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Depreciation Basics
Here are three terms that will help you understand how depreciation works in connection with
insurance claims.  Your insurer may depreciate both your “stuff” and your dwelling.

Depreciation: The loss in value from all causes, including age, wear and tear.

Replacement cost: The “new” price of what it would cost to actually repair or replace a damaged or
destroyed item.  Most policies these days are “REPLACEMENT COST” (“RC”) policies because
they’re supposed to cover the cost of replacing what you have lost.  To collect the full amount you’re
entitled to under an RC policy, you have to actually replace the items and send the receipts to the
insurer with a demand for the balance they owe you.  Insurers don’t volunteer to pay – you insist.

ACV (Actual Cash Value):  The “old” price of an item as it was pre-loss, sometimes explained as the
price a willing buyer would have paid you immediately before the event that caused your loss.  Some
policies limit payouts to “ACV” and that’s all they pay.  If you’ve got an ACV policy, you’ll probably
need to argue for less depreciation to be taken on major items, but once the check is cut, that’s all you
will get, regardless of what it costs to actually replace what you had.

THE DEPRECIATION PROCESS
The “normal” contents claim process is: the claimant (with help from an adjuster) prepares a detailed
list of every single damaged or destroyed item noting approximate age, value, and replacement cost. 
The adjuster/insurer depreciates certain items to account for their age and wear and tear, and cuts a
check for what’s called “ACTUAL CASH VALUE” (“ACV”) of the entire inventory.  (Often the
depreciation that the adjuster/insurer applies to your item is excessive).  Once you replace items your
insurer generally owes you the balance between the ACV and what it actually cost you to replace or
repair (subject always to your individual policy’s wording and limits.)

If you replace everything you lost and submit receipts to your insurer with a demand for the balance
due, you’ll be fully reimbursed and the excessive depreciation won’t matter.  But most people can’t
and don’t replace everything they lost, so depreciation does matter.

The most important thing to understand about depreciation is that it is subjective and you can
refuse to accept excessive depreciation.  To recover the full benefits you’re entitled to under your
policy, negotiation is the name of the game.

FAQs

Q:  Why is my insurance adjuster depreciating my contents items when I have a
replacement cost policy?

A:   Because there is language in your policy that lets them do that.  For most items, once you replace
and submit proof, they must pay you the difference between the depreciated amount they paid and
what you spent.
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Q:   You mean I have to pay out of pocket before I get reimbursed?

A:    That’s right.

Q:  Why such a complicated process?

A:   The process deters fraud and allows your insurer to pay out less than they really owe.  Most
people don’t end up replacing everything lost so it works to the insurer’s advantage.

Q:   What are the rules for how much and which things get depreciated?

A:    Depreciation should be reasonable, not excessive. Depreciation is subjective.  The IRS publishes
depreciation guides; United Policyholders publishes a depreciation guide, and industry publications
offer depreciation guides.  The bottom line is you need to resist excessive depreciation by arguing
back and providing proof of the value and condition of your lost or damaged items.

Q:    Are there laws or regulations that relate to depreciation?

A:     This varies state by state.  California, for example, has the following law:

Fair Claim Settlement Practices Regulations:  §2695.9 (f) When the amount claimed is adjusted
because of betterment, depreciation, or salvage, all justification for the adjustment shall be contained
in the claim file. Any adjustments shall be discernable, measurable, itemized, and specified as to
dollar amount, and shall accurately reflect the value of the betterment, depreciation, or salvage. Any
adjustments for betterment or depreciation shall reflect a measurable difference in market value
attributable to the condition and age of the property and apply only to property normally subject to
repair and replacement during the useful life of the property. The basis for any adjustment shall be
fully explained to the claimant in writing.

(1) Under a policy, subject to California Insurance Code Section 2071, where the insurer is
required to pay the expense of repairing, rebuilding or replacing the property destroyed or
damaged with other of like kind and quality, the measure of recovery is determined by the
actual cash value of the damaged or destroyed property, as set forth in California
Insurance Code Section 2051. Except for the intrinsic labor costs that are included in the
cost of manufactured materials or goods, the expense of labor necessary to repair, rebuild
or replace covered property is not a component of physical depreciation and shall not be
subject to depreciation or betterment.

Q:  How do I resolve a dispute between me and the adjuster/insurer over
depreciation?

A:    The same way you resolve any claim-related dispute:

1. Make a specific request for what you feel is a fair resolution and back it up with documentation
and your best arguments to support your position.

