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Institute insurance for 
your house and 
personal 
possessions 

If your house burns

down or if your 

possessions 

are stolen, you

don’t want to find

out that your 

homeowners 

insurance policy

pays less than you

thought it would. 

The information in

this brochure can

help you avoid 

such unpleasant 

surprises. 
Insurance 
Information 
Institute

110 William Street
NY, NY 10038
http://www.iii.org  

Terms you may 
need to know
Every effort has been made to define special
terms whenever they are used in the text. For
your convenience, however, several common
insurance terms are defined below as well.

Actual Cash Value The current value of prop-
erty measured in cash, usually arrived at by
taking the replacement cost and deducting for
depreciation brought about by physical wear
and tear, age and other factors.

Endorsement A written form attached to a
policy that alters the policy’s coverage, terms
or conditions.

Extended and Replacement Cost Insurance
Homeowners policies that cover part, or 
all, of sudden increases in construction costs
that push the expense of rebuilding above 
the policy limit. An extended replacement cost
policy pays a certain percentage above the
limit. A guaranteed replacement cost policy
pays to rebuild a home as it was before the
disaster without regard to the limit.

Floater A policy that applies to movable prop-
erty whatever its location, commonly used to
insure items that have a special value such as
expensive jewelry.

Replacement Cost Dwelling Insurance
Insurance that pays for the cost of replacing
the home without deduction for deprecation,
but limited by the dollar amount displayed
under Section 1, Coverages, A. Dwelling on
the Declarations Page of the policy.

Replacement Cost Contents Insurance
Insurance that pays the dollar amount needed
to replace damaged personal property with
items of similar kind and quality without
deducting for depreciation.
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Find out how much
it would cost to
rebuild your home. 

The amount of insurance you buy should be
based on rebuilding costs, not the price of your
home. The cost of rebuilding your house may
be higher (or lower) than the price you paid
for it or the price you could sell it for today. 

Your insurance agent or company repre-
sentative generally can calculate rebuilding
costs for you or you can hire an appraiser to
do the job.

Your local real estate agent will be able
to give you the names of appraisers. 

The cost of rebuilding your house is
based on local construction costs and the kind
of house you own. This includes the type of
exterior wall construction — frame, masonry
or veneer; the square footage of the structure;
the style — ranch or colonial, for example; the
number of bathrooms and other rooms; the
type of roof and the materials used; and

Here are some 
things you can do 
to make sure you’re
not underinsured. 
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whether it was custom built. Other things that
affect the rebuilding cost are an attached
garage, a fireplace, exterior trim and special
features, like arched windows. 

A good way to get a ballpark estimate of
the cost of rebuilding is to calculate the square
footage and multiply it by local building costs
per square foot for your type of house. For
example, suppose your home is 2,000 square
feet (1,200 square feet on the ground floor and
800 on the second floor) and that building costs
in your community and for your type of house
are $80 per square foot. The cost to replace
your home would be approximately $160,000.
You can ask a real estate agent or appraiser for
average building costs in your area. 

It’s a good idea to
insure your home
for the cost of
rebuilding it.
Few homes are totally destroyed by a disaster,
but yours could be one of those few. If it’s
insured for less than the rebuilding cost, you
run the risk of not having enough money to
replace it with one of similar size and quality. 

Make sure your insurance agent knows
about any improvements or additions to your
house since you last talked about your insur-
ance policy. If you don’t increase your limits 
to cover the cost of rebuilding a new deck, a
second bathroom, a larger kitchen or other
improvements that have increased the cost to
rebuild your home, you may save a little money
on your insurance premium but you risk being
underinsured. If you don’t have sufficient



4

3

4 5

Find out whether
you have 
a “replacement
cost” policy for
the dwelling.

Most policies these days cover replacement cost
for structural damage, but it’s wise to check
with your insurance agent or company repre-
sentative. A replacement cost policy will pay for
the repair or replacement of damaged property
with materials of similar kind and quality. The
insurance company won’t deduct for deprecia-
tion — the decrease in value due to age, wear
and tear, and other factors. 

If you own an older home, you may not 
be able to buy a replacement cost policy.
Instead, you may have a modified replacement
cost policy. This means that instead of repairing
or replacing features typical of older homes, 
like plaster walls and hard wood floors, with
similar materials, the policy will pay for repairs
using the standard building materials and 
construction techniques in use today. 

Insurance companies differ greatly in how
they insure older homes. Some won’t insure
older homes for the replacement cost because of
the expense of re-creating special features like
wall and ceiling moldings and carvings. Other
companies will insure older homes for the
replacement cost as long as the dwelling is in
good condition. 

If you can’t insure your home for the
replacement cost or choose not to do so — 
in some cases, the cost of replacing a large old
home is so high that you might not want to
replace it with a house of the same size — 
make sure the limits of the policy are high

insurance, your insurance company may only
pay a portion of the cost of replacing or
repairing damaged items. 

