
Disasters can mess with rebuilding estimates 
 
They say it in real estate all the time: There are three primary 
considerations in getting the right price for your property—location, 
location, location. In the difficult markets of the past four years, 
multifamily dwelling prices have done pretty well, especially in high-
demand regions. But recent disasters nationwide have highlighted a 
weak spot for multi-unit residences—insurance valuations. 
 

 

A poorly done valuation can lead to underinsurance, meaning there might not be 
enough in coverage to fund the replacement costs encountered in a major 
disaster. 
  

Property valuation is different from determining the going market rate for a like 
property. It is a combination of science and art that takes reams of data and 
applies them to current and prospective situations to determine the cost of 
reconstruction after a disaster. Excellent valuations merge and weigh each of the 
different appraisal types and are highly tailored to your specific location, building 
age, construction materials, and architecture, as well as weather risks, other 
natural hazards, and market conditions, among other things. An insurance 
valuation is not the price you could get if you sold or the worth established for a 
bank-financing endeavor. 
  

Property valuation problems can occur as the result of incomplete or 
inappropriate data. Valuations can also change over time— replacement cost 
pricing isn’t static. A third problem is that regional disasters can cause 
temporary, but dramatic, swings in construction prices that could make your 
coverage inadequate, even if the valuation was done properly at the time your 
policy was set up. In insurance, we call this phenomenon “Demand surge.” 
  

Acute Changes 
  

If a regional disaster strikes, you might find that the price of contractors and 
goods has gone through the roof – and you could find your building woefully 
underinsured. 
  

Take the recent storm damage in the Mid-Atlantic States as an example. While 
property insurance policies for apartments and condominium complexes may 
have been written properly at the time, the widespread nature of the event is 
putting contractor prices at a premium. Gouging is prohibited by law, but many 
contractors will be able to justify their labor rates based on the surge in demand 
for licensed businesses with good reputations. 
  



The Longer Term 
  

Remember that a property’s valuation for insurance may also change as a result 
of a casualty, whether it’s a regional disaster or very localized—maybe affecting 
your property only. The act of rebuilding to higher standards or using upgraded 
or “green” materials could permanently increase the valuation (or replacement 
cost) of your building. Your commercial property policy would need to reflect 
those improvements, and your premium could increase—even if your resale 
market value or rental income potential has decreased. 
  

Underinsurance is a widespread problem, even in a normal construction-cost 
market, and it can lead to serious penalties or massive out-of-pocket expenses 
when discovered depending on the coverage you have and how these losses are 
settled. This is why it is so important to have a commercial residential property 
insurance specialist handle your account. These policies should be delicately 
balanced based on premium costs, your needs and the market for reconstruction 
prices—for both site preparation, materials and labor. Ask about co-insurance 
penalties, valuation methodologies, and the possibility of getting guaranteed 
replacement cost with no dollar limit to make sure you don’t run the risk of 
underinsuring. 
  

If your building is of historic nature, you will need to look at special provisions for 
older buildings. You also have options to cover mandated upgrades due to 
changes in local building ordinances, though some policies include some 
coverage for this. It’s a lot to think about, and some of it can be very technical, 
but it’s worth being thorough so there aren’t any surprises if a catastrophe hits 
and you have to rebuild. 
 
Please share your questions or comments! 
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