
Crucial to your success as a risk 
manager for a public entity is 
coordinating an appropriate risk 

management strategy that includes proper 
insurance coverage.
 
To start this process, you must fully under-
stand the magnitude of all of your public 
entity’s assets, including your physical assets. 
Properly assigning value to those physical 
assets helps you to do three things: identify 
and quantify exposures; assess underwriting 
needs and purchase appropriate coverage; 
and settle claims quickly.

Reasons for Valuing Property
A key element in writing any property 
insurance policy—or in managing an 
insurance program for any public entity— 
is determining how much it would cost 
to replace the property if destroyed. This 
is the direct cost of a loss, or the financial 
loss that results from the physical damage, 
destruction or theft of the property, as well 

as the cost to repair or replace the damaged 
or destroyed property. 

Determining values is critical in order to 
measure risk in terms of pure exposure and 
coverage needed. An underwriter must be 
able to accurately answer the questions, 
“How much is the facility worth to this 
public entity?” and “What am I being asked 
to insure?”
 
In order for an underwriter to properly  
assess your risk, price it appropriately by 
basing the premium on true exposures 
and provide consistency in rating and loss 
analysis, he or she needs accurate values. It 
is very important that you and your under-
writer both understand and agree on your  
valuation methodology.
 
Since most property insurance policies 
promise to indemnify the insured in the 
event of a loss by repairing or replacing 
the property that has been damaged or 

destroyed, the challenge for you and your 
underwriter is to understand and agree 
upon the cost of restoring, replacing or 
rebuilding. A good statement of values 
and/or an actual appraisal will be the right 
foundation needed to start preparation of 
proof of loss.
 
How to Establish Values for Your 
Entity’s Property
You probably already recognize that the 
purchase price of a physical asset, while 
a straightforward number that is easy to 
determine, has very little to do with the 
assessment of its value to your entity in 
the event of a loss. Construction prices 
may be good for 12-18 months after initial 
construction of a building or the purchase 
price of its contents, but not longer. 
Also, new construction values typically 
include costs which may not be covered 
by property insurance. Purchase price is 
rarely a good value for insurance purposes 
if it’s a building purchase price—more 
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typically that’s market value, not the cost 
it would take to replace the facility.

Another term you’re probably familiar with 
is actual cash value (ACV), which is defined 
as replacement cost at the time of loss, less 
depreciation. This takes into consideration 
both inflation in and depreciation of property 
values over time. Effects of inflation and 
depreciation may be such that ACV values 
still increase if the rate of inflation is greater 
than the rate of depreciation. Therefore, 
although it may seem counterintuitive, ACV 
does not necessarily result in lower values. 

However, ACV can still result in a substan-
tial loss to the insured because of the impact 
of depreciation, which accounts for wear 
and tear and economic obsolescence. The 
deduction for depreciation means that an 
insured must come up with the necessary 
cash to restore the property to its original 
condition after a loss occurs. To deal with 
this problem, most property insurance is 
written on a replacement cost basis and in 
that case, you’ll be required to answer some 
questions, such as:

•	 Where	did	your	numbers	come	from?
•	 When	were	the	numbers	received?
•	 What	type	of	value	is	represented	

(purchase price, ACV, replacement cost)?

If a new building’s value per square foot is 
lower than similar older buildings, ask why. 
Are you getting a deal because the contractor 
needs/wants a job or is a friend of someone? 
If so, it’s not a good replacement value.
 
Replacement cost for buildings denotes the 
cost ‘new’ of replacing a complete structure 
from an insurance standpoint. All labor 
costs are included at prevailing union rates. 
Additionally, replacement cost for buildings 
includes costs to cover general and/or 
unusual conditions, architect’s and engineer’s 
fees, permits and other direct and indirect 
costs necessary for reproducing the building. 

Property values for your entity’s “real” 
property include:

•	 Permanent	items,	such	as	landscaping	
(but not land or water such as rivers and 
lakes), paving, fencing, underground 

piping and wiring and retaining walls; 
•	 Buildings,	including	superstructure,	

foundations, finish work (case and 
cabinet work, ceiling, wall and 
floor coverings, painting, etc.) and 
permanently affixed machinery (HVAC 
equipment; lighting; wiring and 
electrical service equipment; elevators; 
plumbing fixtures and piping; fire 
protection devices; fire extinguishing 
equipment; appliances used for refrig-
eration, ventilation and other building 
service; and utility equipment); and 

•	 Structures	that	are	not	buildings,	such	as	
certain outdoor fixtures (a sign attached 
to a building, a flagpole, water towers, 
stadiums, scoreboards, goal posts, park 
facilities and pools), which relate to the 
building’s function.

When estimating a value for a building, a 
construction-cost guide can be useful in 
determining a value-per-square-foot for the 
building structure. Value-per-square-foot to 
build or reconstruct any building depends 
on construction, uniqueness of design 
and geographic area. It also depends on 
the particular end-use of the building. 
For example, if there is a heavy heat load 
associated with computer equipment, the 
building will require an incremental increase 
in air-conditioning. An associated cost is 
the construction needed to increase the 
floor-load capacity of the building. Values for 

structures such as municipal office buildings 
and city halls should include good finishes, 
partitions and plumbing.

