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CS06.10.20 — BYLAW COVERAGE PITFALLS

A homeowner who recently purchased the property thought that they were doing all the right things. It was on a
large lot with a spacious 2,200 square foot home that was constructed about 47 years ago and was in good shape.
Although some of the finishes and features were original, it was in good shape and well maintained over the years
which would place its updated age at 30 years. The cost to rebuild the home would be $ 208,857 which a recent

Reproduction Building Appraisal indicated. Using this appraisal this would place the Actual Cash Value (ACV) at $
133,668.




A fire occurred which resulted in approximately $ 50,000 worth of damage according to the restoration contractor
who was repairing the home. All was going well until the homeowner received a notice in the mail from the
municipality requiring certain procedures be taken. These were standard procedures and requirements that any
municipality would require, or so he thought. The condition that was the kicker was condition number 4 which
read “Submit sealed Fire Sprinkler drawing and Hydraulic calculations. Alternations to a Single Family dwelling
which has a construction value of more than 75% of the greater of the assessed value or appraised value of the
building prior to the alternation, fire sprinkler shall be installed. Refer to Building and Plumbing Bylaw No. 3425
Section 22”. The municipality is now claiming the whole house has to be upgraded because the damage is over 75
%.

Where are they getting this figure from? Very simple, they pull a current Assessment Role Report which states the
2006 value of the improvements to the property is $ 41,400 and the $ 50,000 repair bill is much over the 75 % of
the $ 41,400 value.

So we got a copy of this report and found that the improvement value in 2005 was $ 72,200 and in 2004 it was $
66,300 which is an increase of roughly 9 % per year so in 2006 it should have been in the neighbourhood of $
78,700. This still would put the $ 50,000 repair bill over the 75 % mark. But you really have to ask the question
“What does the Assessment Value have to do with a construction value?” The assessment value is to determine a
mill rate for taxes — it has nothing to do with construction or reconstruction costs.

We got a copy of the Building and Plumbing Bylaw No. 3425 Section 22 and reviewed this section which reads
“Section 22 Fire Limit Areas and Sprinkler Regulations Sub Section 22.4 Subsection 22.2 does not apply to: 22.4.1
additions or alterations to one and two family dwellings which have a construction value of less than 75% of the
greater of the assessed value or appraised value of the building prior to the addition or alteration:”




This is what the plan checker who sent the notification letter was referring to. In his letter he refers to alternation
which means fluctuation; vacillation; swinging; undulation; or wavering, whereas the act states alteration which
means change; modification; adjustment; shift; variation; amendment; revision; or adaptation. Are we getting
picky?

What the plan checker did not refer to was the definition of Appraised Value which states under Section 2
Definitions “Appraised Value means the value of a building determined by a person designated Accredited
Appraiser Canadian Institute (AACI) by the Appraisal Institute of Canada” and “Assessed Value means the most
recent assessed value of a building as determined by the Assessment Authority of British Columbia”

In reviewing the Assessed Value of $§ 41,400 one has to ask why it decreased instead of increasing. The
neighbourhood it is in is increasing in value. Without any further investigation one would have to assume that the
previous owner had appealed his assessment notice for some reason which usually takes a few years to be
processed.

We know that the assessed value will not help the situation, so an appraisal is necessary and given the information
by the plan checker, an appraisal was completed which resulted in the reproduction cost as mentioned. No
thought was given as to whom could give the appraisal other than only an accredited appraiser which was done.
The municipality has now come back and said that they want an appraiser used that has their AACI and is a
member of the Appraisal Institute of Canada. We have to ask why?

Who are they? In their own words they state “The Appraisal Institute of Canada, founded in 1938, is the premier
real estate appraisal association in Canada” “The Appraisal Institute of Canada grants professional designations in
real estate appraisal. The Appraisal Institute of Canada is a self-regulating body and, maintains the highest
standards, practices and professional conduct in real estate appraisal to protect the public interest.” We are not
buying a house here; the act refers to construction or reconstruction. We do not need a real estate or market value
appraisal; we need a reproduction appraisal for construction costs.

They go on to say there are approximately 1,000 members in the BC chapter, and have two designates CRA
(Canadian Residential Appraiser) and AACI, (Accredited Appraiser Canadian Institute). According to the act we can
only use one of these designates, so what is the split in membership between the two. We could not find a split
nor could we access a membership list, but we did access the executives in each of the 9 chapters. Coincidently,
out of the 38 executives that have their AACI, half of them are with the BC Assessment Authority or another
government body. Is there a pattern here?

The recent appraisal shows that Bylaws Coverage should be S 40,442. Although the homeowner had bylaws
coverage, it was limited to $ 10,000 and has been used up through normal code upgrade.

