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Valuation —what do we use

What valuation process do we
use?
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Valuation —what do we use

Policies —commercial or personal
use the terms

Replacement cost

Replacement cost NEW ... cost to replace the entire
building of equal quality and utility

Actualeashvalbe—

Replacement cost minus depreciation

Valuation —what do we use

R/C and ACV ...

are based on

“as was” ....

The old “unit count” costimators or

“square foot costimators” addressed the
Replacement cost valuation process




Valuation —what do we use

MSB ...no longer advises R/C

MSB supports

“reconstruction costs”

Which makes sense ...because ...

it costs more to rebuild something that is
already there ...then to create it new ....

4

Valuation —what do we use

According to THEIR (MSB) article ....

Replacement Cost New is defined as the cost to
replace an entire building with one of “equal
guality and utility.”

Replacement costs, often calculated using
outdated square- foot or unit-count methods, are
based on prices for labor, materials, overhead,
profit and fees that are in effect prior to the loss.

Replacement costs assume that modern materials
and current methods, designs and layouts will be
used to replace the building.




Valuation —what do we use

The article then said this regarding
reconstruction costs ....

In contrast,

Reconstruction Cost
provides the cost to construct, at current prices,
an exact duplicate or replica of the building,

using like kind and quality materials,

construction standards, design, layout and
guality of workmanship.

Valuation —what do we use

The article then said this regarding
reconstruction costs ....

Because it might be impossible,

impractical or unacceptable to use the
materials or methods used in the original
construction,

“equal quality and utility” may be
substituted where necessary for
“like kind and quality.”




Valuation —what do we use

Reconstruction Cost also includes

site-specific and process-related costs and fees
not included in Replacement Cost New
valuations, such as:

current building codes

reuse of building components or mechanical
systems below grade level

loss of economies of scale associated with
new construction

Valuation —what do we use

Reconstruction Cost also includes site-specific and process-related costs
and fees not included in Replacement Cost New valuations, such as:

extra costs due to site accessibility
costs of demolition or debris removal

higher labor costs and premium prices
for materials

extraordinary fees and other
contingencies




Valuation —what do we use

Because Reconstruction Cost is more
comprehensive than Replacement Cost
New,

it is a better representation of what
a carrier may expect to pay following a
loss,

and thus the most reliable valuation

method for determining Insurance to
Value at policy inception or renewal.

Valuation —what do we use

Many agents have felt that the values of
buildings have become “whacked” —

Which probably shows that the carrier has
SWITCHED to Reconstruction from
replacement value ...valuation _
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Valuation —what do we use

Reconstruction costs certainly make the insured
“more accurately valued”

Vs
“d
And provides the premium necessary for

companies to have the dollars to pay claims.

Remember . mostlosses are PARTIAL |
and we need a certain amount of premium to pay
them ...
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Valuation —what do we use

Interesting though ...

it appears that some of the Reconstruction cost ...
Is also adding in building code issues ...
hmmmmmmmm

Residential

MS/B’s Residential Component Technology™
(RCT) home valuation application is a total
component application. Based on the age of a
home, RCT for mainstreet homes RCT'’s

knowledge tablesselect building costs
associated with materials and construction
methods used when the home was built. (See

“Vintage Differences.”) 1




Valuation —what do we use

Interesting though ...

it appears that some of the Reconstruction cost ...
Is also adding in building code issues ...
hmmmmmmmm

Residential

Because the home must be built to today’s codes,

other knowledge tables factor in costs associated
with current buttding codes for glazing, etectrical,—
plumbing, etc., all localized to the U.S. ZIP Code
and the Canadian Postal Code.
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And ...in another statement....and article

Today,

"total component" technology uses
formulas and databases to analyze and
select detailed component parts of
buildings to assemble estimates in a risk-

specific manner,
using localized building codes, structural

roovtiaracoa ovoarragartt CUUOTY,;, It aoutual Ca

considerations and local labor and
material costs.
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Valuation —what do we use

This article shows a comparison of
RCT v. the antiquated R/V square foot method

Building Code Changes

Square Foot Method

*The costs you receive represeat If the valuation method
building codes in effect at the o
time specifications were created. assumes local buildin g
This may result in a less accurate .
replacement cost. COde reql“rements

“Total Component™ Method: p er h ap S th € exc I usion

*Based on the US. ZIP Code o:e —
Canadian Postal Code entered, ShOUId be removed

the system incorporates the local fro m th ep OI |CV now
building code requirements and ' 7

all of the elements needed to cal- th at we Val ue

culate the local reconstruction ;

cost, essentially “rebuilding” the d I ffe ren t I y’> ’) ’)

residence from start to finish.
16

Valuation —what do we use

Location Adjustments for

Seismic, Climatic and High Wind If the valuation
Square Foot Method: met h 0 d _aS_S umes
*Because this method relies upon a local building code
fixed set of building specifications, it .
cannot accurately adjust for climatic, req uirements
seimmic, ox Snd equmments regarding earthquake
“Total Component” Method: and wind

*Based on US. ZIP Code or .
Canadian Postal Code, the system is reqU”ementS
designed to calculate a reconstruc- b/
tion cost that includes local and up-

to-date seismic, climatic and high should the ordinance

Aind i de 1 - I

wind requirement determinants or law exclusion
apply to GENERIC
ordinances???
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Valuation —what do we use

- If this process knows the
Various Age Groups oy
exact year of building
Square Foot Method:
*The nation's property stock is and therefore the

divided into three age groups: Post i
R e construction methods of

These classifications are too broad the time ...
to use for accurate valuations and
do not adequately account for

changes in building methods or And then converts to
st e e current rebuilding codes

“Total Component” Method: Aknowin g " that the
*Instead of using age groups, th S . .
“total component” method uti- building inspectors will
lizes the exact Year Built. The sys- ranllire
Ll U\1 A LI~ O

tem needs to know when the
structure was built before it can

select the proper components. ShOUId Ordinance or Ia.W
language change? 18

Valuation —what do we use
Let’s look at the policy ...and see

If we have a PROBLEM

Between

VALUATION .....

