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Commerce 528 

Valuation of Real Estate 

Fall semester 1965-66 J. A. Graaskamp 

Purpose: 

To introduce the student to the theories and practice of real 
estate appraisal to serve the real estate investment decision- 
making process. The course will both teach and critique present 
appraisal theory favored by the appraisal profession.and those 
theories currently advocated as an improvement on recognized 
practices, 

Text: 

Real Estate Appraisal and Investment, by Kahn, Case, and Schimmel 

Published by Ronald Press Company, $9.00 

Other Readings; 

Selections from The Appraisal Journal 

Demonstration cases from material of the Appraisal Institute 

The Appraisal of Real Estate, by the American Institute of Real 
Estate Appraisers 

Written Assignments; 

ll. An appraisal of a vacant residential lot, 
z. A critical review of an actual commercial appraisal. 
3. An appraisal of a single family home. 

Examinations: 

1. A SO minute exam on basic appraisal theory and vocabulary 
2. A 50 minute exam on appraisal techniques, 
3. A two hour exam on the relationship of appraisal to investment 

behavior and appraisal technique to the purpose of the appraisal. 

Grade weights: 

| Written reports 15% each - 45% 
50 min, exams 15% each - 30% 
Final exam 25% 

100%



Timetable -— Commerce 528 

Valuation of Real Estate 

Fall Semester 1965-66 J. A. Graaskamp 

Class Subject and Work Schedule 

Mon, 9/13 Introduction 
Wed. 9/15 The appraisal assignment and the distinction between 

appraisal and counseling 

Fri. 9/17 Principles of property value 
Mon, 9/20 Theory of value continued 
Wed. 9/22 Indicators of urban use intensity 
Fri. 9/24 Regional economic forecasts 
Mon, 9/27 City and economic background analysis 
Wed. 9/29 Location, neighborhood, and site analysis 
Fri. 10/1 Site analysis continued 
Mon. 10/4 Classic methods of approaching value 
Wed. 10/6 The comparative sales approach - residential 
Fri. 10/8 Special land valuation problems 
Mon. 10/11 The comparative sales approach —- commercial 
Wed. 10/13 The market simulation approach 
Fri. 10/15 The cost approach to value : 
Mon. 10/18 The depreciation estimate 
Wed. 10/20 Site valuation problem due; Class discussion of results 
Fri. 10/22 Classic capitalization of income approach 
Mon. 10/25 Classic capitalization of income approach continued 
Wed. 10/27 The Ratcliff critique of the traditional approaches to value 
Fri. 10/29 The Ratcliff critique of the traditional approaches to value 

continued 
Mon. 11/1 First 50 minute quiz 
Wed. 11/3 Writing the appraisal report 
Fri. 11/5 Writing the appraisal report continued 
Mon. 11/8 Hand in critical review of commercial appraisal 
Wed. 11/10 Introduction to the Ellwood method of capitalizing income 
Fri. 11/12 Development of the Ellwood approach 
Mon. 11/15 The Ellwood approach and leasehold valuations 
Wed. 11/17 Appraising lease interests 
Fri. 11/19 Mortgage loan appraising - income property 
Mon. 11/22 Building analysis - dwellings 
Wed. 11/24 Building analysis - commercial 
Mon, 11/29 second 50 minute quiz 
Wed. 12/1 Appraisal for realty tax purposes 
Fri. 12/3 Appraisal for realty tax purposes continued 
Mon. 12/6 Condemnation of appraisal 
Wed. 12/8 Condemnation of appraisal continued 
Fri. 12/10 Condemnation of appraisal continued 
Mon, 12/13 Appraisal for insurance purposes 
Wed. 12/15 Federal income tax and real estate value 
Fri. 12/17 Income tax, cash flow, and value 
Mon. 1/3 Urban renewal appraisal 
Wed. 1/5 Re-use appraisal for urban renewal 
Fri. 1/7 Institutional standards for the professional appraiser 
Mon. 1/10 Single family home report due 
Wed. 1/12 Discussion of reports and review



