




Pitfalls of the Current System Create 
Mistrust Between Restorers and Insurers 

By ' !racy Bachtell 

L<l1tor, Note J'l,,s drtic e "ba,lJ o., a 
1
Jre,tntation fro,n tlce ''( kising the 

(y,p" d1stLss·o I at •he RI\ l.e.idcrsh,p 'iu-i1 n,1 earl,tr this year 

s insurers and restorers collaborate to 
manage che challenges they face when 

• ,vorking together for their conuuon 
custo111ers, they are finding that the 
key to this conundrum is transparency. 

The World English Di.'tionoiy defines transparent as: 
"Easy to see through, understand, or recognize; 
obvious, candid, open, frank." 

In an exchange bel'\veen a restorer and an insurer, 
perhaps a better ,vay of expressing transparency is as 
a tool used to build and preserve trust. T hink about 
how cnuch siinplcr our " 'Ork would be if each party 
not only conunitted co, but practiced in an honest, 
open and ethical environment. 

Each party has a vested interest in the successful 
ouccon1e of any property cfain1. 'fhe insurer wants 
a policyholder to receive exceptional service, but 
only to the extent that the settle,uent is ,vithin tl1c 
paran1eters of its esti1nating guidelines and service 
level agreements. The restorer wants the customer 
to pro,note the co,npany to his or her neighbors 
and tlu·ough social n1edia, but the restorer also 
needs to make enough money to pay expenses and 
hopefully eke out a reasonable profit. Th.is sounds 
so sin1ple but alas, it is not. 

This is due to a lack of trust. Neither party 
really trusts one another to the point where they 
can be transparent. 'fhe goal is for the insurer to 
be confident that it has paid a fai r price and me 
restorer to be confident that it n1akes a reason­
able profit. 'fh.is can occur only when the job is 
managed well. Nobody expects the other side 
to take on risks that are not their O\\'n. But for 
,vhatever reason, the history behind the relation­
ship between restorer and insurer got off track 
son1ewhere. Untested suppositions beca1ue pro­
tocols . Unfair business practices becan1e easily 
rationalized as the only way to stay in business. 

The purpose of tl1is position paper is to focus 
on our collective failure to be transparent, to 
provide this history lesson alongside current 
facts and co1uparisons, taking us co a place where 

we can work together 111ore favorably and, some­
day, perhaps be more transparent. \Ve need each 
other. Vle have the sa1ne custo1ncr. It's poten­
tially a \\'in-,vin-,vin1 

TOO MUCH PROFIT? 
According to the National t\ssociation of Hon1e 
Builders, the builders' average profit margin on 
a house is approx.iniately 5 percent. According 
to NAIC data con1piled by SNL Financial, the 
national average profit margin for carriers writ­
ing hon1eowner insurance for me past l O years 
is 4.5 percent. As is evident, neither industry is 
particularly stellar in making excessive profits. 
Insurance restoration, \vh.ich is ahuost exclu­
sively ,vhat Paul Davis Restoration contractors 
do for a living, is not overly profitable. 

Virtually every for-profit business nu1s ,vitl1 a 
sinular expense load of approxi.111ately 3 5 percent. 
This is true of the insurance industry as well as the 
restoration industry. In fact, tl1c adjusted loss ratio 
for me past 10 years for all hon1eowner carriers in 
the United States has been 63.5 percent. tt) make 
a net profit 1uargin of 4.5 percent, mey have had to 
111anage tl1eir expenses. 

In the insurance world, expenses are either 
allocated or unallocated. But ,vhen con1bined 
with undenvriting expenses, \Ve arrive at " 'hat 
the restoration world would compare to our 
direct and indirect labor costs and our job-spe­
cific and general overhead charges. 

As confusing as this may sound, the decision to do 
work for a certain price or protocol is really based 
on the n1arket conditions and individual choice. 

Wl-IAT DETERNlINES T HE MARKET? 
·rhe property insurance clain1 industry 1nay be one 
of the best examples of free enterprise at work. 
Each insurance con1pany develops its own proto­
cols and pricing prognuns and usually offers the1n 
to the restorers on a take-it-or-leave-it basis. Here 
are son1e exa1uplcs chat arc very fanuliar to restorers 



and 1naybc si1nilarly f.uniliar to the clai1ns people. Since 
Xacti1nace is the 1nosc conunonly used pricing software, 
my examples will focus mostly on therr1. Keep in mind that 
Xactware considers its organization to be a survey and pub­
lishing con1pany. It doe.snot set prices; it only publishes 
them based on its market surveys. It does not recommend 
the use of protocols, regardless of what we often hear. 
'I'hose choices are left strictly to tl1e insurers. 