Policy limit....

And policy language

19
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Is replacement cost enough?

First ... n

let's look at what the policies
cover...
don’t cover...
could cover...

and then L; ;H

We’'ll look at how we arrive at the building

value — and what THAT contemplates

covering

20

Is replacement cost enough? Personal Lines

When there is a building loss to a 1-4 family

home what does the ISO HO and DP policy pay?

ISO HO-2000 and DP-2002 (similar language

earlier HO and DP forms) states if carry 80% R/C

value at time of loss ...we’ll pay the least of:

(1) The limit of liability under this policy that
applies to the building;

(2) The replacement cost of that part of the
building damaged with material of like
kind and quality and for like use; or

(3) The necessary amount actually spent to
repair or replace the damaged building.

T

21
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Is replacement cost enough? Personal Lines

The insurance “motto” is ...if it ain’t broke we
don’t fix it ....

And ....

Replacement cost ...though not defined ...is
considered to be ....

what you had is what you get but “new”

L)

WEW

22

Is replacement cost enough? Personal Lines

We ONLY respond to

That part of the building ....DAMAGED

for LKQ ....

like kind and quality and use

But ...in-case you DON'Tunderstand-this...we——
also state....

23
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Is replacement cost enough? Personal Lines

The newest HO and DP forms start the
loss settlement provision with a
“reminder” that ordinance or law is

excluded

C. Loss Settlement

" L

In this Condition C., the terms "cost to repair or

increased costs incurred to comply with the en-

"

forcement of any ordinance or law, except to the

are settled as follows:

exient that coverage for these increased costs Is
provided in E.11. Ordinance Or Law under Section
| — Property Coverages. Covered property losses

24

Is replacement cost enough? Personal Lines

And ...the HO and DP forms
have Section | or General
Exclusion for ordinance

or law :

To the extent the Additional
Or Other Coverage section
does NOT apply

1. Ordinance Or Law

Ordinance Or Law means any ordinance or
law:

This Exclusion A.1. applies whether or not the
property has been physically damaged.

. The requirements of which result in a loss

. Requiring any "insured" or others to test for,

Requiring or regulating the construction,
demolition, remodeling, renovation or repair
of property, including removal of any re-
sulting debris. This Exclusion A.1.a. does
not apply to the amount of coverage that
may be provided for in E.11. Ordinance Or
Law under Section | — Property Coverages;

in value to property; or

monitor, clean up, remove, contain, treat,
detoxify or neutralize, or in any way respond
to, or assess the effects of, pollutants.

Pollutants means any solid, liquid, gaseous
or thermal irritant or contaminant, including
smoke, vapor, soot, fumes, acids, alkalis,
chemicals and waste. Waste includes ma-
terials to be recycled, reconditioned or re-
claimed

13



Is replacement cost enough? Personal Lines

11. Ordinance Or Law
a. You may use up to 10% of the limit of liabil-

The ISO HO
and DP forms
provide 10%
ADDITIONAL

. 2
Val ue in undamaged part of a covered building

certain
ordinance or

law values (3

(1) The construction, demolition, remodel-

ity that applies to Coverage A for the in-
creased costs you incur due to the en-
forcement of any ordinance or law which
requires or regulates:

ing, renovation or repair of that part of a
covered building or other structure
damaged by a Pernl Insured Against;

The demolition and reconstruction of the

-

or other structure, when that building or
other structure must be totally demol-
ished because of damage by a Peril In-
sured Against to another part of that
covered building or other structure; or

The remodeling, removal or replace-
ment of the portion of the undamaged

—

part of a covered building or other
structure necessary to complete the re-
modeling, repair or replacement of that
part of the covered building or other
structure damaged by a Peril Insured
Against.

26

Is replacement cost enough? Personal

Lines

It can be used to remove

debris when you need to

1) upgrade/remodel and
repair damaged
portions

2) upgrade non-damaged

portions \

11. Ordinance Or Law

a. You may use up to 10% of the limit of liabil-
ity that applies to Coverage A for the in-
creased costs you incur due to the en-
fo y

equires or regulates:

(1) The construction, demolition, remodel-
ing, renovation or repair of that part of a
covered building or other structur
ed by a Penl Insured Agal

The demolition and reconstruction of the
undamaged part of a covered building
or other structure, when that building or
other structure must be totally demol-
ished because of damage by a Peril In-
sured Aggj er part of that
uilding or other § . or

The remodeling, removal or repla
ment of the portion of the undamaged
part of a covered building or other

(2

-

w
—

structure necessary to complete the re-
modeling, repair or replacement of that
part of the covered building or other,
structure damaged by a Peril Ing

14



Is replacement cost enough? Personal Lines

It can be used to remove
debris when you need to

3) remove undamaged
portions that had to
be demolished

11. Ordinance Or Law

a. You may use up to 10% of the limit of liabil-
ity that applies to Coverage A for the in-
creased costs you incur due to the en-
forcement of any ordinance or law which
requires or regulates:

(1) The construction, demolition, remodel-
ing, renovation or repair of that part of a
covered building or other structure
damaged by a Peril Insured Against;

lemolition and reconstructi
undamaged part of a covered buildin
or other structure, when that building or
other structure must be totally demol-
ished because of damage by a Peril In-
sured Against to another part of tha
vered building or other structure,

The rem : al or replace-
ment of the portion of the undamaged
part of a covered building or other
structure necessary to complete the re-
modeling, repair or replacement of that
part of the covered building or other
structure damaged by a Peril Insured
Against.

3

—

Is replacement cost enough? Personal Lines

This 10% can also
be
used for debris
removal

of these costs

law coverage to pay for the increa
you incur to remove debris resulting from
the construction, demolition, remodeling,
renovation, repair or replacement of prop-
erty as stated in a. above.

c.

