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As a financial advisor, you play a critical role in helping clients navigate the complexities
of homeowners insurance and ensuring that their most valuable asset — their home - is
adequately protected. One key term that often comes up when discussing insurance
policies is Replacement Cost (RC), but what does it actually mean? And more
importantly, how can you help your clients ensure that their home is properly insured
for the right amount?

What Is Replacement Cost?

Replacement Cost refers to the amount of money required to fully rebuild or repair a
home (the dwelling structure itself) to its original condition. In simpler terms, it's the
cost to rebuild or repair without factoring in depreciation. However, the concept can get
more nuanced.

Most standard insurance policies use language like "rebuild or repair using similar
materials, craftsmanship, and features" in the event of a total loss. This means that, if
your home is destroyed, the insurer will restore it with materials and features that are
similar in quality and style to the original.

In contrast, high-end insurance policies often use more specific language, stating that
they will "rebuild or repair the home to its original condition using the same materials,
craftsmanship, and features." This approach can result in significantly higher costs,
depending on the quality of materials and craftsmanship involved.

The key difference is important for clients to understand, as it can impact the amount
of coverage they receive. If an insurer is using the "similar" language, the client may




need to contribute additional funds to restore the home to its preferred standard of
quality, whereas with the "same" language, the insurer may cover the full cost of
rebuilding to the original specifications.

This distinction could mean the difference between a fully covered claim and a situation
where the homeowner has to dip into their investments to restore their home to the level
they desire.

Key Differences Between Replacement Cost and Market Value: An Example
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Imagine a home in a popular neighborhood with a market value of $500,000. This figure
includes the value of the land and the location, which might be higher due to factors like
proximity to good schools or local amenities.

However, the replacement cost of rebuilding that same home could be much higher —
let's say $600,000. Why? Rebuilding a home often comes with additional expenses beyond
just the cost of materials. There are steps like clearing debris, adhering to specific
timelines, and navigating potential logistical challenges that increase the overall cost of
reconstruction. These factors make rebuilding a home more costly than the original
purchase price, even if the home is newly built.




Additional Factors to Consider When Determining Rebuild Cost

When calculating the replacement cost for homeowners insurance, several elements
can influence the final number:

o Older Homes: Homes that were built years or even decades ago may have unique
characteristics or building codes that make them more expensive to replace today.

e Craftsmanship: High-quality craftsmanship or custom-built homes may cost
significantly more to rebuild due to the labor and skill required.

e Unique Features: Homes with luxury or unique features — like an indoor pool,
elevator, or custom-built cabinetry — will increase the replacement cost. These
should be noted when determining coverage limits.

o Attached Structures: If there are additional structures that are attached to the
home, such as a garage, deck, or outbuildings, they should also be factored into the
rebuild cost.

Why Replacement Cost May Be Wrong on Your Client’s Current Policy

There are several reasons why the replacement cost value on your client's homeowners
insurance policy may be insufficient or incorrect:

Market Value vs. Not Updating Interior
Replacement Cost Confusion the Policy Details
Many insurance agents, especially if If your client made significant While there is a wealth of public
they are simply "order-taker" agents, upgrades to their home — such information available about the
may insure the home for its market as installing high-end pasic structure of a home, the
value because the client requests it, countertops, cabinets, or quality of materials and any
without properly explaining the adding a luxury feature — they custom features can be much
difference between market value and may have forgotten to notify harder to assess. If these details
replacement cost. their insurance provider. As a aren't thoroughly discussed
result, their policy may not during the buying process, an
reflect these upgrades, leaving insurance agent may assume the
them underinsured. home is built with standard,

"builder-grade" materials — even
if it's actually customized with
higher-end or unique finishes.

This misunderstanding can
create a significant gap in
coverage, leaving homeowners
underinsured when it comes
time to repair or rebuild their
home to its current condition.




Extended Replacement Cost

Extended Replacement Cost helps cover the increased costs of rebuilding during a
widespread event where labor and materials are in high demand, like a natural disaster,
major fire or supply chain issue.

However, it's important to note that Extended Replacement Cost does not replace the
need for insuring the property at its full replacement cost. For example, if a home is
insured for only 80% of its replacement cost, the extended replacement rider will not be
enough to fully rebuild the home, even with the additional 20%.

Note: Some policies have coinsurance clauses, which require homeowners to insure their property
for a certain percentage of its replacement cost (typically 100%). If the home is underinsured, it
could trigger coinsurance penalties, leaving the homeowner with additional out-of-pocket expenses.

In short, while the extended replacement cost rider offers important protection, it is no
substitute for insuring your home for the full replacement cost from the outset. Always
make sure the coverage reflects the actual cost to rebuild the home to avoid costly
surprises later.

Why This Matters for Your Clients and Community

This issue is particularly important for advisors working in close-knit communities. Imagine
the impact if 10% of your clients were underinsured by $100,000 to $200,000—or even
worse, if 50% of your clients faced similar underinsurance. The financial consequences of a
catastrophe like a wildfire or natural disaster could be devastating if many homeowners
are not adequately insured.

By taking a proactive approach, you can help your clients avoid financial hardship and
ensure they have the resources to rebuild their homes and lives if disaster strikes.

This not only benefits your clients but also strengthens the resilience of the community as
a whole.

The Role of Financial Advisors: Proactive Protection for Your Clients

As an advisor, you're in a unique position to help your clients protect one of their most
valuable assets: their home. Homeowners often rely on insurance agents who may not
fully address the specific details of their individual properties. This is where you can step in
with the knowledge and tools to guide your clients through this critical area.

| 4




By using tools like Holistiplan, which includes industry-standard calculators for accurately
determining replacement cost (many of which are used by insurance companies
themselves), you can help your clients secure the right coverage for their homes. Ensuring
the correct coverage means that if a catastrophic event occurs, your clients will have
enough to rebuild and continue their lives without financial strain or disruption to their
overall financial plan.

Note: As an advisor, you're one of the select groups with access to these advanced tools.
Don't let this resource go underutilized — use it to demonstrate what makes you stand
out as an advisor with integrity, guiding your clients through all aspects of their financial
planning.

Try it yourself: Check out the replacement cost calculator under the "Insurance Review"
section of the client household screen and see how it can help you better serve
your clients!
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