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What’s It Worth?
Issues with Property Valuations
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More on Property
Valuation Issues
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There is no easy answer, but we suggest a simple reminder to help avoid potential claims regarding
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incorrect valuations of property—the Four D’s: determine, deflect, develop and document.
1. Determine: Consider from the outset the method of determining the value. If you will be using valuation software, then make sure to
understand the software well. The valuation obtained will only be as good as the information you provide. Take courses to understand the
computerized valuation process. Use comparables, when available, in conjunction with any computerized program you use. If valuation is not
your forte, do not undertake the process; instead, be sure your client is aware that you are relying on him or her to complete the valuation.
2. Deflect: Use other reliable resources. If your client has a good understanding of the value of his or her property, and what it would cost to
replace it, then by all means, have the client provide the valuation. Sometimes the carrier can be of assistance. If you are not sure that the
client’s estimates or your own numbers make sense, consider using an independent property appraiser. Consider using an “agreed value” for
the property so that any coinsurance problem can be avoided. Utilize all possible endorsements that are available to extend coverage, such as
blanket coverage for commercial property, increased cost of construction or code upgrade coverage, coverage for betterments and improvements and endorsements for off premises power failures in the event of a disaster.
3. Develop: Develop procedures within your agency on how to deal with property valuation. By creating a system that is documented and
consistently followed, you have a better chance of successfully defending a claim that you failed to properly value property. For certain risks,
checklists may be helpful. Ensure that it is your standard process to routinely advise clients in writing to review the value of their property.
Have available a written explanation of how coinsurance may be applied to reduce a loss payment to review with your clients. Make it routine to put a copy of any request to review values or written explanation of coinsurance in the client’s file.
4. Document: The success in defending any E&O claim rests on the existence and quality of the documentation in your file. This is very true
regarding issues of property valuation. Document various proposals and especially the client’s declination to take out coverage for a certain
limit. Be sure to document that discussions of valuation were held, how the valuation was determined, and the client’s agreement on the
value. Document any changes to limits so that the file reflects why the change was made and that it was discussed with your client.
Just remember that since there are numerous ways to make mistakes when valuing property, agents must undertake property valuations with
as much care as possible. I
Anne Payne, J.D., is an assistant vice president, claims and liabilities, with Swiss Re Corporate Solutions and handles claims against insurance
professionals.
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