(1) The loss in value to any covered build-
ing or other structure due to the re-
quirements of any ordinance or law; or

(2) The costs to comply with any ordinance
or law which requires any "insured” or
others to test for, monitor, clean up, re-
move, contain, treat, detoxify or neu-
tralize, or in any way respond to, or as-
sess the effects of, pollutants in or on
any covered building or other structure.

Pollutants means any solid, liquid,
gaseous or thermal irritant or contami-
nant, including smoke, vapor, soot,

fumes, acids, alkalis, chemicals and
waste. Waste includes materials to be
recycled, reconditioned or reclaimed.

This coverage is additional insurance.

29
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Is replacement cost enough? Personal Lines

But ...just a reminder from
the Section I/General

Exclusions ...it can NEVER
be used for
1) loss in value

2) costs to comply
with clean up of
pollutants (when

—therewasno— |

otherwise covered
loss)

b. You may use all or part of this ordinance or
law coverage to pay for the increased costs
you incur to remove debris resulting from
the construction, demolition, remodeling,
renovation, repair or replacement of prop-

) The loss in value to any covered buil
ing or other structure due to the re-
quirements of any ordinance or law; or

(2) The costs to comply with any ordinance

or law which requires any "insured” or
others to test for, monitor, clean up, re-
move, contain, treat, detoxify or neu-
tralize, or in any way respond to, or as-
sess the effects of, pollutants in or on

nant, including smoke, vapor, soot,
fumes, acids, alkalis, chemicals and
waste. Waste includes materials to be
recycled, reconditioned or reclaimed.

This coverage is additional insurance

30

SECTION | — Add’l Coverages

or DP Other Coverages

Fire damaged
portion that must
be Upgraded —
need ord/law for
upgrades 1

Undamaged
portion that must
be torn down —
need ord/law to
cover this “lost”
value 2

Demolition of
undamaged portion

requires ord/law

Upgrades in undamaged

portion requires ord/law 31
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Is replacement cost enough? Personal Lines

So ...on alarge loss ... where the “free” 10% of
ordinance or law is not sufficient to apply to that
portion of the loss that does not fit “neatly” into the

Damaged property @%

> -
=4

Being repaired by LIKE construction

Having the original limit of insurance on Coverage
A at replacement cost is immaterial ....

e S AW
oh oh .... 56

Rt
32

Is replacement cost enough? Personal Lines

You needed additional Ordinance or law coverage
Which requires an endorsement...

and you have to pick how much “ordinance
coverage” % you want ...

So ...whereis YOUR crystal ball????

33
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Is replacement cost enough? Personal Lines

POLICY NUMBER: HOMEOWNERS
HO 04 77 10 00

THIS ENDORSEMENT CHANGES THE POLICY. PLEASE READ IT CAREFULLY.

ORDINANCE OR LAW
INCREASED AMOUNT OF COVERAGE

SCHEDULE"
A

New Total Percentage Amount: f f

“Entry may be left blank if shown elsewhere in this policy for this coverage.

SECTION | - PROPERTY COVERAGES b. For Form HO 00 04, to Building Additions And
ADDITIONAL COVERAGES Alterations;
11.Ordinance Or Law is increased from 10% to the percentage amount

shown in the Schedule above.
The total limit of liability that applies:

This is Additional Coverage 10. in Form HO 00 06.

a:110 Coverage A, o All other provisions of this policy apply.

DP 04 71 for Dwelling Fire similar

34

Is replacement cost enough? Personal Lines

My feeling ...if you're going to buy i

why not 100% of Coverage A ... \g)
and more if you are subject to “unusual” and

specific ordinances like
set back clauses

or
flood zoning ordinances

35
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Is replacement cost enough? Personal Lines

Once you buy the HO endorsement the “free” 10%
Is gone ...and gets “sucked into” the new
percentage purchased

B. Increased Amount Of Coverage
2. Premium Determination
a. Forms HO 00 02, HO 00 03 And HO 00 05

Percentage Of Coverage A

65%
90%

75%
100%

Increase In
Amount Total Amount Factors
15% 25% 1.03
40% 50% 1.07

1.1
1.15

For each add'l 25% increment, add: .04

At I1ISO rating ...100% ordinance is a 15% base
premium charge — less for most companies

Is replacement cost enough? Personal Lines

Once you buy the DP endorsement the “free” 10%
Is gone ...and gets “sucked into” the new
percentage purchased — DP rates higher than HO

rates en MUIply that resun by .
(2) DP 0002 Or DP 00 03 - Fire, Broad Or
Special Forms

The premium is computed by multiplying
the Base Premium by the appropriate
factor selected from the following table:

Percentage Of Coverage A
Increase In Amount | Total Amount Factors
15% 25% 1.05
40% 50% 1.12
65% 75% 1.20
90% 100% 1.27
For each add'l 25% increment, add: .08

At ISO rating ...100% ordinance is a 27% base

premium charge

37
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Is replacement cost enough? Personal Lines

When discussing ordinance or law ...2008 changes
for dwellings include

as of last year there is a new wind resistive

code for windows - depending on where the
home is located will depend on the wind
resistive requirement :

Google r————————— ooy
Current 7t Edition 5

) 2y
SCE 7-02
120 mph Wind Contour

0
|

- | 120 mph
(Cape Cod

Y M 4 1%90007 NAVTEQ u
Histen] | (3 | Smoomahesion | am |12 A [3) | 2@ &« g nam
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Is replacement cost enough? Personal Lines

And ...the older the home ...you run into general

framing issues

electrical issues

plumbing issues

roofing issues

For any loss size loss

42

Is replacement cost enough? Personal Lines

Now ..what if it is a BRAND new home ...and a
TOTAL loss ...where ordinance or law is NOT an

issue.... o

there are NO code changeq §

Is insuring to replacement cost ...sufficient???