Replacement cost for content denotes the 
cost new of replacing all facility contents 
with the same or similar items, including 
shipping and installation costs averaged over 
the total insured buildings/area. Replace-
ment costs, replacement times and repair 
times are calculated on a non-expedited 
basis. Replacement costs include: engi-
neering, equipment and material, shipping, 
installation, testing and commissioning, 
warranty and service. Replacement time 
includes: engineering and design, date of 
order to date of shipment, normal transpor-
tation time, installation time and testing and 
commissioning, all to be calculated at the 
time of loss.

Property values for your entity’s “personal” 
property include:

•	 Personal	property	inside	the	building,	 
on the building or within 100 feet of  
the premises; 

•	 Office	contents,	such	as	furniture,	
supplies, desks, chairs, lights, filing 
cabinets, computer hardware  
and software; 

•	 Rented	equipment,	such	as	copy	
machines, printers, scanners or digital 
cameras. (Responsibility for insuring 
rented equipment should be clearly stated 
in the contract to avoid after-disaster 
disputes.);

•	 Machinery	and	equipment,	such	as	
boilers, air conditioning and refrigera-
tion units, pressure vessels, fuel tanks, 
motors, pumps, compressors, electrical 
devices, alternate power and light 
sources, conveyors;

•	 Athletic	equipment	and	uniforms;	
•	 Musical	instruments;	and
•	 Employee	property	of	the	type	that	is	not	

excluded, e.g. jewelry.

Special valuations are often needed for sites 
such as historic properties, architecturally 
significant buildings, libraries and museums, 
including those with rare book and other 
specialty collections; and donated properties. 
It’s important to include special loss valuation 
clauses in the insurance policy to assure that 
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CHArt 1: APPr AisAl t yPe vs. PurPose

Business PurPose
vAlue ConCeP t

rCn DrC ACv Bv MvCu lv Mv
1. Acquisition, Merger, Sale O N

2. Financing O O N

3. Insurance Placement and Proof of Loss A A

4. Liquidation N O

5. Property Records (Corporate) O N

6. Property Records (Tax) O N

7. Rate Making for Public Utilities O N O

8. Real Estate Condemnation A

 Financing O O N

 Purchase of Sale A

 Urban Renewal A

9. Taxation (Ad Valorem Tax) O N

 Estate Tax A

 Income Tax A

  Allocation of Purchase Price A

  Gift Tax Deduction O N

APPr AisAl / vAlue  
ConCeP t t yPes

 RCN = Replacement Cost New
 DRC = Depreciated 

Reproduction Cost
 ACV = Actual Cash Value
 BV = Book Value
 MVCU = Market Value for 

Continued Use
 LV = Liquidation Value
 MV = Market Value

WHen useD

 O = Occasionally
 N = Normally
 A = Always

the loss settlement will be made on the same 
basis as the value reporting – for example, 
rare books valued at reported value, not 
replacement cost; historical buildings valued 
at reproduction cost, not replacement cost.

What is an Insurance Appraisal?
An insurance appraisal is one of the most 
valuable tools available to ensure your 
physical assets are sufficiently protected by 
insurance in the event of a loss. Values deter-
mined by an insurance appraisal represent 
the estimated amount of coverage necessary 
to protect your physical assets against loss, 
theft or other peril. You and your insurance 
carrier both benefit from such an appraisal, 
as it is a timely and effective service that 
keeps knowledge of your facilities current. 
And with regard to documenting a claim, 
the availability of more current appraisals 
can result in quicker settlements. For addi-
tional information on types of appraisals and 
their purpose, see Chart 1.
 
Comprehensive domestic and international 
cost trend data can be obtained each year 
from various sources, including appraisal 
companies, property carriers, published 
construction indexes and brokers. These cost 
trends help to estimate current values and 
extend the life of appraised values once they 
have been determined.
 

An appraisal is based on an in-depth exami-
nation of the subject property, including 
consultations with some key management 
personnel. Representatives from the admin-
istrative, engineering/technical, production 
and financial segments of your entity are 
consulted.
 
Replacement value of buildings is the 
estimated cost of reproducing the building 
or structure using like materials, design 
and workmanship as existed at the time 
of the appraisal unless otherwise specified. 
It assumes that there will be no unusual 
problems due to labor conditions, weather 
or material shortages. If some material is no 
longer available, the value of a similar equiv-
alent material is substituted. Reconstruction 
would be at the same or similar site. 
 
Building	replacement	value	also	includes	
value to cover general and/or unusual condi-
tions, architect’s and engineer’s fees, permits 
and other direct and indirect costs necessary 
for reproducing the building. Using 
blueprints or actual field measurements, the 
appraiser determines quantities and sizes of 
building components and materials. 
 