Commerce 528 

Valuation of Real Estate 

Fall Semester 1965-66 J. A. Graaskamp 

Date Assignment Lecture 

Mon, 9/13 None Decision-making process 

Wed. 9/15 KCS Chap. l, 2 Appraisal vs. counseling 

Fri. 9/17 KCS Chap. 3 Formal value theory of the appraiser 

Mon. 9/20 KCS Chap. 3 Value theory continued 

Wed. 9/22 KCS Chap. 4 A demonstration economic base 

analysis 

Fri, 9/24 Mimeo handout Economic forecasting and the 
appraiser 

Mon, 9/27 KCS Chap. 5 Standard city indices of real estate 
value trends 

Wed, 9/29 KCS Chap. 6 Location analysis by means of 
linkage determination 

Fri. 10/1 Mimeo handout The American institute approach to 
- site analysis 

Mon, 10/4 KCS Chap. 7 The impact of three approaches to 
value 

Wed. 10/6 KCS Chap. 8 Selection and adjustment of 
comparable property 

Fri. 10/8 to be assigned Comparison of heterogeneous properties 

Mon. 10/11 KCS Chap, 23 Special arbitrary tools of the 
appraiser 

Wed, 10/13 Mimeo handout Formal approach vs. pragmatic approacl 
to value 

Fri. 10/15 KCS Chap. 13 Review of costing techniques 

Mon, 10/18 KCS Chap. 14 Critique of depreciation techniques 

Wed. 10/20 Site valuation problem Class discussion of results 
due 

Fri, 10/22 KCS Chap, 9 Estimating gross income amd expenses 

Mon. 10/25 KCS Chap. 10, ll Formal selection of a cap rate 

Wed. 10/27 Mimeo handout Discussion of the Ratcliff critique 

Fri. 10/20 Mimeo handout The Ratcliff proposal 

Mon, 11/1 First 50 minute quiz



Business 528 

Valuation of Real Esate 

Fali Semester 1969%1970 Prof. J.A. Graaskamp: 

Purpose: 

To introduce the student to the theories and practice of real estate 
appraisal to serve the real estate investment decision-making process. The 
course will teach and critique present appraisal theory favored by the appraisal 
profession and those theories currently advocated as an imporvement on recog- 

nized practices. 

Text: 

An introduction to Appraising Real Property, Society of Real Estate Appraisers, 

1968. 

Other readings: 

1. The Appraisal of Real Estate, American Institute of Real Estate Appraiser, 
Fifth Edition (1967) (TARE) . 

2. Modern Real Estate Valuation: Theory and Application, by U. Ratcliff, 
Published by the Domocrat Press (MRV). 

3. A Student's Demonstration Appraisal Report on an Apartment House, 
American {institute of Real Estate Appraisers (1566) (SDRA) . 

4h, A Student's Demonstration Appraisal Report on a Single-Family Residence, 
American Institute of Real Estate Appraisers (1964) (SDRH). 

5. Real Estate Appraisal and investment, by Kahn, Case, and Schimmel, 
Published by Ronald Press Company (KCS). | 

6. A Guide to Appraising Apartments, William N. Kinnard, Jr., Society of 
Real Estate Appraisers Cra6sy. (GA) 

7. A Guide to Appraising Residences, H. Grady Stebbins, Jr., Society of 

Real Estate Appraisers (1969). (GR) 

8. Selections from The Appraisal Journal (TAJ). 

Written Assignments: 

1. An Appraisal of a single &amily home. 
2. An appraisal of an income investment property. 

Examinations: 2 50-minute exams. 

Grade weights: 

Written report #1 20% each 40% 

Written report #2 20% each 40% 
20 minute exams 30% each 60% 

. 
100%



Wav y # apr dlive Cyaprace at Hee Flow | 
the , BUSINESS 556 

Ac. 17 — [04 eer? ' : Valuation of Real Estate 

yey l - a peor? Fali, 1976 | 

Required Course Reading List 

(Note: K = An Introduction to Appraising Real Property by William Kinnard) 

Sept. 7-10 Introduction to the Course _ K: Ch. i 

Introduction to the Appraisal Process = K: Ch. 2 

sept. 13-17 Principles of Real Estate K: Ch. 3 
Real Estate and Money Markets K; Ch. 4 | 

Sept. 20-24 Appraising as Applied Economic Analysis K: Ch. 5 
Area and Neighborhood Analysis K: Ch. 6 
"Economic Base Analysis for the Appraiser" 

The Appraisal Journal, July 1969. Mimeo 

Sept. 27 - 

Oct. 1 Site and Improvements Analysis K: Ch. 9 
“New Life for Old Dwellings," Agricultural 

Handbook No. 481 Mimeo 

Oct. 4 Single Family Residential Property Viewing | 

for Appraisal Problem #1 

Oct. 6-8 Site Valuation K: Ch. 11 
"Special Land —- Valuation Problems" Real Estate 

Appraisal and Investment, Ch. 23 Mimeo 

[Development Analysis for the Valuation of 
Vacant Land,’ The Appraisal Journal, April | 
1965 Mimeo 

Oct. 11-13 Direct Sales Comparable Approach "  K: Ch. 10 

Oct. 15-18 Quantitative Tools and Data Analysis K: Ch. 7 
‘ah Applications of Quantitative Tools K: Ch. 8 

