
INSURANCE 
SOLUTIONSRebuilding Your Home  

After a Catastrophic Loss 
Why It’s Important to Have the Right Amount of Coverage

Hope for the best and prepare for the worst. Although this 
isn’t how most of us want to live our lives, your homeowner’s 
insurance policy should always prepare you for the worst 
including the ability to rebuild your home to the way it was 
before a catastrophic loss occurred. 

Therefore, it is important that the reconstruction cost estimate 
used to determine the structure replacement coverage 
amount—Coverage A—be as accurate as possible. If the 
coverage is too low, you may not have enough to rebuild your 
home should it become the victim of a catastrophic event.

Below are frequently asked questions that should help you 
understand:

 ► The importance of accurate Coverage A

 ► How estimating software tools arrive at the cost to  
rebuild your home

 ► Home features that have the biggest impact on 
reconstruction cost

 ► The difference between market value and reconstruction 
value

 ► Why the cost to reconstruct a home can be more than  
what your new home cost 

QUESTION: What does my Coverage A cover and why is the 
accuracy of that amount so important?

ANSWER: Homeowners insurance provides homeowners with 
a variety of coverages. The dwelling portion of your policy—
Coverage A—is intended to cover the expense to rebuild 
the home on the existing site should you suffer a loss that 
destroys your home. It’s important that your Coverage A is 
accurate because if your coverage is too low, you may not have 
enough to rebuild your home should it become victim of a 
catastrophic event.

QUESTION: How is the Coverage A portion of my policy 
calculated?

ANSWER: Years ago, underwriters used a simple cost per 
square foot calculation to estimate the reconstruction cost of 
a home. But today, close is no longer good enough and best 
practice for reconstruction cost estimating uses information 
specific to each home combined with detailed construction 
knowledge to create an estimate; a method similar to that of 
builders. Most insurers rely on third party estimating tools 

that virtually “build” your home using extensive data including 
local labor and material costs, current building codes and fees, 
and unique characteristics of individual homes. These tools 
provide insurers and homeowners with much more accurate 
and dependable reconstruction costs.

QUESTION: How do the unique characteristics of my home 
impact my Reconstruction Cost or Coverage A amount?

ANSWER: As stated above, most insurers use sophisticated 
estimating tools that leverage extensive property data to prefill 
specific information about your home—even information you 
may not know. The following are building characteristics that 
generally have the most impact on your reconstruction cost:

 ► Square Footage: While not the only feature of your home 
considered, clearly the size or the square footage of your 
home is still a major factor in calculating your home’s 
reconstruction cost. For example, common sense will 
tell us that a 4,000-square-foot home will require more 
building materials and labor to build than a similar quality 
1,200-square-foot home. 

 ► Year Built: The year your home was built also plays a 
key role in the estimation. Older homes may have been 
built with different building materials or construction 
techniques. For example, lath and plaster interior walls 
rather than more modern two- by four-inch framing and 
drywall. Older homes also tend to have smaller rooms than 
modern open-plan homes, which affects the number of 
interior walls and thus the cost of materials and labor.

 ► Architectural Style: In combination with the year built, 
the style of your home is another important consideration. 
A Queen Ann or Victorian-style home will affect features 
such as exterior and interior trim—crown molding, chair 
rails, gingerbread—and ceiling height. A sophisticated 
estimating tool will use the age of the home and style to 
understand how the home was built which influences the 
calculation of the final reconstruction cost. 

 ► Number of Stories: The number of stories in your 
home impacts building costs, including the cost of the 
foundation. For example, a 2000-square-foot home with 
one story requires twice the amount of concrete and/
or basement finish for its foundation as a 2000-square-
foot home with two stories because the two-story home 
foundation is half the size. 
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 ► Foundation and Roof: The type of foundation, including 
basement finishes if applicable, is another major factor in 
reconstruction cost as is the roof cover and style.

