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LEGAL DISCLAIMER 
This legal disclaimer ("Disclaimer") governs the use and access to the [Title 
of eBook] ("eBook") published by Eddie K. Emmett / FYI Express ("we," 
"us," or "our"). By accessing or using this eBook, you acknowledge and 
agree to be bound by this Disclaimer. 
No Legal Advice The information contained in this eBook is for general 
informational purposes only. It is not intended as legal advice or to create 
an attorney-client relationship. While we strive to provide accurate and up-
to-date information, we make no representations or warranties of any kind, 
express or implied, regarding the completeness, accuracy, reliability, 
suitability, or availability of the information in this eBook. Any reliance you 
place on such information is strictly at your own risk. 
No Guarantee of Results The contents of this eBook are based on our 
experiences, research, and knowledge. However, we cannot guarantee 
that the information provided will produce the desired results for you. Every 
individual's circumstances are unique, and the effectiveness of the 
strategies discussed in this eBook may vary. Therefore, you should consult 
with a qualified professional or legal advisor before making any decisions 
or taking any action based on the information provided in this eBook. 
Not a Substitute for Professional Advice The information in this eBook is 
not a substitute for professional advice. It is your responsibility to seek 
professional advice tailored to your specific needs and circumstances. We 
disclaim all liability for any actions taken or not taken based on the contents 
of this eBook. 
Copyright and Intellectual Property All materials, including but not limited 
to text, images, graphics, and logos, contained in this eBook are protected 
by copyright and intellectual property laws. You may not modify, reproduce, 
distribute, republish, or create derivative works from any part of this eBook 
without our prior written consent. 
External Links This eBook may contain links to external websites or 
resources. We provide these links for your convenience, but we do not 
endorse, control, or guarantee the accuracy, relevance, timeliness, or 
completeness of any information on these external websites. We are not 
responsible for any damages or losses incurred by accessing or using 
these external websites. 
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Limitation of Liability To the fullest extent permitted by law, we shall not 
be liable to you or any third party for any direct, indirect, incidental, special, 
consequential, or punitive damages arising out of or relating to the use or 
inability to use this eBook, even if we have been advised of the possibility 
of such damages. 
Governing Law and Jurisdiction: This Disclaimer shall be governed by 
and construed in accordance with the laws of Georgia, USA. Any dispute or 
claim arising out of or in connection with this Disclaimer or your use of this 
eBook shall be subject to the exclusive jurisdiction of the courts located in 
Canton, GA. 
By accessing or using this eBook, you acknowledge that you have read, 
understand, and agree to this Disclaimer in its entirety. If you do not agree 
with any part of this Disclaimer, you must not use or access this eBook. 
Eddie K. Emmett / FYI Express 
200 Russell Court, Canton, GA 30115 
eddie@FYIExpress.com 
www.FYIExpress.com 
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Coinsurance Clause and How It Works 
INTRODUCTION 
Coinsurance provides a carrot and stick approach to encourage insureds 

to carry adequate insurance to value.  
First, the insured receives a substantial premium credit if the insured 

purchases adequate insurance.  
Second, if, at the time of loss, the amount of insurance on the policy 

doesn’t meet the minimum amount of insurance required, the loss 
settlement is significantly reduced.  

All property rates are built with a credit for the insured carrying a 
minimum of 80% to value.  

An additional rate credit applies if the insured agrees to subject itself to 
90% or 100% coinsurance.  

On the other hand, the rate is surcharged if an insured decides not to 
submit to the coinsurance condition.  

As a further incentive, certain property extensions in the coverage form 
or policy apply only if the insured selects the coinsurance condition.  
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Because promises are easy to make and difficult to keep, the insured 
must incur a penalty when the upfront promise, for which the insured 
received premium credit, is not kept. 

 
HOW TO EXPLAIN COINSURANCE TO AN INSURED 
The insured may find understanding coinsurance difficult. In that case, 

the following explanation might help. 
Insurance policies are promises of utmost good faith. The 

insured believes the insurance company will keep its promise in return for 
the premium paid. The insurance company believes the insured has been 
honest with the information provided on the application. The premium the 
insured pays is based on statements made on the application. When a 
promise is made, there must be consequences when it is broken. 

