Buildings Declared

Value and Sum Insured

What is the difference?

Buildings Declared Value and Sum Insured - What is
the difference? The Buildings Sum Insured shown

on some policy schedules and certificates can result
in confusion for policyholders regarding the level of
cover they have purchased. Consequently, people can
inadvertently rely on the inflated ‘Sum Insured’ figure,
when it is in fact the Buildings Declared Value that
determines the adequacy of cover.

The Buildings Declared Value should be sufficient to cover
the entire cost of reinstating the property, including the
costs of any debris removal and professional fees, on the
first day of the Policy Period. This figure is then uplifted
by a percentage to calculate the Buildings Sum Insured,
which covers any increased rebuild costs as a result of
inflation after the first day of the Policy Period.

The Buildings Declared value should also include, but not
be limited to, the following if the insured has responsibility
for them:

- Tenants' improvements
- Landlord'’s fixtures and fittings
- Walls, gates and fences
- Fixed glass and sanitary ware

- Small outside buildings, annexes, gangways,
conveniences and other small structures

-+ Extensions communicating with the buildings
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+ Roads, car parks, yards, paved areas, pavements
and footpaths

+ Security cameras and lights

- Fixed fuel oil tanks and fixed diesel tanks, piping,
ducting, cables

- Wires and associated control gears and accessories
and extending to the public mains.

So, what is the significance of Buildings
Declared Value?

The Declared Value is the cost of rebuilding the premises
insured on the first day (day one) of each period of
insurance. This must include the cost of reinstatement,
debris removal, professional fees and compliance with the
relevant regulations. As long as this figure is adequate

at the first day of the Policy Period, any claim against

the buildings section will be free from the Condition of
Average, which is also known as ‘underinsurance’.
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If the figure is inadequate, then there is a possibility

that the Condition of Average could be applied, which
means that any valid claim would be proportionally
reduced by the amount that the property is deemed to be
underinsured for. In addition Insurers may reserve the
righ to completely decline a claim and/or void the policy
due to misrepresentation.

Here is an example:

- Total value at risk: £1,000,000

- You have set your Buildings Declared value as: £500,000
- Amount of your claim: £25,000

+ The Insurer will only pay: £12,500

The inflation provision generating the Buildings Sum
Insured is the percentage uplift designed to cover inflation
during the insurance year and during the subsequent
period required for designing, planning, tendering and
actual reconstruction - however long that may take. Once
the percentage uplift is applied, this gives the Buildings
Sum Insured.

Contact us
For further property insurance advice and guidance

The percentage uplift can be intentionally significantly
higher than any realistic costs of inflation to ensure
that inflation does not pose an issue for Policyholders.
Unfortunately, due to the confusion and misperception
that exists between the Buildings Declared Value and
Buildings Sum Insured, this can inadvertently cause
Policyholders to believe that they have a higher level of
cover than they do.

It is vital to understand that the key figure for ensuring
that a suitable level of buildings insurance is in place

is the Buildings Declared Value; it is essential that this
figure is adequate to fully reinstate the building on the
first day of the Policy and it is ‘it is widely recommended
in the industry that an Insurance Reinstatement Cost
Assessment Survey is undertaken by a RICS registered
surveyor. This should be completed every 3 years and will
always generate the most accurate figure.

About Clear

Clear is a Chartered Broker and proud to be a
Top 30 Independent Insurance Broker in the UK.

Our considerable experience in the property sector
gives us the capacity to design bespoke and exclusive
insurance solutions for the whole property market.

please contact: www.clearinsurancemanagement.com
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