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Are You Insured
to Value?

By: Mitch Freedman
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W\at it would cost to rebuild your home if something happened to it? The same
as what you could sell it for? More or less than what your tax assessment states?
There is no right answer, and historically speaking there is little correlation between
market, tax assessment, and replacement cost valuations. To most, our home is the
most valuable asset we own, but we mistake its market value for what it would cost to
build should disaster strike. Granted, we’ve seen a significant increase in home sale
prices these past 12-18 months, as the pandemic has shifted our ideas about how and
where we want to live. But very often, believe it or not, the rebuild cost is more than

what you’d get from the sale of your property.

#4393566.1 Expires 03/2024

Greenberg, Wexler & Eig, LLC | 4600 East West Hwy, Suite 875 | Bethesda, MD 20814 | 301.656.0660 | Fax 301.656.8656 | Gwellc.com 2



Why is that?

Well, since 2019/20, the cost of materials that go into home construction have

increased dramatically, at the same time that manpower shortages have led to
significant increases in the cost of labor. In 2021 alone, the cost of drywall was
up 15.7%, the cost of rough framing/lumber up 34.2%, and the cost of plumbing
up 56.3% (U.S. BLS Monthly Pricing Indexes), in no small part due to supply
chain challenges that continue to this day. Over the next two years, as many as
one million new hires will be needed in the homebuilding space to keep up with

current demand for construction (https://cnn.it/3MdrBtQ). This worker

demand and corresponding shortage will continue to drive up the cost of labor.

The chief consequence of all this when it comes to insurance - as many as 2 out
of 3 homes continue to be underinsured by as much as 35%. That means if
your next-door neighbors are adequately insured, statistically speaking there is
a good chance you are not. While some insurance companies have built-in
inflation riders at renewal to account for rising rebuilding costs, oftentimes this
index is insufficient and not keeping up with the rate of inflation in the home-
building space. In the case of many insurance carriers, no inflation rider exists
at all. Policy limits renew as expiring, leaving the homeowner more exposed as

time goes on. If the numbers above for certain materials are any indication, it’s

hard to believe there isn’t a larger underinsurance issue at hand.
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https://www.cnn.com/2021/07/08/economy/construction-worker-shortage/index.html

How do you solve this issue for your household?

First, find an insurance company that will conduct a full inspection of your
home (ideally in person/on site) to verify accurate replacement cost when the
policy is first written. And if you’ve been with your current carrier for an
extended period of time, ask them to come out an reassess to make sure you're
adequately insured moving forward. Second, make sure your carrier offers
Extended/Guaranteed Replacement Cost (GRC) coverage on the dwelling and
any other structures on the property (detached garage, swimming pool, shed,
fence, etc.), meaning you’re covered in full even if the cost to rebuild exceeds
the stated policy limit. While most insurance companies provide a cushion
above the stated policy limits, they are typically capped at an additional 25%,
which is oftentimes still not enough to rebuild after a total loss. The fact is, you
never know what it will cost to rebuild until, heaven forbid, you have to go
through that process. Carriers that provide GRC coverage will pay to rebuild

your home with “like kind and quality” regardless of the ultimate cost to do so.
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These carriers understand not only the inflationary impact of labor and materials,

but other key factors that lead to higher rebuild costs after a loss:

« Unreported upgrades —improvements to a home over the years that some may
not deem “significant”, but add up and can leave the home underinsured unless
GRC coverage is included

. Rebuilding a single home is more expensive since the builder has limited, if any,
economy of scale on labor and materials

. Rebuilding to code — compliance with current codes as outlined by local building
ordinances increases costs during the rebuild process

. Cleanup and remediation — the removal of debris, clearing of a site, possible en-
vironmental remediation, etc. all add up and lead to higher rebuild costs

« Freedom to choose your own contractor — our clients often feel more comforta-
ble working with a particular contractor, designer, or architect that may be more
expensive than the average professional. The flexibility to do so is an important

factor in choosing an insurer, and of course can lead to higher claims costs
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Conclusion

Like many other walks of life, the adage rings true when it comes to homeowners
insurance — “you get what you pay for.” And while it may cost a bit more to be
properly covered up to the full replacement cost of your home, knowing the in-
surer will have a keen understanding on what it takes to rebuild your home and
will pay in full even if more than the policy limits, that piece of mind will help you

sleep better at night.
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