43
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Is replacement cost enough? Personal Lines

Well ...what about Debris removal ....

How does the loss settlement clause apply?

a. If, at the time of loss, the amount of insur-
ance in this policy on the damaged building
is 80% or more of the full replacement cost

of the building immediately before the loss, And .. watch

we will pay the cost to repair or replace, af- P
It on ly talks ter application of any deductible and without out ... the limit
about deduction for depreciation, but not more of insurance
DAMAGED than the least of the following amounts: . .

(1) The limit of liability under this policy that on policy is
property an applies to the building; MOST will pay

iri (2) The replacement cost of that part of the

repairing building damaged with material of like
DAMA kind and quality and for like use; or

property ... not
cleaning up to
do repairs

a4

Is replacement cost enough? Personal Lines

What about the definition of building ....

SECTION | - PROPERTY COVERAGES
A. Coverage A - Dwelling
1. We cover:

a. The dwelling on the "residence premises"
shown in the Declarations, including struc-
tures attached to the dwelling; and

b. Materials and supplies located on or next to
the "residence premises” used to construct,
alter or repair the dwelling or other struc-
tures on the "residence premises".

2. We do not cover land, including land on which

the dwe[ling Is located.

Well ...not really specify ...and that is NEVER
good when ambiguity exists ...

45
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Is replacement cost enough? Personal Lines

Can atotal loss ...still leave a “lot” ...left

Is replacement cost enough? Personal Lines

Debris removal is discussed in the additional or
other coverages section —

often this is done to LIMIT coverage ...

and “clarify” what we want to do without lawyers
involved.

This is where the DP and the HO are VASTLY
different!!!

47
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Is replacement cost enough? Personal

Lines

If you need the limit of insurance to rebuild ... what
about the costs to clean up ...before rebuilding ...

which can depend upon

how much left
landfill/dump costs

proximity of other structures for

ease of clean up

4)  Materials ... requiring specialized
removal and disposal .

Is replacement cost enough? Personal Lines

Sometimes issues are discussed in the additional

coverages section — often

coverage ... and “clarify” what we want to do without

lawyers involved.

this is done to LIMIT

The ISO HO

policy
provides

5% - no \
more

E. Additional Coverages
1. Debris Removal

a. We will pay your reasonable expense for
the removal of:

(1) Debris of covered property if a Peril
Insured Against that applies to the dam-
aged property causes the loss; or

(2) Ash, dust or particles from a volcanic
eruption that has caused direct loss to a
building or property contained in a
building.

Wow ...consider
older home with
asbestos ....

This expense is included in the limit of li-

Wy that applies to the damaged property.
If the a bepaid for the actual dam-
age to the prope us the debris removal

expense is more than the I}
the damaged property, an it %

that limit is available for such expense.

49
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Is replacement cost enough? Personal Lines

We want the HO building limit to pay for BOTH
1) damage to covered property
and
2) debris removal of covered property

Coverage A  $200,000
If total

Coverage A $200,000 fire loss -200,000

If $10,000 Leaves 0

fire loss -10,000 No limit left

Leaves $190,000 For debris

Of limit Removal

For debris

removal Then the 5% of building limit
comes into play ...or a
possible $10,000 in this
case 50

Is replacement cost enough? Personal Lines

And ...if you have the DP policy ...you are
REALLY up the creek....

2. Debris Removal

There IS no We will pay your reasonable expense for the
additional removal of:
: a. Debris of covered property if a Peril Insured
covgrage_ . if Against causes the loss; or
the limit is not b. Ash, dust or particles from a volcanic erup-
tion that has caused direct loss to a building
enoug h to contained in a building.

remove debris

This expense is included in the limit of liability
and pay loss ...

too bad!
Wow ...now REALLY

consider older home with

asbestos .... 51
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Is replacement cost enough? Personal Lines

Under the DP we want the building limit to pay for

BOTH

1) damage to covered property

and
2) debris removal of ¢

vered property

Coverage A $200,000

If total

Coverage A $200,000 :
If $10,000 E re loss -z%o,ooo
fire loss -10,000 Neal\'/es'tl o
Leaves $190,000 o limitie

imi For debris
Of limit o I
For debris emova
remova Unlike the HO policy there

is NO additional amount for
debris removal 52

Is replacement cost enough? Personal Lines

Whether the HO or the DP .

but CERTAINLY the DP ... since there is NO

additional limit .....

=D

There is NO HO or DP endorsement to buy more
debris removal ...you can only buy more ...buy

buying MORE building limit!!!

53

27



Is replacement cost enough? Commercial lines

CP 00 10is an ACV form unless R/C is opted ...
which it should be ... then when R/C is opted

e. We will not pay more for loss or damage on
a replacement cost basis than the least of :
(1), (2) or (3), subject to . below: As in personal
(1) The Limit of Insurance applicable to the lines ...R/C
(2) The cost to replace the lost or damaged pays
property with other property: / DAM AG ED
(a) Of comparable material and quality;
and property for
(b) Used for the same purpose; or L KQ — like
e amount actually spent that Is nec- L A
essary to repair or replace the lost or mMatertat-ana
damaged property. .
quality

54

Is replacement cost enough? Commercial lines

CP 00 10 -the R/C option then states

f. The cost of repair or replacement does not
include the increased cost attributable to
enforcement of any ordinance or law regu-
lating the construction, use or repair of any

property.

R/C does NOT include
ordinance or law costs ==
h N

P’
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Is replacement cost enough? Commercial lines

The cause of loss forms
exclude:

(this from CP 10 30
Special

B.-Exclusmns

1. We will not pay for loss or damage caused
directly or indirectly by any of the following.
Such loss or damage is excluded regardless of
any other cause or event that contributes con-
currently or in any sequence to the loss.

a. Ordinance Or Law
9 The enforcement of any ordinance or law:

(1) Regulating the construction, use or

|
form cause of loss) =~—3—5 ™ reparorany property;or

Ordinance or law —
similar
to personal lines

(2) Requiring the tearing down of any prop-
erty, including the cost of removing its
debris.