 ► Kitchen and Bathrooms: Kitchen and bathroom cabinets 
and countertops have a significant impact on the cost along 
with built-in kitchen appliances and bathroom size and 
fixtures. Both the quality of materials and workmanship in 
these rooms can vary dramatically irrespective of the size, 
age or style of the home—sometimes even within the same 
home. This is an area where input from the homeowner 
or the ability to review interior photos of the home can be 
crucial to getting the cost estimation right.

 ► Garages: The size and type of garage will impact the 
reconstruction cost as well. Attached, built-in, and 
basement garages all impact the final cost. 

QUESTION: Why is there a difference between the market 
value of my home and the Coverage A amount on my policy?

ANSWER: This is a question that comes up most often when a 
home buyer is looking for a homeowner’s insurance policy for 
a newly purchased home. Most homeowners don’t understand 
why the Coverage A on their policy differs from the amount 
they just paid for their home. Here’s the difference:

 ► Market Value is the opinion of what someone is willing 
to pay for a home. For a single-family home, that price 
includes the cost of the land your home sits on. But the 
Market Value of any home, whether it’s a single-family 
home or a condo, is affected by many variables that can 
make one home more or less desirable then a seemingly 
similar home. A home’s view, school district, proximity to 
conveniences such as transportation, nuisances such as 
freeways or airport runways, crime rate and even intangibles 
such as the reputation or ambience of the neighborhood 
can dramatically affect a home’s Market Value. Even two 
identical homes in the same neighborhood can have vastly 
different Market Values simply because one has an ocean-
front view or sits next to the 18th green. 

 However, almost none of these variables affect how much it 
would cost to rebuild a home in the case of a loss. 

 ► Coverage A—the dwelling portion of your policy—is 
intended to cover the expense to rebuild your home on 
the existing site should you suffer a loss that completely 
destroys your home. For this coverage, the policy uses a 
value called Reconstruction Cost; or the cost to reconstruct 
your home. It does not include the contents of the home 
such as clothes and furniture, which are covered by a 
separate part of the policy; nor does it include the cost of 
the land. 

 

 Because Reconstruction Cost deals only with how much it 
costs to rebuild the home on the existing site, two identical 
homes with vastly different Market Values can have similar 
Reconstruction Costs. Depending on the neighborhood, 
the condition of the home and the local housing market, 
the Reconstruction Cost of your home can be less or more 
than the Market Value (or Purchase Price) of a home, which 
may come as a surprise to some homeowners. 

QUESTION: But I bought a new home in a planned 
community, yet the Coverage A amount on my policy 
estimate is more then I paid for my home?

ANSWER: The cost to rebuild a home is generally higher than 
the original cost to build that same home. Here’s why:

Most homes purchased within planned communities are 
typically built by general contractors known as production 
builders. These production builders use innovative designs to 
attract and sell homes while also using construction practices 
that streamline costs to remain profitable and competitive. 

Unfortunately, these cost-saving business models for mass-
produced new-construction homes can’t be applied in the 
reconstruction of a single existing home damaged by peril. Instead, 
reconstruction contractors and/or custom home builders are 
engaged to manage the rebuilding. The resulting impact for the 
homeowner relative to insurance coverage is that it is usually very 
difficult to rebuild a single home at the original construction price.

Factors that can influence reconstruction productivity and 
costs include:

 ► Less buying power, fewer efficiencies and economies of scale

 ► Top-down construction: new construction begins at the 
foundation and builds upward, but repairing a house that 
is not totally destroyed often means removing the roof and 
rebuilding from the top down; a far more time-consuming 
and labor-intensive procedure

 ► Scheduling of work, particularly with skilled labor, is more 
difficult with single projects 

 ► Limited or difficult access to the worksite 

 ► More intensive homeowner involvement slows production

 ► Code compliance, demolition and debris removal

 ► Higher workers’ compensation costs

 ► Landscaping and other site improvements 

Summary

Your home is likely one of the biggest investments you’ll 
make. Please check with your insurance agent should you 
have questions pertaining to the Coverage A portion of your 
homeowner’s policy.


