etting Into
Insurance Work

Is insurance restoration a good fit
for your remodeling business?

by Paul Bianchina

With all the destruction caused
by Hurricane Sandy and other
recent natural disasters, you may be con-
sidering a move into insurance restora-
tion. As a retired general contractor who
specialized in insurance restoration for
over 20 years and co-owned one of the
largest restoration companies in Oregon,
I can tell you that this work is easily one
of the most fascinating and potentially
lucrative fields within the construction
industry. Do it right and you’ll find an
abundance of challenging, year-round
work — plus you'll be helping people and
communities in ways you might not have
thought possible.

But it can be a tough industry to break
into. Restoration companies need good
cash flow, as well as owners and employ-
ees who are willing to put in long hours
and stormy nights away from home. Your
clients experience a lot of stress, anger,
and grief, which can be emotionally tax-
ing. And if you don'’t like paperwork, you
might want to think twice before making
the plunge.

Insurance Restoration

vs. Remodeling

I was a remodeler long before I started
doing insurance restoration work, and
quickly learned that while there are some

similarities between the two fields, there
are a lot of differences too. When you're
remodeling, your clients have waited
months for their new kitchen or addition.
They've planned for it and can’t wait to get
started. But with insurance restoration,
it’s just the opposite. Your clients’ lives
and homes have been thrown into sudden
turmoil by unexpected damage, and even
though you're there to help, you're also an
intruder whom they’d just as soon have
gone as quickly as possible.

Another big difference is that remodel-
ing is a two-party relationship — just you
and your client. In insurance restoration,
there’s a somewhat ominous third party
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that can act as both your advocate and
your nemesis: the insurance company.

Understanding the
Insurance World

When a loss occurs, the property own-
er’s insurance agent initiates a claim.
Then the insurance adjuster (also called
a claims representative) enters the pic-
ture to represent the insurance com-
pany’s interests. The adjuster has three
basic jobs: determine if the loss is covered
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under the terms of the policy; establish a
dollar value for the loss; and coordinate
all the paperwork while seeing the project
through to completion.

For a loss to be covered, it must be
“sudden and accidental.” For instance,
if an ice-maker line breaks and ruins a
kitchen floor, that’s a sudden and acciden-
tal occurrence. But if that line has been
dripping for six months — regardless of
whether the homeowner knew about it —
the repairs most likely won’t be covered.

Xactimate Estimating Software

Xactimate (xactware.com) is the estimating software used by most
insurance companies for writing restoration estimates. It includes
a CAD program that allows you to draw the rooms affected by the
loss, and from that drawing transition directly into accurate unit costs
for each of the various materials within the room. There’s a definite
learning curve to Xactimate, but once you’re up and running on it, the
speed and accuracy of your estimates will definitely improve. And with
some insurance companies, its use may not be optional.

The program can’t be purchased, only leased. Current cost is $250
per month or $1,500 per year (per user). If you’'d like to try it out,

Xactware offers a free 30-day trial.
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An Xactimate estimat-

ing screen includes
» categories for thou-
sands of types and
grades of materi-
als, with examples
and unit costs (upper
right), along with a
data entry screen
(lower half). Dimen-
sions are calculated
and imported auto-
matically from a draw-
ing created in the
attached Sketch pro-
gram. The program
also maintains a run-
ning room-by-room
total (upper left).
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If the loss is covered, the adjuster, res-
toration contractor, and property owner
meet and determine the “scope of loss”
(in other words, what’s damaged and what
needs to be repaired or replaced). This is a
key element of insurance restoration: You
can only bid what’s been damaged.

For example, say there is a room with
a water-damaged wall, and the rest of
the walls also sorely need painting. In a
normal remodeling job, you would bid
to paint the entire room. In restoration
work, the adjuster will only pay to have
the water-damaged wall painted, so that’s
all you can bid. You can bid the other
three walls later as a separate estimate.
This means more paperwork, but adjust-
ers don’t want any overlap.

Preparing the estimate. Typically, you'll
need to prepare your estimates in a format
that’s approved by your client’s insurance
company. This gives the company more
control over costs and makes it easier for
the adjuster to compare estimates.