This exclusion, Ordinance Or Law, applies
whether the loss results from:
(a) An ordinance or law that is enforced
even if the property has not been
damaged; or

(b) The increased costs incurred to

comply with an ordinance or law in
the course of construction, repair,
renovation, remodeling or demolition
of property, or removal of its debris,
following a physical loss to that
property.

Is replacement cost enough? Commercial lines

Like personal lines ...

there is some coverage under the

Additional coverage section ...
but unlike personal lines ...

the coverage is NOT as broad

@ @&

P
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Is replacement cost enough? Commercial lines

—
e. Increased Cost Of Construction

(1) This Additional Coverage applies only to
buildings to which the Replacement
Cost Optional Coverage applies.

(2) In the event of damage by a Covered
Cause of Loss to a building that is Cov-
ered Property, we will pay the increased
costs |ncurred to comply with enforce-

R |

ment of damaged parts of that prope
subject to the limitations stated in e.(3
through e.(9) of this Additional Covg

(3) The ordinance or law referred to in e.(2)
of this Additional Coverage is an ordi-
nance or law that regulates the con-
struction or repair of buildings or estab-
lishes zoning or land use requirements
at the described premises, and is in
force at the fime of loss

Only covers
\increased costs”
for

repair/rebuilding
nf DA I\/IA(‘ED

Ul M\IVITTYY

covered property

58

Is replacement cost enough? Commercial lines

The most that is paid is
the LESSER of

$10,000

or

5% building limit

Which is FAR less than
the HO and DP forms in
Limit and extent of

coverage

tional Coverage, for each descn'bec;
building insured under this Coverage
Form is $10, 000 or 5% of the Limit of

whlchever is Iess If a damaged bu1ld|ng
is covered under a blanket Limit of In-
surance which applies to more than one
building or item of property, then the
most we will pay under this Additional
Coverage, for that damaged building, i1s
the lesser of: $10,000 or 5% times the
value of the damaged building as of the
time of loss times the applicable Coin-
surance percentage.

The amount payable under this Addi-
tional Coverage is additional insurance.

59
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Is replacement cost enough? Commercial lines

CP 00 10 does NOT cover
1) increased costs due to ordinance for
repair applicable to undamaged

property

2) does not cover the value of property _
undamaged property that must be
demolished

3) does not cover the costs to demolish
or debris of undamaged property

Is replacement cost enough? Commercial lines

The 2002/2006/2010 ISO BOP is similar in WHAT
it does —
only responds to —
increased costs of DAMAGED property

(2) In the event of damage by a Covered
Cause of Loss to a building that is Cov-
ered Property, we will pay the increased

ment of an ordinance or law in the
course of repair, rebuilding or replace-

ment of damaged parts of that property

subject to the limitations stated in Para-
graphs (3) through (9) of this Additional
Coverage.
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5 replacement cost enough? Commercial lines

The 2002/2006/2010 ISO BOP has a similar limit
to the CP ... the $10,000 ...period ...
it doesn’t say ...
the “lesser of $10,000 or 5% of the
building limit”

(6) The most we will pay under this Addi-

(10} e
Insurance which applies to more than
one building or item of property, then the

most we will pay under this Additional
Coverage, for each damaged building, is
$10,000.

The amount payable under this Addi-
tional Coverage is additional insurance. 62

Is replacement cost enough? Commercial lines

Like the CP 00 10 - the 1ISO 2002/2006/2010
BOP does not cover

1) increased costs due to ordinance for
repair applicable to undamaged

property

2) does not cover the value of property
undamaged property that must be
demolished

3) does not cover the costs to demolish
or debris of undamaged property

63
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Is replacement cost enough? Commercial lines

A business client might face the possibility of
having to
add sprinkler systems;

=] add enhanced lighting; .1
=3
' rebuild brick or wood joist construction

with fire resistant construction;

redesign the structure to meet earthqu
or hurricane resistant standards.

64

Is replacement cost enough? Commercial lines

If remodeling to code is required....

the insured must also absorb the
architects’ and engineers’ fees

PO =Y A

required to meet curre¥

65
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Is replacement cost enough? Commercial lines

Depending on how old the building is ... in the 90’s
the ADA law came into play ...there was a certain
amount of immediate accommodation required ...but
much was also grandfathered until ... substantial
damage or alteration removes “grandfather” status.
The Federal ADA law may require enhanced public
access such as:

wheelchair ramps,
&

installation of elevators | BEEEEAE

modified restrooms to accommodate
ﬂﬂ the handicapped.

66

Is replacement cost enough? Commercial lines

In addition to the extra expense required that
Is excluded....

| consider the increased time to rebuild

that is ALSO not covered under an
unendorsed the CP Business Income

| "

or law exclusion

67
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Is replacement cost enough? Commercial lines

There is a CP time element Ordinance or law
endorsement CP 15 31 to add to CP Business
Income Coverage

