
How Inflation is Impacting Undervalued Accounts 
Property valuation is at the forefront of recovery for policyholders. Carriers 
are working to address issues with undervalued accounts. If your client’s home 
or business is underinsured, they could receive far less than the property is 
worth in the event of a disaster. Valuations should be reviewed and updated 
annually, especially considering increasing inflation.  
 

Why Are Properties Underinsured?
One factor that is contributing to undervaluation of properties today is inflation.  
The Consumer Price Index (CPI) increased by 7% in 2021, marking the largest yearly increase 
in inflation since 1982, according to the Bureau of Labor Statistics (BLS). 

Replacement Cost for Properties 
Replacement cost, or value, is how much it would cost to replace or repair a 
building with the same or similar materials. It is based on the amount needed to hire 
contractors and purchase materials. The market value of a property is not the same as the 
replacement cost. The main concern with high inflation rates is having an adequate 
replacement cost estimate on your policy.

Rising Construction Costs
Inflation has caused the cost of building supplies and overall construction costs 
to rise dramatically over the past few years. 

> Overall building supplies have increased 19.4% in the last 12 months. Source: NAHB.org

Coinsurance and Valuation 
Underinsurance is not just a problem at time of underwriting or a risk of not 
having enough insurance when there is a total loss to a building. Many carriers are 
asking policyholders to share in the risk of underinsurance through a “co-insurance” clause. 
Coinsurance is an agreement between an insurance company and an insured to ‘share” the cost 
of a claim when the insured does not hold enough insurance to cover a minimum percentage 
of the property value. Coinsurance functions as a percentage of the replacement cost of the 
insured property, such as 100 percent, 90 percent, 80 percent, 70 percent, etc. 
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Steps to Ensure Your Client’s Property 
is Accurately Valued

Step 1. Review the details of property coverage terms and conditions.
It’s important to review the terms and conditions of your policy BEFORE a claim occurs. 
Ensure you and your client understand how different potential claim scenarios could play out 
if their property is underinsured for the actual value. Policyholders should call out 
anything they don’t understand so you can go over it with them.

Step 2. Ensure that there are no hidden penalties on the policy.
The coinsurance requirement in a property insurance policy may become a significant reason 
for insurance recovery that is less than the insured expected. Unlike some of our competitors 
with hidden fees on the policy, ICAT always waives coinsurance. 

Step 3. Review the property valuation annually.
An inflationary environment creates the need for insureds to review their business’s 
valuation more closely than in non-inflationary landscapes. Replacement and rebuilding 
costs may have increased drastically since the prior renewal.

Step 4. Make sure the replacement cost estimate is accurate.
With unusually high reconstruction costs due to inflation, make sure that the construction 
estimate is done using current labor and supply costs. Reevaluate these costs on a quarterly 
or renewal basis if current inflation trends continue with your clients. Consider using an 
estimation tool that has settings for specific structure types and construction 
material costs to generate a more accurate valuation for your clients’ properties. 

Step 5. Keep in contact with your clients.
Be available to go over policies and renewal quotes with your clients in detail. Consult your 
client prior to the time of renewal to ensure their property valuation is still accurate with 
ample time to make adjustments before the renewal is issued. 

Example of how coinsurance 
plays out if a property 
is underinsured.

An insured selects a coverage 
amount for their building of 
$800,000, but at the time of a 
loss, the building value is found 
to be $1,000,000.  If there is 
a coinsurance clause on the 
policy, the insured may be 
responsible for a share of any 
loss on a pro-rata basis in 
addition to the deductible.

In this example, if the 
coinsurance clause is listed at 
100%, the insured would be 
responsible for an additional 
20% of any loss in excess of the 
deductible, up to the policy limit 
of insurance, and 100% of any 
loss in excess of the policy limit 
of insurance.  If the coinsurance 
clause is listed at 90%, the 
insured would be responsible for 
an additional 11% of any loss in 
excess of the policy deductible.

Because the actual value of the 
property is determined at time 
of a loss, insureds face a penalty 
if the property value rises 
during the policy term. Consider 
this dynamic when reviewing 
your valuation at time of quote. 
 

 

Many policyholders don’t 
fully understand how 
coinsurance works until they 
are penalized in the event of a 
claim and discover that their 
property is underinsured. 
This is why it is critical to 
review valuation at time of 
quoting and carefully review 
policy conditions at the time 
of quoting.


