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Summary
According to a recent CoreLogic Press Release, the 2018 Camp and Woolsey Wildfires in California
caused devastating losses between $15 and $19 billion. Because exposure to wildfire most often results
in a total loss of property, the destruction caused by these catastrophic events has been a personal
and financial tragedy for many families. These and other natural hazards have forced Insurance Carriers
to reevaluate the need to have better information and tools to ensure homeowners carry the right
amount and type of coverage needed to be made whole again if a natural disaster should destroy their
property.
Underinsurance can have significant impact on the lending industry as well. According to Frank Nothaft,
chief economist for CoreLogic, “The disruption of a family’s regular flow of income and payments, as
well as substantial loss in property value, can trigger mortgage default; especially if homeowners are
underinsured and cannot afford to rebuild.”
In this report, CoreLogic analyzes at a zip code level, potential underinsurance issues in four areas of the
U.S. known to be at very high to extreme risk of a natural hazard. Although not the only areas of the U.S.
where natural hazards occur, the regions chosen for this report include storm surge risk in the Northeast
Atlantic and Gulf Coasts, wildfire risk in California, and tornado risk in Oklahoma; areas of the country
where a single catastrophic (CAT) event could consequently bring total property loss to thousands
of homes.
Although not factored into our analysis, addressed in this report are other variables, such as post-CAT
demand surge, rising housing costs and unreported improvements to the property that may affect the
ability of a homeowner to recover after a total loss.
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Methodology
A total component methodology applies current, localized labor and building materials and monitors
property improvements to create a reconstruction cost estimate that is unique to the specific home at
the time of the estimate. Leveraging this proprietary model, CoreLogic ran the very high to extreme risk
zip codes of the before-mentioned four areas through the residential estimating tool to calculate the
localized changes in reconstruction costs from 2016 through today. The numbers and charts reflected in
this report, demonstrate the importance of frequent recalculation of reconstruction costs (or coverage A)
versus using a simple inflation factor—especially in areas at very high to extreme risk of a natural hazard.
There are other significant reasons for the real estate industry to pay attention:
►►

►►

►►

►►

►►

Undervaluing properties for many years can create problems beyond the one-time claim. This issue is
especially exposed during CAT events when even partial losses quickly exhaust coverage limits.
Moreover, if building and labor costs are not continually monitored, claims estimates may be
inaccurate due to supply and demand fluctuations and in extreme situations, be even further
undervalued by the effects of demand surge, which according to CoreLogic research, can exceed
30 percent or more.
Inadequate insurance valuation keeps coverage limits artificially low and, if a CAT event occurs,
insurance companies risk losing loyal customers. They also risk brand damage issues due to the
negative online feedback from dissatisfied policyholders.
Fourteen U.S. states prohibit agents and homeowners from knowingly underwriting policy limits greater
than the replacement cost estimate. Removing the choice to ensure total loss coverage only further
exacerbates the need for accurate reconstruction costs in high-risk areas.
The lending and mortgage servicing industries rely on the insurance industry to correctly determine
accurate reconstruction costs within a homeowner’s policy. When properties are underinsured, the
asset which collateralizes the loan has additional risk. In other words, if homeowners can’t afford to
rebuild their home after a CAT due to underinsurance, the property value decreases, and they could
subsequently default on their mortgage as discussed in the “Natural Disasters and Loan Delinquencies”
section of this report.

Coverage Adequacies in California
Recent wildfires in the “Golden” State raged for weeks, causing devasting property damage and in
many cases, total property loss. Our research identified over 110,000 Southern California properties in
very high to extreme risk of wildfire. With the average home in Southern California costing over $400,000
to reconstruct, the reconstruction cost exposure for very high wildfire risk in the region is more than $46
billion. As the price of materials and labor increase over time, so do the reconstruction costs. Increase
in building costs can cause significant undervaluation for the insurance industry. For example, if just 1
percent of homes with very high wildfire risk in Southern CA were a complete loss due to wildfires, given
the reconstruction cost over the last two years has increased 5.6 percent (see Chart A), the industry
undervaluation for that 1 percent is more than $25 million if coverage is not current. These figures assume
A) that the characteristics of the property have not changed over time and B) does not consider the
probability of post-CAT demand surge, which CoreLogic researchers have found can exceed in extreme
cases from 30 percent or more following a widespread CAT event.
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CHART A: RECONSTRUCTION COST CHANGE FOR WILD FIRE RISK IN SOUTHERN CALIFORNIA