“50 

Oct. 20-22 ‘ Cost Approach; Estimating Reproduction Cost New K: Ch. 13 
Estimation of Accrued Depreciation K: Ch. 14 

Oct. (25-2 Income and Value; Gross Rent Multiplier K: Ch. 12 

Na Introduction to Income Capitalization K: Ch. 16 
} "Don't Underrate the Gross Income Multiplier," 

The Appraisal Journal, April 1971 Mineo 

Oct. 29 Reconciltation and Final Value Estimate K: Ch. 15 
Appraisal Reporting K: Ch. 17 

Nov. 1 Mid=TermExaminatien (14-Hour;—multiple—choice 

tet pay eeaet Aner
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Nov. 5 Discounting and Compound Interest, Ch. 5 Mimeo 

Nov. 8 Submission of Student Appraisal Problem 

Nov. 10 Income Estimation and Forecasting, Ch. 6 Mimeo 

Nov. 12 Debt Financing and Its Influence on Income . 

Property Valuation, Ch. 7 Mimeo 

Nov. 15 Rates of Capitalization and Rates of Return, Ch. 8 Mimeo 

Nov. 17 Derivation of Overall Rates, Ch. 9 | Mimeo 

Nov. 19 Finite Income Streams: Providing for Capital 

Recovery, Ch. 10 Mimeo 

Nov. 22 Presentation of Student Appraisal Problem #2 
(Income Property) 

Nov. 24 Finite Income Streams: Capitalization Rates 
and Factors, Ch. ll Mimeo 

Nov. 29 Physical Residual Techniques of Income Capitalization, 

Ch. 12 Mimeo 

Dec. L An Introduction to Mortgage-Equity Capitalization, 

Ch. 13 Mimeo 

Dec. 3-8 Mortgage Equity Capitalization: The Ellwood 
Method Handout 

Ellwood Work Problems 1-4 Handout 

| Dec. 10 Submission of Appraisal Problem #2 

Dec. 13 & 15 "Capitalized Income is not Market Value," The 
Appraisal Journal, Jan. 1968 Mimeo 

"Should the Traditional Appraisal Process be 
| Restructured?" The Real Estate Appraiser, 

Nov. 1970 Mimeo



BUSINESS 528 

VALUATION OF REAL ESTATE 

Saturday, January J4&, 1967 Final Exam J. A. Graaskamp 

Write on three of the following questions in rich detail: 

1. Describe the appraisal process used to value real estate for tax 
assessment purposes, giving special emphasis to provision for 
maintaining equity between different types of property and different 
taxing jurisdictions. 

2. Describe the legal process of condemnation and define the varlous 
possible components of a condemnation award, indicating which are in 
the province of the appraiser. 

3. Indicate the functions in appraisal in the urban renewal process and 
the technique of the wholesale appraisal as suggested by speaker 
Don Evans and readings. 

4. Professor Ratcliff advocates a simulation approach to probable selling 
price 'Vp'' as a new technique in appraisal. Suggest two types of 
appraisal now In use where the appraiser must simulate tipical buyer 
thinking (market reaction) in order to produce his valuation and 
describe the process in each case.



A PROPOSED REFINEMENT OF THE MARKET DATA 
APPROACH AS APPLIED TO SINGLE FAMILY RESIDENCES 

i\we W\ ewdte + Dn te Cechwy gue ne le ts wed 

The market data approach or market comparison methode of residential 

real estate appraisal is recommended by an impressive ancestry of theore- 

coer l 4 mel it ou“; awd PM b dec Ree ofa aATe. Ste it 

tieai economic theories ba’ its present day aécendents, find more acceptance 
4 hea 

wtilized exacn Ve 
where meaified to @& the cost or capitalized income methods than as a method 

in its own right. The market data approach to value can be defined, or per- 

haps better, described, as inferring the value of property by observing the 

a 
present sealeg” ... pricesSof properties comparable to the one being appraised 

under current market conditions. Ideally this theory assumes that value is 

synonymous with( market tedae and—thet-tesket—vedte represents the best judge- 

oF 
ment #het buyers "who were typical, well informed, acting intelligently, 

voluntarily, without necessity," .and interested solely in the future productivity 
aE eu grr Te te 

rye pee f- N 
’ of a specific sup of dwelling amenities.’ While courts still rely on the mar- 

ket data approach in cases involving residential property, and while the 

: euide C 

average citizen is best persuaded by such an_expianatton of values, there is 

some indication that the market data method may be declining in its acceptance 

by the more sophisticated. Awhistorical analysis of this approach presented 

by Paul Wendt in his 1956 text, Real Estate Appraisal, stated : 

"market price has gradually lost its central position in appraisal 
theory....This development has resulted from a gradual decline in 

emphasis rather than from a formal or outright rejection of the 

market comparison method. It has been accompanied by greater re- 

liance upon and refinements in the capitalization of income and 

the replacement-cost methods." (  ) 

Comment on the application of market data OL, te tlius apy en- 

phasized the weak points of the comparison methods which can be shrek 

here without extensive comment: 

( ). 