and

Z I

the 2006 BOP Ordinance or law endorsement
has a time element option

T

code

under this endorsement

damage bears to the total direct physical dam-
age

68
POLICY NUMBER COMMERCIAL PROPERTY
CP 040504 02
THIS ENDORSEMENT CHANGES THE POLICY. PLEASE READ IT CAREFULLY.
ORDINANCE OR LAW COVERAGE C F) 0 4 O 5
This endorsement medifies insurance provided under the following .
BUILDING AND PERSONAL PROPERTY COVERAGE FORM O r d I n an C e
CONDOMINIUM ASSOCIATION COVERAGE FORM
STANDARD PROPERTY POLICY
or Law
Cov.B Cov. C Cov.BAndC
Bldg. No./ Limit Limit Combined Limit
B e cov.a oftmny, | ot e Coverag e
! =] 3 5 B
! =] 3 5 3
! o 3 3 3
Information required to complete the Schedule, if not shown on this endorsement, will be shown in the Declara-
flions.
*Do not enter a Combined Limit of Insurance if individual Limits of Insurance are selected for Coverages B and
(C. or if one of these Coverages is not applicable.
A. Each Caverage Cover age A, Coverage B and 2.a. The building sustains direct physical dam-
~ is provided under this endorsement age that is covered under this policy and
onlv if that COVBIBQ?(S) is chosen by enltry in the such damage results in enforcement of the
‘above Schedule and then only with respect to the ordinance or law, or
buiding identified for that Cnvemge(s) in the b. The buikling sustains both direct physical
Schedule damage that is covered under this policy
B. Ayplir.atiun Of Coverage(s) and direct physical damage that is not cov-
Caverage(s) provided by this endorsement ered under this policy, and the building
GDW only if both B1 and B.2. are satisfied and damage in its entirety results in enforce-
are then subject to the qualifications set forth in ment of the ordinance or
B.3. c. But if me"&ulk!mg sustains dm @ny;ng‘nl
damage is not covered ur is poli-
1. The anlinerics o lew cy, and such damage is the subject of the
a. Regt the or ordinance or law, then there is no coverage
repair of buildings, or establishes zoning or under this endorsement even if the building
land use requirements at the described has also sustained covered direct physical
premises; and damage
b. Isinforce at the time of loss 3. In the situation described in B.2.b. above, we
But coverage under this endorsement applies only will not pay the full amount of loss otherwise
in response to the minimum requirements of the payable under the terms of Coverages A, B,
ordinance of law. Losses and costs incurred in and/or C of this endorsement. Instead, we will
complying with recommended actions or standards pay a proportion of such loss;, meaning the
that exceed actual requirements are not covered proportion that the covered direct physical 69
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Is replacement cost enough? Commercial lines

Unlike personal lines we don’t buy % of the
building limit ...we have to buy the
coverage separately ...for

1) upgrade damaged property

[
<

) demolish undamaged property and
get value of such

3) upgrade undamaged property

70

Is replacement cost enough? Commercial lines

Cov.B Cov.C Cov.BAndC
Bldg. No./ Limit Limit Combined Limit
Prem. No. l Cov. A l Of Insur. Of Insur. Of Insur.

/ (] 1 i3 i
/ ] i i
/ =] E i i

*Information required to MSchedule, if not shown on this endorsement, will be shown in the Declara-

ions.
**Do not enter a Combined Limit a&urance if individual Limits of Insurance are selected for Coverages B and
C, or if one of these Coverages is nofapplicable.

We need to FIRST check the “A” box

his qi he abili |

building limit for damaged or
undamaged loss

71
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Is replacement cost enough? Commercial lines

D. Coverage

1. Coverage A - Coverage For Loss To The
Undamaged Portion Of The Building

With respect to the building that has sustained
covered direct physical damage, we will pay
under Coverage'A for the Io_ssvin value of the

quence of enforcement of an ordinance or law
that requires demolition of undamaged parts of

Coverage A is included within the Limit of In-
surance shown in the Declarations as applica-
ble to the covered building. Coverage A does
not increase the Limit of Insurance.

72

Is replacement cost enough? Commercial lines

Cov.BAndC
Bldg. No./ Limit Limit Combined Limit
Of Insur. Of Insur.
] ] e
$ $ -
B B =

‘Information required to complete the Schedule, if not
ions.

**Do not enter a Combined Limit of Insurance if individ:
C, or if one of these Coverages is not applicable.

lown on this endorsement, will be shown in the Declara-

| Limits of Insurance are selected for Coverages B and

Coverage B...

Is for Demolition of this undamaged value |
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Is replacement cost enough? Commercial lines

2. Coverage B — Demolition Cost Coverage

With respect to the building that has sustained
covered direct physical damage, we will pay the
cost to demolish and clear the site of unda-
maged parts of the same building, as a conse-
quence of enforcement of an ordinance or law
that requires demolition of such undamaged
property.

The Coinsurance Additional Condition does not
apply to Demolition Cost Coverage.
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Is replacement cost enough? Commercial lines

Cov.B [ Cov.BAndC
Bldg. No./ Limit Limit Combined Limit
Prem. No. Cov.A Of Insur, Of Insur Of Insur.
/ m] o3 3 ]
/ O 5 1] ] .
/ =] 5 i A B

*Information required to complete the Schedule, if not shown on this

ions.

“*Do not enter a Combined Limit of Insurance if individual Limits of Ingurance are selected for Coverages B and

C, or if one of these Coverages is not applicable.

dorsement, will be shown in the Declara-

Coverage C...

Is upgrading both damaged and undamaged

property

75
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Is replacement cost enough? Commercial lines

3. Coverage C — Increased Cost Of
Construction Coverage

a. With respect to the building that has sus-
tained covered direct physical damage, we
will pay the increased cost to:

(1) Repair or reconstruct damaged portions
of that building; and/or

(2) Reconstruct or remodel undamaged
portions of that building, whether or not <:|
demolition is required;

when the increased cost is a consequence
of enforcement of the minimum require-
ments of the ordinance or law.

However:

(1) This coverage applies only if the res-
tored or remodeled property is intended
for similar occupancy as the current
property, unless such occupancy is not
permitted by zoning or land use ordin-
ance or law.

(2) We will not pay for the increased cost of
construction if the building is not re-
paired, reconstructed or remodeled.

The Coinsurance Additional Condition does
not apply to Increased Cost of Construction
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Is replacement cost enough? Commercial lines

Cov.B Cov.C Cov.BAndC
Bldg. No./ Limit Limit Combined Limit
Prem. No. Cov. A Of Insur, Of Insur. Of Insur.
/ m] S i h
/ m] 5 5 -
! [m] 5 B i ———

[tions.

