s
valuation of property is known as
its insurable value. It is set for in-
surance purposes and differs from
other kinds of property evalu-
ations required for tax, accounting
or management purposes.

When an appraisal firm deter-
mines building values, certain por-
tions of a building excluded under
a fire policy are deducted. More-
over, the building construction
cost uptrend is reflected in its
figures. This is a most important
consideration and is frequently
overlooked by unqualified lay-
men when setting values, particu-
larly when replacement cost cov-
erage on a clubhouse is desired.

Architects’ fees are also exclud-
ed under a standard fire policy.
Many clubs want coverage on these
fees. Appraisals reflect these fees,
which may then be insured by modi-
fying the policy forms to include
the additional expense.

In setting values on contents,
appraisal firms take into consid-
eration the age, condition and util-
ity value of each item. Proper de-
preciation is applied in setting the
insurable value. If replacement
cost coverage on contents is de-
sired, a certified appraisal will al-
so reflect the present replacement
value of these items. When com-
pleted, the country club will have a
complete inventory record of all its

furniture and equipment; the de-
preciated and replacement value
will be listed separately on each
item of personal property. This is a
valuable record not only for the
purchasing of insurance or settling
a loss, but also for control records.

If a serious loss occurs, the ap-
praisal firm will help the country
club determine the property that
has been destroyed, that adequate
insurance to value was carried and
the correct amount of the claim to
be presented to the insurance com-
panies for payment.

Reliable insurance companies
want to be fair in their settlements,
but they should not be expected to
pay just because a clubhouse base-
ment is filled with ashes. Every fire
insurance policy contains a clause
that states the insured, not the com-
pany, must clearly establish the
value of its insured property, the
value of the property that has been
destroyed, and present this informa-
tion to the adjusters for payment.

When a country club suffers a
serious loss and is unable to re-
construct this information, it is
not unfair to state that the club will
not realize the full settlement that
it would have obtained had it ob-
tained a certified appraisal to as-
sist in complying with the loss re-
quirements of the fire insurance
policies.

It is tragic that many clubs resist
the cost to have their real and per-
sonal property appraised by a
qualified appraisal company and
annually keep their inventory and
property values updated by this
appraisal firm. These clubs fail to
realize that the amount, which
would otherwise have been record-
ed with the assistance of an ap-
praisal company, will far exceed
the cost of the appraisal service.

OTHER BUILDING INSURANCE
The perils, which a country club
should insure its buildings and con-
tents against, is a difficult prob-
lem to resolve. Certainly, fire and

lightning, the extended coverage
perils, which include windstorm
and riot, and because of the in-
creased destruction of clubhouse
and golf course property by vandals,
the vandalism and malicious mis-
chief form.

Thereafter broader perils will
have to be considered in the light of
various circumstances, such as
club finances, territorial loca-
tion and underwriters’ willing-
ness to extend the fire policies to
include broader perils.

A country club under the sprink-
ler system protection will want
sprinkler leakage coverage on the
clubhouse and its contents. Those
subject to earthquake will want
coverage against this peril. Flood
insurance is a difficult protec-
tion to purchase, but coverage is
provided in certain areas by an
agency of the Government.

Because of the high-risk poten-
tial of country club property, it is
not uncommon to find 10 to 20 dif-
ferent policies, each insuring a
proportion of the various build-
ings and contents on club proper-
ty. Furthermore, it is common to
find that many members in the in-
surance business share a part in the
placement of these policies. Here-
in lies a dangerous problem.

All the policies are not written in
the same manner. Some show dif-
ferent values on different build-
ings; others fail to have forms at-
tached to broaden the coverage
that are found on the majority of
the policies. This inconsistency
works a real hardship on the coun-
try club when attempting to settle
a loss.

For example, I once reviewed
about 24 fire policies, each of which
covered a portion of the total in-
surance on a large clubhouse for its
full replacement value. Six of
these policies failed to have the re-
placement cost endorsement at-
tached. If all the policies had been
for the same amount, the club would
have been deprived 25 per cent of

continued on page 59
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the replacement cost settlement
because these six policies would
only respond for the depreciat-
ed value of the building.

Unless every fire policy that cov-
ers a proportion of a building or
contents is consistent with re-
spect to all the other policies, seri-
ous problems arise in an effort to
obtain a full settlement. When all
policies are identical with respect
to the perils insured against and to
the specific amount of coverage
on each building and contents and
to the same deductible clause, if
applying, then all these policies
are said to be concurrent.

If various policies differ from
the basic portfolio of fire policies
in any way, the policies are said to
be non-concurrent.