Look at your homeowners insurance
policy to see the maximum amount your
insurance company would pay if your house
was damaged and had to be rebuilt.

The limits of the policy typically appear
on the Declarations Page under Section I,
Coverages, A. Dwelling. Your insurance com-
pany will pay up to this amount to rebuild
your home. 

Some banks require you to buy home-
owners insurance to cover the amount of your
mortgage. If the limit of your insurance policy
is based on your mortgage, make sure it’s
enough to cover the cost of building. 

Make certain that
the value of your
insurance policy is
keeping up with
increases in local
building costs.

If the limits of your policy haven’t changed
since you bought your home, then you’re
probably underinsured. Many insurance poli-
cies include an inflation guard clause that
automatically adjusts the limit to reflect cur-
rent construction costs in your area when
policies are renewed. If your policy doesn’t
include this clause, see if you can purchase it
as an endorsement.
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materials or construction workers, for example,
you will have extra funds to cover the bill.

Some companies offer a guaranteed
replacement cost policy that will pay whatever
it costs to rebuild your home as it was before
the fire or other disaster, even if it exceeds the
policy limit. This gives you protection against
sudden increases in construction costs but it
generally doesn’t cover the cost of upgrading
the house to comply with building codes. A
guaranteed replacement cost policy may not be
available if you own an older home.

Your homeowners
insurance policy
does not cover flood
damage. 

Ask your insurance agent or insurance company
representative if your home is in an area that is
likely to be flooded. If it is, your agent may be
able to help you get flood insurance, or contact
the National Flood Insurance Program (NFIP)
by telephoning (800) 427-4661 or by accessing
its Web site at http://www.fema.gov/nfip/. Flood
insurance is available from the NFIP.

Make a list of all
your personal 
possessions and
keep it up to date.
Include everything you own in your home and
in other buildings on the property. Don’t forget
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enough to provide you with a house of accept-
able size and quality. 

Find out whether
building codes in
your community have
changed since your
home was built. 

Building codes require structures to be built to
minimum standards. If your home were dam-
aged, you might have to rebuild it to comply
with the new standards. In some cases, comply-
ing with the code may require a change in
design or building materials and may cost
more. Generally, homeowners insurance poli-
cies won’t pay for the extra expense but
insurance companies offer an endorsement that
pays a specified amount toward these costs. (An
endorsement is a form attached to an insurance
policy that changes what the policy covers.)

Consider buying
an extended or
guaranteed
replacement cost
policy.

An extended replacement cost policy will pay a
certain percentage over the limit to rebuild your
home — 20 percent or more depending on the
insurer — so that if building costs go up unex-
pectedly, because there’s a shortage of building
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to list indoor and outdoor furniture; appliances,
stereos, computers and other electronic equip-
ment; hobby materials and recreational
equipment; china, linens, silverware and
kitchen equipment; and jewelry, clothing and
other personal belongings. 

If you have a claim, the more information
you have about the damaged items — a descrip-
tion of each and the date and place of purchase
— the faster the claim can be settled. Videotape
or take photographs of rooms and their con-
tents. Note where and when you bought each
item. Write down the brand names and model
numbers of appliances and electronic equip-
ment. Add new items as you buy them. Keep
receipts with the list. If you have a computer,
you can download the Insurance Information
Institute’s home inventory software at
http://www.KnowYourStuff.org. This software
program makes creating a home inventory easy
and is the ideal solution for keeping the infor-
mation up to date.

Be sure you store your home inventory
somewhere safe off the premises — in a bank
deposit box or with a neighbor or relative — so
that it isn’t destroyed if your home is damaged. 

Estimate the value
of your personal
possessions at
current prices.

The total is the amount of insurance you would
need to replace the contents of your home with
new items if everything was destroyed. 
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Find out how much 
insurance you have
for the contents 
of your home in 
your homeowners 
insurance policy.

The limit of the policy is shown on the
Declarations Page under Section I, Coverages,
Personal Property. Most companies provide cov-
erage for 50 percent to 70 percent of the amount
of insurance on the dwelling. Now compare the
Personal Property limit with the total value of
the items on your list of personal possessions. 
If you think you’re underinsured, discuss this
problem with your insurance agent or insurance
company representative. 

Consider 
replacement cost
insurance for 
your personal 
possessions.

There are two ways of insuring your personal
possessions. If you already have a homeowners
insurance policy, find out whether claim pay-
ments for damage to your personal property
would be based on replacement cost or actual
cash value. Check your policy under Section I,
Conditions, Loss Settlement, or ask your agent.
As with insurance for the structure, a replace-
ment cost policy generally pays the dollar



1 2

amount needed to replace a damaged item
with one of similar kind and quality without
deductions for depreciation. An actual cash
value policy pays the amount needed to
replace the item, minus depreciation. 

