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Principles of Real Estate 
Solutions to Market Comparison and Cost Approach to Value Problems 

1. Estimate the value of the following property using the market comparison approach to value.  The subject property is a single family detached house with three bedrooms, two bathrooms, 2,220 square feet of living space, and is on a 9,000 square foot lot.  Market data is available for two comparable properties.  The first comparable sold one year ago for $150,000.  This comparable has four bedrooms, two and one-half bathrooms, 2,400 square feet of interior space, and is located on a 12,500 square foot lot.  This property is located in a “better” neighborhood relative to the subject property.  Assume the premium associated with this location is 10% of the adjusted sales price.  When this comparable was sold, the seller provided the buyer with a $50,000 second mortgage for 7 years with monthly payments at 8% annual interest when the market rate was 13%.


The second comparable sold six months ago for $175,000 and has five bedrooms, three bathrooms, 2,700 square feet of interior space, and is located on a 14,000 square foot lot.  This comparable is located four miles from the subject property.  Properties in this neighborhood receive a 12% discount from the subject property’s neighborhood.  

Assume than an additional bedroom commands an 8% premium, an additional bathroom a 10% premium, $60 per additional square foot of interior space, and $3.50 per additional square foot of exterior space.  Finally assume that property values have been appreciating at the rate of 5% per year.

Sales Price

$150,000.00
$  175,000.00

I.
Financing Adjustment





Loan Amount
$ 50,000.00
na.





Payment @ market rate
909.60





Actual monthly payment
779.31





Monthly subsidy
130.29





PV of subsidy @ market rate
$  7,161.95




Adjusted Sales Price
$142,838.00
$ 175,000.00



II.
Sales Date Adjustment
$7,142.00
$ 4,375.00




Adjusted Sales Price
$ 149,980.00
$179,375.00



III 
Amenities





Bedroom @ 8%
- 11,998.00
-28,700.00





Bathroom @ 10%
-7,499.00
- 17,938.00





Living Space @ $60psf
-10,800.00
-28,800.00





Lot Size @ $3.5psf
-12,250.00
-17,500.00





Neighborhood
-14,998.00
+ 21,525.00




Adjusted Sales Price
$  92,435.00
$  107,962.00

Market value estimate  =  0.4 x $92,435  +  0.6 x $107,962  =  
$ 101,751.

2. The reproduction cost for an eight year-old office building with 75,000 square feet of leaseable 

space is $95 per square foot.  The site is valued at $950,000.  Estimate the value of the property if

· physical curable depreciation is $175,000

· physical incurable depreciation is computed using the straight line method for an improvement initially having a 40 year useful life

· the rent loss due to functional depreciation is $17,500 annually,

· the rent loss due to economic depreciation is $8,500 annually, and



future expected rent losses are discounted at 12% annually.


Reproduction Cost New (75,000 sq.ft. @ $95 psf)
$  7,125,000



less physical curable depreciation
- 175,000


Adjusted Reproduction Cost New
6,950,000



less physical incurable depreciation
- 1,390,000



( 8 years @ $173,750/year)



less functional depreciation
- 141,953



less economic depreciation
- 68,949


Depreciated Reproduction Cost New
5,349,099



plus improved site value
950,000


Property Value
$  6,299,099  
or   $ 6.3M

3.
You have to estimate the market value of the following 8-story office building using the market comparison technique.  Listed below is a description of the subject property and two comparable properties.  Following the description is a list of adjustment factors. Weigh each comparable equally when estimating value for the subject property.  There are 43,560 square feet in an acre.

CHARACTERISTIC             
SUBJECT      
COMPARABLE

                                             
1              
2


Selling Price              
?             
$7,250,000    
$10,500,000

Time of Sale               
Current       
6 months ago  
1 year ago

Location                  
 Prime/       
 Average/      
Prime/

                           
Excellent     
Poor         
 Excellent

                           
Access        
Access        
Access

Physical Characteristics   

  Net Leasable Area        
115,000       
125,000      
150,000

  Number of Stories        
8             
10            
12

  Lot Size                 
2.5 acres     
2.7 acres     
3.0 acres

  Land Price/Sq. Ft.       
$4.50/sq.ft.  
$4.25/sq.ft.  
$4.75/sq.ft.

CHARACTERISTIC             
SUBJECT      
COMPARABLE

                                             

1              
2


  Atrium                   
Yes           
Yes           
No

  Architectural            
Superior      
Average       
Superior

  Design

  Parking Spaces           
500           
650           
800

  Flexible Partitioning    
Yes           
Yes           
No

  Age                      
2 Years       
6 Years       
4 Years

The first comparable sold with market financing.  The second comparable sold with the seller taking back a $3M second mortgage with monthly payments for 10 years at 7% annual interest when the market rate for this type of loan was 9%.  

