Economic Times

04.05.2015

Editions: Bangalore

How to Insure
an Ageing Home

Chandralekha.Mukerji
@timesgroup.com

Bengaluru: Old buildings are vul-
nerable to calamities, both natural
liketherecent Nepal earthquake or
man-made like a short circuit.
Insuring them is imperative.
However, it's not easy to find an in-
surerforthis.

STRICT UNDERWRITING

Like in medical insurance, older
propertieswouldalsohavetopassa
health test. The first is the stability
of the house which depends on the
foundation and pillars. RCC (rein-
forced cement concrete) construc-
tion is a basic requirement.
Maintenance, plumbing and fire
and burglary safety measures are
nexton thechecklist.

Though the premium would not
differ on the basis of whether the
propertyisinametroornon-metro,
location in termsof neighbourhood
matters. The underwriter will also
take into consideration if you have
carried outany restructuringof an
old building and past record of sig-
nificantdamagetothe property. If a
property is over 50-years-old, you
mostlikely won'tbeabletoinsureit.

ENSURE RIGHT VALUATION
Do not blindly pick the cheapest
plan (see box). First, figure how the
sum insured or valuation of the
property has been done. There are
three ways that insurers typically
adopt—the agreed value, the rein-
statement value and the indemnity
value.

Agreed Value as the name sug-
gests is a valuation that is accepta-

J CHECKLIST:

How premium will differ with which sum insured type you choose:
The calculation is for a 1,000 sq ft 30-year-old house with the

price (as per the ready reckoner or the valuation report) as on
date of proposal is 25,000/ sq ft and the cost of construc-

tion in the same area is 72,000/sq ft.

Type of Valuation Sum Insured Annual Premiu

Agreed Value 1000*5000

Basis (in case 2,528
given at market

valuation basis)

=¥50,00,000

Reinstatement
Basis

1000*2000
=320,00,000

1000*2000
=%20,00,000
(less deprecia-
tion @ 2.5% pa)

%1,011

Indemnity Basis

=%5,00,000

SOURCE: BAJAJ ALLAINZ GENERAL INSURANCE

ble to both insurer and customer:
“For older ones, insurers keep the

agreedvaluation verylowtoreduce
the exposure, "says Tapan Singhel,

MDandCEO. Bajaj AllianzGeneral
Insurance. So, unless you are get-
ting the market value (highly un-
likely), this isnota good option.
The reinstatement method calcu-
lates the sum insured on the
premiseof replacingthelossby cal-
culating the construction cost of
the old house at current rate. The
indemnity method goes one step
furtherandtakes intoaccount wear
andtear. “Thesum insurediscalcu-

lated as construction cost minus

depreciation at therate of 2.5% per

annum,” says Singhel.

REDUCE THE PREMIUM
Thehome insurance policy coveris
intwo parts—the structureand the

contents. Do not try to cut
down on the structural cov-
er, but a little caution in
making the content inven-
tory can help you signifi-
cantly bring down the pre-
mium.
Adoptano-frillspolicy. You
might want to give add-ons
suchasalternate accommo-
dation, personal and helper
accident cover a miss.
Having safety measures
that protect the risk
(thehouse)suchas 24
hourssecurity would
further bring down
your premium. You
mayalsooptforabear-
able deductibleoption by
agreeing to share the burden of re-
pairs, say, 10% of the sum insured,
with the insurer to cut down costs.
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