

[image: cover]




[image: ht01]




[image: t01]




 


Copyright © 2023 by Shawn Woedl.


All rights reserved. No part of this book may be used or reproduced in any manner whatsoever without prior written consent of the author, except as provided by the United States of America copyright law.


Published by Advantage, Charleston, South Carolina.


Member of Advantage Media.


ADVANTAGE is a registered trademark, and the Advantage colophon is a trademark of Advantage Media Group, Inc.


Printed in the United States of America.


10  9  8  7  6  5  4  3  2  1


ISBN: 978-1-64225-606-2 (Paperback)


ISBN: 978-1-64225-605-5 (eBook)


LCCN: 2023902604


Cover design by Wesley Strickland.


Layout design by Matthew Morse.


This publication is designed to provide accurate and authoritative information in regard to the subject matter covered. It is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other professional services. If legal advice or other expert assistance is required, the services of a competent professional person should be sought.




Advantage Media helps busy entrepreneurs, CEOs, and leaders write and publish a book to grow their business and become the authority in their field. Advantage authors comprise an exclusive community of industry professionals, idea-makers, and thought leaders. Do you have a book idea or manuscript for consideration? We would love to hear from you at AdvantageMedia.com.









 


To my wife and kids, who have sacrificed so much more than I have these last fifteen-plus years. Thank you for your patience, support, and understanding. I love you.






 


Being relentless means never being satisfied. It means creating new goals every time you reach your personal best. If you’re good, it means you don’t stop until you’re great. If you’re great, it means you fight until you’re unstoppable. It means becoming a Cleaner.


TIM S. GROVER, RELENTLESS: FROM GOOD TO GREAT TO UNSTOPPABLE
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DISCLAIMER


The information in this book is intended to provide readers with general information, suggestions, and recommendations on matters that they might find to be of interest in the field of real estate investment insurance. This information is not intended to constitute legal advice and should not replace or serve as a substitute for any professional or legal recommendations, consultation, or service. Readers should make decisions that best suit their specific business model, investment goals, and appetite for risk, and they should consult with a professional advisor concerning insurance, finance, and any other related matter before making those decisions.
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INTRODUCTION


Insurance.


I can see your eyes glazing over now. Who wants to talk about insurance when there are so many other interesting things we could talk about? Like, what’s in Area 51, anyway? Or is Bigfoot just one creature or a whole species? Or what does my Chinese Zodiac sign really mean?


But you must have some interest in the topic, or you wouldn’t be reading this right now.


Maybe you are an up-and-coming new broker, eager to learn the ropes. Maybe you are a seasoned investor who is sick of getting burned. Maybe you are a fresh-faced first-time flipper just trying to make a go of this exciting new project.


Regardless of why you are here, this book will help you navigate the land mines of the insurance landscape and minimize your risk. Even if you take away only one or two hints, you’ll be miles ahead of your colleagues, because this book gives you the insider track. You’ll come away knowing the difference between one policy and another and be able to interpret the terminology that could harm you.


Why am I here? And why should you listen to me?


Well, you should listen because I’ve spent the last fifteen years of my career helping investors like you make the right decisions for their businesses. My name is Shawn Woedl, and I am the CEO and president of National Real Estate Insurance Group (NREIG). We are an independent insurance agency that specializes in the specific and often underserved needs of real estate investors. NREIG started in 2008 in a basement office in Cincinnati, Ohio, where we initially built the business by speaking at different Real Estate Investment Association (REIA) groups across Ohio. They didn’t have an insurance presence there, and we discovered that nobody was around to educate their base on insuring their properties the right way. The light bulb kind of went on, and now we’ve grown to over 140,000 locations across all fifty states with over 20,000 investors enrolled in our programs. An overwhelming majority of those clients are fantastic. They are people who understand that we’re just out to help them. We’re working as an advocate on their behalf to find the coverage package that’s best for them to protect their professional livelihoods.


Throughout my years of experience as an insurance broker, I have seen a kind of black eye on this industry in the way that insurance salesmen are perceived in our culture. I am aware that we brought some of it on ourselves. But that’s no excuse to allow things to go on unchecked.


I’m not naive enough to think I can change the world, or even this industry, but I can control what the people who work for me offer to our clients, partners, and the industry. I can control the quality of our products and whom I partner with. I can clean up the space where I sit. I want to bring along the next generation of agents and teach them what I’ve learned, and, when I am gone, I hope they will approach the industry the same way I do.