In summary, the act along with the enforcers of this act are not swayed by what is right or wrong but merely
continue to march to the beat of their own drum. Any accredited appraisal should be recognized and let common
sense prevail. The saving grace of this fiasco is that not all municipalities in the Lower Mainland conduct their
business this way. Most try to accommodate their populace by helping eliminate the unnecessary red tape when
hardship falls upon an individual resident.

Brokers, Underwriters, and Building Owners, beware of these pitfalls and review your bylaws coverage carefully.

REPRODUCTION APPRAISAL REPORTS

We are please to introduce combined RCR/ODF Insurance Appraisal Report for underwriters, brokers and the
consumer and our Loss Appraisal Report for adjusters in the event of a loss. This appraisal provides a Replacement
Cost Reproduction (RCR) Appraisal based upon Reproduction Costs for Replacement Cost Value using the



Calculator Method by means of the Marshall Valuation format or the R. S. Means Cost Guides for contractors and
they will incorporate Physical and Functional factors in the Depreciation segment for Actual Cash Value. This report
is designed for a total loss or to determine co-insurance for both RCV and ACV.

The Underwriting Format provides the following Recommended Individual Policy Limits; Replacement Cost (RCV)
or (RCT); Occupancy Design Fixtures (ODF); Bylaw Coverage (BC); Demolition & Debris Removal (DDR); Guaranteed
Replacement Cost (GRC); Blanket Insurable Value (BIV); and Depreciation Applicable (ACV) in the form of a
percentage for underwriting reports and the actual cash value for claims reports.

Occupancy Design Fixtures (ODF) is now incorporated into the format and can be added for an additional cost.
Incidental Occupancy Design Fixtures such as free standing appliances for apartment buildings are included in a
RCR Appraisal Report for no additional cost.

Occupancy uses with sizeable ODF requirements such as Security Equipment, Janitorial, Cash Registers, Checkroom
Equipment, Business Offices, Laboratories, Mortuaries, Medical Offices, Dental Offices, Motels, Lobby and
Reception Area Furniture & Equipment, Residential, Automotive — Repair & Service, Automotive — Tire Retreading,
Automotive — Spray Booths, Barber and Beauty Shops, Photo Labs, Laundry and Dry Cleaning, Laundromats, Billiard
Rooms, Amusement Arcades/Casinos, Health Clubs, Bowling Centers, Restaurants and Soda Fountains, Snack Bars,
Retail Stores, Bakeries, Food and Beverage Markets, Churches, Stage/Theater Equipment, Chimes and Carillons,
Organs, Theater Seats, Schools, Libraries, Warehousing, Hazardous Material Storage, Shipping Docks, etc will not
be included unless requested as part of the appraisal.

DAMAGE ASSESSMENT REPORTS

This report is designed to establish value for a partial loss to a building that provides a Scope of Damage and a
Damage Assessment for both RCV and ACV. Since every loss is not a total loss, the rates will reflect costs for cutting
and patching to existing construction; dust protection; material handling & storage; protection of existing finishes,
shift work requirements; temporary shoring & bracing; equipment usage curtailment; and work inside secure
premises, where applicable. All of these conditions are associated with retrofitting replacement material for partial
losses.

Logistics have been changed with added or revised sections which now include Ceiling Height, Building Shape,
Basement, Building Height, Building Size, Green Construction, Hillside Location, Shortages, High Wind Areas,
Weather Extremes, Congested Areas, Resort/Remote Areas, Retrofitting Construction, Seismic Construction,
Current Cost, and Location.

FILE AuDITS

So you think you have done everything right. There was an assigned approved insurance contractor to complete
the restoration and the project was put out to bid. But why did the costs escalate and the insured is not happy with
the results? There are a number of reasons why. Outside influences such as government bodies can directly impact
the how the restoration process is going to take place. There really is no control over these situations and
inevitably the construction costs are directly impacted by decisions a government body can make concerning the
restoration process.

We offer peace of mind through knowledge and expertise, call us at (778) 239 — 6308 or email us at
integral@shaw.ca for more information, as our audit reports start at $ 250.00 and our full reports start at $ 500.00
plus GST.

This e-mail is never sent unsolicited. You have received this Newsletter because you subscribed to it or someone forwarded it to you.
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This newsletter is designed to inform adjusters, brokers, underwriters, and all consumers of risks regarding real property whether it is simply
existing conditions of a property or actual loss of property. This publication is distributed by subscription or appointment only to over 5,000

subscribers.

Please feel free to pass this newsletter on to your staff or others as well.

“We offer peace of mind through knowledge and expertise.”
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