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By Clint B. Strauch, CIC

ver the past several

years, many insurance
clients have seen the value of their
homes decrease significantly.
Intuitively, many clients believe that
the amount of insurance should fol-
low. In many cases, the market value
of the home is directly related to the
replacement cost of the home. It is

more important than ever to make
sure your clients understand the
purpose of their homeowners policy:
to provide enough coverage to
replace their home in the event of a
total loss.

The first and most important step
in any homeowners insurance trans-
action is determining the correct
replacement value of the home to be
insured. This should be a joint effort.
Companies like MSB and ISO have
developed detailed replacement cost
estimating tools to help you and your
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client determine a reasonable esti-
mate of what it would cost to replace
the home. These companies have
teams of people who price the cost of
materials and labor around the coun-
try. In order to stay current with
building material and labor costs,
these prices are updated on a regular
basis.

Explaining why your client
should keep or possibly increase his
coverage when the value of his
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home has decreased can be difficult.
To complicate matters, most clients
do not understand the difference
between market value and the
replacement value of a home. The
market value is what someone is
willing to pay you for the house you
are selling. Some of the things that
drive price are location, a house on
the water or on the beach as an
example, lot size or cost of the lot
itself, good school districts, a well-
established neighborhood or even
proximity to a place of employment.
All of these factors increase the
price someone is willing to pay for a
home. None of these factors is used
in determining the replacement cost
of the home.

When we calculate the replace-
ment cost of a home, we are trying to
determine what the material and
labor will cost to replace the home
with labor and materials of like kind
and quality today. It is important to
remember this is a cost snapshot in
time. If the costs of commodities like
lumber and petroleum-based prod-
ucts increase, the cost to replace the
home will increase as well. Even an
event like a natural disaster may
leave shortages in certain areas and

will cause increases in costs. If the
initial replacement cost estimate is
not done correctly or if subsequent
replacement cost estimates are not
done regularly, your customer may
not have enough coverage at the
time of a loss.

Ultimately, as insurance profes-
sionals, we are responsible for getting
the most accurate estimate of
rebuilding costs before a loss. It is
important to realize that replacement
cost for a home could change dramat-
ically, even during the policy period,
because of a significant event like a
hurricane. In addition, you have to
help your insured understand the
importance of insuring his home for
the replacement cost and not the
market value. If your insured is voic-
ing concern now about the cost of
replacement cost coverage, what will
he say when a total loss occurs and
he is underinsured. ®
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work with to provide prize indemnity
coverage has other insurance needs.

When you provide contest cover-
age you are essentially insuring fun.
A promotion is a great way to meet
and talk with new people, and it pro-
vides an interesting angle that you
don’t get with other types of coverage.
Prize indemnity coverage is the only
type of coverage in which the client
wants to have a claim because a prize
winner brings even more attention to
their promotion and therefore their
business. This allows you to have a
unique relationship with the client as
you can both cheer on the contest par-
ticipants and hope for a claim. Your
agency can also choose to become a
sponsor of the event, giving you expo-
sure not only to the industry offering
the promotion but also to attendees of
the event.

Promotional events are often run
by small, local businesses or teams and
provide a real sense of community for
the participants. This is a great envi-
ronment for small, local agents to gain
exposure in their community among
other small businesses and residents.

In addition to attracting new
clients, you can court new business
from existing clients who may not
know the benefits of prize promotion
contests. Almost any industry you
provide coverage to in your specialty
areas can benefit from prize indemni-
ty insurance if you fill them in.
Furthermore, clients will appreciate
the ability to take care of all their
insurance needs with you.
Convenience is key these days.

So while adding prize indemnity
to your company’s coverage options
does not mean you need to start a
new business as Elia successfully
did, it can open the door to indus-
tries you may not have done busi-
ness with otherwise, provide more
visibility for your agency in your
local community and expand on the
business you already have with
existing clients. B
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