2. Go up the chain of command at the insurance company, (See UP’s tips titled; “Speak UP”)
3. File a complaint with your state Insurance Department.
4. If there’s enough money at stake, hire professional help.  Start at the “Find Help” section of our

website for more information.
5. Mediation and/or Litigation.

TIPS AND RESOURCES
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Tip #1:  Depreciation is negotiable.  The lower the value an adjuster puts on your property – the
less you will be reimbursed by your insurer.  There is no agreed-upon schedule or set standard for
how much insurers can depreciate your personal property.  Insurance adjusters use their own
personal views on the value of items plus guidelines on depreciation provided by their employer.  It is
hard to pin down an adjuster on how they valued your damaged or destroyed items.  But these values
impact your pocketbook so they are important to challenge if they are unfairly low.

Tip #2:  Age isn’t everything.  Even if an item was old, it may be in good to excellent condition.

Be prepared to fight to collect the full value of your possessions, particularly major items, and don’t
forget to submit receipts and collect full value after you replace items.  Although this is no “official”
depreciation schedule in common use across the United States, there are resources you can consult.  
United Policyholders offers a Depreciation Guide that gives you a general idea of the useful life of
common household items.  Remember – it’s only a guide.  Your items may be more or less valuable
depending on their condition.  Another resource is a website designed for insurance company use:
www.claimspages.com.  This site features a depreciation calculator
http://www.claimspages.com/tools/depreciation.  Again, this is only a tool.

Tip #3:  Negotiate ACV deductions on a case-by-case basis to reflect how worn the items really
were.  The furniture in your guest room should be depreciated less than the furniture in your master
bedroom because it was used less and was in better shape. – The Replacement Cost and the Actual
Cash Value of some items are the same.

Tip #4:  Many items should not be subject to any depreciation.  Examples are: antiques, fine art
and jewelry, computer media (CD’s, etc.), software, framing, masonry, concrete, insulation, light
fixtures. – Some items depreciate faster than others.  Examples: electronics, soft furniture, clothes and
shoes depreciate faster than hard furniture, washer/dryers, etc.

Tip #5     If an insurer applies a fixed percentage across all items, challenge them! Since every
item is unique, an insurer must apply a percentage of depreciation specific to each item. This is very
time-consuming so some adjusters will try to depreciate all items across the board by a set
percentage (30-50% is common) You can either negotiate a much lower percentage (3-5%, for
example) or insist that items be depreciated individually.

Tip #6:  Depreciation should be based upon the “Remaining Life Expectancy” of an item – not
necessarily the age of the item. You may have had a guest room in your house with beautiful green
shag carpet from 1970. According to the insurer’s depreciation schedule, the carpet should have only
lasted 5 years. However, in your case, since the room is rarely used, the carpet is in like-new
condition. It would be advisable to argue the remaining life expectancy of the carpet is still 5 years and
no depreciation should be taken at all. Under the insurer’s argument, the carpet wore out 28 years
ago and according to their schedule – you would owe them money!

Tip # 7: Don’t accept excessive depreciation of items that are missing or totally destroyed
where it’s hard to determine the remaining life expectancy. There have been many cases where
items have been stolen and an insurer applies a large percentage – say 75% depreciation on those
items. The insurer should be asked how they arrived at their percentage if they did not see the items.
How do they know how much life is left in them? Does the insurer really believe that a thief is going to
steal an item that only has 25% of its life left? That does not make sense and the insurer should be
challenged on that.

The information presented in this publication is for general informational purposes and is not a substitute for legal advice. If
you have a specific legal issue or problem, United Policyholders recommends that you consult with an attorney. Guidance
on hiring professional help can be found in the “Find Help” section of www.uphelp.org. United Policyholders does not sell

insurance or certify, endorse or warrant any of the insurance products, vendors, or professionals identified on our website.
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Date: February 24, 2022
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Should depreciation be applied to demolition, cleaning, and odor control costs following a fire
loss?

We have a commercial client who suffered a fire damage claim to his retail market. In the course of settlement, the insurance

company  applied depreciation to the demolition, cleaning, and odor control that is needed on the claim. We do not feel that

depreciation is applicable to demolition, cleaning, or odor control methods and should apply only to the replacement or direct

repair of the building. We are looking for some guidance on this part of the negotiation.

                                                                                                                                       New Hampshire Subscriber

FC&S Claims Magazine

Redcorn v. State Farm

Branch v. Farmers Ins.
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Calculating Depreciation 
for Structural and Personal 
Property Line Items
5 . 1 5 . 2 0 1 5
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Calculating Depreciation for Structural and Personal Property Line Items 2

INTRODUCTION 

Xactimate 28 features a powerful depreciation calculator with multiple 
options to fit your workflow. 

