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Understanding Commercial 
Property Insurance

INSURANCE INSIGHTS
Written by Carol Porter; Edited by S. Greitz

Whether you are a small business 
owner or work for a corporation, under-
standing the definitions of the coverage 
part for Commercial Property Insurance 
will enable you to calculate (or at least 
have an idea of what they should be) the 
appropriate limits you will need to insure 
on your policy. 

Building
The coverage limit should include the 

costs of the following items that would 
be covered as part of the building
• The structure
• Completed additions
• Fixtures including outdoor fixtures 

(installed/permanent)
• Permanently installed machinery and 

equipment
• Personal property expressly used to 

service or maintain the building: fire 
extinguishing equipment, outdoor fur-
niture, floor covering, appliances such 
as refrigerators, ventilating, cooking, 
dishwashing and laundering.

Business Personal Property
Items that would be included on this 

list include: 
• Furniture and fixtures (not permanent-

ly installed)
• Machinery and equipment
• Stock
• Other personal property owned by the 

named insured and used in the busi-
ness

• Leased personal property for which the 
named insured has contractual respon-
sibility

• Use interest in the tenant’s improve-
ments – if you own the building and 
are renting it to another party, the value 
of any improvements they make. 

For 70 years Haas & Wilkerson Insurance has been one of the largest providers 
of insurance representation to the entertainment industry. The agency is national in 
scope, with approximately 100 associates providing technical expertise and quality 
insurance representation at a competitive price. Beyond the standard price quota-
tion, services include coverage analysis and recommendations at no additional 
cost. Our clients include fairs, festivals, carnivals, amusement parks, rodeos and 
special events throughout the United States. For more information contact Carol 
Porter 913-676-9258.

Valuation
There are two methods that can be 

used to determine the value of all the 
items covered above. 

•  Actual cash value: a method of estab-
lishing the value of property wherein 
depreciation is deducted from the value 
of the property

 Formula: replacement cost minus 
depreciation=actual cash value

• Replacement Cost: insurance issued 
in an amount to cover the property 
described for a limit which will be 
adequate to replace the structure at the 
cost of today’s labor and materials. 

When deciding which method to use, 
consider the following – the cost of the 
policy when using Actual Cash Value 
would be less because the limit would 
be lower. However, the actual cost value 
would not be enough to re-build, as it is 
based on the replacement cost less de-
preciation. One reason to use this option 
is if you are not planning on rebuilding 
after a loss. However, in the event of a 
partial loss, you would not have enough 
to pay the full cost of repairs.

If you are planning on rebuilding or 
replacing insured items/buildings, the Re-
placement Cost method would be a better 
option. The premium would be higher, as 
the limit of insurance would be higher to 
reflect the replacement cost of the build-
ing, etc., but in the event of a loss, you 
would have the money to re-build and/or 
repair, minus your deductible. 

Blanket vs. Scheduled

Scheduled
Separate property limits that apply to 

each covered property interest (build-
ing, contents, business income) at each 
covered location.

Blanket
A single limit of insurance that applies 

over more than one location or type of 
property.

The benefit to using Blanket property 
limits are:
• Give the insured the ability to apply in-

surance where it is needed when more 
than one property is covered

• The insured does not have to worry 
about personal property fluctuations 
between buildings at the same location.

Insurance To Value
Whether you have chosen Actual Cash 

Value or Replacement Cost coverage, the 
current value on the building is verified 
or up-dated at the inception of the policy. 
This prevents overvaluation of the insured 
property (i.e., you can’t insure a building 
and contents for $1M if it’s only worth 
$500,000). The agent or broker will use 
one of the following methods: 
• An independent appraisal
• Use of Boeckh Cost Estimator
• Insurable Value Guide.

Hopefully, the above breakdown of 
components in a commercial property 
insurance policy have made understand-
ing your policy and needs clearer.
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