ADJUSTMENT FACTORS:

1.  
Recent property value appreciation has been 6% per year.

2.  
Premium of 3% of improvement value for prime location.

3.  
Discount of 5% of improvement value for poor access.

4.  
Atrium adds $100,000.

5.
Deficiency of parking spaces (over 200 square feet of net leasable space per parking space) subtracts 1% of total property value.  Excess (under 150 square feet of net leasable space per parking space) subtracts 1% of total property value. 

6.  
Superior design adds 5% of improvement value.

7.  
Flexible partitioning adds $0.35 per sq. ft. of net leasable space.

8.  
Each year of age subtracts 2% of improvement value.

9.
The top floors of tall office buildings command substantial rent premiums.  In buildings taller than ten stories, market rents are 20% higher for each floor above the tenth floor.  This rent premium is capitalized in value producing a 2% property value premium for each floor more than ten.  

Comparable
1
2

Selling Price
$7,250,000
$10,500,000

Financing Adjustment
n.a.



Monthly payment at market rate

$38,002.73



Actual monthly payment

$34,832.54


Monthly subsidy

$3,170.19


PV of subsidy at market rate

$250,260


Adjusted transaction price
$7,250,000
$10,249,740

Sales Date Adjustment
$217,500
$614,984

Sales Date Adjusted Price
$7,467,500
$10,864,724


-
Land value
$499,851
$620,730

Time adjusted improvement value
$6,967,649
$10,243,994

Amenities


Prime location
+ 209,029
-


Access
+348,382
-


Atrium
-
+100,000


Parking
-74,675
-108,647



(square ft. per space; subject has 230
192
188)


Design
+348,382
-


Flexible partitioning
-
+52,500


Age
+557,412
+409,760


Height
-
-434,589


Adjusted improvement value
$8,356,179
$10,263,018

Square feet of leasable space
125,000
150,000 

Per square foot improvement value
$66.85
$68.42

Per square foot subject property improvement value:   0.5($66.85  +  0.5($68.42  
=  $67.64

Subject property improvement value
$7,778,600


+
Subject property land value
490,050

=
Subject property value
$8,268,650

4.
Estimate the market value of the following site using the recent sales data provided.  Use equal weights for the comparable properties.  The subject property is a 5.136 acre tract of land located along the east side of St. Augustine Road, approximately 75 feet south of Scyene Road in Dallas, Texas.  The highest and best use of the subject site is multifamily. The subject property is level, has all utilities available, and is zoned MF‑2.  Information on similar properties that recently sold follows:  

Comparable                                      Location   

=========================================================================


1
North side of Bruton Road, 125 feet east of Prairie Creek Road, Dallas.  This location is considered slightly better than the subject property's and probably sold for a 7% premium.  


2
Northeast corner of Scyene Road and St. Augustine Road, Dallas.  This location is very close to the subject property and requires no location adjustment.       

=========================================================================

Comp.     Sales
   Sales
 Size
Topography
Utilities
Zoning 

  #            Price
   Date
(acres)
   

  1
$ 975,000
3 mos. ago
  4.8
   level
all except
R-7.5 






    gas

  2
5,750,000
7 mos. ago
 38.5
 sloping
    all 
 PD 

 =========================================================================

Residen​tial lots have been appreciat​ing 0.5% per month over the past year.  Sloping topography adds $.25 per square foot to the site develop​ment costs while gas installa​tion costs ap​proximately $0.35 per square foot.  The premium for R‑7.5 (residential lots on at least 7,500 square feet of space) zoning over multiple family zoning is $1.50 per square foot.  Assume the discount for PD (planned development sites) is 5%.



Comparable


1

2

Sales Price                                            
$    975,000            
$ 5,750,000



Size (square feet)
      209,088

   1,677,060

Price per square foot
$      4.6631

$      3.4286

Adjustments

1. Financing

0


0

2. Terms

0


0

3. Sales date @ 0.5% per month
+      0.0699

+      0.1200

Adjusted Price
$      4.7330

$      3.5486

4. Amenities

a. Topography

0

+      0.2500

b. Utilities
+      0.3500


0

c. Zoning
-      1.5000

+      0.1774

d. Location
-      0.3313


0


           Adjusted per square foot price:    
$      3.2517

 $     3.9760


Market value  = 5.136 x 43,560 x (3.2517 + 3.9760)/2    


Market value  = 5.136 x 43,560 x 3.61385 = $ 808,506

Alternative Solution



Comparable


1

2

Sales Price                                            
$    975,000            
$ 5,750,000



Adjustments

1.
Financing

0


0

2.
Terms

0


0

3.
Sales date @ 0.5% per month
+      14,625

+    201,250

Adjusted Price
$    989,625

$ 5,951,250

4.
Amenities


Topography

0

+    419,265


Utilities
+      73,181


0


Zoning
-    313,632

+    297,563


Location
-      69,274


0


          
Adjusted Price:    
$    679,900

 $6,668,078


Size (square feet)
      209,088

   1,677,060

Price per square foot
$      3.2517

$      3.9761


Market value  = 5.136 x 43,560 x (3.2517 + 3.9761)/2    


Market value  = 5.136 x 43,560 x 3.6139 = $ 808,517