I want to leave the industry better than I found it. Part of achieving that goal includes helping to strengthen the consumers we serve. When you know what questions to ask and how to find the best products for your needs, that keeps us on our toes. I want to be challenged, because I firmly believe in the saying by Rear Admiral Grace Hopper: “The most dangerous phrase in the language is, ‘We have always done it this way.’ ”1


My hope is that the information I share in this book will benefit your business in a tangible way. This could look like you feeling empowered to confront your agent and challenging him or her to find better alternatives for you. I hope to protect you from claim scenarios that you couldn’t see coming. And I hope to help you look more critically at yourself and look for ways you may be open to unnecessary and preventable risk. Then you can use that knowledge to obtain the support and service you need and deserve from your agent. For me, that’s a win.







1 “Dr. Grace Hopper,” DDSN Interactive, last modified September 4, 2020, https://ddsn.com/blog/digital-design-service-technology-quotes/dr-grace-hopper.html.
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CHAPTER 1


WHY DO WE EVEN HAVE INSURANCE, ANYWAY?


What’s the first thing that comes to mind when you hear the word “insurance”? Is it a big, bad, scary word that belongs in hushed conversations in dark rooms? Or does it describe a protective covering and resource to provide safety and security after a loss or in the midst of sudden adversity?


Regardless of whether you shudder or laugh or your eyes glaze over when you think about insurance, it is a necessity in the world we live in and is particularly crucial if you are a real estate investor. An investor I knew recently bought a rental property in a location that was far from his home, so he hired a property management group to manage it for him. The property management firm had been holding the insurance policy previously, but the new owner wanted to take control of the insurance himself. So they notified the insurance broker that they were canceling their policy to allow him to take over. The owner received several emails from the broker instructing him on what to do to insure his new property, but, like everyone, he opened the messages and just glanced over them. He figured he’d get around to taking care of it all soon.


Since this is a book about insurance, you can probably guess what happened next. A fire destroyed the property right in that in-between time when it was uninsured. Frantic and begging for help, the owner called the insurance broker. The broker had documented receipt of the emails, so he had every legal right to tell the owner to go pound sand. But he didn’t.


The property was a total loss, and there was no way any insurance company was going to restore it, but since it had been insured consistently for a long time previous to this loss, the broker was able to negotiate a settlement with the carrier to help the owner demo the wreckage and clean it up.


I know this is a rare story, but it is one that proves that the insurance industry still has a heart, despite what most people think. I don’t recommend taking a chance like this—ever. The resolution that came from this example, though true, rarely ends like this for the investor.


Insurance brokers have hearts. And we also have spines.


We’ve all heard stories of people running insurance scams, like the story from Oneonta, New York. On December 17, 2008, the Daily Star newspaper published the story of a bizarre fire that destroyed a home and car. The homeowner explained to investigators that he had been cooking steak on the stove in four different pans. He claimed all four pans caught fire, so he threw a dishrag over them to put the fire out. When that dishrag caught fire (shocking, I know), he claimed he had decided to throw one of the pans out the front door, where it “accidentally” landed on the back seat of his convertible. He said the car immediately caught fire. (Seriously?)


Rather than try to put out the car fire, he ran back inside to grab another pan to throw out. He claimed that he was so flustered that he tripped over a box on the way out and dropped the flaming pan on his leather couch, which (gasp) also went up in flames.


If all of this wasn’t suspicious enough, it conveniently turned out he was packing up to move across the country.


While the story reads like a B-movie script, the implications are obvious. Rather than go to the bother of selling his home like everyone else, he came up with this bumbling plan to try to cash in on his homeowner’s policy and auto insurance. The insurance companies were not going to be taken advantage of. He was taken to court and ended up pleading guilty to attempted fraud for both his homeowner’s and auto policies and was sentenced to five years’ probation and over $37,000 in fines and restitution.


INSURANCE IS A TRANSFER OF RISK.


According to the FBI, insurance fraud like this is estimated to cost insurers in the United States more than $40 billion every year, and by some estimates one in thirty insurance claims is fraudulent to some degree, with fire being the largest number of cases.2 The problem with fire is that arson is highly problematic to prove, so insurance companies often have no choice but to pay and then recoup their costs by raising rates. This drives premiums up by about $400—$700 annually for the average American family.3


What a mess. If I were going to sum up the wisdom I have gained in my career as an insurance broker in one sentence, it would be this: insurance is a transfer of risk.


Insurance companies are trying to minimize risk, just like you are. And for investors, there is plenty of risk to account for.


Why Do We Even Have Insurance?