Insurance companies don't like per-
hour or per-day rates, because they're
simply too vague. Instead, restoration esti-
mating is done by unit costs — so much per
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square foot, per linear foot, and so on. Lots
of books and software programs are avail-
able for unit-cost estimating, but the most
widely accepted program in the insurance
industry is Xactimate (see “Xactimate Esti-
mating Software,” page 52).

After you've submitted the completed
estimate to both the adjuster and the prop-
erty owner, the adjuster reviews it to make
sure it’s in line with the previously agreed
scope and to verify that your pricing is in
line with industry standards. Adjusters
will also compare estimates against those
of other contractors bidding the same loss,
and possibly against estimates they've
written themselves for comparison. Once
the adjuster has an accurate value for the
loss, work can begin.

Documentation. Each insurance com-
pany has different paperwork require-
ments, and the parameters are constantly
changing. Be ready to document and
track everything from the moment you
walk onto the site. Our company prepared
a separate binder for each job. We also
took digital photos — lots of them — to
document everything we did. For liability
reasons, we also documented everything
the homeowner had already done, plus
any pre-existing damage or other unusual
conditions. Once tear-out began, we used
storage bins to keep small samples of
building materials — trim, tile, flooring,
paintsamples, and the like — both to help
with matching and to establish compara-
ble valuesifrevisions to the estimate were
required. To maintain accurate records,
we communicated by email with our cli-
ents and the insurance company when-
ever possible. When we spoke by phone or
in person, we documented these commu-
nications with client file notes. Specific
changes were executed on signed change-
order forms.

Everything we accumulated on a job
was labeled with the client’s name or job
number, then stored for the duration of
the job plus one year. After a year, it’s
probably okay to discard bulky samples,
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Cat Teams

During a major natural disaster like Hurricane Sandy, insurance
companies will send in catastrophe (“cat”) teams of adjusters
and support personnel mobilized from all over the country to quickly
inspect and process large numbers of claims. With cat losses, some

of the bidding requirements and paperwork are typically relaxed, due
to the need to mitigate further damage and get repairs going quickly.
As such, this can represent a great opportunity for contractors hop-
ing to meet adjusters and break into the restoration field. Widespread
natural disasters can also overwhelm established local restoration con-
tractors, potentially offering another opportunity for new contractors.
Remodelers who are new to insurance work should contact local con-
tractors who already have relationships with insurance companies to
see if they can either work as a sub to them, or pick up some of their
overflow. If you want the local adjusters to remember you in a positive
light when the crisis is over, be sure to do quality work, don’t cut cor-
ners, and don’t jack up your prices during the emergency.

Franchising

One way to transition into insurance restoration is to purchase

a franchise — ServiceMaster and Servpro are two of the bet-
ter-known ones. Many insurance companies now have ongoing rela-
tionships with some of the big franchises to handle their emergency
drying work. In some markets — especially big cities — insurance work
can be tough to break into, so owning a franchise and stepping into a
pre-established service agreement could be a big leg up on the com-
petition. As a franchisee, you’ll receive access to the equipment and
training needed to get up and running relatively quickly. You’ll also get
the benefit of the company’s name recognition and national advertising
campaigns.

On the downside, franchises can be expensive. Initial franchise fees
will usually be somewhere in the $45,000 to $65,000 range, and the
purchase of an equipment and products package and other startup
costs will typically add about another $60,000 or more (though some
franchisors offer financing programs, as well as discounts for minori-
ties, women, and veterans). Markets may be limited, and there are on-
going fees as well, so part of your profits will go back to the franchisor.
You’ll also have to deal with yet another layer of paperwork, and follow
all the company’s rules and regulations.

though paperwork should go into long-
term storage for at least seven years, or
whatever your attorney recommends.

Who'’s Your Client?

If the adjuster has approved your estimate
and the insurance company is paying for
the repairs, the insurance company must
be your client, right? Wrong! Don'’t ever
forget that the property owner is still your

client. The insurance company is the fund-
ing source, just like a bank is the funding
source for a major remodeling project.
That means that you'll still need to have
a valid contract in place with the property
owner, along with signed change orders for
any additional work. You also need to com-
ply with any state requirements for prelim-
inary lien notices or other paperwork.
Protect yourself. Insurance companies
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issue payments directly to the prop-
erty owner, and I've had clients spend
that money on car repairs and vacations
instead of using it to pay me. One client
took the money, then filed for bankruptcy,
leaving us at the end of alongline of credi-
tors. Just because an insurance company
is involved doesn’t mean that your money
is guaranteed.

