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12 Common Insurance Mistakes Real Estate Investors Make

Don’t use one agent for all your personal and real estate investing.

Do you really want to deal with multiple agents in the event of a large loss?  Having one agent handle all your business and personal insurance allows one person to asses all your exposures and develop the appropriate risk management strategy.



Don’t have a personal umbrella policy.

A personal umbrella policy provides an additional layer of liability coverage over your auto, boat, motorcycle and homeowners liability.  If you own rental properties in your name, the umbrella will provide the additional coverage for that as well.  The coverage is provided in $1,000,000 increments. The cost is minimal.

Don’t understand how your insurance score can affect your ability to obtain insurance.

Insurance companies have incorporated insurance scoring as part of their underwriting and pricing models.  Insurance scoring is different from credit scoring.  For example, your credit score is actually increased by the number of credit accounts you have that are paid on a timely basis.  The insurance score sees that as a potential liability.  Insurance scoring also takes into account claims history.  The better the insurance score, the better the rate.

Don’t understand the difference between Actual Cash Value (ACV) vs. Replacement Cost loss adjustment basis.

Most DP-1 Fire Dwelling policies are written on an Actual Cash Value basis.  Many unsuspecting real estate investors may also have ACV coverage on rental properties and not know it.  Basically, the difference is that on an ACV valuation you are paid the depreciated value of the loss vs. the cost to replace or repair at today’s cost under the Replacement Cost Valuation method.  For example, if a 10-year roof is damaged, you are given the depreciated value of that roof, not how much it will cost to replace it today.

Forgot to include contents coverage on the rental properties you own.

Appliances, light fixtures, and floor coverings are all considered contents.  If you are providing a furnished rental property that would include all the furniture as well.  Insure for at least a few thousand dollars to cover the basics for each location.

Purchased liability limits that are not high enough to protect you in the event of a catastrophic loss.

The standard liability limit on a DP policy is $100,000.  Buy the highest limit you can get, $500,000 or even $1,000,000.  This is especially important if you decide not to buy a Personal Umbrella policy or have multiple policies.

Fail to require the tenants to have a renters policy.

Not only will the tenants policy cover losses to their personal possessions, but it also provides liability coverage.  Better their policy to pay a claim than yours! 

Not understanding the difference between Replacement Cost & market value.  How much coverage should you have on the dwelling?

There can be a significant difference between the market value (i.e. what you paid for the property) and the replacement cost.  For insurance purposes you should be concerned with the total cost to rebuild the structure and replace the contents in the event of a large/total loss.  Therefore, the replacement cost is almost always higher. Most insurers use a third party replacement cost calculation system to develop the estimated replacement cost based on the characteristics of the dwelling.  How did you come up with the limits of coverage on your policies? 

Not having enough or any life insurance to protect your estate in the event of your untimely death.

If something happens to you or your spouse, will your family be forced to liquidate your properties?

Have too low a deductible on the property coverage.


I recommend no less than a $500 property deductible.  

The Named Insured on the policy does not match the deed.


The name on the deed and the named insured on the policy should be the same.

Not making sure all your contractors and subcontractors have General Liability and Workers Compensation insurance.

If you have uninsured contractors on the premises and they are injured or cause an injury or property damage and don’t have insurance, GUESS WHO PAYS?  That’s right, you do.

Marshall Insurance

PO Box 2907, Indian Trail, NC 28079

704-684-0082

gary@marshallins.net


