
A guide to avoiding underinsurance

There are two ways that you can end up under-
insuring your happy place:

1. Accidentally – because you underestimate how 
much your holiday caravan is worth and/or how 
much it’d cost to replace it on your park on  
your pitch

2. Deliberately - to try to save money on your  
insurance premium.

Either way, the result will always be the same: your holiday 
caravan or lodge will not be adequately covered for loss 
or damage!

So, how might you accidentally under-insure your happy place?

Let’s start by looking at New for Old policies.  

A New for Old insurance policy is designed to ‘do what it says on the tin’. If your ‘old’ holiday caravan or 
lodge is damaged beyond economical repair, a New for Old policy should cover the cost of a brand ‘new’ 
replacement unit. 

Similarly, if you break a window, you should be able to claim for a brand-new replacement window under a 
New for Old Policy.

Sounds simple doesn’t it. And it should be. But there is 
a caveat - which is that a New for Old policy will only 
respond by replacing ‘old’ for ‘new’ if amount you’re 
insured for is adequate. 

So, what do we mean by ‘adequate’? 

Well, if you buy a brand-new (2021) caravan or lodge 
today on your dream pitch on your dream park for £40k 
then you need to insure it for the same as the amount 
you paid for it. £40k. Easy! 

Click here to use the handy Compass 
Calculator to figure out your own Sums 
Insured requirements.
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Fast forward 1 year…

Your happy place is a year older and while the value of it on your pitch on your park won’t have dropped 
too much, you wouldn’t get the £40k you paid for it if you sold it on tomorrow.

BUT… that doesn’t mean you should reduce the amount you insure it for. 

The cost of brand-new holiday caravans and lodges often increases year-on-year. 

AND EVERY TIME you renew your New for Old policy, you’ll need to insure your holiday caravan or 
lodge for the cost of a BRAND-NEW EQUIVALENT, on your pitch, on your park. 

This is one of the reasons why Compass automatically applies index-linking to our customers’ policies. For 
more on this, please see the glossary at the end of this guide.

Top Tip: We always recommend that you check what it would cost to replace your happy place with your 
park owner. They’re usually more than happy to help, your being under-insured can impact them too.

Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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Insuring second-hand units on a New for Old policy

When it comes to buying a second-hand unit, the same rule applies. 

This can seem a bit odd, but again it comes back to having the ‘old’ replaced with a ‘new’ equivalent.
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Little savings versus BIG COSTS

As we said earlier, there are two ways that you can end up under-insuring your happy place. 

1. Accidentally – because you underestimate how much your holiday caravan is worth and/or how much 
it’d cost to replace it on your park on your pitch

2. Deliberately - to try to save money on your insurance premium.

Either way, the result will always be the same: your holiday caravan or lodge will not be adequately 
covered for loss or damage!

Let’s now take a look at under-insurance in terms of premium cost – as this clearly shows how under-
insuring your happy place can end up being the most expensive £30 or so you never spent.

Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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Premium examples

Insurance premiums are based on the amount of 
cover provided under the policy. This means that the 
more your happy place is worth, the more it’ll cost to 
cover it. 

Let’s take a quick look at some illustrative premiums 
(*4) for a Compass New for Old policy as of  
20th May 2021: 

• To insure a holiday caravan for £20,000 would cost £112.20 

• To insure a holiday caravan for £30,000 would cost £145.20  

• To insure a holiday caravan for £40,000 would cost £171.20.

We can see here that the difference between £20k and £40k of cover is £60 (or £6 a month, plus interest, if 
you spread your payments over 10 months via Direct Debit).  

While £60 is not an insignificant amount of money, it’s a tiny 0.3% of £20k. Let’s keep this in mind while we 
take a look at the potential cost of under-insuring your holiday caravan or lodge. 

Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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Little savings versus BIG COSTS

A scary (but true) example of a claim

The first thing your insurance provider will do if you make 
a claim is check the amount you’re covered for. 

If you’re found to be under-insured, any claims payment 
made will be proportionate to the amount you have 
insured for, which could leave you seriously out  
of pocket.
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Here’s an example to illustrate the point:

• To replace your holiday caravan on your pitch on 

your park with a brand-new equivalent model 
would cost £40,000.

• However, you insure it for just £20,000 under a 

New for Old policy.

• This means you’ve under-insured your unit by 50%.

• Your holiday caravan is subsequently damaged 
beyond repair. 

• You submit a claim. Your insurance provider 

quickly establishes that you’ve under-insured  

by 50%. 

• The total amount you’ve under-insured for is  

calculated in proportion to your Total  

Sums Insured.

• Your Total Sums Insured is £20,000. 50% of  
£20,000 = £10,000. 

• You are offered a £10,000 claims settlement.
• This leaves you £30,000 short of the amount it will actually cost to replace your holiday caravan on 

your pitch on your park with a brand-new equivalent. 

A word about finance

As hard as the above scenario would be for anyone to deal with, it’d be even worse if you were 

paying for your happy place on finance. Your claims payment may not pay your outstanding 

balance and you may find yourself paying for a unit you no longer own for some time.

Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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Market Value Cover

So far, we’ve concentrated on New for Old cover. 
However, sometimes you may not want, need, or be 
able to afford this type of cover.

If that’s the case, Market Value cover may be a good 
alternative. At Compass, all units over the age of 30 
years old are placed on this type of cover.

The main benefit of Market Value cover, according to 
Compass customers, is that it is often (but not always) 
cheaper to buy than New for Old cover.

BUT….That is on the proviso that you’re not insuring your unit for the  
amount of money it’d cost to buy a new one. 