( )



Tete, 

“The Market Wepreach as PC wet ce al 
vey 

ord In practice, however, the condition of perfect competition necessary to 

equate market price with basic value d@ hot exist. Sale prices may conceal 

| beareotinin IOS bee. oF 

3 . the\ sel? S extraordinary contingenciéess. bearing on he\ sel er or the buyer and will 

be further distorted by a temporary disequilibrium in local, regional, or 

national real estate markets. To make market data comparable as to time, 

db awcter CaLKD <f 4 

place, and property attributes the adjuster has had to expose his pee aSaoe 

Lmtd 
t0~the-SEFOFS—-of arbitrary and subjective adjustments ffeectsers.
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1. Describe and classsify the subject property by those attributes 

that are significant and relevant to value, and where values 

are diverse, designate sub-classes of value. 

2. Find sales involving comparable assets made recently in 

proximate or comparable relationship to the subject property. 

3. Adjust sale price for differences in time and condition reflect- 

ing period elapsed since the recorded transaction and the effect 

on price of financing terms or bargaining position of either 

buyer or seller. 

4, Compare each sold asset with the subject asset in a statistical 

array of data, adjusting for significant differences, and 

estimate indicated market value of subject asset in each compari- 

son. 

5. Find a central tendency of indicated values, which may be 
distilled into a single value figure but may be better expressed 

as a bracketed range within which the mat probably market price 

would fall. 

This basic process has been modified and underlies a number of hybrid 

market data methods. Of these, the best known is the FHA system of loan 

| analysis, which attempts to rate the marketability of location and 

( ) 
structure with a qualitative rating system. From time to time, The Appraisal 

Journal has reported on methods to determine basic market value for a given 

structure or unit of space, by which expected market price could be 

calculated, according to formula or lump sum adjustments More recently, 

the problem of selecting comparable properties which are basically homo- 

genious, has led to adjustment of values by means of market data comparison 

of site differentials. Each technique attempts to reduce the margin of 

analysis dependent upon subjective judgment of the appraiser. Nevertheless, 

the market data approach relies more on the seasoned experience of the 

appraiser, than the cost approach, or even the capitalized income approach, ° 

Vhe—bes g oO conte fe —5b-as-—of—epinion—_is—to _rneduer o-—eet bude 

e R80 no Tm) 1) IMdeMmey ry) a) r YO mp ink Se REre am -S nt “16 

( ) 7



1-B 

Criticism of the Market Data Approach 

Certainly the market data approach has embarrassed the appraisal 

profession many times for the disparity of honest’ opinion as to the 

value of a particular property under consideration. The inherent 

difficulties of application of the market data approach to value might 

be summarized in this way: 

i. Market data appraisal is ideal in theory but suffers in 

practice because the assumptions of prices in a freely 

competitive market do not apply to the real estate market 

where properties lack homogeneity, buyers and sellers 

lack needed information, transfers are relatively infrequent, 
and price is affected by financing terms and cyclical imbal- 

ance between demand and supply. 

2. Simplicity of method is made difficult by misunderstanding of 

concepts of "fair market value", mathematical techniques for 
adjusting sales data, and inherent economic distortions 
of sales data due to long term inflation, short term specula- 
tion, and tax-inspired manipulation. 

3. The problem of homogeneity becomes greater as the variety of 

available homes and smaller commercial buildings grows more 

extensive in style, location, and price. Greater variety 
NN makes it difficult 60 dane comparison to a few,factors. 
us a fon of; aoetnte tL 

Rox cortein real estate markets, In particular middle income housings 

would seem to have characteristics that effectively pnewer criticisms 

Ve. hh w Ate 80-4 TAL. IBA 
of the market data approachm Certainly the charge of Lack of homogeneity 

is true when directed at comparison work-sheet grids which do little more 

than note lot size, room number, number of floors, size of garage, 

and age. Still, techniques can be improved to base homogeneity on 

the quality of basic amenities rather than an accounting of space 

and number. ReaxcxxeknxningxkexKRiaxQuearxany xQARxARRNKAXRKERRXRREX 

REPRNHRHKORX RUXRLRXRAAX ARTI RLKX HARK HXARAREANXEROWXMNOR x ROME XKRR HX HRAY 

KRRxKREHE Ignoring the problem of what constitutes sufficient comparabil- 

ity for only a moment, one shoud Greet Ce’ problem of stability and 

market information. Allegedly, instability of real estate values 

and the lack of current market information keep the buyer and seller



A Qualified Rebuttal 

Criticism then, is of two forms: the first, points out that 

the prices indicative of value haven not been set under the conditions 

required by perfect competition; second, the essential factors of 

comparison are too crude to reflect buyer motivation. The authors do 

not feel the requisite of perfect competition is overly important 

for economic theory will operate within certain limits using the 

theories of imperfect competition. ( ) Certainly, some areas of 

the real estate market might be considered representative of the 

"large number" assumptions and models of this latter school of 

economic thought.
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relatively uninformed, so that the perfect knowledge condition of the 