The property premium is calculated using the limits supplied with the 
understanding that they are accurate. If they are not, the premium is not 
sufficient. If enough insureds misrepresent their values, the insurance 
company does not collect enough in premiums to keep its promises to pay. 
Rather than voiding a policy because of inadequate values, the insurance 
company chooses only to penalize the insured and essentially say, 
“Because you didn’t keep your part of the bargain, we will honor only part of 
ours.” 

 
THREE SPECIFIC TYPES OF COINSURANCE 
Three specific types of information are needed to determine if a 

coinsurance penalty applies: 
• The value of the covered property at the time of loss 
Note: The covered property's value as of the inception date is irrelevant. 
Example: The Bailey Hardware property coverage form insures stock 

and other business personal property. On the inception date, the value is 
$75,000. However, Bailey knows that their values fluctuate over the year 
and selects a limit of $90,000 with 80% coinsurance in anticipation of 
increased values. At the time of a fire three months into the policy term, the 
total value of stock and other business personal property is $125,000. The 
fire loss is $50,000. The value used to determine if the coinsurance penalty 
applies is the $125,000 value at the time of loss, not the $75,000 value as 
of the inception date. 



THE ULTIMATE GUIDE TO UNDERSTANDING COINSURANCE 

• The coinsurance percentage selected 
As stated above, the coinsurance percentages available are 80%, 90%, 

or 100%. In some cases, the insured can select no coinsurance but doing 
so requires a rate surcharge instead of a credit. There is no surcharge or 
credit for 80% coinsurance because that is the coinsurance percentage 
used to develop loss costs. 90% coinsurance receives an additional 5% 
credit while 100% coinsurance receives an additional 10% credit. 

• The limit of insurance does not have to be the value multiplied by the 
coinsurance percentage. 

The limit of insurance should reflect the maximum expected value of the 
covered property during the policy period. The insured should consider 
writing coverage on a reporting form basis or use the peak season 
endorsement if significant fluctuations in value are likely or if values peak at 
specific times. 

Related Articles: 
Value Reporting Form Peak Season Coverage 
The insured may insure for the 100% value but write the coverage at 

80% coinsurance or 90% coinsurance to be more certain to avoid a 
coinsurance penalty. 

Example: The Bailey Hardware limit should be $100,000. This is based 
on the $125,000 value at the time of loss multiplied by 80%. However, 
Bailey selected a $90,000 limit at 80% coinsurance. This means that a 
coinsurance penalty will be applied against the loss settlement. 

 
CALCULATING THE PENALTY 
There is a five-step formula to determine the coinsurance penalty: 
Step 1: Determine the value of the covered property at the time of loss. 
Step 2: Multiply Step 1 by the coinsurance percentage. 
Step 3: Divide the limit of insurance for the location and coverage by 

Step 2. 
Step 4: Multiply the amount of loss by Step 3 before applying the 

deductible. 
Step 5: Subtract the deductible amount from Step 4. 

http://rnc-advantageplus.com/rnc-advantageplus/pfm/100/130_0611.HTM
http://rnc-advantageplus.com/rnc-advantageplus/pfm/100/130_0612.HTM
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The insurance company pays the lesser of the amount determined in 
Step 5 or the limit of insurance. The insured is responsible for the 
remaining loss amount. 

Example: In this case, Bailey Hardware incurs a coinsurance penalty 
calculated as follows: 

Step 1: The value at the time of loss is $125,000. 
Step 2: $125,000 X .80 = $100,000 
Step 3: $90,000 / $100,000 =.9 
Step 4: $50,000 x.9 = $45,000 
Step 5: $45,000 – $1,000 = $44,000 
The insurance company pays $45,000. The remaining $5,000 is Bailey 

Hardware's responsibility. 
 
ADDITIONAL COINSURANCE REQUIREMENT EXAMPLES 
A way to remember the coinsurance penalty formula is DID / SHOULD X 

Loss. The amount of insurance carried (DID) is divided by the amount that 
SHOULD have been carried. This resulting percentage is multiplied by the 
amount of loss to determine the amount the insurance company pays. The 
following examples illustrate how the penalty is developed and applied. 

Example 1 (Adequate Insurance) 
$750,000 property value at time of loss 
80% coinsurance percentage for the coverage 
$600,000 limit of insurance carried (DID) 
$500 deductible 
$75,000 amount of loss 
Step 1: The value at the time of loss is $750,000 
Step 2: $750,000 X 80% = $600,000 (SHOULD) 
Step 3: $600,000 / $600,000 = 1.00 (DID / SHOULD) 
Step 4: $75,000 X 1.00 = $40,000 
Step 5: $75,000 – $2,500 = $72,500 
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The insurance company pays the amount of loss minus the deductible. 
The insured is not a co-insurer because it maintained adequate insurance 
to value. 