Every new development in human history brought a new opportunity for something to go wrong. Discover fire? Now you can get hurt in a manner not previously possible. Invent the wheel? Now you risk damage if you lose control of said new wheels. Domesticate animals? Now you have a risk of injury from bites, scratches, or worse that you didn’t have before. What did early man do when they lost everything because of weather or enemies? They had to start over from scratch every time.


Eventually somebody decided there had to be a better way. Disaster and misfortune are good teachers, and humans tend to want to solve problems before they happen. The practice of protecting one’s property and life from loss can be found on every continent throughout history with considerations for nearly every conceivable asset, but it took a long time to get here. As far as we know, the first instances of insurance practices were tied to trade, starting as far back as 3000 BC in China. Merchants practiced risk diversification by dividing their wares between multiple ships as they traveled through dangerous waters. Obviously complete loss prevention wasn’t always possible, so they did what they could to limit the impact. As civilization expanded and progressed, societies began to come up with new and more relevant ways to protect life and assets.


The Code of Hammurabi, which is the longest ancient legal text ever found, includes a very basic insurance code. It was written in Babylon in 1750 BC and has language in it that was meant to protect boats and cargo from total loss if they sank or got robbed. As an interesting side note, the Code of Hammurabi used money as the basis for every transaction, unlike other ancient Mesopotamian forms of insurance, where sea traders and caravan operators would put up premiums including everything they owned, along with their own families. If goods were lost, they risked being enslaved to pay back the debt.


Insurance was centered on seafaring for centuries after that and settled in a London coffee shop called Edward Lloyd’s. By 1866 this small coffee shop had become the center of all maritime insurance policies and was known as Lloyd’s of London, still one of the world’s leading insurance providers. Lloyd’s has significantly expanded since then, now offering a staggering range of policies to cover every conceivable type of risk. Speaking specifically for our program, Lloyd’s provides offerings for property coverage, flood coverage, earth movement, tenant protector plans, and liability. But outside the real estate space, they do all kinds of other things too.


From bedbugs to chickens to cold feet at a wedding, you can find an insurance policy that will cover anything that matters to you. And people do. Ever since the 1940s, when film star Betty Grable insured her legs for a million dollars each (with Lloyd’s of London, of course), people have been insuring all kinds of crazy things.


Not to be outdone, supermodel Heidi Klum doubled Grable for a total of $4 million for her famous legs. And it has just spiraled from there. Dolly Parton’s bosom is covered, as is Tom Jones’s chest hair. Keith Richards insured just his middle finger for $1.6 million, and David Beckham insured both his legs and face for $195 million to safeguard both his soccer and modeling careers.


Most of these celebrities have never had to cash in on those policies, but the story is different with Willis McGahee, running back for the University of Miami. Before the Fiesta Bowl game against Ohio State in 2003, he took out an insurance policy on himself in case he got hurt. He was concerned an injury would damage his draft pick and, sure enough, he broke his leg in that game. His insurance policy paid out millions because his broken leg damaged his future prospects as a top NFL draft pick. It took him two years to rehab, so he was glad to have thought ahead to get that policy. Now it’s more common to see a lot of pro and college athletes doing this.


My son is a huge fan of professional wrestling. The people who compete in professional wrestling are always doing crazy stuff that is inherently risky. Can you imagine trying to get health coverage with the kinds of risks they take on every time they get in the ring? With a profession like that, you’re going to get hurt, and there are going to be surgeries. Who’s going to pay for those surgeries? Thankfully there are supplemental insurance policies for that. No surprise that it’s Lloyd’s again that offers that sort of thing.


This practice is not just reserved for celebrities or professional athletes. Hayleigh Curtis, a chocolatier with Cadbury, insured her taste buds, and Dutch winemaker Ilja Gort insured his sense of smell. You can even find a policy that protects you in case of alien abduction. (Really! Lloyd’s of London is rumored to be carrying more than twenty thousand alien abduction policies at any given time and has even paid out on a few.)


Aliens aside, what does any of this have to do with us? Insurance gives us the peace of mind that we can be made whole if we lose something we value or we need. I have joked with my team that if I couldn’t talk, I would be out of business, so I should take a policy out on my own voice!


What Does This Mean for Real Estate Investors?


As a real estate investor, you require a very different approach to insurance to protect your assets. Imagine you just closed on an investment property and have keys in hand. Now what?


Whether you are going to flip it, rent it, renovate it, or do something else, you are immediately at risk. In the amount of time that it takes you to travel from the closing table to that new property, any number of things can go wrong. A fire occurs in the United States every twenty-three seconds. A burglar breaks into another property just as often. Water damage from broken pipes or gas leaks can happen, and nobody will notice until it’s too late.