free market ideal is drastically violated. However, in the past few 

years, market data comparison has become more feasible with an increase 

in newspaper coverage of local real estate conditions and finance. 

Mobility and expansion of the Anerican population in urban areas is 

increasing the frequency of real estate transfer in each neighborhood, 

particularly more up-to-date suburban areas. And, as every appraiser 

knows,the validity and usefulness of the market data methods is a function 

of "the frequency and character of the market transactions and properties 

of the subject type". (  ) 

The real estate market is still one area where the horse trader may 

| exercise his talent with some hope of profit and it certainly may be said 

that the average buyer knows very little of home values in an overall 

community or regional market. Still the prospective home owner shops 

carefully for a home or a mortgage before purchase in the particular 

neighborhood or real estate sub-market of his preference. Thkhe-averste 

hone-purereserts—~m-feir-dadge--of-feehumes-ahicirhe-carsée or recognize. 

as included-in-the-deet er ee ranoaly ae 

prospective home owner is being educated to look for these features by 

a veritable barrage of house and garden magazines, T. V. shows, and 

retailing promotions. In the more expensive homes, the majority of 

buyers is purchasing a home for the second or third time, and is quite 

sensitive to value and long term convenience. Indeed, it is a tenet of 

this essay that the growing sophistication of home-buyer preferences 

must be reflected in a more sophisticated selection of essential 

attributes for determining comparability of residential property values.
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| Certainly the appxexkseaxxesnxke relationship between buyer and seller 

or unusual terms of sale and financing which would affect the sale 

price are questions of fact which could be established to a reasonable 

degree by means of a little vigorous investigation in a majority of 

cases. The criticism that real estate prices are inconsistent and un- 

stable for short periods of time, seems to be based on a few cases 

which were exceptional, rather than the true character of residential 

real estate value, et™?eysetr Certainly real estate prices are not 

| chaotic and inconsistent, and while there is room for error in inferring 

market value from recent market sales, continuity and pattern do exist. 

"Just why this law of price repetition exists is a question 
that has never been satisfactorily answered by economists. 

it is often supposed to be due to the tendency of buyers and 

sellers to agree in their calculations of the prospective ad- 

vantages to be secured from the ownership of specific commo- 

dities, But it is more probably due in large measure to what 

economists would call the ‘'irrational' tendency on the part 

of buyers and sellers to accept uncritically the values placed 
upon the commodities by previous buyers and sellers." ( ) 

Therefore, for middle income housing, at least, sufficient attributes 

of competition are present to say that a commodity should satisfy 

the requisites of imperfect competition theory, and the requisites of 

inferring value from the recent price of comparable if not homogeneous | 
The Real Flaw in the Market Data Approach 

ond commodities. Seenort, Wariet value comparison is not so much to be 

criticized for lack of economic realism, as for lack of technical 

adaptation to modern criteria of comparability. The market approach to 

xk value deserves and important position in the appraiser's tool kit. 

Where the amenities rather than income represent the future productivity 

of property, the market data system should be paramount, {( ); for so 

often the market values of residential amenties bears little parallel to 

the actual cost of reproduction. In the courts, the market data approach 

is still tlhe most persuasive, despite growing acceptance of capitalized 

income methods, and there is certainly a trend kumar toward more
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condemnation award appraisals requiring market values. Ideas have 

cycles of acceptance like most creations of man; it would seem that 

with the Eee establishment of capitalized income theories in business 

thinking that appraisal thougtt could once again be directed to refining 

the techniques of applying the classic market data approach to modern 

problems. 

Improvement of the Market Data Approach 

The core of the problem in technique for application of the 

| market data approach would seem to lie in selecting the proper character- 

istics for comparison and informal zing the method of comparison. 

