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NEW YORK, July 4, 2007 

(CBS) The Early Show's 
financial guru, Ray Martin, 
explains why taking a closer look 
at your home insurance policies 
is a good idea. As it turns out, 
more than half of all American 
homes are underinsured, 
meaning that if disaster does 
strike, your costs to rebuild may 
not be entirely covered.  
 

 
 
Home Insurance Insecurity  
Many homeowners who lost their 
homes in the Lake Tahoe 
wildfires could discover that their 
insurance policies will not provide 
enough money to pay for their 
rebuilding costs. But it’s not that 
that they don’t have the right type 
of coverage, since homeowners 
insurance covers loss caused by 
fires. The problem is that they 
may not have enough insurance. 
 
Most people have homeowners 
insurance that 
provides "extended replacement 

coverage," which means that if their home is damaged or destroyed due to a 
covered peril, their policy will pay out no more that up to 120 percent of the 
dwelling limits in the policy – and not a penny more. The problem with this is that 
it could cost a lot more to rebuild or replace your home and if your policy limits 
are not enough you will end up paying the difference.  
 
Nearly six out of every ten American homes are underinsured, with folks having 
only enough insurance to pay about 80 percent of the costs to replace or rebuild 
their homes. This is according to Marshall & Swift/Boeckh LLC (or MSB), a 
leading provider of building replacement cost data.  
 
With the median value of an existing single family home of about $220,000, a 
homeowner with this average shortfall in coverage is at risk to pay an additional 
$44,000 or more towards the actual cost to rebuild their home that their insurance 
does not cover.  
 
How Home Underinsurance Can Creep Up On You  
Most people buy insurance on their home when they buy the home. The amount 
of dwelling coverage is typically an estimate of the market price people pay for 
the home and it may be a good starting point. But the mistake many people make 
is that once they buy home insurance, the only thing they keep up with is paying 
the premiums – they never read their policy and never revisit whether the 
coverage in their policy is adequate. This "set it and forget it" thinking is what 
gets many people into an underinsurance situation. The really sad part is that 
most people only find out that they are underinsured when they have a loss and 
then it's too late to increase the coverage. In fact, if you do want to increase the 
amount of coverage on your home, you can't do so when the peril is upon you. 
Insurance companies generally place a moratorium on coverage changes in 
areas that are in the path of a storm, typically several days before the expected 
peril is forecast to strike.  
 

 Click Here to visit CBSNews.com's real estate section 

 
Many homeowners do not update or periodically increase the coverage on their 
homes. When you remodel and improve your home, you also need to call your 
insurance agent to update your coverage. And even if you don’t make 
improvements to your home, you can be sure that it will cost more to replace it 
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A house burns in the South Lake Tahoe, Calif., 
wildfire, June 25, 2007. (CBS) 
 

 
Nearly six out of every ten American 
homes are underinsured, with folks 
having only enough insurance to pay 
about 80 percent of the costs to replace 
or rebuild their homes. 
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today versus when you bought it. The reason is the surging price of building 
materials, energy and labor, all which have increased replacement costs up by 
over seven percent a year since 2001.  
 
And if your home is located in an area prone to severe weather, such as tornados 
or hurricanes, then your rebuilding costs could also be pushed higher by new 
building codes that protect against wind damage or earthquakes and therefore 
adding to the costs to rebuild the home.  
 
Owning a home is a big responsibility and the homeowner bears the 
responsibility to select the proper policy coverage limits, a position that is 
supported by laws in many states. If you have a home insurance policy that costs 
$2,000 per year, you could be wasting your money. If you have a loss and the 
dwelling coverage falls short, you may not have enough money to rebuild your 
home.  
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Now you're in the public comment zone. What follows is not CBS News stuff; it 
comes from other people and we don't vouch for it. A reminder: By using this Web 
site you agree to accept our Terms of Service. Click here to read the Rules of 
Engagement. 
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I can understand the issue of "under=insured" - but what about the concept of 
being "over-insured"? 
 
I recently received a quote for my H-O insurance renewal and the amount for 
personal contents is at least 3 times more than what I have in my house. 
There is no way they would pay me that much for replacement values of my 
contents. 
 
Additionally - the amount for my dwelling is nearly 2X the amount that any 
home in my area is going for... I know I need to have them provide me a 
different quote. 
 
I was shocked to see my annual premium go up 2X the usual - and as I 
evaluated the coverage - it made sense... 
 
Could this be a trick for the insurance to get higher premiums? 

Posted by sjw1253 at 04:40 PM : Jul 04, 2007 
+ report abuse 
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