It’s enough to make a person want to hand the keys back and find a different way to invest their money. But the benefits of property investment far outweigh the risks if you know what to do. And that’s why you do it.


So how do you know the right policies for your specific situation? How do you keep from spending too much on insurance you’ll never need? If you search the term “investment property insurance,” you will find yourself wading through terms like agreed value, special form policy, valued policy law, loss settlement methods, and subrogation.


The words “umbrella,” “history,” and “coverage” take on new meaning in this corner of the insurance world, and most real estate investors are so focused on the goal of the investment that they don’t have the time or inclination to learn the nuances. There are certainly good, better, and best ways to protect yourself from risk, but if you simply go with the first insurance you see and figure that that will be enough, you are actually creating more risk for yourself—that of investing in the wrong coverage and wasting your money.


THE BENEFITS OF PROPERTY INVESTMENT FAR OUTWEIGH THE RISKS IF YOU KNOW WHAT TO DO.


Why Should I Care?


I’m not worried. It’s not going to happen to me.


This attitude has led many an investor into trouble. A worker hired to lay new carpet falls down stairs that are not up to code, and you get sued. A renter leaves a door open, and a skunk gets in, leaving a scent that costs thousands of dollars to remove. A storm blows a tree over. A sewer line breaks. A contractor you hired uses a blowtorch to get rid of a wasp nest on a porch instead of a can of insect spray and ends up burning down the whole house (true story!).


Are you sure you will be able to recover?


Sure. You have a policy. That’s what insurance is for. Right?


Well, sometimes. But it’s far more complicated than that.


The truth of the matter is that your insurance needs as an investor are just as unique and challenging as the properties you hold. Investment properties are considered higher risk by the industry than a typical homeowner’s product. The reality is that a tenant is more likely to burn down a rental property than you are to burn down your own home. A vacant building is more likely to be vandalized than one that is occupied. And a property under construction is more likely to have accidents.


So it’s a bit more difficult for you to find the right coverage simply due to the category you are in. The common perception that insurance companies just jack their rates up every year and that customers will never get any money out of them is valid to a small degree. Some carriers do have an automatic rate increase of 2—4 percent year over year built into their policies—not all, though. And as for the idea that you have to go to extremes to get companies to pay out, that really is a matter of the coverage you have. People tend to forget that insurance companies are just that—companies. They have to make money to stay in business. It is becoming increasingly difficult to do that for a number of reasons, fraud being just one.


But like every industry, there will always be a handful of people who will attempt to do anything to try to beat the system. And those bad apples make it challenging for the rest of us.


Why Should I Listen to You?


I certainly didn’t go into this industry because it was going to make me popular. I know that insurance agents are not necessarily the most respected and sought-after people in the marketplace. We definitely aren’t known for our celebrity status. Most times it is quite the opposite. We’re lumped in with used car salesmen and carnival barkers. (Remember Ned Ryerson from Groundhog Day?)


Like you, I have paid my dues and taken my knocks. At one point I realized there was no such thing as a one-size-fits-all policy for real estate investors, and no company was adequately addressing the needs of this niche market. It took me too long to come to that revelation.


I did things the hard way, but I’m better off for it. In my youth, I dedicated my life to baseball; it’s all I ever thought I’d do. I had huge dreams of making it to “the show,” but it wasn’t in the cards for me. Begrudgingly, I had to play the hand I was dealt. Part of that included a car accident my junior year in high school that effectively ended my baseball career, although I didn’t realize it for a few years.


A drunk driver ran a red light (speeding, of course) at the busiest intersection in my hometown at rush hour, slamming into my Mustang GT I’d worked so hard to buy when I got my license. It totaled my car and, worse than that, did significant damage to my right shoulder that required surgery and a long and extensive rehab. My baseball swing would never recover, and to this day I have constant pain in my right shoulder and down my arm. Fortunately for me I’m a leftie.


Despite this, I signed to play baseball in college at a small Division III school in Greencastle, Indiana (yeah, I’d never heard of it either), called DePauw University. But, like many other times in my life when I chose the hard way, I decided that having all of my college paid for was too easy, and I left DePauw. I fumbled around for a bit—went to a junior college the following year to try to save my baseball dreams—but in the end, it wasn’t meant to be. My swing was never the same after the accident and surgery, and I’d missed too much time during rehab to catch up. I had to come up with plan B.