Suppose, for example, a fire destroyed a
five-year-old TV set. If you had a replacement
cost policy for the contents of your home, the
insurance company would pay to replace the
TV set with a new one. If you had an actual
cash value policy, the company would pay
only a percentage of the cost of a new TV set
because the TV had been used for five years
and would be worth less than its original cost.  

Check the limits 
on certain kinds 
of personal 
possessions, 
such as jewelry, 
silverware and furs. 

This information is in Section I, Personal
Property, Special Limits of Liability. Some
insurance companies also place a limit on
what they’ll pay for computers. 

If the limits are too low, consider buying
a special personal property “endorsement” or
“floater.” (A floater is a form of insurance 
that allows you to insure valuable items 
separately.) 
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STATE INSURANCE DEPARTMENTS 
AK: 907-269-7900 www.dced.state.ak.us/insurance/
AL: 334-269-3550 www.aldoi.gov
AR: 501-371-2600 www.arkansas.gov/insurance
AZ: 602-912-8400 www.id.state.az.us
CA: 800-927-4357 www.insurance.ca.gov
CO: 303-894-7499 www.dora.state.co.us/insurance

CT: 860-297-3800 www.ct.gov/cid
DC: 202-727-8000 www.disb.dc.gov
DE: 302-739-4251 www.state.de.us/inscom
FL: 850-413-3100 www.fldfs.com
GA: 404-656-2056 www.gainsurance.org
HI: 808-586-2790 www.hawaii.gov/dcca/areas/ins

IA: 515-281-5705 www.iid.state.ia.us
ID: 208-334-4250 www.doi.state.id.us
IL: 217-782-4515 www.idfpr.com
IN: 317-232-2385 www.in.gov/idoi/
KS: 785-296-3071 www.ksinsurance.org
KY: 502-564-6027 http://doi.ppr.ky.gov

LA: 225-342-5423 www.ldi.la.gov
MA: 617-521-7301 www.mass.gov.doi
MD: 410-468-2090 www.mdinsurance.state.md.us
ME: 207-624-8475 www.state.me.us/pfr/ins/ins_index.htm
MI: 517-373-0220 www.m i c h i g a n.gov/cis/0 , 1 6 0 7 , 7 - 1 5 4 - 1 0 5 5 5---,00.html
MN: 651-296-4026 www.state.mn.us/cgi-bin/portal/mn/jsp/home.

do?agency=Commerce
MO: 573-751-4126 www.insurance.state.mo.us/
MS: 601-359-3569 www.doi.state.ms.us/
MT: 406-444-2040 www.dis co v e r i ngm o n t a n a.com/s a o/i n s u r a n c e/i n d e x . h tml
NC: 919-733-2032 www.ncdoi.com/
ND: 701-328-2440 www.state.nd.us/ndins/
NE: 402-471-2201 www.nol.org/home/NDOI

NH: 603-271-2261 www.nh.gov/insurance/
NJ: 609-292-5360 www.njdobi.org
NM: 505-827-4601 www.nmprc.state.nm.us/insurance/inshm.htm
NV: 775-687-4270 http://doi.state.nv.us/
NY: 212-480-6400 www.ins.state.ny.us
OH: 614-644-2658 www.ohioinsurance.gov/

OK: 405-521-2828 www.oid.state.ok.us/
OR: 503-947-7980 www.cbs.state.or.us/external/ins
PA: 717-783-0442 www.ins.state.pa.us/ins/site/default.asp
PR: 787-722-8686 www.ocs.gobierno.pr/
RI: 401-222-2246 www.dbr.state.ri.us 
SC: 803-737-6160  www.doi.state.sc.us/

SD: 605-773-3563 www.state.sd.us/drr2/reg/insurance/
TN: 615-741-2241 www.s t a t e . t n . u s / c o m m e r c e / i n s u r a n c e / i n d e x . h t m l
TX: 512-463-6169 www.tdi.state.tx.us/
UT: 801-538-3800 www.insurance.state.ut.us/
VA: 804-371-9741 www.scc.virginia.gov/division/boi/index.htm
VI: 340-774-7166

VT: 802-828-3301 www.bishca.state.vt.us
WA: 360-725-7080 www.insurance.wa.gov/
WI: 608-266-3585 http://oci.wi.ov/oci_home.htm
WV: 304-558-3386 www.wvinsurance.gov/
WY: 307-777-7401 http://insurance.state.wy.us
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and tear, age and other factors.

Endorsement A written form attached to a
policy that alters the policy’s coverage, terms
or conditions.

Extended and Replacement Cost Insurance
Homeowners policies that cover part, or 
all, of sudden increases in construction costs
that push the expense of rebuilding above 
the policy limit. An extended replacement cost
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disaster without regard to the limit.
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erty whatever its location, commonly used to
insure items that have a special value such as
expensive jewelry.

Replacement Cost Dwelling Insurance
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the home without deduction for deprecation,
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