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Chapter 16 - Depreciation Estimates

Definitions

Before examining depreciation in detail, we will first explain some definitions relating to depreciation.

C The physical life of a property can be well over 60 years depending upon the type of construction and
its overall maintenance. In some parts of Canada, many buildings are hundreds of years old.

C Economic life or useful life is how long the improvements will contribute to the overall property value
before they are demolished and the land redeveloped.  Economic life is normally shorter than the
physical life.

C Effective age is based on the property�s present condition and general overall maintenance.  Effective
age can be lesser than or greater than its actual age at the date of the appraisal.  It is the responsibility
of the appraiser, based on their inspection of the building, to estimate the effective age of the subject
property.

C The Remaining Economic Life (REL) is the difference between Economic Life and Effective Age.
The REL is the remaining expected economically productive life span of the structure.  It changes due
to market conditions and the building�s overall maintenance.  

C Short-lived items are usually building components or equipment such as furnaces, hot water tanks,
carpets, roofing, kitchen cupboards, electrical fixtures, and windows and doors; i.e., those items whose
life expectancy is less than the original structure.  For instance, a hot water tank will usually last for
5-10 years.  During the life time of a home it will probably be replaced 5 or 6 times.  Therefore, the
tank is depreciated over a 10 year period.  The same is true for other building components as each will
have their own unique lifespan.

C Gross Income Multiplier is calculated by dividing the selling price of a property by its estimated or
actual monthly rent.  So if a property sells for $200,000 and it rents for $2,000 per month, the
multiplier is 100 based on a monthly rent.  If the annual rent is used instead, the multiplier is $200,000
divided by $24,000 or 8.3.

Depreciation Methods

Market Extraction Method
C Depreciation can be estimated using the direct comparison approach if adequate comparables can be

located and analysed.  The depreciation rate found from these comparables can then be compared to the
rate found for the subject using the breakdown method to see if the final figure is �in the ballpark�.
If it isn�t, then the appraiser must re-check his or her calculations to look for any possible errors or
incorrect assumptions.

C The textbook gives a couple of examples of this method which can be applied to any type of property
from single family homes to industrial/commercial properties.  Students should also know the limitations
of this approach in order to understand how much reliance can be placed on the final figures.



Review Notes: Chapter 16

16.2

Economic Age-Life Method
C The economic age-life method is a quick and easy method to apply and may be used in form reports to

give an estimate of the building�s depreciated value.  It is based on the building�s effective age divided
by its economic life.  However, this method does not consider individual short-term items like the
furnace, hot water tank, etc.  The appraiser can account for newer short lived items by adjusting the
effective age, thereby reducing the amount of the depreciation charged against the property. 

  
Breakdown Method
C See workbook for a detailed analysis of this method.