Non-concurrent fire policies
lead to serious problems. Every
country club should attempt to
have a competent insurance man
annually review every fire insur-
ance policy to determine that all
policies are written in the same
manner. This is particularly im-
portant when many members share
in the placing of the fire insurance.

BUILDING CODES

In my capacity as an insurance
advisor to country clubs, I have
found one problem to be para-
mount. Many club operators com-
pletely misunderstand the work-
ings of the standard fire insurance
policy when a loss occurs in which
the clubhouse does not structually
conform to the state or local cur-
rent building code.

Despite the fact it may be private,
any clubhouse designed for occu-
pancy by more than 100 persons is
classified by most building code
authorities as a public assembly
building. This subject should con-
cern every club operator, but es-
pecially those whose clubhouses
are of frame construction and
those whose clubhouses contain
wooden structural members, such
as floor joists, beams, columns, par-
titions or shingled wood roofs.

In recent years, most jurisdic-
tions have passed laws regulating
the type of materials that are per-
mitted in the construction of a
public assembly building. The
laws, moreover, provide that if a

building, which contains non-con-
forming materials erected prior
to the passage of the laws, is dam-
aged or destroyed beyond a cer-
tain portion, it may not be rebuilt.
Instead, it must be completely
torn down and rebuilt with materi-
als that conform with the current
code. In general, this means fire-
resistive or non-combustible ma-
terials, rather than wooden or
frame combustible materials.

In most jurisdictions, when a
non-conforming building is dam-
aged 50 per cent or more or a sub-
standard roof is damaged 25 per
cent or more, the state fire marshal
or the local building inspector
will order the entire structure
razed or the entire roof surface re-
moved. If it is to be rebuilt or re-
paired, he will then direct that the
materials to be used conform to
code before a permit is granted.

As one can surmise, this expense
will be greater than the actual loss
suffered in a fire or windstorm.

The standard fire insurance pol-
icy, in its insuring agreement,
makes clear just what portion of
this expense may be recovered un-
der its contract by the provision
that recovery shall be “without al-
lowance for any increased cost of
repair or construction by reason
or any ordinance or law regulating
construction or repair.” In effect,
this provision clearly states that
the insurance will respond only
for the damaged portion, which was
the direct result of the loss.

I once reviewed a loss file on a
frame clubhouse, which was insured
for 100 per cent of its replacement
cost value. Moreover, it was com-
pletely protected by an automat-
ic sprinkler system. Nonetheless,
the membership was told that the
undamaged section would have to
be demolished and the entire club-
house rebuilt with code-conform-
ing materials.

The insurance companies quick-
ly settled the loss, but the club was
faced with three additional unin-
sured expenses: 1) the actual value
of the undamaged section; 2) the
cost to demolish this portion, and
3) the increased expense for ma-
terials conforming to the code.

Every club must hire an architect
or qualified building inspector to
review all the structural features

of the clubhouse to determine if it
is vulnerable to these possible un-
expected additional loss compli-
cations. Do not be lulled into
thinking that an exterior brick
construction or an automatic
sprinkler system provides im-
munity from the effects of a build-
ing-code ordinance. This may not
be the case.

SPECIAL ENDORSEMENTS

If it is determined that your club-
house doesn’t conform to current
public-assembly building codes, it
is recommended that the insurance
committee extend the fire policies
by special endorsements to cover
the additional expenses which might
arise.

There are three standard en-
dorsements, which may be attached
to the policies, each covering a dif-
ferent aspect of this problem. The
first is called contingent liability
from operation of building laws.
This endorsement pays for the ac-
tual value of the undamaged por-
tion of the clubhouse that must be
razed.

The second is the demolition
cost endorsement. It covers the
expense for a wrecker to demol-
ish the undamaged portion.

The third form is called the in-
creased cost of construction en-
dorsement. Only when a club-
house is insured for replacement
may this endorsement be at-
tached. It covers the increased cost
of repairs or construction over and
above the replacement cost of ex-
isting materials for materials
conforming with the current build-
ing codes.

One final word of caution. If
your clubhouse requires these cov-
erages, it is recommended that
you secure the assistance of a
competent fire underwriter to set
up the actual forms and amount of
coverages required. Here again a
qualified appraisal firm may be of
valuable assistance. Setting val-
ues for these endorsements re-
quires the aid of well-qualified, pro-
fessional personnel.

JOHN GLEASON Jr. is an insurance
consultant dealing exclusively with
coverage requirements of clubs, and
has written numerous other articles
on insurance for GOLFDOM.
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