
Property Appraisals & 
Decision Making 

Wednesday, March 9 11:15 AM – 12:00 PM CST



I. Issues Driving the Need



COVID-19 
Economy & 
Construction Trends
CAT Loss Models
Climate Considerations
Property Trending

What’s Going On???



COVID-19 Old & New

2020-21 Impacts:
Immediate

 Economy Shutdown
 Supply Chains Disruptions

Longer-Term
 Demand Surge
 Budget Impacts
 Changes in Labor Practices (and Costs!)
 Remote Workplace & Increase in Vacancy

2022 Impacts: TBD



Economic & Construction Trends
Healthy Economy???
Overall Unemployment Rate at 3.8%
Construction Unemployment down to 5.0%
Suggests increases in labor costs may continue 

Targeted Government Spending ($$trillions)
Over $4T spent/obligated in COVID relief
(https://www.usaspending.gov/disaster/covid-19) 
Potential for more… (Infrastructure $1.2T)

Housing vs. Commercial – distinct differences

Interest Rates rising, but… Historic Lows (K12 Bond 
Programs are still significant)

Inflation – CPI vs. PPI

https://www.usaspending.gov/disaster/covid-19


CAT Loss Models
Defined: https://content.naic.org/cipr_topics/topic_catastrophe_models_property.htm

Traditional Modeling 
RMS
AIR (Verisk/ISO)
EQECAT (CoreLogic)
Karen Clark & Co. (RiskInsight)
Recent Barriers to Entry crashed

Who Uses Them? Every Major Insurer / Reinsurer
Why? Large Portfolios of Property Analyzed & “Modeled”
History: (3) Major Events 1989-1992, ending with Andrew ($15b)
https://www.actuary.org/sites/default/files/files/publications/Catastrophe_Modeling_Mon
ograph_07.25.2018.pdf

https://content.naic.org/cipr_topics/topic_catastrophe_models_property.htm
https://www.actuary.org/sites/default/files/files/publications/Catastrophe_Modeling_Monograph_07.25.2018.pdf


Climate Considerations
Forget Politics…
Traditional Coastal Concerns

30 names storms in 2020!
2021 stayed on pace… 3rd most active ever (21)

Wildfire Losses – 2020/21 record years
Convective Storms – Iowa derecho ~ $11B losses
Winter Storms (Uri) – approx. $15-20B insured losses

Major Risks:

• Flood

• Surge

• Hurricane Wind

• Wildfire

• Quake

• Hail

• Tornado

• SL Wind

• Sinkhole



Climate Considerations

Advisen Front Page News - Monday, January 24, 2022

Reinsurers may be underestimating climate change  
exposure by up to 50%: S&P  Advisen - Monday, September 27, 2021



Annual Trending of Values
Variety of Sources

2021-22 Y-O-Y Changes 
~ 5% - 20% Increases!



Annual Trending of Values
What’s Next???

2022 Anticipate Moderating  
~ 5% - 10% Increases

“The data continues to anticipate a healthy 
level of construction in 2022. As the industry, 
and world at large, continues to navigate 
both labor and supply shortages, all growth 
is anticipated to be modest.”
Dan McCarthy, President CEO of Dodge Construction Network; 

Design Cost Data/March-April 2022

• Supply Chains

• Labor Costs

• Material Costs

• Interest Rates?

• Pandemic done?

• Infrastructure

• Stagflation?

• War?????

BNi Building News Construction Costs 2022
Source: US Department of Labor, Producer Price Index



II. Key Data From The 
Appraisal Process



Total Insured Value (TIV)

Accurate Property Values are Critical
“As any Property underwriter will tell you, the basic building blocks for 

determining an appropriate premium to collect boils down to establishing the 
correct rate and the correct insured value.”

“…and more than 70% of commercial buildings are undervalued in the U.S.”



Total Insured Value (TIV)

Eight Great Issues to Consider:
1. Size of exposure and riskiness of operation (materiality)
2. Changes in costs (construction cost increases)
3. Complexity and scope of property (unique property?)
4. Type of capital expenditures (amt. of recent investment)
5. Major changes to business or operations (vacancy??)
6. Insurance market conditions (rate increases???)
7. Recent losses reveal inaccurate value estimates (review!)
8. Adjusting value estimates over time (are you trending?)