Fast-forward a few years, and I found myself back in school at Indiana University (not playing baseball) and married with a son. I was working multiple jobs and barely getting by. I ran into an acquaintance at Best Buy (next door to JCPenney, which was job number three for me at the time) who was loading several high-ticket electronics into his $100,000 SUV. So, of course, I asked him what he was doing, and when he told me, my whole way of thinking started to change. A couple of days later, we met for lunch, and he explained that he owned a few insurance agencies and offered me a job.


I didn’t want to work in the home and auto industry (which were the types of accounts his agencies were mostly comprised of), but commercial real estate immediately stuck out to me. He and I started an independent agency that focused predominantly on large apartment complexes everywhere in the country. We invested $10,000 and purchased the contact information of apartment owners and property management companies all around the region.


I started “smiling and dialing,” and that was the beginning of my career.


I’m no longer partners with him, and we’ve long since gone our separate ways, but I do credit him with getting me started. I would’ve never entertained the idea of working in the insurance industry if it hadn’t been for him.


I’ll admit that, in the beginning I was only in it for money, but that didn’t last long. Right off the bat, I met a guy who is still a client today. He nearly got destroyed on a property claim because his insurance agent at the time didn’t explain to him the limitations of his coverage and how it would affect him following a loss. The details of his case will come in a later chapter, but I watched as he only recovered about $28,000 from what should have been $250,000 because of all the things he got dinged for. He was underinsured, he had coinsurance, and his deductibles were too high.


I thought to myself, “What the hell is going on?!”


I started having every new client send me their existing policy so I could do a comparison for them. I didn’t just read the policies; I actually did a line-by-line comparison. It takes probably three to four hours of work on a very simple one just to be able to go back and say, “Hey, here’s where they’re better. Here’s where we’re better. And this is why you should go with us.”


It was really exciting stuff to read over and over again for thousands of hours. But it’s how I taught myself about insurance policies and how to identify trapdoors that could harm my clients. The more I read into some of these insurance policies, the more disgusted I was at the state of affairs in the industry. I developed a passion for insurance that I never expected, and it set the stage for me to move into the insurance program space.


The industry had to change. Somebody had to bring logic back, and since nobody else seemed to be able or willing, I figured it might as well be me.


I started putting everything into it. By this time I had two young kids and was working full time at insurance during the day and then two jobs at night. Then, on the weekends, I’d work fifteen-hour days for my cousin who owned a landscaping company, trimming hedges and cutting grass. That was what it took to stay afloat.


THE INDUSTRY HAD TO CHANGE. SOMEBODY HAD TO BRING LOGIC BACK, AND SINCE NOBODY ELSE SEEMED TO BE ABLE OR WILLING, I FIGURED IT MIGHT AS WELL BE ME.


I assume it’s safe to guess that because you are reading this book, you understand what it means to work hard to get what you want. Admittedly I’m a workaholic, so part of me enjoyed it, but I was driven by a mission to take care of my family. I made a promise to my wife that I would provide for her and our children, and I stuck to my promise.


Eventually the burden started to lift. I cut down to just one job, and we were able to have some money in the bank—not a huge amount, but we were paying bills and doing okay.


After some time passed, my name was getting out there, and instead of just brokering one-off deals, I started building programs. This was where the revelation really started to hit me, and I realized how impactful my profession could be. I learned how to build programs for the benefit of investor clients, and a whole world opened up.


By this time I had joined with Tim Norris, the founder of NREIG, who had also found this niche in the market with real estate investors that a lot of the insurance companies didn’t want to deal with. They obviously thought investors were kind of a pain in the butt because, well, you know how it is.


Here’s how it works. Investors will buy a property that is occupied. Two months later the tenant will move out, and the investor needs to renovate it. And that means a policy will have to be canceled and replaced by a whole new policy, which brings a slew of paperwork for little money.


We decided to build a program that would allow us to make changes on a monthly reporting form according to our clients’ changing needs. To make it work as close to real time as possible, we invented a pay-as-you-go plan that could accommodate locations through all phases of occupancy. We gave the investor all the power back to assess their needs and to notify us when a change happens in occupancy. This streamlined the process to where it became just a flip of a switch for us.


That’s where it got interesting, because nobody else was doing anything like this at the time. Still to this day, you can’t find anyone else who works like we do on a national level. That’s the secret sauce that has made us who we are. My goal in writing this book is not to brag about the success of NREIG. I am writing it because I recognize I am in a unique position to observe the needs of real estate investors, and I have developed a set of guidelines I am happy to share with anyone who is interested in them. As an investor myself, this is the book I always wish I’d had.


There Is a Better Way
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