There are three options to calculate depreciation: Amount, Percent, or the 
Age/Condition of the item. When you select Percent or Amount, you can 
enter the appropriate number in the adjoining field. When you select Age/
Condition, you can enter the age in years and select the condition of the 
item. After this information is entered, Xactimate automatically calculates 
the depreciation value.

SETTING ESTIMATE-WIDE DEPRECIATION DEFAULTS

To set the depreciation defaults for an estimate, click the Claim Info tab and 
select Parameters. Depreciation options selected in this window only apply 
to newly added line items within the estimate. The same options may be set 
as defaults for all future estimates in User Preferences.

DEPRECIATION CALCULATIONS BASED ON AGE/USE  

When you choose to depreciate items by Age/Condition, the calculation is 
based on information stored in the price list item. Each Xactware price list 
and general quote item contains the item’s suggested life expectancy, annual 
depreciation, and maximum depreciation. 

There are three options to calculate 
depreciation: Amount, Percent, or the Age/
Condition of the item

When you choose to depreciate items by 
Age/Condition, the calculation is based on 
information stored in the price list item.
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Calculating Depreciation for Structural and Personal Property Line Items 3

Determining Average Life Expectancy
Many factors affect the lifespan of a product. For example, the quality of 
workmanship in the installation or manufacture of the product, how well 
the product is maintained, weather and climatic conditions (especially for 
exterior products), and the intensity of use all have an impact on how long 
a product is used. Providers of life-expectancy data for housing components 
and personal property either report information using a range from “best 
case” to “worst case”, or simply provide an “average.”  Because the type of 
data provided by each source can vary, Xactware combines the information 
into a single average for each line item, and then allows modification to the 
suggested depreciation through the “Condition” option.

For detailed information about the life expectancy, annual depreciation, and 
maximum depreciation applied in Xactware price lists, visit the Xactware 
Abbreviated Depreciation Information document.

Determining the Appropriate Condition

The Condition option provides an easy and consistent means to modify 
the standard suggested depreciation, based solely on the item’s age and 
condition. When calculating depreciation by age, a simple formula is used 
that divides the age by the life expectancy. For example, an item that is 10 
years old and has an average life expectancy of 20 years, would calculate a 
suggested average depreciation of 50% (10 / 20 = .50). This formula works 
very well, but assumes a normal or average condition of the item.

Since items are not all used in the same manner or kept in the same 
condition, Xactware uses standard factors across all items to modify the age 
calculations described above. 

Condition Option Factor Applied

Average 1

Below Average 1.4

Above Average .6

New 0

Replaced 0

For example, the same item that is 10 years old with a life expectancy 
of 20 years but has been kept in above average condition would have a 
depreciation of 30% ((10/20)*0.6=0.3).

Depreciation options are subject to a maximum depreciation which will, in 
most cases, default to 100% unless changed by a user or company.

Depreciation options are subject to a maximum 
depreciation which will, in most cases, default 
to 100% unless changed by a user or company.
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Calculating Depreciation for Structural and Personal Property Line Items 4

AVERAGE LIFE EXPECTANCY DATA SOURCES 

Real Property

Information on life expectancy is obtained from, and used with the express 
permission of, the National Association of Home Builders (NAHB). NAHB 
life-expectancy research is documented in their Life Expectancy of Housing 
Components report. This report was compiled from extensive research with 
manufacturers, installers, contractors, and home inspectors. It is widely 
used within the housing industry, and referenced on many sites such as the 
Housing and Urban Development site (www.huduser.org), The National 
Institute of Building Services, The Old House Web (www.oldhouseweb.net), 
and numerous private home inspection service and insurance agency sites. 
The report provided by the NAHB is the most comprehensive study available 
on the life expectancy of housing components.
 