Published on The National Law Review
https://www.natlawreview.com/article/should-you-revisit-insured-property-value-estimates

https://www.natlawreview.com/article/should-you-revisit-insured-property-value-estimates


Specific Values (by Member)
CONSISTENT Property Values also Critical

• Equitable Distribution of Contributions

• Consistent Collection of Underwriting Data & Schedules

• Consistent, Accurate Valuation of Various Classes (think Utilities)

• Clean up the Statement of Values! (unrecorded adds / deletes)

• Identification of Vacant Properties

$70M unscheduled 
property???

Vacant for years & 
still on SOV!



Quality of Underwriting Data
Frame, Masonry, Masonry Veneer, Superior Construction, Mixed—
Masonry/Frame

How The Building Is Being Used For Commercial Property And 
Whether It Is Owner-occupant Or Renter-occupied For 
Homeowners And The Number Of Families For Which The 
Building Is Designed

Quality Of The Responding Fire Department (Incl. Whether Paid/Volunteer, 
Adequacy Of Water Pressure And Water Supply In The Community, Distance Of 
The Structure To The Nearest Fire Station, Quality Of The Fire Hydrant, And The 
Distance Of The Structure To The Nearest Hydrant

Risks Of Loss Posed By Neighboring Property Or The Surrounding Area, 
Taking Into Consideration What Is Located Near The Property, Such As An 
Office Building, A Subdivision, Or A Fireworks Factory.

https://www.irmi.com/term/insurance-definitions/cope

https://www.irmi.com/term/insurance-definitions/cope


Quality of Underwriting Data
“Secondary” COPE data
• Constant Evolution
• Geographically Prioritized
• Directly Related to Pricing

Specific Requirements ???
Involves Multiple Participants:
• Pool & Appraiser (start)
• Agents / Broker?
• Reinsurer?
• Modeler / Scrubber?
• RMIS System(s)?



Quality of Underwriting Data
“Secondary” data

Each Program is “custom”



III. Best Practices & 
Decisions YOU Make



Frequency of Appraisal Cycles
Each Program is Unique - Decision Driven by:

• Underwriting Desires (internal)
• Composition of Pool & Members (internal/external)

• Relative Size
• Recent Loss History
• Membership Stability Y-o-Y
• Economy / New Construction – much vs. little

• Budget / Board Appetite (internal)
• Reinsurance Requirements (external)
• National / Local Construction Cost Changes (external)

Industry Ave: 3 – 7 Years



Valuation Methodology
Appraisal Threshold for Structures:

• Lower Threshold = Higher Investment

• What’s the Cost???

To Appraise…. vs. To Omit

HCA’s Pooling Clients Range:

$0 (all) to $1.0 million



Valuation Methodology – Case Study #1



Valuation Methodology – Case Study #1



Valuation Methodology – Case Study #2
Pool Description:
• Municipal Program w/900+ members
• > $20B TIV
• Original Methodology (prior cycle):

• Appraisal of Property > $500k;
• PLUS all WWTP & WTP Structures

• Revised Methodology (current cycle);
• Reduced Threshold to include ALL Property Line Items

Results (current year analysis; YTD): 
• 3,742 SOV Line Items, +/- $3B; 528 ADDS; 167 DELETES
• > 14% “added” Property Line Items; > 5% added to TIV ($154m)
• ~ 4.5% “deleted” Property Line Items; roughly 3.5 – 4% of TIV



Valuation Methodology – Case Study #2

Appraisal Threshold for Structures:

• Average-sized City – (9) Lift Stations not on SOV

• > $250k in just this one…

• Frequently missed:

• Lift / Pump Stations (incl Generators)

• Park & Other Remote Exposures

• Major Additions; Significant Renovation Data



Valuation Methodology - Summary
Is the Juice Worth the Squeeze?

• Not JUST about the values / TIV

• Driven by Underwriting / Reinsurance needs…

Example:

(8) Structures @ same address

$2.0+M Aggregate Values

NONE were > $500k in Value

(4) are IN Zone A; (4) are OUT…



Thanks!
Q & A
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