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A Look at How Inflation, Mergers and Acquisitions, 
and Location Affect Insurable Values You Report 

by Mark Crites

Once a year, risk managers report their company’s insurable 
values for property damage. There are multiple ways to develop 
those values, and depending on the methods used, they can 
lead to varying differences between legitimate and reported 
values. Risk managers, brokers, and carriers should be aware of 
procedures that can add accuracy and validity to reported values. 
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Your company’s property renewal is fast approaching, and the 
necessity to report accurate values is magnified by today’s swiftly 
hardening markets. You’ve been dedicated to a lot of different 
tasks over the past nine months and still need to update the value 
of your buildings, contents, leasehold improvements, electronic 
data-processing (EDP) equipment, and so on—the insurable 
assets.

How do you develop and report the property damage values 
(PD) of those insurable assets in a statement of values (SOV)? 
Your training has been on mitigating risk; working with brokers; 
establishing policy language, limits and endorsements; and 
determining cyber risk—not developing values.

Maybe you do what seemingly everybody else does and use this 
simple equation: 

Current property value x Trend = Updated insurable value 

Perfect, done, happy, moving on, right? Not so fast.

One size does not fit all in the world of insurable values, and 
determining the value of insurable assets is as much an art as a 
science (more on that later). But there are some good guidelines to 
follow (and pitfalls to avoid) and a few underlying inputs you need 
to consider to report values accurately and increase the control 
you can exert on the market. 

Inflation’s Effect
Your property’s current value is was it is. But trends are not so cut-
and-dried. This raises the question: Is the trend you plan to apply 
the best for your particular assets? 

A trend is simply a measure of the change in something over time. 
Also known as an inflation factor, it is developed by comparing 
indices that track changes in the economy involving specific 
assets or asset groups. In the case of property values, this change 
is in the cost to build real estate assets or buy and install contents 
over a specific period—which, in the case presented, is one year, 
from renewal to renewal. 

Index values and already calculated inflation factors are available, 
through paid subscription services for free, or from industry 
leaders, and they can be plugged into the equation.1 

At the macro level, every index and calculated trend is an average 
that takes into account inflation and deflation across a broad 
bucket of assets, such as industrial buildings or manufacturing 
equipment. On a micro level, trends are an average of the change 
in cost for the specific buckets of assets, like steel-making 
or computer equipment, which are subsets of manufacturing 
equipment. 

The Marshall & Swift Valuation Service provides the broadest 
range of indices, tracking 48 unique industries, while the Bureau 
of Labor Statistics’ Producer Price Index consists of almost 5,000 
industry and product codes for which trends can be developed to 
meet specific needs. 

Consider this micro-level example: A recently published index for 
airplane-manufacturing equipment was 2028, and last year’s was 
1965.7. This results in a trend of 3.2 percent. So if your airplane-
manufacturing equipment was valued at $1.5 million last year, you 
would trend (multiply) that by 1.032, arriving at $1.548 million. 
This seems simple enough, but here is where inflation, related 
indices, and their calculated trends get complicated.

One organization determines that the macro-level, average-of-all 
trend for its bucket of contents is 1.038 percent for the change 
from the average of 2018 to November 2019. However, the 
October-to-October trend for this bucket is 0.98 percent, roughly a 
5 percent difference. This means that your inflation value can vary 
widely, depending on how you interpret the indices. Then you need 
to make a decision: Do you fit into the average-of-all bucket, or 
can you get micro to delineate the change for your assets? 

It is important to know that micro-level trends can be similar or very 
different, depending on the bucket. The most extreme example is 
the difference between technology assets like EDP equipment and 
the overall equipment average bucket. Marshall & Swift determined 
that the year-over-year EDP trend is currently at 0.95 percent, a -4.4 
percent change compared with the average-of-all trend of 1.038 
percent. This marks a more than 8 percent difference.2

The effect of all this is that using general average trends when 
you have specific buckets of assets to insure can significantly alter 
the insurable value being reported over the course of a year. This 
inaccuracy will only grow over time, so prioritizing micro-level 
trends is preferable. 

The same holds true for buildings (real estate improvements). 

There are average-of-all trends and macro and micro trends, 
which tend to follow occupancy types, such as multifamily or 
industrial. More importantly, trends are also determined by 
Insurance Services Office, Inc. (ISO) type/class of construction. For 
example, one type is reinforced concrete frame/fire resistive (ISO 
6), which is a building whose structural floors, roof, and supports 
are made of materials such as precast or poured-in-place 
reinforced concrete and that has a fire-resistive rating of at least 
two hours. 

The difference in trends between construction classes is currently 
about 2.8 percent. That’s a big difference, especially given the 
recent rise in insurable property rates. 

And when it comes to buildings, boy, does location have an effect 
on trends. 
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The Location Effect
Another common industry practice is used to update values 
specific to buildings, and it, too, uses a simple equation: 

Square footage x Cost per square foot = Updated insurable 
value

To apply the equation, you would first look up pricing in a guide (like 
the Marshall & Swift Valuation Service), ask a local builder, or look 
at recent construction costs. Then you’d divide by the building’s 
reported square footage to develop the cost per square foot. Finally, 
you’d multiply the cost per square foot by the square footage.

Perfect, done, happy, moving on this time, right? Not so fast.