 
Example 2 (Inadequate Insurance) 
$750,000 property value at time of loss 
80% coinsurance percentage for the coverage 
$500,000 limit of insurance carried (DID) 
$2,500 deductible 
$75,000 amount of loss 
Step 1: The value at the time of loss is $750,000. 
Step 2: $750,000 X 80% = $600,000 (SHOULD) 
Step 3: $500,000 / $600,000 = .833 (DID / SHOULD) 
Step 4: $75,000 X .833 = $62,250 
Step 5: $62,250 – $2,500 = $59,750 
The insurance company pays $59,750. The insured becomes a co-

insurer for the remaining $12,750 as well as being responsible for the 
$2,500 deductible. This is the penalty for not maintaining adequate 
insurance. 

 
Example 3 (Over-insurance) 
$750,000 property value at time of loss 
80% coinsurance percentage for the coverage 
$700,000 limit of insurance carried (DID) 
$2,500 deductible 
$75,000 amount of loss 
Step 1: The value at the time of loss is $750,000 
Step 2: $750,000 X 80% = $600,000 (SHOULD) 
Step 3: $700,000 / $600,000 = 1.167 (DID / SHOULD) 
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The calculations stop at this point. A coinsurance penalty does not apply 
when the percentage is 1.00 or higher. On the other hand, the insured does 
not receive a bonus or additional consideration for over-insuring because 
insurance is a contract of indemnity. The insurance company pays $75,000 
– $2,500 = $72,500. 

 
BLANKET INSURANCE 
Most insurance company rules require using a 90% or 100% 

coinsurance clause in conjunction with an annual statement of values when 
coverage is written on a blanket basis. Blanket coverage applies to two or 
more coverages or two or more separate buildings or fire divisions for a 
single limit of insurance. 

Related Article: Blanket Property Insurance 
However, when blanket insurance is written subject to a coinsurance 

percentage, the percentage selected applies to every item of property 
included in the blanket. As a result, and in order to calculate the penalty, 
the value of every item of property within the blanket must be determined at 
the time of loss in order to calculate the penalty (if any). This applies even if 
the loss involves only one item. 

 
Example: 
The property values at time of loss are: 
• $275,000 Building at Location 1 
• $100,000 Personal Property at Location 1 
• $75,000 Personal Property at Location 2 
• $450,000 Total Values 
90% Coinsurance for the blanket 
$350,000 Total limit of insurance carried 
$1,000 Deductible 
$85,000 Building amount of loss 
$20,000 Personal Property amount of loss 
$105,000 Total loss 
Step 1: The values at the time of loss are $450,000. 

http://rnc-advantageplus.com/rnc-advantageplus/pfm/100/130_0618.HTM
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Step 2: $450,000 X 90% = $405,000 (SHOULD) 
Step 3: $350,000 / $405,000 = .864 (DID / SHOULD) 
Step 4: $105,000 X .864 = $90,720 
Step 5: $90,720 – $1,000 = $89,720 
The insurance company pays $89,720. This is its share after applying 

the coinsurance penalty and further reduced by the amount of deductible. 
 
VALUATION OF PROPERTY 
Coinsurance can apply based on either actual cash value or replacement 

cost valuation. If it is used with replacement cost valuation, the insured 
must review the values regularly and keep them as current as possible. An 
automatic percentage increase should be used for buildings. Personal 
property should be subject to regular inventory checks to maintain proper 
insurance to value and to avoid underinsurance. Allowing a policy to renew 
“as is,” almost guarantees a coinsurance penalty for being underinsured if a 
loss occurs. 

 
AGREED VALUE COVERAGE OPTION 
Agreed Value is a coverage option available with the Building and 

Personal Property Coverage Form. It requires that the insured and the 
insurance company agree on the full value of certain property before a loss 
occurs. Any covered loss is adjusted based on that agreed value. When the 
Agreed Value Coverage Option is used, the coinsurance condition is 
waived because the agreed value arrangement supersedes and replaces 
coinsurance. 

Note: The agreed value is subject to time limitations. The expiration date 
of this valuation agreement is entered on the declarations. This gives the 
parties the opportunity to review the amount selected periodically to 
determine if it is still adequate. 
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