“Information required to complete the Schedule, if not shown on this endorsem

**Do not enter a Combined Limit of Insurance if individual Limits of Insural
C, or if one of these Coverages is not applicable.

ill be shown in the Declara-

are selected for Coverages B and

But ... instead of having TWO limits where
you could be wrong ...it is probably best

to use the blanket approach for option B/C
together

7




Is replacement cost enough? Commercial lines

5. If a Combined Limit of Insurance is shown for
Coverages B and C in the Schedule above, Pa-
ragraphs E.3. and E.4. of this endorsement do
not apply with respect to the building that is
subject to the Combined Limit, and the follow-
ing loss payment provisions apply instead:

The most we will pay, for the total of all covered
losses for Demolition Cost and Increased Cost
of Construction, is the Combined Limit of In-
surance shown for Coverages B and C in the
Schedule above. Subject to this Combined Lim-
it of Insurance, the following loss payment pro-
visions apply:
a. For Demolition Cost, we will not pay more
than the amount you actually spend to de-
molish and clear the site of the described
premises.
b. With respect to the Increased Cost of Con- <:|
struction:

(1) We will not pay for the increased cost of
construction:

(a) Until the property is actually repaired
or replaced, at the same or another

premises; and

(b) Unless the repairs or replacement
are made as soon as reasonably
possible after the loss or damage,
not to exceed two years. We may ex-
tend this period in writing during the
two years. 78

T EEEEEEEEEEEEEEEEEEE————————— |
POLICY NUMBER: BUSINESSOWNERS
BP 04460106

The 2006 BOP
endorsement is

THIS ENDORSEMENT CHANGES THE POLICY. PLEASE READ IT CAREFULLY.
ORDINANCE OR LAW COVERAGE

This endorsement modifies insurance provided under the following S I m I I ar

BUSINESSOWNERS COVERAGE FORM
SCHEDULE

Check Cov 1 for

Coverage 1 Coverages 2 And 3
Pm ) E'I‘%s.] “(&Chﬁ:‘: Lim'cnool'ulrr:av:rfnu Limictot;"elr:sg:r:nco Cm::‘;:;:rh‘:’un‘“ o un d am ag ed Val ue
s s $
: i i Coverage 2 is Demolition
p ; ; of such

Business Income And Extra Expense Optional Coverage Enter Yes Or No:
Number Of Hours Waiting Period For Period Of Restoration Applicable To Business Income And Extra

Expense Optional Coverage:
Information required to complete this Schedule, if not shown above, will be shown in the Declarations.

*Do not enter a Combined Limit of Insurance if individual Limits of Insurance are selected for Coverages 2 and 3,
or if one of these Coverages is not applicable

Coverage 3 is increased
cost of construction

Section | - Property is amended as follows:

A Each Coverage — Coverage 1, Coverage 2 and
Coverage 3 — is provided under this endorsement
only if that Coverage(s) is chosen by entry in the
above Schedule and then only with respect to the
building identified for the Coverage(s) in the
Schedule.

Appllcaﬁon Of Coverage(s)
he Coverage(s) provided b is endorsement
uwhmwllbmhai and az alesunsﬁedmd
are then subject to the qualifications set forth in
B3.
1. The ordinance of law
a. Regulates the demolition, construction of
repair of buikdings, of establishes zoning of
land use requirements at the descnbed
premises; and
b. Is inforce at the time of loss.

But coverage under this endorsement applies

only in response to the minimum requirements

of the ordinance or law. Losses and costs in-

curred in complying with recommended actions

or standards that exceed actual requirements

are not covered under this endorsement.
2. The building sustains direct physical damage.

a. That is covered under this policy and such

damage results in enforcement of the ordi-
nance or law; or

b. That is covered under this policy and direct
physical damage that is not covered under
this policy, and the building damage in its
entirety results in enforcement of the ordi-
nance or law.
But if the damage is not covered under this
policy, and such damage iS the subject of
the ordinance or law, then there is no cov-
erage under this endorsement even if the
building has also sustained covered direct
physical dam.

o

damaged or undamaged
value

Can combine Cov 2 and 3

as in CP endorsement

79
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Is replacement cost enough? Commercial lines

Coverage 1 Coverages 2 And 3
Prem. | Bldg. | (Check Coverage 2 Coverage 3 Combined Limit Of
No. No. | If Applies) Limit Of Insurance Limit Of Insurance Insurance”
$ $ $
$ $ $
$ $ $

Business Income And Extra Expense Optional Coverage EntelYes Or No: I
Number Of Hours Waiting Perj iod Of Restoration Applicable usiness Income And Extra
Expense Optional Coverage:

Information required to complete this #@edule, if not shown above, will be sho

*Do not enter a Combined Limit of Insfirance if individual Limits of Insurance are
or if one of these Coverages is not applicable.

\n the Declarations.
ected for Coverages 2 and 3,

One requests {he business income
coverage to apply by saying ...yes or no

And ...the time period deductible can be
removed 60

Is replacement cost enough? Commercial lines

So ... _: '
“L /r#

commercial lines and personal lines S\
“replacement cost” coverage is not sufficient
when building codes or zoning ordinances
require a difference in construction ....

Endorsements are necessary to meet this need
or additional costs NOT contemplated in the
replacement cost loss settlement provisions
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Is replacement cost enough? Commercial lines

What about debris removal and the commercial
policy???

Again,
policies

82

Is replacement cost enough? Commercial lines

CP 00 10 states: BOP same language

4. Additional coverages " |
a. Debris Removal Like persona

(1) Subject to Paragraphs (3) and (4), we lines we need a
will pay your expense to remove debris
of Covered Property caused by or re- | covered (_:ause of
sulting from a Covered Cause of Loss loss (peril)
that occurs during the policy period. The .
expenses will be paid only if they are damaging
reported to us in writing within 180 days
of the date of direct physical loss or covered property

damage.