The usual simple grid system catalogs gross differences which are usually 

rather general in nature, and limited in number. ( ) The desire to | 

have a large number of "comparable properties" may have led to reducing 

the number of features compared in order to qualify the largest profit- 

able number of recent transactions involving roughly similar properties 

for inclusion in the list. Lump sum adjustments for garages, or extra 

rooms, or odd-shaped lots doesn't improve the accuracy of the comparison 

very much, More suggestive of reform of the techniques of comparability 

are the FHA system for rating essentials of location and property value, 

or the URA method of isolating specific differential factors for compart- 

son to measure differences, The concept here is similar to that of 

schedule rating in fire insurance, which assumes that if homogeneity is 

not present, at least the 2 differences can be measured in a standardized 

fashion, so that heterogeneity is reduced to its individual components. 

By reducing comparison to a significant number of individual items, 

| no one of which xm a represents a disproportionate share of the value 
Vil BRiieAD rods 

of the whole, no one judgment creates an unjustifiable bias ,emad the 

opportunity for off-setting errors of judgment is introduced. |
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% Sub-division of subjective judgment does nothing to eliminate the 

opportunity for distortion, wuxx but mitigates the consequences of 

any one error in judgment. 

It may be possible, therefore, to devise a list of comparable 

features xakedxfoxxintividuaixsamparisan which would represent 

those factors most xk# likely to motivate the home buyer consciously 

in his purchase rationale, or subconsciously, in his pattern of value 

and social standards. Various combinations of residential amenities 

rrp 542 2 
can be equally satisfying to the home buyer, sombhes Any rating 

grid cest@ied should reflect both the melative._ccale.and degree we heh, 

each ractor”sresent in the properties compared and the importance of 

each kind of feature in motivating the buyer in that community. In 

short similar



features should be both rated and weighted. 

To these ends this monograph is proposing the following system of market 

data analysis with the objective of not only tmproving) market data techniques 

Ang poss Ee ade nth awel lvoe aw 
but stimulating appraisal thought on a market -apprateal eget be expected 

te aba! the “subject property appraised. The component steps of this 

process of market analysis are: 

1. Selection of apparqntly comparable properties which were sold 

within a year of the date of appraisal of the subject property. 

Sales prices on this list of comparable property should need only | 

a very minimum of adjustment for major distortions of price due to 

time, finance, or special environmental conditions which affected 

price. Distortions should disqualify wherever the numbers of available 

. transactions permit. 

2. Comparison of subject properties to an idealized average property 

by means of a checklist and simple rating grid. 

3. Assignment of weights to those factors compared ,to represent 

special preferences and prejudices of the local sub-market for 

pe” «the kind of proper{ties compared. 
ay\ 

4. Calculation of average point rating and average price of, comparable 

properties remaining under analysis. . \ 
cis regarding Srv o uy 

5S. Relate variation of each individual property price from\the average 
and correlate to variations in rate points for each property, amd dis- 

cardVthose properties in sample which have an inverse relationship 

between price variation and rate variation from the average. 

6. Determination of dollar variation in price per point of rate 

variation for both thde high group and low group of those remaining | 

in the array in Step 5. 

7. Multiply the point variation of the subject property from the 
average price of the group in the sample of comparables and add to 
the average price both the high and low group estimates of six to 

. ; determine the market price bracket. 
OF SCUSST «on of the A pera: Sef ro Pose | 

lecting a sample Tist of comparables has already pointed 

homes 

out that in the area of middle class, suburban residential areas~there should 

be an abundance of raw data from which one can draw a sample with some care. 

In most cases it should be possibleto find a small number of properties which



weal ] Wo re oc Pras af He insur | 
wii? be examined{ intensively rether thay reky-on extensive but superficial 

repate Ri gnalysis. By selecting properties which donot require major, arbitrary adjust- 

ments because of extra land or needed repairs, 1b! wei Sbbswe osaee to make 

hy“ ad justments via the point system discussed next. In this way arbitrary dollar 

cost itemswill not be\ineroduced to modify market prices under the usual "cost 

of correction” theory of adjustment. 

The key to this system is a checkoff list of significant comparable features, 

graded for quality via a point scale and a gweighting factor for each sub class. 

As a criteria for the selection of significant features of comparability, it was 

assumed that a homebuyer is motivated by a sequence of visual impressions and 

value judgments which can be inferred from his actions. The attributes selecteé 

are listed by sub ¢di class in the order which they might first impress the 

purchaser or the appraiser: neighborhood, site, attractiveness of the exterior, 

structural space and layout, attractiveness of the interior, and the equipment 

furnished. Review of marketing considerations emphasized by such professional 

magazines as House and dHome , and reference to a penetrating analyses of home 

design called The House, by architect/Kennedy, suggested the specific attributes 
 S 

of exterior, structural, and interior features to be compared] The idea of a 

Fo cing grid df has been borrowed from the FHA method of evaluating neighborhood 

I ye site. Using a basis of one to five points, a score of three would be average 

wt for the kind of property under study. Where both the subject property and a 

comparable property are given the same rating on specific features, these 

features have no effect on the total differences in rating points revealed by a 

rate analysis of each property. The result is'analysis depends on the differences 

revealed. Standardization of differentdials is another way of achieving a kind 

of homogeneity necessary for statistical purposes. This emphasis on the 

differences is the method whereby adjustments to the market price may be made 

without attributing specific lump-sum values to features which affect market
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value to varying degrees. 