Let’s take a look at some illustrative premiums (*4) for 
a Compass Market Value policy as of 24 June 2021:

• To insure a holiday caravan with a market value of 
£5,000 would cost £58.74 

• To insure a holiday caravan with a market value of 
£7,000 would cost £82.24 

Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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If you insure your happy place on a Market Value basis 
and it is damaged beyond repair, you’d be offered a 
settlement payment (as opposed to a replacement unit). 
The settlement payment will reflect the amount we think 
your unit was worth at the time of your loss, which will 
normally be less than the amount you insured it for. 

Your settlement is unlikely to cover the cost of a (similarly 
specified) replacement unit, and it’ll be up to you to pay 
any shortfall.

Similarly, if you were to make a claim for a broken 
window, you would receive a claims payment for the 
market value of the window (i.e., the payment would be 
unlikely to cover the cost of a brand- 
new equivalent). 

Under-insuring under a Market Value policy

If you under-insure your happy place on a Market Value basis, any claims payment made will be 
proportionate to the cover you have purchased.

While this won’t result in the levels of shortfall that you’d experience if you under-insure on a New for Old 
policy, it can still put a significant dent in your wallet.

Confused?

People can find it difficult to get their head around Market Value cover, so it’s perhaps helpful to think of it 
like buying a car… we all understand that the value of a car drops the moment you drive it off the forecourt. 

Similarly, what you pay for your holiday unit today is not necessarily what it’ll be worth tomorrow.
This is why a Market Value settlement figure will tend be less than the amount you insured your unit for.

Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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Making a claim
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Terminology

As much as we try to put things into plain English, there are some insurance references that cannot be 
changed. These include the following, which you’ll need to understand to make sure you purchase the 
right cover.

Sums Insured 

Your Sums Insured is the maximum total amount 
of money you’re covered for. There are two types 
of Sums Insured amounts on a Compass holiday 
caravan/lodge policy.

Structures Sums Insured - the total amount that 
your holiday caravan/lodge (and any associated 
structures, e.g., steps and decking) will be  
covered for. 

Contents Sums Insured - the total amount that the 
contents you keep at your holiday caravan/lodge are 
insured for. 

Index-linking

Index linking is commonly applied to property-
related insurance policies to try to help  
avoid under insurance. 

It works by automatically increasing a structure’s 
Sums Insured by a set amount at every annual 
renewal. This increase will be in line (linked) to 
an estimated increase in the cost of replacing (or 
rebuilding) the insured structure.

So, Compass increases the Sums Insured amount 
of our New for Old policyholders at renewal to allow 
for any increase in the cost of replacing the unit. This 
increase is reflected in the Sums Insured amount 
shown on the renewal schedule.

Please refer to page 2 of this guide for more 
information about this.

Market Value cover

Market Value cover works very differently to New for 
Old cover.

If you opt for market value cover for your holiday 
caravan/lodge and subsequently have to make a 
claim for damage or loss, the “market value” principle 
will be applied. 

For example, following a total loss, you would receive 
a payment for the market value of your holiday 
caravan/lodge immediately prior to the loss (which 
may not equate to the Sums Insured amount stated 
on your policy schedule). 

Similarly, if you were to make a claim for an 
irreparably broken window, you would receive a 
claims payment for the market value of the window 
(i.e., the payment would be unlikely to cover the cost 
of a brand-new equivalent). 

New for Old cover

If you insure your holiday caravan/lodge with 
Compass on a New for Old basis, your holiday 
caravan/lodge will be replaced with the most recent, 
brand-new model (or an equivalent) following a  
total loss. 

Similarly, if you were to make a claim for an 
irreparably broken window, you could expect a 
brand-new replacement window. 

With Compass, you can insure your holiday caravan 
and lodge up to an age of 30 years. 
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Frequently asked questions (FAQs)

Below are some of our most frequently asked questions in relation to under-insurance. If you have any 
questions that are not answered below, please get in touch with our friendly team on 0344 274 0277. 

Q) I don’t know how much to insure my holiday caravan/lodge for. Can you tell me?

A) Compass are not allowed to tell you how much your unit should be insured for. However, there are lots of 
ways to work out how much to insure for. For example, you can look at similar units for sale on your park, or 
just ask your park owner, who should be able to help you come up with an appropriate figure. 

Q) What’s the minimum amount I should insure my holiday caravan/lodge for?

A recent analysis (2020) of the market showed that in most cases, it would cost a minimum of £25,000 to 
replace a damaged holiday caravan/lodge with a brand-new equivalent. That’s why Compass doesn’t insure 
any new policies for less than £25,000 on a new for old basis. 

This also means that if your “Sums Insured” (the amount your holiday caravan/lodge is insured for) is less than 
£25,000, you could be under-insured. 

To check, ask your park owner if your Structure Sums Insured amount is enough to buy you a brand-new 
replacement/equivalent for your current holiday caravan/lodge (or an equivalent) on your current pitch on 
your park. 

Q) Will my decking/steps/hot tub/shed etc covered under my Compass policy?

Yes. Under a Compass policy, these additional structures are included within the definition of ‘Structures’ – 
BUT you must add their value to your Structures Sums Insured amount, otherwise you could end up being 
underinsured. (If you buy a Compass policy online, we’ll ask you to specifically detail a Sums Insured amount 
for any extras like decking and verandas). 

Q) How often do I need to review my Sums Insured amount(s)?

We recommend you review the amount you are insured at each renewal because the cost of replacing 
caravans and lodges changes from year to year. Don’t forget you can change your sum insured at any point 
you wish to by contacting us.
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Click here to use the handy Compass Calculator to figure out your own Sums Insured 
requirements.
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