Ever been to the Northeastern United States? The Deep South? 
How about Scotland or London? What these places have in 
common is the English language. But what is noticeably different 
is the accent. 

This is analogous to, say, a big-box store in Los Angeles, compared 
with an identical store built on a hill in Birmingham, Alabama. You 
know that they are the same and that the valuation process is the 
same for each store, but the costs to build each—the accent—are 
quite different. The two building’s accents are determined by the 
cost of shipping, labor availability and union influences, state and 
local taxes, cost of material, access to the site, and so on. 

With this in mind, it is not advisable to take one building’s cost 
per square foot and use that figure somewhere else. Some 

investigation needs to be performed, again through a source such 
as Engineering News-Record, RSMeans, CoreLogic, or Marshall & 
Swift Valuation Service to determine regional differences. So the 
calculation should look a little more like this:

Square footage x Cost per square foot x Comparative cost 
(location) multiplier = Updated insurable value

Some other cautionary building tales: When looking at recent 
construction costs, take some time to ferret out those costs that 
have nothing to do with insurable value, such as capitalized 
interest and underground assets (read your policy language for 
coverage wording), and to review change orders to find costs that 
will not be incurred again, such as paying for an extravagant grand 
opening. 

Another important factor is that the cost per square foot changes 
as buildings lose or gain square footage, and buildings with 
unique shapes may cost more. If you are looking to a contractor 
for a cost-per-square-foot quote, make sure that both of you 
understand what is not covered by insurance and remove those 
costs from pricing estimates.

Mergers and Acquisitions 
After a merger or acquisition, insurable values are typically 
reported in one of two ways. One, you inherit, keep, and trust the 
values the previous risk manager reported and then trend. Or two, 
you contact accounting for the historical costs and trend them, 
then do some homework and ask around to see whether that 
sounds reasonable. 

Perfect, done, happy, moving on? Not so fast.

Each path has numerous problems. With the first method, you’ll 
find yourself having to choose and develop correct micro trends 
and trusting that the values inherited were correct to start with. 

Let’s say that you have the trend process down to a science. How 
do you build confidence in the values? Review, benchmark, test, 
and repeat.

For example, calculate a building’s cost per square foot by dividing 
the reported value by the total square footage. Does this figure 
pass the smell test? If it’s below $35 per square foot or more than 
$125 for normal size and occupancy, red-flag them and get some 
help. Is it in line with similar properties nearby? If not, red-flag 
them and get some help. 

It’s also helpful to take a trip on Google Street View or Bing Maps 
and see the new facility. How nice or shabby is it, especially 
compared with newer buildings in your portfolio? Does it make 
sense that there are more buildings on-site than scheduled on the 
SOV? If not, red-flag it and get some help.

“ ...it is not advisable 

to take one 

building’s cost per 

square foot and 

use that figure 

somewhere else”
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With the second option, the most important thing to grasp is 
how financial accounting works in a merger or acquisition. In its 
simplest form, historical cost from accounting in a fixed asset 
schedule is just that: historical cost. Unless it is original cost. Allow 
me to elaborate.

When an asset is first acquired, its historical cost is recorded in 
the financial records (the fixed asset schedule or record). However, 
when an asset is repurchased in a merger or acquisition, the 
historical value is marked to market—meaning that each asset 
is revised and recorded either at fair value (FV) or net book value 
(NBV). Both FV and NBV are less than historical cost; they’re 
similar to actual cash value (ACV), so trending them just alters the 
ACV. This procedure will never produce insurable value. 

Read this as, “You are underinsured!” Unless you are not. Allow me 
to elaborate again. 

The fixed asset schedule is chock-full of noninsurable asset 
line items such as rebuilds, relocations, repairs, and software. 
Make sure that you cull those out of the financial records before 
trending.

The Art and Science of Valuation
The renewal cycle always seems to end with something between 
a sigh of relief and dread at having to start the process again in six 
to nine months. Whether you’re a risk manager, broker, carrier, or 
underwriter, each party’s feelings about a single renewal may be 
mutual or completely opposite each other.

Start with this axiom of the art of valuation. When it comes to the 
value of an asset, the value is presumed to be correct for the very 
moment the value is determined and assigned, and only for that 
very moment. It is different a minute later. 

Imagine how much different it could be in six months or a year. 
Balancing the art is the science. The ways to determine value are 
timeless. They require some cognitive science with rational steps 
and are based on real-world measurements and data. 

Remember that you will never be 100 percent correct and that 
once you submit values, those values will be different a moment 
later. So the best you can do is put procedures in place to catch 
major differences and changes between renewals; create and 
capture data—lots of it—that you, the broker, the underwriter, and 
the market can use to understand your specific risk; and establish 
vetted steps to determine values. 

Many thanks to the Agents & Brokers Interest Group for its 
contributions to this article.

1.  Some sources for indices and inflation factors include Engineering 
News Record, the Bureau of Labor Statistics’ Producer Price Index, 
the Marshall & Swift Valuation Service, and the FM Global Property 
Loss Prevention Data Sheets. All these cover the U.S., some cover 
Canada, and others address international trends.

2.  For EDP, the trend has been deflationary since the advent of 
computers.

“ When it comes to the 

value of an asset, the 

value is presumed to 

be correct for the very 

moment the value is 

determined and assigned, 

and only for that very 

moment. It is different a 

minute later” 
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