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Minimizing Risks in the Commercial Real Estate Industry 

Those who invest in and manage commercial real 
estate (CRE) utilize a variety of risk management 
strategies to protect their businesses. Nearly 
all the risks they face can be placed along a 
sliding scale at a unique point between the polar 
extremes of “controllable” vs. “noncontrollable.” 

It’s important to note that the term 
“noncontrollable” refers to the event or 
occurrence, not its impact. A direct hit on a 
mixed-use office building by an F3 tornado can’t 
be controlled or avoided. But maintaining tenant 
evacuation strategies and obtaining adequate 
Property & Casualty (P&C) Insurance and Business 
Interruption (BI) Insurance can minimize the 
impact by helping ensure the property can be 
repaired or rebuilt and the business can continue.

In this paper, we’ll explore four significant risks 
faced by CRE investors and landlords – risks that 
lie at different points along the controllable/
noncontrollable spectrum: 

 +  Property valuations
 +  Contract optimization
 +  Extreme weather and climate events 
 +  Securing sufficient insurance coverage 

CRE investors continually face the challenge to 
manage and mitigate these and many other risks 
in order to maintain the value of their assets, 
maximize profits, and minimize losses. 

Insurance-based risk transfer strategies one set 
of tools at their disposal. 
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Since mid-2022, adequate property valuations 
have been the source of challenge and risk 
for both insurance carriers and insureds. In 
most cases, this underreporting by insureds is 
inadvertent, given the inflationary environment 
caused by recent economic conditions and the 
pressing, immediate business challenges many 
of those same conditions create for a business 
owner. 

Global macro forces, especially international 
conflicts, lingering supply chain challenges, 
labor shortages, and strong consumer 
demand, have combined to create the 
inflationary pressures we see today – including 
for building supplies and construction labor. 
Traditional models used for appraising and 
indexing valuations are increasingly unsound 
in this environment. 

As a result, valuations for most real estate 
assets tend to be underestimated. To protect 
themselves from weather, climate, and related 
risks discussed below, carriers are scaling 
back their exposure in certain regions and 
industries because premiums aren’t keeping 
up with actual increases in valuation. And 
CRE developers and investors don’t realize 
this gap is increasing their own risk exposure 
until they experience a loss and discover that 
their valuation estimates haven’t kept up with 
actual replacement cost values and that their 
internal risk control efforts have been based on 
outdated financial data. 

Insurers are increasingly viewing an insured’s 
valuation estimates as suspect, insisting on 
more thorough and frequent appraisals with 
indexed adjustments applied in the meantime. 
But appraisals can be extremely costly and 
many indexing techniques, while they’re likely 
to push valuations toward truer levels, can be 
inappropriate for CRE assets or be based on 
faulty baseline levels.

It’s more important than ever that CRE 
investors work with their brokerage and 
risk management teams to determine 
and utilize the replacement cost valuation 
methodologies insurers prefer. 

Hazard 1:
Property Valuations
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Incomplete organization structures or inadvertent misrepresentations in partnership, 
acquisition, or lease contracts can cause coverage to be disclaimed following otherwise 
insurable events. This can be mitigated by careful contract review in areas related to 
indemnification, risk transfer, and others. A review of organizational charts should be 
another standard practice to ensure, for example, that policies reflect appropriate first-
named insured parties. 

Insureds should be mindful of another possible source of underinsurance linked to the 
P&C Insurance policy itself – Occurrence Limit of Liability Endorsement (OLLE) provisions. 
An OLLE clause essentially converts a blanket policy into a scheduled policy and pegs the 
insurer’s obligation to the aggregate value of items listed in the Statement of Values. One 
way an insured can avoid this scenario is to remove the 2B clause in the OLLE form, so they 
indeed have blanket coverage for the property. 

Our Contract & Risk Transfer Team manages contract review services on behalf its clients. 
Shaping the clients’ agreement and dovetailing the insurance policy is a sound business 
practice that is often overlooked until a loss or litigation ensues.

Hazard 2:
Contract Optimization 
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Property Valuations
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As if 2022 was not challenging enough from a macroeconomic perspective, Mother Nature 
seemed to be especially aggressive as well. 

According to the National Oceanic and Atmospheric Administration (NOAA), the U.S. 
experienced 18 weather or climate disaster events last year that led to recorded losses in 
excess of $1 billion. On average, there were only 7.9 such annual events over the previous 
four decades, even when the losses are adjusted for changes in the Consumer Price Index 
(CPI). 2022 is likely not an anomaly, unfortunately. Over the past five years, there have been 
17.8 of these major events on average (again CPI-adjusted).1

Those engaged in the Florida insurance industry have referred to their approach to 
renewals for P&C Insurance in that state’s coastal, convective storm-prone areas as 
“double-double-half”: that is, double the premium, double the reported valuation, and 
reduce capacity by half. While this may be an exaggeration, no doubt the phrase and 
the carrier appetite for risk it represents will be relevant in many additional areas of the 
country similarly threatened by major floods, named storms, wildfires, deep freezes, and 
other natural catastrophes. 

Hazard 3:
Extreme Weather and Climate Events 
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Extreme weather events combined with near-
universal asset undervaluation have caused 
insurers to limit their coverage and exposure 
on a regional, industry, or individual company 
basis. These situations are forcing insureds to 
consider trade-offs, like self-insuring a portion of 
their coverage or even adopting extensive and 
expensive risk mitigation practices in order to 
forego insurance from specific risks, e.g., flood 
or wildfire. 

With insurers unwilling to take on the full risk 
of a specific property, they and their clients are 
scrambling to find additional coverage from 
secondary insurers or through reinsurance. 
But at a time when risks are high and assessed 
valuations are not keeping up with replacement 
costs, secondary insurers or reinsurers have less 
incentive to put their capital at risk – especially 
when returns in financial markets are relatively 
high and safe in this short term. Insurers 
that continue to engage, may choose to limit 
their exposure to a level of less than half of a 
company’s asset replacement cost values, for 
example, or exclude certain risks. 

Preventative measures prior to a non-
controllable event can mitigate or limit the loss 
potential. Intentional preplanned actions prior 
to a catastrophic event most certainly will limit 
the overall cost of a loss, as well as business 
interruption. 

As mentioned earlier, non-controllable events 
can happen, utilizing active or temporary 
protections for buildings or occupancies can limit 
loss for controllable or non-controllable events.

While non-controllable events can happen, 
limiting the amount of damage can play a huge 
role in business operations. Having the proper 
protections in place will help mitigate losses and 
the overall damages when a loss does occur. 

At this time, it’s more important than ever for 
insureds to make their properties as insurable as 
possible by maintaining and documenting robust 
internal risk management programs, adhering to 
record retention standards for their industry, and 
providing defensible valuations. 

Hazard 4:
Securing Sufficient Insurance Coverage 

Source:

1 https://www.ncei.noaa.gov/access/billions

https://www.ncei.noaa.gov/access/billions/
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