Base service charges were developed by Xactware years 
ago to reduce tl1e use of 111u1tiple trade 1nininnuns ,vhile 
accounting for the n1obilization costs incurred by res­
toration contractors. Some carriers prefer that they are 
factored in to unit costs. So1ne carriers prefer that they be 
broken out. Otl1ers forbid their use at all. 

OVERI-IEAD AND PROFIT: "TI-IE FOLLY 
OF 10 AND 10" 
Ah, the 1nystery numbers. Restorers often refer to the I 0 
and l O puzzle as "the folly of l O and l O." 

'I'he history of overhead and profit being pegged at l 0 
and IO dates back to when unit coses were created as a bet­
ter ,vay to construct cstitnatcs. This occurred long before 
there were con1puterized estin1ating syste1ns and co1n­
monality in estimating practices. 

Previously, ,vrittcn cstitnates often contained only 
one or t\\'O lines, as the contractors did not have fancy 
accounting tools co assess their business 1nodel. Over 
history, contractors learned if they took their 1naterial 
charges, then doubled tl1en1 and added in their labor costs, 
they would make a small profit. 
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In those days, labor and 1naterial ,verc roughly equal, so 
this n1ethod returned a gross n1argin of 3 3 .3 percent. It 
was difficult for adjusters co write estimates, and unit costs 
1nade for 1nuch better production and easier training. 

In those early days, unit costs cau1e in t\vo fonns. One 
was the pure w, it cost that combined only labor and 
1natcrials. Then there was the full llllit cost mat included 
labor, 1naterials profit and overhead. Later, a hybrid ,vas 
created that included labor, materials and job-specific 
overheads but without general overhead or profit. No 
serious analysis ,vas done to decide what overhead or 
profit should be. But the authors of the first cools on me 
subject 1nildly suggested mat a l O percent profit sccn1cd 
palatable and tried to deduce what the overhead needed to 
be co return the l O percent profit. 

Fortncrly, contractors doing snrnll insurance jobs often 
,vorked out of their hon1es. 'l'hey n1ay have had a single 
pick-up truck. They needed little, if any, insurance. They 
did not concern thc1nselvcs ,vim workers con1pcnsa-
tion or OSHA rules. Of course, insurers were sin1ilarly 
unbw·dened with many of the rules and regulations they 
deal ,vith today. Con1petition set the 1narkct tor the111. 
Eve1yone's overhead was less. 

Even if one assumes that somehow the historic guide­
lines of l O and l O arc still useful, I want to bring everyone 
back co 1narket value as the actual n1easure. Consider the 
various overhead and profit protocols that exist today. 

J\ilany carriers allo,v the addition of l O and l O ,vhen 
tlu·ee or n1ore trades are used. 'fhe tl1oughc is that tl1e 
manage1nent of multiple trades creates more overhead. 
S01ne prefer not to n1ake a blanket state1nent and leave it 
up co the individual adjuster to resolve and the restora­
tion contractor to "plead for." J\1ost carriers do not allow 
tl1e addition of l O and l O on c1ncrgcncy service clai1ns or 
single- trade losses involving wind and hail, the t\vo 1nost 
common annual claims for property insurers. 

So, what does this all 1nean? In a free 1narket systc1n, 
the buyer and the seller have equal standing. The appli­
cation of mini1num charges, base sen,ice charges and/ 
or profit and overhead arc just tcclu1iqucs to 1nanipulatc 
the total price of the esti1nate. 1'hey have little in1pact 
on the cost of the job. 

vVhcn agreeing to participate in an insurance progratn, 
tl1e restoration contractor n1ust 1nake a business decision 
of whether or not to accept the terms of the estimating 
protocol. It is one of the m1est opcn-1narket syste1ns we 
have. 1-here are enough insurers, and altl1ough a few have 
significant 1narket share, no one has enough to control the 
1narkct. There arc enough restoration contractors vying 
for the work tl1at son1eone will usually step up and take on 
the job at the price offered. 



SCOPING ISSUES AND 1-IIDDEN 
DlSCOUNTS 
As any experienced contractor or adjuster knows, unit 
prices arc just one part of the csti1nating process. The 
other part is referred to as "scope." Scope is defined as 
what has to be done to put the policyholder's property 
back into a pre-loss condition. An experienced cstin1ator 
can n1anipulace the scope to account for pricing protocols 
chat seem onerous to have a job provide enough money to 
cover overhead costs and return sufficient profit. 

"fhis is wrong and no restoration organization should 
promote, accept or allow th is. Experienced adjust-
ers can inspect or re-inspect a property Joss and find 
the "scope creep" and push co control or reduce it, but 
chis cask is only required because of the lack of proper 
scoping. Restoration contractors often use subcontrac­
tors; n1ost insurance co1npanies allow 10 and 10 on 
subcontractor charges. I am speculating that the reason 
is based on the understanding that the subcontractor 
charges are exactly what the general contractor has co 
pay for the work. 