Resources Used by the NAHB

The following is a partial list of the resources used by the NAHB in their life-
expectancy research:

• Kitchen Cabinet Manufacturers Association

• AFPA Associates of Western Plastics—Laminate Countertops

• Ceramic Tile Institute of America

• Wayne Dalton Corp

• National Wood Window and Door Association

• Raynor Garage Doors

• Brick Institute of America

• Carpet & Rug Institute

• Resilient Floor Covering Institute

• National Wood Flooring Association

• Marble Institute

• Hardwood Plywood Mfrs. Association

• National Terrazzo and Mosaic Association

• Congoleum Corporation

• ACRI Air Conditioning & Refrigeration Institute

• Air Movement & Control Association

• American Gas Association

• American Society of Gas Engineers

• Insulation Contractors Association of America

AHB life-expectancy research is documented in 
their Life Expectancy of Housing Components 
report. This report was compiled from extensive 
research with manufacturers, installers, 
contractors, and home inspectors. 
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Calculating Depreciation for Structural and Personal Property Line Items 5

• North American Insulation Manufacturers Association

• National Stone Association

• American Concrete Pipe Association

• Cast Iron Soil and Pipe Institute

• National Roofing Contractors Association

• Alcoa Building Products

• Association of Wall and Ceiling Industries

• Safety Glazing Certification Council

• Screen Manufacturers Association

• Optimum Window Manufacturing

Personal Property

Xactware uses the Joint Military Industry Depreciation Guide (JMIDG) for 
personal property life-expectancy information. The JMIDG has been used 
for many years by the US military and the private moving industry to place a 
value on personal property damaged during a move. 

Xactware incorporates the information published by the GSA as a public 
resource.

CONCLUSION 

In summary, Xactware’s goal is to provide the most complete and up-to-date 
building cost and personal property replacement data available in the claims 
industry. It is important to note, however, that the depreciation information 
stored with each line item is based on average information gathered from 
various sources. Users should view this information as a suggestion and 
modify it as needed. 

Actual condition of the item should always be taken into account by the 
estimator to ensure that the appropriate depreciation is applied, whether 
by a straight percentage, dollar value, or using the age-based calculations 
provided by Xactware.

Xactware uses the Joint Military Industry 
Depreciation Guide (JMIDG) for personal property 
life-expectancy information. The JMIDG has been 
used for many years by the US military and the 
private moving industry to place a value on personal 
property damaged during a move. 
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About Xactware

Xactware Solutions provides computer software solutions for
professionals involved in estimating all phases of building and
repair.

In 1986, Xactware opened for business with Xactimate, its
�agship estimating system. Xactimate helped contractors
and insurance adjusters estimate repairs much faster and
more accurately than they ever could before. Since then,
Xactimate has evolved into a high-powered package complete
with a patented plan-sketching program, and Xactware has
become much more than just Xactimate.

Today 22 of the top 25 property insurance companies in the U.S. and 10 of the top 10 Canadian insurers use Xactware property insurance claims
tools. Xactware features software solutions for every phase of a building's life: from remodeling to totally replacing a building, from determining the
cost of rebuilding a structure to preserving and repairing a home.

Xactware also provides tools to estimate personal property, emergency repairs, and more. Xactware users can work on a desktop, laptop, tablet,
smartphone, or "on the cloud" using browser-based solutions. Estimating products are connected to a comprehensive set of tools that includes an
assignment network, analytical reports, cost research, project management, and third-party products. The online training center provides users with
high-quality training on Xactware solutions and the construction industry.

Xactware reinvests heavily in research and development as well as in the quality of people who develop its products.

Xactware is a Verisk Analytics company.

*Based on the A.M. Best Homeowners Multiple Peril ranking. 



Login

Company > About Xactware

Solutions

Claims Estimating
Contents Estimating
Pack Out
Weather Analytics
Claims Management
Remodeling Estimating
Property Preservation
Job Management
Policyholder Self-Serve
Construction Training

Products

Xactimate
XactContents
ContentsTrack
Benchmark
Respond
XactAnalysis
XactAnalysis SP
XactRemodel
XactRemodel GO
XactPRM
Property Pres Wizard
EstimateON
ClaimXperience
Restoration Manager
Inspection Manager
Punchlist Manager
Online Training Center

Resources

Case Studies
Consulting Services
Image Request
Online Sketch Gallery
Pricing Data Services
Property Reports
Wallpaper
Webcasts
Xactware ID

Training

Classroom Training
Virtual Classroom Training
Self-Paced Training
Construction Basics
Workbooks
User Certi�cation
Trainer Certi�cation
Continuing Education

Company

Careers
About Xactware
Contact Us
Manage Email Preferences
News
Visit Us
We're Listening
Site Map

International

Belgium (Nederlands)
Australia
Canada (francais)
Canada (English)
France
Germany
Great Britain
Ireland
Netherlands
New Zealand
United States

Solutions Products Community Resources Training Company Support XactwareTV Store 

We use cookies on this site to enhance your experience. By continuing to use this site you are agreeing to our use of cookies.

Continue  Learn More

English (United States)
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