OA wti Shicw em cag 4 

Fach of the basic categories of itemized comparison, or better the 

specific items of comparison should be weighted to recognize that there 

are variations in preferences for specific kinds of amenities according to a 

neighborhood, a social strata, or community living patterns. First, a thermo- 

pane picture window may be a status feature in one neighborhood and repetitious 

standard equipment in another. Second, it is axiomatic among builders and 

oH one | 
realtors/ that some featureSovatte highly desirable,will not return their cost 
in additional 
dd f\narket value while at the same time, some features will produce many times 

their cost in incremental market value. At the same time it is highly in- 

probable that any one feature can add a specific doldflar value to the price 

of any one house as compared to another. Inséead, the ghouse purchased repre- 

. by Hie ra adividdal 

sents an optimah combination of amenities, some of which are more favored] than 

others. By weighting the ratings before determining the aggregate number of 

points attributed to a specific property and then adjusting total market price 

in proportion to total rating, it is possible to avoid attributing price 

aha fluctuation directly to a single isolated feature. 

> Entrogestion of the average point rating and average price of all the 

os ere Stent 
properties analyzed as-comparable—to_the subject-preperty reaffirms the fact 

that appraisal #6 not trying-to determine the precise dollar amount of the 

PSE orcer tety offer that~one—can expect tO resaive—-fer—the-subject—property but rather 

Aho a value weteh represents ‘a ‘central tendency for the most probable concensus 
ap Psa | 

as to what pdf the market value might be. The emphasis in mo ern) literature wf on 

sygnthesizing the values produced by the three recognized approaches Ser 

tetermingfing- value has obscured an implicit assumption that the single value 

- produced is really a d7 mid-point-in e-trreeket-of- a series of-probable market 
tee yee’ awe teva mote ’ 

values. Having determined -an average it will be possible to relate individual
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draw a sample with some care. In most cases it should be possible 

to find a samll number of properties which will be examined more 

intensively than true of the usual extensive but superficial camparative 

analysis. By selecting properties which do not require major, arbitrary 

adjustment because of extra land or needed repairs, it may be more 

credible to make other adjustments via the point system discussed 

next. In this way arbitrary dollar cost items will not be widely 

introduced to modify market prices under the usual "cost of correction" 

theory of adjustment. 

The key to this system is a checkoff list of significant comparable 

features, graded for quality via a point scale and a weighting factor 

for each sub class. As a criteria for the selection of significant 

features of comparability, it was assumed that a homebuyer is motivated 

by a sequence of visual impressions and value judgments which can be 

inferred from his actions. The attributes selected are listed by 

sub class in the order which they might first impress the purchaser 

or the appraiser: neighborhood, site, attractivemess of the interior, 

structural space and layout, attractiveness of the exterior, and the 

equipment furnished. Review of marketing considerations emphasized 

by such professional magazines as House and Home, and reference to 

& penetrating analysis of home design called The House, by architect 

. Kennedy, suggested the specific attributes of exterior 

structural, and interior features to be compared.



A SYSTEM OF RESIDENTIAL MARKET 
| COMPARISON APPRAISAL ANALYSIS 

Rating standard:: 1 2 3 4 5 with 3 as average for the local wmarket.: 

Weight adjustwente: Each wajor area and each singlé element of compar ieon should be weighted 
by the appraieer to reflect buyer preferences in hie market area. 

Adjusted weighted rating: ‘The total of weighted ratings will permit establishuent of a ratio between 
|  warket price of properties compered and subject property for which value 

estinates Were. sought. 

IDENTIFICATION STUB ef CLASS WEIGHT SUBJECT PROPERTY COMPARABLE PROPERTY 
| , | : (rate) (wt.) (total) (rate) (wt.) (total) 

_ ’ . : : “ , , e , ° , 

Neighborhood analysis ‘ “210 ' ' 
1 Ecommic conformity ' Ss 2 ’ 2 
2 Social conformity ’ . 7 1 ’ 1 
3 School and church linkages ‘ , ' 3 ' 3 
4 Shopping linkages ‘ . ‘ i s 1 

5 Accessability os ‘ oo ‘ 2 +. 2 

6 - Social prestige factors ‘ ‘ 1 ‘ 1. 
Q ? ? 