As general contractors have to be responsible for coor­
dination, supervision and ,varranty for the \\'Ork done by 
the subcontractor, they are entitled to be compensated for 
tllis. Of course, as I have tried to establish previously, 10 
and 10 in no way aUows the general contractor to 111ake a 
profit. In fact 10 and 10, or 20 percent, only provides for 
a gross 1nargin of 16.7 percent (20/120), no,vhere near 
enough to provide the required gross n1argin of 33 per­
cent to 3 5 percent. 

So how arc contractors able to increase their gross 
1nargins to ,vhat mey need to survive when using subcon­
tractors? 'Rvo com1non n1ethods are used. T he first-and 
the one tl1at Paul Davis supports- is to use Xacti111ate for 
all esti111ating, ,vhether the work is to be done by en1ploy­
ees or subcontractors. Xacti1nate p1;cing reflects the 
111arkct (or at least purports to). 

"fhe other con1111011ly used 1nemod is based on the 
theory of wholesa le and retail pricing used by many 
industries. In tl1is n1etl1od, the insurer is presented ,vith a 
retail invoice, wllich is later n1arked up by 10 and 10. 'fhe 
restoration contractor pays the subcontractor based on a 
wholesale price, ,vllich 1nay be several percentage points 
less than the retail invoice. Paul Davis considers this 
second approach reasonable if and only if the insurer is 
provided both invoices in a fully transparent fashion. 

WORI<INGTOGETHER PROFITABLY 
How can insurance co1npanics and restoration contractors 
align their interests? \N'e are in the age of i.nforn1ation. 
\¥Ith information naturally comes transparency. But 
1nore i1nportantly, we can work together with 111urual 

cooperation and transparency and as partners based 
on trust. If we are willing to see the perspectives of all 
stakeholders in the process, insurers and restoration con­
tractors can be partners, leaving tl1c llistorical reahn of 
vendee and vendor. 

Insurers want the best product and sen,ice for their 
policyholders. In the Jong run, restorers \viii work for 
those insurers that p,1y then1 fairly and will shy away 
fron1 those that do not. Work volume is always a factor. 
In the true ~'ahnart 1nodcl, lo\ver 1nargins \vitl1 lligher 
inventory turns can work. 

Unfortunately, standard work and operational efficien­
cies go only so far in the restoration industry. One of tl1c 
reasons that our industty is so heavily franchised is tl1e 
need to use a tried-and-t1"1.1e business model that recog-
1lizcs tl1c costs of business and can help tl1e owners earn a 
net profit at the end of the day. 

At the point that restorers lose money on their jobs, they 
n1usc reject the rcforrals that co1nc fro1n insurers that are 
unwilling to pay fairly. I n1ay be naive, but I believe every­
one prefers to sleep well at night and like what they see when 
they look into tl1c nlirror in the n1orning. Public adjusters 
and n·ial attorneys are attacking the current n1odel we use. 

Third-pa rty ad1ninistrators, such as Contractor 
Connection, Alacrity and Innovation Property Nenvork, 
provide valuable services to insurers, such as contractor 
vetting, service level metrics and national territory cover­
age. They also revie,v restorers' esti1nates in an effort to 
keep expenses in line. 

Nobody disputes that e,5timate reviews add both to the 
cycle ti1ne and to the overall clain1 processing expense. 
'fhe question reaUy con1es do,vn to \\•ho pays for it. 
I would argue everybody pays. Whether it is a public 
adjuster, a trial attorney or a third-party ad1ninistrator, 
each of tl1ese entities adds cost to tl1e process witl1out 
always providing an equal benefit to the end customer. 

Unfair business practices can be rationalized, but they 
ca1111ot be forgotten. Both the insurers and the restoration 
industry have n1ade the bed that both must sleep in. The 
real downside is that tllis friction only adds cost to tl1c over­
all claiin processing expense, ,vruch would be unnecessary 
if more transparent processes were used. Maybe someday, 
we \vill truly put tl1e policyholder first and ,vork togetl1cr to 
111ake sure we can both survive and prosper in tllis indusoy. 

Tracy Bachtell is senior vice president of b11si11ess deve/Qp1ne11t at 
Paul Davis Restoration. He is also responsible fo1· the Large Loss, 
Co11nnerci11/ Lo,,· and Catastrophe divisions. /-le joined the cmn­
pany in 2003 afte1· 1nore than 25 years in the i11s11r11nce industry. 
He hos eanzed both his Associate in Cloi111s and CPCU desig-
1111tions and written several 111ticlesfor Claims Magazine on 
various i11dnstry toph-s. 
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