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Lessons learned from the January

1994 Northridge earthquake
by David C. Swedelson, E

s the aftershocks con-
tinue to roll through the
southland, it is clear
that we do not live on
“terra firma.” January’s
Northridge earthquake
had a devastating impact on community
associations in the Los Angeles area
and it raised a multitude of issues to
which no one was fully prepared to re-
spond. To find some answers we have
had to blow dust off the sections of
governing documents which delineate

the process to follow after an associa-.

tion has suffered major damage and
destruction.

This article addresses many of the
issues we have confronted since the
earthquake. It is for associations still
grappling for answers and also for the
many other associationswho may inthe
future have to respond to these same
concerns, The article should not be con-
sidered a substitute for professional
review of each association’s governing
documents; each association’s circum-
stances are different and professional
counsel experienced in this area can be
of vital importance to the associations
and their boards in recovering from an
earthquake.

Repair responsibility

The earthquake allowed many home-
owners to meet their neighbors for the
- first time, and
sometimes those
meetings turned
into divisive forums
j for debate over re-
pair responsibili-
ties. In many cases,
the predominant
damage to associa-
tions consisted of cracks in interior unit
walls and ceilings. Even associations
fortunate enough to have earthquake
insurance learned that they were not

necessarily in a financial position to
repair such interior unit damage.

Each association’s governing docu-
ments specify varying levels of respon-
sibility for maintenance, repair and/or
replacement of the different compo-
nents of unit interiors, For example,
merely because the walls and ceilings
are common area does not mean that
they are the association’s repair and/or
replacement obligation. The CC&Rs
and condominium plan must be re-
viewed and interpreted to determine
these responsibilities. Because all
CC&Rs require that owners be respon-
sible for painting their unit interiors,
and it is the unit owners’ obligation to
patch and paint, most associations have
taken the position that the primarily
cosmetic damage of cracks, repairable
by patching and painting, is the home-
owner's maintenance and repair obliga-
tion. Associations are not landlords.

Some homeowners, association
managers and attorneys have taken the
alternate position that crack repairs are
the association’s obligation because the
cracks penetrate a wall which is com-
monarea (notall wallsarecommonarea
according to many CC&Rs). While this
may be true in those limited circum-
stances where the repair requires that
the wall itself be replaced, the repair of
a cosmetic crack is done on the surface
of the wall in the interior of the unit,
which is the homeowner's responsibil-
ity. Letus not forget than an earthquake
isan act of God, and associations do not
put away money in reserves for earth-
quake damage.

With respect to those associations
that were partially or fully destroyed,
there are provisions in their governing
documents which require the vote of
the homeowners asto whether or not to
rebuild. Certain associations, and even
some associations with earthquake in-
surance, have decided not to rebuild.
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Earthquake insurance

Earthquake insurance is not re-
quired by either California law or gov-
erning documents, and only about half
of the associations in the Los Angeles
areawerecovered, Even then, coverage
did not necessarily equate toarecovery.
High i insurance deductibles combined
with the various degrees and subtleties
of coverage pose questions and difficul-
ties regarding funding of repairs.

The high deductible in earthquake
insurance is often misunderstood. The
typical 10 percent deductible is not 10
percent of the damage, but 10 percent of
the value of each of the association's
buildings. For example, in an associa-
tion with seven differently configured
buildings, the insurance company
might place a total value of $7 million on
all of the structures and other improve-
ments. At the time of loss, however, the
insurer places a separate value on each
ofthe buildings, plus an additional value
on common areas such as walls, pools
and recreational buildings. Therefore, if
the damage to a $1 million building
(with a $100,000 deductible based on 10
percent of value, not the amount of
damage) was $110,000, the association
would receive $10,000.

There is currently some debate as to
whether associations were/are under-
valued for the purpose of insurance
coverage. Whether it be destruction by
fire, earthquake or other disaster, each
association should review the replace-
ment cost valuation placed on its build-
ings. Notwithstanding the stated re-
placement cost valuation, if an associa-
tion has obtained “guaranteed” replace-
ment cost insurance, and if it costs $7.5
milliontoreplacea building valued at §7
million, the insurance company is on
the hook for $7.5 million.

One interesting quirk of insurance
coverage has been with respect to
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