Appraisers determine the replacement value 
of buildings and other structures by applying 
unit costs of individual construction 

materials in place to quantities established 
by the field survey or taken from blueprints. 
Price sources include manufacturers and 
distributors of building materials and cost 
information published by national and inter-
national construction estimating services. 
Costs are regionally adjusted to account 
for local labor (union wages are used) and 
material cost variances. 
 
Replacement cost is the cost new of the same 
or similar items as found at the property at 
the time of the appraisal, including shipping 
and installation costs. If manufacture of an 
item has been discontinued, the value of a 
comparable item will be substituted. 
 
Contents are individually listed. A visual 
inspection of each piece of equipment is 
made. During this inspection, the appraiser 
lists enough information about the machine 
so that its replacement cost may be properly 
researched upon return to his or her office. 
 
Relatively low individual-value, high-
quantity items such as furniture, fixtures, 
small machinery and equipment, personal 
computers, etc., may be individually 
grouped and totaled, depending on the 
agreed	to	scope	of	the	engagement.	Other	
consultations are often held with the client’s 
engineering and financial personnel to 
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obtain information that will be of assistance 
in determining actual replacement value of 
the property. 
 
In the office, equipment replacement prices 
are researched and totaled. To the new price 
of the equipment, a value is added to cover 
freight, taxes and installation. Also included, 
if necessary, is value to cover unusual condi-
tions that would be encountered, such as 
licenses, certifications, accreditations, etc. 
They are included to develop the full replace-
ment value.
 
A detailed or “full-field” appraisal is the 
most comprehensive appraisal, involving 
listing and valuing all tangible major 
assets, structures and infrastructure items 
of both a real and personal property nature. 
The deliverable result, which can take up to 
eight weeks to produce, is a very comprehen-
sive report detailing the assets at a particular 
site. It is not, however, an asset verification, 
as smaller values and contributing items are 
handled cumulatively. 
  
Also based on a visit to the facility, the 
summary appraisal is a streamlined version 
of the regular appraisal. In a summary 
appraisal report, values for contents are 
determined by logical equipment category. 
The report is presented as a condensed  
listing of building and content values, rather 
than the detailed listings of each that are 
found in the regular appraisal report.
 
Because	the	primary	reason	for	the	 
summary appraisal is to determine values 
rather than produce a detailed list of 
equipment, the appraiser spends less time on 
site. This appraisal process does, however, 
require more involvement from facility 
personnel, who may be asked to assist in 
preparing estimates and discuss values of 
the content groupings. Replacement values 

for buildings are calculated similarly to the 
regular appraisal.
 
There may be times when a field appraisal is 
not feasible or desirable, but some valuation 
assistance is needed. If your public entity 
maintains very good property records, an 
office or desk appraisal of those records 
may be all that is necessary to confirm or 
establish adequate values. Such a review 
alone cannot be considered definitive, as it 
is open to interpretation and relies on the 
information you have supplied, rather than 
by information compiled during a field 
inspection. It is, nonetheless, an inexpensive 
alternative to the field visit option.
 
An office or desk appraisal is made without 
benefit of a field visit. It provides fast, 
inexpensive estimates based on updated 
historical average unit values of properties 
with similar occupancies. An office estimate 
draws on the experience of the individual 
appraiser to account for any and all other 
considerations that affect property values. 
It is useful for verifying property damage 
coverage. An office estimate appraisal report 
can usually be delivered within two weeks.
 
Appraisal fees vary depending on a number 
of different factors, including the firm 
selected, the need for specialists (e.g., 
special or unusual construction, historic 
properties, rare books, fine arts), the scope 
of the appraisal and the timing and available 
resources. Some firms charge by the hour, 
some by the day and some by the project. 
Ninety percent of valuation firms are small 
independents with as few as one or perhaps 
up to ten employees.
 
The Risk Manager’s Role in the 
Appraisal Process
The American Society of Appraisers  
(www.appraisers.org) is a helpful source of 

information. You can locate an accredited 
appraiser utilizing the society’s Web site 
search engine. Your role in the appraisal 
process is critical and will require your 
involvement in the full scope of the project: 

•	 You	are	the	primary	point	of	contact;	
•	 You	define	the	scope	of	engagement	with	

your appraiser and define the valuation 
concepts and process;

•	 You	establish	the	critical	path	and	advise	
the appraiser on any special consider-
ations;

•	 You	(or	someone	in	facilities	or	other	
agency appointed, or recruited by you) 
are responsible for providing material 
precedent to the appraisal, such as 
blueprints, construction drawings and 
location information;

•	 You	schedule	site	visits	(in	conjunction	
with your entity’s agencies as necessary) 
and negotiate the fee structure  
and contract;

•	 You	procure	evidence	of	insurance,	
including	errors	and	omissions	(E	&	O)	
insurance; and

•	 You	conduct	the	initial	site	tour(s)	and	
exit conference.

Finally, you’ll receive and review the final 
report. With your leadership and guidance, 
your public entity can properly appraise and 
accurately value its physical assets, thereby 
improving its risk management approach to 
property loss prevention. n
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Mary Breighner is a vice president with  
FM Global (www.fmglobal.com) and serves 
as global practice leader for the company’s 
education, public entity and health care 
organization clients.
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