One way to protect yourself is to ask the

One of the most common insurance
restoration scenarios is drying out wet
carpeting, pads, and subfloors.
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insurance company to have your com-

pany placed on the draft, a common pro-
cedure particularly on larger losses. This
prevents the homeowner from cashing
the draft unless you sign off on it as well.

Deductible. This is a portion of the loss
paid by the property owner, and may be a
set dollar amount or a percentage of the
building’s insured value. In either case,
it falls to the contractor to collect the
deductible, and you don’t want to wait
until the end of the job to do it. Instead,
collect it before work begins by writing it
into your contract: “Deductible amount
of $__ to be paid prior to commencement
of work.” If you don’t want to use the word
“deductible,” callit a “down payment.”

Some states and insurance companies
impose restrictions on how deductibles
and down payments can be collected, so
you’ll need to rely on your attorney for the
specific wording.

Restorative Drying

Emergency calls are common, and typically
chaotic — such as the time we arrived at
the house of a woman who had put some

The equipment needed for
structural drying — including
air movers (top and bottom,
left) and water testing meters
(below) — typically represents
a contractor’s biggest capital
expenditure when entering the
restoration field.

clothes in a sink, got distracted by her kids,
and left for work with the sink stopped up
and the faucet still running. In fact, the
calls my company received most often
were for structural drying after a build-
ing became wet. This process is known
as ‘“restorative drying” in the industry,
because insurance companies increas-
ingly expect to see building materials sal-
vaged, not just torn out.

Proper drying requires the right equip-
ment, plus specialized training such as the
IICRC’s three-day Water Damage Restora-
tion Technician course (see “Training and
Certification,” page 58). The class covers
the basics of how water affects a structure
and what equipment and techniques are
needed for drying various materials.

Equipment. A typical emergency water
job begins with testing to find the extent of
the water’s movement. Our testing equip-
ment included a thermo-hygrometer to
measure temperature and humidity levels
($100 to $500) and various types of mois-
ture meters to determine how wet differ-
ent materials are ($450 to $600).

We also owned a number of air movers
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While a major fire can be a devastating loss for a family, it also presents a
rewarding opportunity for an insurance restoration contractor, who should
be prepared to do both structural repair work and specialized deodorization.

($150 to $550), which are used to evapo-
rate the moisture and get it airborne. A
small wet job will require three or four air
movers, while larger jobs can require 10 or
more for the initial drying. Large restora-
tion companies will often own 25 to 30 air
MOovVers or more.

Dehumidifiers ($1,300 to $3,600) are
used to remove the moisture from the
building. A minimum of one dehumidi-
fier is required per job, more on larger
jobs. A contractor getting started in insur-
ance restoration should expect an initial
investment of at least $10,000 in equip-
ment and training, in addition to any
franchise fees.

Water and Storm Damage
Water damage — from frozen pipes, bro-
ken appliance lines, overflowing plumb-
ing fixtures, wind-driven rain, and other
sources — accounts for most insurance
restoration work. Storm damage from
hail, wind, lightning, and other related
natural occurrences is a close second.
Water and storm losses vary tremen-

dously in size. One of the single largest
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residential losses our company handled
was a vacant home up for sale. A frozen
third-floor pipe broke and ran for three
days before a real-estate agent discov-
ered it, causing almost $200,000 worth of
damage.

Flooding. 1t's important to realize that
not all water damage is covered after a
massive storm like Sandy or Katrina.
“Ground water” — in a broad sense, water
that came in contact with the ground
before entering the house, including
floods and tidal actions — is typically not
covered unless the property owner has
flood insurance. But if wind blew off the
roofing and rain poured inside, both the
shingle damage and the resulting water
damage are typically covered.

Snow. Damage that results from the
weight of snow and ice is typically cov-
ered, but damage caused by melted snow
and ice (ground water) is not.

