
Reinstatement Value (Property Insurance) 

What does this mean? 

Reinstatement Value refers to the cost required to rebuild or repair a property to the 
same condition it was in before the damage occurred. 

This includes the current cost of materials, labour, construction, and professional fees 
required to reconstruct the building or replace insured property. 

It is different from market value because it does not include the value of land. 

In simple terms, reinstatement value is the cost to rebuild, not the price to sell. 

 

Why is this Important? 

Ensures full rebuilding after loss 

If the property is destroyed, reinstatement value helps rebuild it completely. 

Prevents underinsurance 

Insuring for market value may lead to insufficient claim payout. 

Reflects rising construction costs 

Construction costs increase over time due to inflation and material price changes. 

Required for accurate sum insured 

Insurance policies are usually based on reinstatement value to calculate coverage. 

 

How does it Work in Insurance? 

The reconstruction cost of the building is calculated using current construction rates. 

The Sum Insured is set based on this reinstatement value. 



If the property is damaged, the insurer pays the cost to repair or rebuild to original 
condition. 

Claims are settled after damage assessment and verification. 

Compensation is provided only if the property is actually repaired or rebuilt. 

 

What Costs are Included in Reinstatement Value? 

Typical inclusions 

Construction materials and labour 

Architect and engineer fees 

Debris removal and site clearance 

Contractor charges 

Electrical and plumbing reinstatement 

Cost of rebuilding permanent fixtures 

 

What is NOT Included? 

Common exclusions 

Land value 

Market price fluctuations 

Wear and tear or ageing 

Cost of upgrading beyond original condition 

Intentional damage 

Insurance restores the property to its previous state, not a better one. 

 



Where is it Applicable? 

Reinstatement value is used for: 

Residential buildings 

Commercial properties 

Offices and shops 

Industrial buildings 

It is mainly applied in building and property insurance policies. 

 

When Should It Be Reviewed? 

Reinstatement value should be reviewed: 

At every policy renewal 

After renovation or extension 

When construction costs rise significantly 

When property features change 

Regular review helps maintain correct insurance coverage. 

 

Simple Example 

A house has a reinstatement value of ₹60 lakh. 

A major flood destroys large portions of the building. The reconstruction cost is ₹25 
lakh. The insurance company pays the rebuilding cost as per policy terms, allowing the 
house to be restored to its original condition. 

 



Key Points to Remember 

Represents rebuilding cost, not market value 

Used to calculate sum insured for buildings 

Includes labour, materials, and professional fees 

Must be reviewed regularly 

Ensures full restoration after damage 

 

Simple Summary 

Reinstatement value is the cost required to rebuild or repair a property to its original 
condition after damage, ensuring adequate insurance coverage. 

 