Site analysis — , _ ' 10 ¢ ' 
1 Lot ‘ares | oo ' ' 2 ' 2 
2 Lot shape . 4 . ' 2 é 2 

3 Topography ' ' e e 
 & Boll Do ‘ 4 2 ' 2 

5 Vistas or other features — ‘ , t. 2 t 2 
: ¢ ” ‘ 4 

4 ° , 

Marketable exterior feature anelysis ‘ 20 ' ' 
1 Architectural styling and detail = , ' k ' k 

2 Market preference for surface materials 3 ‘ 3 
3 Upkeep efficiency of surface materials | 3 ' 3 
4 Market appeal of main entrance-way 2 : 4 

S Landscaping - ° , ' | ' 2 e 

G Maturity of plantings and trees - ' | 2 2 
7 Outdaocr privacy from fences, siting, etc. , . ' 2 ' @ 
& Driveway area efficiency : , 2 2 

9 ? ’ . e



. TDENTIFICATION STUB - PROPERTY —. CLASS WEIGHT : ) | 
rate) (wt.) (total) (rate) total 

Basic etructure analysis so | . — : 
1 Grose areas * = _ 

a. Living area a | . . | | a 
b. Porch areas : : 

2 Living cea spec | Ly 4 : 
: area space all : ; 3 

a. Sleeping ares ocation , St - yo : 

b. Living and dining area a - : , 
a Multi-purpose area - | . : 3 

| - Kitchen and utility are ' . ; . 3 

e. Storage area . . - 3 : 3 
: Fase of furniture layout | | 7 3 3 : 

Household traffic pattern | . | a 3 
a. Horizontal - | = | : : 

5 o Vertical | . _ : , 
| onvenience to outd | ; - 7 : 

7 Construction orefteuans nip . } . : 3 
Functional obsolescence , ; | , - a : a : 3 

- . | | | | 3 

Marketable interior feature analysis | } . - 7 | ; 

1 Ratural ventilation | te * oe ; 3 

2- Natural lighting a ot | 7 3 

i seoeet a electric lighting 4 
AL . 

4 Market preference for wall surfs | . ; 
ket preference for floor and ce waterial, 

4 1 OO - 

6 i materials cennens _ a : 3 | : 
ousekeeping efficienc : , 2 y of : : | : 

| f The quality and detail of at livers meverie 7 | : . 

9 Extent of built-in furniture, cab 4 
2 

Extent of use of tiles slates ny? Oe } . 3 

10 I pean surfaces , 7 ane . : 3 : 

nterior decorati . | . | 

Li Quality of deepen end ear . . 3 : 

12 : arpeting 4 ! 
. ¢ | 

t ? 7
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IDENTIFICATION STUB | CLASS WEIGHT SUBJECT PROPERTY COMPARABLE PROPERTY 
(rate) (wt.) (total) (rate) (wt.) (total) 

_ 
e re 4 —, . ¢ 

Equipment. a e 15 ‘ ¢ _ 
Ll Heating equipment ¢ | ‘ 3 .  * | 3 2 Plumbing equipment | ' ' ° 3 , rn | 3 Electric service entry 0 tc . 1 ' "QO % Built-in kitchen equipment | . ee ' . , ‘ 4 5 Special utility and bath fixtures ee | .- 2 - ‘ - 2 6 Extra custom electric features - , ) ° . 2 7 Recreational equipment . to ' - for ‘ 1 . g e ? 

Intangible value considerations: jg. =... + 5 . pe . 1 S6pecial financing arrangenents . . : 2 _ ¢ 2 2 Iemediate neighbors ‘ oe | 1 3 General maintaimance ' 2  &@ 
. 4 ¢ ° e _ 4 

Maximum total points | mo "8  _* ¢ ; . ' . 9 . c m ? 

Actual total points scored oe 3 ' 
, t , ¢ . . e., . 

| vs ' ' : 
' ' oS a f 
, ' oO , ' 
¢ ¢ " e 
¢ ¢ | ’ 
’ ° oy ’ ’ it 
et og . 

' CO ft | t- 
? . t 
q ¢ ¢ 

t ‘ ' . ' 
' , . . ? 
g t . ? 

? ° ’ : 
? e ? 

? g ° $ 

’ ’ Lo ¢ 
' an) .. 

t t e



Formule for Adjustaent 
of Market Data 

M equale Maximum weighted points to be acored (500 points) 

at equals total veighted points given subject property’ to be appraised 

BY equals totel. weighted points given comparable property for which market 
price is known me . | . 

P® is the price to be determined | 

P> 4s the known price of the comparable property 

Therefore: | | . Co 

‘. at . | (Gov 4 

| M equals Pe | Ke - | in % 0 os te = 
« Pee nays Beene 

i | SS . a Set | 
2¥ = S200d 

> = 26669
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