Mold. When water sits in contact with
building materials, mold often grows —
but mold is no longer a covered loss. So
even though insurance will cover the cost
of repairing water-damaged drywall, it

Training and
Certification

he Institute of Inspection,

Cleaning and Restoration
Certification (IICRC) is one of
the independent certification
bodies that sets and maintains
standards for technical profi-
ciency and ethical behavior in
the restoration industry. All of
the major insurance companies
recognize IICRC certifications,
and IICRC-approved courses in
everything from restorative dry-
ing to fire and smoke restoration
are taught all over the country.
For more information and com-
plete course descriptions, visit
iicrc.org and click on the Edu-
cation & Certification tab at the
top of the page.

The Restoration Industry
Association (RIA) is the res-
toration industry’s oldest and
largest professional trade asso-
ciation. For more information
and descriptions of its course
offerings, visit restoration
industry.org and click on the
Certification tab at the top of
the page.

won't cover the added costs of dealing with
the mold spores that may be released into
the air while handling that wet drywall.

In this situation, a contractor would
typically give the homeowners a separate
estimate for mold remediation. Depend-
ing on the severity of the mold, the home-
owners then have the option of paying the
contractor separately to do the remedia-
tion, hiring out the remediation on their
own, or doing the remediation them-
selves. Lots of gray areas here, and lots of
legal liability. We've walked away from
jobs where the homeowner wasn’t willing
to have heavy mold infestations properly
remediated, due to the liability.
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Fire Damage

From an emotional standpoint, no other
type of loss — no matter how extensive
— had the same effect on our clients as a
fire. Aburnthome can be virtually unrec-
ognizable — a black, twisted, foul-smell-
ing heap.

Fire-related insurance work can be
broken down into two categories: repair-
ing structural damage, and deodoriza-
tion. The science and technology behind
fire repair has made significant strides in
recent years. As a result, adjusters have
become increasingly used to working with
skilled restoration contractors, and they
don’t want to pay to replace any items that
can be cleaned and deodorized.

At a minimum, contractors working on
fire restoration should receive the IICRC'’s
Fire & Smoke Restoration Technician cer-
tification (or the equivalent). This train-
ing is also helpful for understanding the
deodorizing chemicals and equipment
used in fire restoration.

Smoke deodorization can be very
tricky. One of our most difficult “fire” jobs
resulted from a neglected pot roast that
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{ Storm damage —
from hail, wind, light-
ning, and other weather
events — is the second
largest category of
insurance restoration
work (after water dam-
age). The side of this
house was pocked and
dented by hail.

) These salvageable
materials from a water
job have been dried
and labeled and are
awaiting transport
back to the author’s
warehouse for final
cleaning and storage.

slowly burned to a crisp on a stove. While
there were no actual flames or sooty
smoke, the home’s interior was coated
with a sticky yellow film and permeated
with the nauseating odor of burnt meat.
We were able to remove the film and odor
from all the home’s nooks and crannies,
but it took a tremendous amount of effort.

Impact Damage

Insurance policies cover just about any
type of damage caused by something hit-
ting a building, from trees to drunk driv-
ers. To me these are the most interesting
and challenging types of losses, because
they often involve structural issues that
require the assistance of a structural engi-
neer. For example, we once were involved
in the repair of a house that had been
partly knocked off its foundation after a
runaway construction crane rolled into it.

Contents Cleaning

and Storage

In virtually every job, there are wet or
smoky contents that need to moved,
cleaned, or stored. This is an aspect of

' [
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restoration that a lot of contractors don’t
give much thought to, but it can be very
lucrative if you have the proper training,
equipment, and warehouse space. You'll
also need proper insurance — including
coverage for handling, transporting, and
storing materials (usually treated as three
separate activities by insurance compa-
nies) — and strong organizational skills.
Since you’ll be dealing with your clients’
personal belongings, you’ll also need
patience.

At first, our company handled just
structural repairs and drying and sub-
contracted the contents handling to a
specialized company. That allowed us to
be a full-service contractor while avoid-
ing some of the initial startup and lia-
bility costs of owning our own facility.
Eventually, however, we built a dedicated
warehouse and content processing facil-
ity, and brought everything in-house.

Paul Bianchina was a co-owner of Spec-
trum Building & Restoration in Bend, Ore.,
and is the author of Insurance Restoration
Contracting: Startup to Success.



