DEPRECIATION BASICS

Here are three terms that will help you understand how depreciation works in connection
with insurance claims:

Replacement cost: The OnewO price of what it would cost to actually repair or replace a
damaged or destroyed item. Mgsiicies these days are OREPLACEMENT COSTO
(ORCO) policies because theyOre supposed to cover the cost of replacing what you have
lost. To collect the full amount youOre entitled to under an RC policy, you have to
actually replace the items and send #eipts to the insurer with a demand for the

balance they owe you. Insurers donOt volunteer tByaty insist.

ACYV (Actual Cash Value): The OoldO price of an item as it wasigse, sometimes

explained as the price a willing buyer would have paidigouediately before the event

that caused your losSome policies limit payouts to OACVO and thatOs all they pay. If
youOve got an ACV policy, youOll probably need to argue for less depreciation to be taken
on major items, but once the check is cuti@saall you will get, regardless of what it

costs to actually replace what you had.

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

The Depreciation Process

The OnormalO contents claim process is: the claimant (withdralpri 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 edll®OACTUAL

CASH VALUEO (OACVO) of the entire inventoi@ften the depreciation that the
adjustefinsurer applies to your item is excessiveyce you replace items your insurer
generally owes you the balance between the ACV and what it actudllyoco® replace

or repair (subject always to your individual policyOs wording and limits.)
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If you replace everything you lost and submit receipts to your insurer with a demand for
the balance due, youd fully reimbursed and trexcessive depreciath wonOt matter
But most people canOt and donOt replace everything they lost, so depreciation does matter.

The most important thing to understand about depreciation iit thatibjective and
you can refuse to accept excessive depreciation. To recwer the full benefits youOre
entitled to under your policy, negotiation is the name of the game.

FAQOs

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

A: Because there is language in your poliat tbts them do thatFor most itemspnce
you replace and submit proof, they must pay you the difference between the depreciated
amount they paid and what you spent.

Q: You mean I have to pay out of pocket before I get reimbursed?
A ThatOs righ
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 donOt end up replacing everything lost so it waltksitsurerOs advantage.

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

A: Depreciation should be reasonable, not excessive, but there are no set rules.
Depreciation is subjective. The IRS publishes some deprecgtidas;United

Policyholders publishes a depreciation guide,iaddstry 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 items.

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

A: The same way you resolve any claiehated 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 commd at the insurance company, (See UPOs tips titled:;
OEffective Claims ComplaintsO)
3. File a complaint with your state Insurance Department.
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4. If need be, hire professional help. Start at the OFind HelpO section of
www.uphelp.org
5. Mediation and/or Litigation.

TIPS AND RESOURCES

Tip #1: Depreciation amounts are subjective and very negotiable. There is no

uniform or legally binding schedule or set standard for how much insurers can depreciate
the value of your personatqperty. Insurance adjusters use their own subjective views
plus guidelines on depreciation provided by their employer. It is hard to pin down an
adjuster on how they arrived at the values they put on your damaged or destroyed items.
But these values ipact your pocketbook so they are important to challenge if they are
unfairly low. The lower the value an adjuster puts on your projpditg less you will be
reimbursed by your insurer.

Tip #2: Ask your insurer to provide you with a copy of the depreciation schedule
they use. Be prepared to fight to get the full amounts you’re entitled to, particularly
on major items, and don’t forget to submit receipts and collect your full
replacement cost value after you replace items.

Although this is no unifornor legally binding depreciation schedule in common use
across the United States, there are resources you can cousitiéd Policyholders

offers a Depreciation Guide in the Claim Tips sectiomwiv.uphelp.orgunder OGeneral
Claim Tips/Contents Claim Tips/Sample Forms/Depreciation GuideO An industry
source; www.@imsgpages.com offers a list of standard depreciation amounts that you can
view or print out free of charge from their website:
http://www.claimspages.com/documents/docs/2001D.pdf

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 depreciatesitigan the
furniture in your master bedroom because it was used less and was in betted $hape.
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 (CDOs, etc.), software, framing, masonry,
concrete, insulation, light fixtureB.Some items depreciate faster than others. Examples:
electronics, soft furniture, clothes and shoes depreciate faster than haradur
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 and sonpassers will simply apply a rate of

50% across the board to all items. This should be challenged and not accepted.
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Tip #6: Depreciation should be based upon the “Remaining Life Expectancy” of

an item — not necessarily the age of the item. You may havéiad a guest room in your

house with beautiful green shag carpet from 1970. According to the insurerOs

depreciation schedule, the carpet should have only lasted 5 years. However, in your case,
since the room is rarely used, the carpet is intige condiion. 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 insurerOs argument, the carpet wore out 28 years ago and
according to their schedulyou would owe thermoney!

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 kmgggperc
Psay 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 stéahathat only has

25% of its life left? That does not make sense and the insurer should be challenged on
that.

Basic Schedules for Personal Property Depreciation

The following are standard depreciation figures for common household items:
Antiques & Colectiblesb  no depreciation
Apparel- 4 years

Underwear/sock® 2 years

Leather jacket®7 years

Ball gowns- 7 years

Appliances- 10 years

Auto supplied 5 years

Basic baby gear 5 years

Baby clothes 1 year

Beauty & Health no depreciation
Books- Hardback 10 years

Softback 2 years
Reference 25 years
Magazines 2 years
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Cameras & Accessories
Cash & Stamps
ChinaEfine

Computing

Crystal

Electranics-

Food & Beverage

Footwear Adults
Children

Furniture -

Games

Hobbies, arts & crafts

Houseware® misc.
Turn ove items

Jewelrybfine
Jewelrybcostume

Kitchenware
Kitchen utensils

Luggage

Music & Videob
DVD Movie
VHS Movie
Music CD
Music cassette
33 LP record

20 years

no depreciation
no depreciation
5 years

no depreciation
10 years

no depreciation

3 years
1 year

Fine- 20 years
Goodb15 years
Averageb10 years

5 years

10 years

5 years
no depreciation

no depreciation
10 years

20 years
10 years

20 years

6 years
6 years
6 years
2 years
2 years
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Instruments 20 years
Piano 25 years

Office supplies & Equip. 20 years

Pet supplies 10 years
Sporting goods 10 years
Sunglasses/eyewear 10 years
Tools - Hand tools 20 years
Power tools 10 years
Toys 2 years

Videogame players, etc. 5 years

The information presented this publication is for general informational purposes, and should not be taken as legal advice.
If you have a specific legal issue or problem, United Policyholders recommends that you consult with an attorney. United
Policyholders does not sell insurance or certify, endorse or warrant insurance products or vendors. United Policyholders is
not a referral service. United Policyholders thanks the following contributors to this tip sheet: Amy Bach, Policyholder
Advocate, S.F., Mike Kirby, Inventory Specialist, NoCal, Ron Reitz, Quality Claims Management, S.D., Masood Kahn,
Greenspan/Adjusters International, S.F.

United Policyholders is a non-profit organization founded in 1991 and dedicated to educating the public on
insurance issues and consumer rights. UP publishes educational materials and serves as a resource for
individual and business policyholders and residents of communities with insurance problems. UP’s Amicus
Project provides information to courts of law and to public officials to help enforce and protect policyholders’
rights.
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