(2) Debris Removal does not apply to costs
to:

(a) Extract “pollutants” from land or
water; or

(b) Remove, restore or replace polluted
land or water.

83
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Is replacement cost enough? Commercial lines

CP 00 10 states: BOP same language

(3) Subject to the exceptions in Paragraph
(4), the following provisions apply:

a) The most we will pay for the total of
direct physical loss or damage plus
debris removal expense is the Limit
of Insurance applicable to the Cov-
ered Property that has sustained
loss ordamage

Subject to (a) above, the amount we
will pay for debris removal expense
is limited to 25% of the sum of the
deductible plus the amount that we'
pay for direct physical loss or dam-
age to the Covered Property that has

T T T —

>

Like personal lines
we want the loss AND
the debris removal
paid within the limit
of insurance ...

(b

—

however, it is subject
to a “formula”

And if formula or limit

cation, in any one occurrence of physi-
cal loss or damage to Covered Property,
if one or both of the following circum-
nces apply

not sufficient have
add’l $10,000

84

Is replacement cost enough? Commercial Lines

BOP and CP have a “funky formula” limitation

b) Subject to (a) above, the amount we
will pay for debris removal expense
is limited to 25% of the sum of the
deductible plus the amount that we
pay for direct physical loss or dam-
age to the Covered Property that has
sustained loss or damage.

Pays 25% of LOSS payment + deductible —assuming
there is limit left

If building limit $1,000,000
Loss payment 100000
Policy deductible 1,000

($100,000 + $1,000) x 25% = 25,250 8




Is replacement cost enough? Commercial Lines

BOP and CP have a “funky formula” limitation

Pays 25% of LOSS payment + deductible —
assuming there is limit left

If building limit ~ $1,000,000
Loss payment 100,000
Policy deductible 1,000

($100,000 + $1,000) X 25% = $25,250

If this $25,250 is not sufficient ...can add an
additionai $10,000 for atotai of $35,250. |

The HO policy could have paid a total of $1,050,000
The DP policy could have paid a total of $1,000,000

) We will pay up to an additional $10,000
for debris removal expense, for each lo-
cation, in any one occurrence of physi-
cal loss or damage to Covered Property,
if one or both of the following circum-
stances apply:

86

Is replacement cost enough? Commercial Lines

CP and BOP debris removal payment using
previous personal lines examples:

Building cov $200,000
If $10,000

fire loss -10,000
With $1,000 ded

($10,000 + $1,000) x .25 =

$2750 for debris removal +
$10,000 if necessary for

Building limit  $200,000
If total

fire loss -200,000
Leaves 0

No limit left

For debris

Removal

total of $12,750

So ..only receive the
additional $10,000 for
debris removal

87
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Is replacement cost enough? Commercial lines

fé‘%
Under the BOP policy there is NO @
endorsement to buy more debris
removal ...

9@

And it’s NOT like the HO or DP policy
where buying more building coverage
directly provides more debris removal.

88

Is replacement cost enough? Commercial lines

Debris removal under the BOP ...
1) you'd need MORE Building
coverage
AND
2) a bigger claim ...

which ...
could use up TOO much building <7;:—’§>

over-insured!!!!
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Is replacement cost enough? Commercial lines

Under CP coverage ...

there IS an endorsement to buy ....

But ...

HOW MUCH DO YOU NEED ....

You have to figure that out ...BEFORE the

loss!

90

I o EEEEEEE——————— |
POLICY NUMBER: COMMERCIAL PROPERT]
CP 04 15 10 0]

THIS ENDORSEMENT CHANGES THE POLICY. PLEASE READ IT CAREFULLY.

DEBRIS REMOVAL ADDITIONAL
INSURANCE

This endorsement modifies insurance provided under the following

BUILDERS' RISK COVERAGE FORM

BUILDING AND PERSONAL PROPERTY COVERAGE FORM
‘CONDOMINIUM ASSOCIATION COVERAGE FORM
'CONDOMINIUM COMMERCIAL UNIT-OWNERS COVERAGE FORM
STANDARD PROPERTY POLICY

TOBACCO SALES WAREHOUSES COVERAGE FORM

SCHEDULE"
Prem. Bldg. Debris Removal Additional
No. No. Amount Premium

How much do
you need?

What is your
building made
out of ...

How close to
other buildings,
etc.

Some is better
than NONE!

*Information required to complete this Schedule, if not shown on this endorsement, will be shown in the
Declarations.

The additional amount of $10,000 for debris removal
in the Debris Removal Additional Coverages section
is replaced by the higher amount shown in the
Schedule.
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Is replacement cost enough? Commercial lines

While researching this webinar ...l found the
following examples

Total fire loss to a bowling alley produced
a $200,000 debris removal loss because of
the asbestos in the building

CIC)
® - .
A condo association building suffered
$250,000 damage to an asbestos roof and

___spent approximately $1 million to dispose

of the damaged asbestos ...
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Is replacement cost enough? Commercial lines

While researching this webinar ...l found the
following examples

Fire loss to a ski lodge — replacement cost
more than limit also suffered substantial
debris removal loss (also not covered

sufficiently) S
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Valuation —what do we use

So ...going back to the beginning ...
Is the coverage limit ...

Including values ....

L e
That the policy language @f
? a

94

Valuation —what do we use

So ...you might ask your company just what
valuation method it uses ...

And ... regarding reconstruction values ...which

building codes are “assumed” in the valuation

Are included in the limit ...

Yet seemingly excluded or restricted in
the policy.
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Valuation —what do we use

Should the adjusters be made aware of
what the valuation process includes?

‘@‘Q
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Valuation —what do we use

Should the ordinance or law language be
restricted to just “building specific”
codes such as

new zoning issues
Setback requirements

Just food for thought! 9 ’2
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Thank you for attending...

If you have any questions, please email
imorrill@massagent.com
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