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Overview

What is Actual Cash Value?
How Replacement Cost differs from
Actual Cash Value? 
What are Limits of Liability? 
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Valuation
The Value of a Claim is Settled Multiple Ways...  the
adjuster will need to estimate its current value in

order to process the insurance claim.  Valuation is
the process of estimating what an item is worth:

 
1.Actual Cash Value (ACV)
2.Replacement Cost (RC)

3.Stated Amount
4. Agreed Value (Valued Policy)

 



What is 
Actual Cash Value?

In property and auto physical damage
insurance, one of several possible methods
of establishing the value of insured property
to determine the amount the insurer will
pay in the event of loss. 



Settling Claims Using
Actual Cash Value



What is 
Actual Cash Value?

the cost to repair or replace the damaged
property, minus depreciation;

  the damaged property's "fair market value"; or 
using the "broad evidence rule," which calls for

considering all relevant evidence of the value of
the damaged property.

ACV is typically calculated one of three ways: 
 

1.

2.
3.



Calculating Actual Cash
Value



Actual Cash Value Example

Actual cash value is equal to the
replacement cost minus any depreciation

(ACV = replacement cost –
depreciation). 

 
It represents the dollar amount you could
expect to receive for the item if you sold it

in the marketplace. 



A valuation method that takes into account an item’s depreciation
Same as fair market value and depreciated value

ACV offers lower premiums for less coverage 
Formula: Replacement Cost minus Depreciation

 
 

Example – a laptop that Tony bought for $1000 was only worth $600 at
the time of the claim because of depreciation

 

Actual Cash Value Example



•An item’s estimated loss of value due to wear, tear, and age
Can usually be determined with:
•Standard depreciation schedules
•Estimating software

Depreciation Example



Annual depreciation: $3,000 ($3000/10)
Accumulated depreciation: $9000 ($3000x3) 

Annual Depreciation: replacement cost divided by the item’s useful life

Accumulated Depreciation: the item’s Annual Depreciation multiplied by its age

Car life expectancy: 10 years
Replace Cost of new car: $30,000
1.Calculate Depreciation

2. Calculate ACV
RC - $30,000 -$9000 (Depreciation)
= $21,000
Tony will be indemnified for $21K

Depreciation Example



REPLACEMENTREPLACEMENT
COSTSCOSTS



What is 
Replacement Cost?

Simply stated, it means the cost to replace 
the property on the same 

premises with other property of comparable 
material and quality used for the same purpose. 

This applies unless the 
limit of insurance or the 

cost actually spent to repair or replace the damaged 
property is less. Refer to your policy for the exact 
definition and explanation of replacement cost.



Replacement
Costs

Characteristics of Replacement
Cost

No depreciation
Based on the replacement cost

at the time of loss
Higher premiums

 



Replacement
Cost Vs. Actual
Cash 
Value



What is 
Indemnity?

The insured cannot profit from
a loss
The insurer often waits to pay
the full amount until the
insured submits proof of
replacement



What is 
Indemnity?

Looking at another example, suppose Roberto has a Replacement Cost value policy, and his roof is
damaged by hail.  The adjuster  estimates $10,000 to replace the roof, but - because of depreciation - he
gives Roberto only $6,000, the actual cash value of the roof. 

 The adjuster informs Roberto that he should send in all receipts when the roof has been completed, and
he can receive a second check for up to an additional $4,000.   But what if Roberto shops around and
finds a roofer who will replace the roof for $7,000? 



What is 
Indemnity?

In this case, the insurer will pay only an additional $1,000,
not an additional $4,000, because Roberto was indemnified
(that is, made whole) by only $7,000 - he got his new roof. 

This method of  "holdback" - paying ACV first, then
requiring receipts for the remainder - saves the insurer
money and protects against overpaying, thereby
safeguarding the principle of indemnity.

Test Questions May Include Definition of Indemnity or
Scenarios



What is Valued Policy (Agreed
Value)...

Antique jukebox appraised at
$25000
Valued policy for jukebox: $25,000
Policy will pay $25,000 exavtly if
jukebox is destroyed or damaged
(minus deductible)

Example 

A valuation method that assigns a set
value to each insured item

Value is determined prior to the issuance
of policy

Avoids the confusion of assessing
appreciation or depreciation



You might wonder why anyone would choose to
purchase a Stated Value policy, when she could buy
an Agreed Value policy. After all, why give the
insurance company the option of only paying the
ACV, which might be lower than the amount
previously settled upon? 

People choose Stated Value policies over Agreed
Value policies if they want to pay lower premiums,
or if they can’t afford to insure an item for its full
worth.

(Example on next slide)



 
Let’s say that Evangeline inherited her
grandfather’s collection of rare coins. 

 
She wants to insure the collection, but can’t

afford a policy that will indemnify her for their full
value of $400,000. She can choose a stated

amount of $100,000, and maintain some peace
of mind while paying more reasonable

premiums
 

 Stated  Value vs Agreed
Value Example...



 Stated  Value vs Agreed
Value Example...



_______________________
________________________
 _________________
 _________________________

Name the 4
Types of Valuation



Are any of these items important to
you? 

ACVDeductible DepreciationIndemnity



What Next?
Responsibilities of the
Adjuster



Major Adjusters Training

Hands On
Training

1-on-1 or Group
Setting

Hands-On
Courses

 Finish Quick. Attend
Every training. 

Career
In A Hurry? Let's Talk

Money Later. 



Claims Adjusters Communities

E-mail Address
Consult@majoradjusters.com

Contact Us
How to reach us

@jobsthatpay (Private) 
@Major Adjusters

@ClaimsAdjusteroftheYear