Coverage Adequacies in Northeastern Atlantic and Gulf Coasts Regions
Over the past few years, major hurricanes such as Harvey, Irma, Michael, and Florence have hit
populated coastal regions causing significant damage. Hurricanes cause structural damage from high
wind speeds, but storm surge is also a substantial contributor to property destruction by hurricanes.
CoreLogic research identified approximately 1,118,000 properties at very high to extreme risk of loss from
storm surge around the coasts of Florida; some of which were most recently affected by Hurricanes Irma
and Michael.
The state of Florida has more than $240 billion of
reconstruction cost exposure in very high to extreme risk of
storm surge, with reconstruction cost increasing
approximately 5.6 percent from 2016-2018 (Chart B). The
financial impact of not updating reconstruction cost for
two years is significant. If a catastrophic event were to
affect only 5 percent of homes and cause just 30 percent
storm surge damage to those 5 percent of properties, the
reconstruction cost undervaluation is approximately
$205 million.
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In addition to coastlines being at very
high risk of storm surge, flooding can
occur further inland, such as the case
of 2017 Hurricane Harvey in Texas. In
the Houston area alone, inland
flooding caused by Hurricane Harvey
resulted in more than $2.3 billion in
damage to residential properties. The
average damage amount was
approximately $15,000 for each
affected property (5.4 percent of total
reconstruction cost) with just under 20
percent of properties affected in
Houston. When analyzing changes in
reconstruction cost over the last two years, Houston has seen an increase of about 7.6 percent (Chart C).
For the total Houston area with very high to extreme risk, this equates to more than $49 million in
undervaluation if coverage is not current.
CHART B: RECONSTRUCTION COST CHANGE FOR COASTAL FLORIDA STORM SURGE RISK

CHART C: RECONSTRUCTION COST CHANGE FOR HOUSTON AREA STORM SURGE RISK
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Coverage Adequacies in Oklahoma
Although exact borders are not defined, Tornado Alley is an area in the southern plains of the central
United States that consistently experiences a high frequency of tornadoes each year. According to
data tracked from the 1950s through the present by the National Weather Service, Oklahoma averages
about 56 tornadoes each year. CoreLogic research identified 1.3 million properties with $257 billion in
reconstruction cost exposure at very high risk or extreme risk of CAT winds in the “Sooner” State.
Our cost analysis shows that these properties, if not recalculated over a two-year period, could have
coverage inadequacies of about 6.6 percent (Chart D) from 2016- 2018. CoreLogic meteorologists
say an EF1 scale tornado can incur from 15 to 28 percent damage to residential properties. If a severe
convective storm caused 20 percent damage to only 1 percent of homes that are deemed very high risk,
the industry reconstruction cost undervaluation is approximately $34 million.
CHART D: RECONSTRUCTION COST CHANGE FOR OKLAHOMA SEVER CONVECTIVE STORM

Delinquency Rates Jump After a Natural Disaster

Natural Disasters and Loan Delinquencies
Wildfire, hurricanes, and tornadoes can leave significant
destruction in their wake, as many communities in the U.S.
have witnessed first-hand. The severe damage to homes
and commercial buildings, and displacement of families
and businesses has significant impacts on property and
mortgage markets.
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Panama City, 60-day delinquency rates jumped
from 0.5 percent before hurricane Michael to 2.7
percent after.

CHART E: DELINQUENCY RATES JUMP AFTER A NATURAL DISASTER

Likewise, the 2017 Tubbs wildfire caused serious
delinquency rates to spike by 50 percent in the
Santa Rosa, Ca. Area (Chart E). The share of current
loans going delinquent last autumn in the Chico,
Ca. area more than doubled in the month after the
Camp fire destroyed neighborhoods in Paradise city.
The significant loss of housing stock also affects the
cost of shelter in affected neighborhoods, especially
those that had already had a severe shortage of
homes. Families that were displaced by hurricane
or wildfire damage add to the demand for shelter in the metro area. The increase in demand coupled
with the reduction in housing stock translates into upward pressure on prices and rents for undamaged
homes. CoreLogic’s rent data have documented the increases: In Santa Rosa, single-family rents rose
at a double-digit pace after the Tubbs fire, and rent growth in the Houston and Cape Coral metro
areas accelerated after hurricanes Harvey and Irma. The increased shelter costs add to the financial
challenges that families and neighborhoods face recovering from a natural disaster.

Conclusion
Recent legislation in California requires insurers to recalculate reconstruction costs, at a minimum, every
two years or offer the policyholder at renewal the opportunity to recalculate using a reconstruction
cost inflation factor instead. The analysis in this report reflects how much building costs can change in
two years and underscores the importance of diligent maintenance on reconstruction costs to ensure
homeowners are provided the monetary means to rebuild and repair their property; leaving them less
likely to walk away from their mortgages.
Today’s best practice for reconstruction cost estimating uses information specific to each home and
its location along with detailed and extensive construction knowledge. Current localized costs of labor
and building materials are applied to create a reconstruction cost estimate that is unique to the specific
home at the time of the estimate. The latter is especially crucial after a catastrophic event such as
Hurricanes Florence and Michael in 2018, as well as Hurricane Irma in 2017, which affected building and
labor costs in North and South Carolina, Florida, and Georgia. This best practice produces objective
estimates without the inaccuracies that are introduced by subjective quality judgments, unsophisticated
estimating tools, or simple inflation adjustments.
The financial impact of underinsurance touches everyone; this is especially true after a catastrophic
event where widespread property damage can cost billions of dollars.
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