


What if it Can’t be Supported?
Your Value as a Local Expert
By Rachel Massey, SRA and Tim Andersen, MAI

It is often said that appraisal is part art, part science. So what does that mean to you in today’s business climate?

The science part is the adjustment process. This somewhat mirrors the scientific method, which proposes a hypothesis and then tests that hypothesis, so that others may try to either prove or disprove it. This process strengthens the proposed method or weakens it. There seems to be very little that cannot be disproved because appraisal is not a hard science but a combination of science and human judgment (much like economics or anthropology). What works at one time and in one place, may not work in another time or another place. 

Because there is not one single method that we use for extraction of an adjustment that cannot be disproven under certain circumstances, it is best to use more than one method to support an adjustment if at all possible. Not all adjustments in the appraisal process can be quantified to the nth degree. Some of them will not be easily quantifiable at all and the best we can offer is a large group of data, as in regression, through grouped data analysis or even through independent market surveys.

Art and Science 
We see an increasing clamor about “proving” market adjustments. Appraisal management companies (AMCs) are losing panel appraisers over the need to prove every adjustment. This is a hot-button issue. When an adjustment can be “proven” without human analysis and judgment, the art part of appraisal no longer exists and appraising becomes the work of computers. There is a lot of judgment that, supported by local expertise, comes into play to tie up the analysis. A computer will never be able to put judgment into the equation about multiple elements that drive market value in real property in all or even in most circumstances. 

A computer is not able to accurately judge the typical buyer’s reaction to a house that has numerous functional and external issues. Judgment is very real in this instance and although a computer algorithm may be able to isolate various adjustments individually, the presence of many different variables will likely throw off the answer. Judgment backed with logic and reason from an appraiser with good familiarity of the market and with what drives buyers, is the best one can hope for. Of course, the appraiser would always attempt to quantify the adjustments first, but in the end, it is a judgment call based on the logic of the support.

Take for example grouped data (or grouped paired analysis) for a garage in a certain market. The subject does not have a garage while all of the sales do, and it would be imprudent to make an across-the-board adjustment without offering support for this adjustment. The grouped data analysis indicates that a garage, in this particular area and age/size range, is valued in the market at about $21,000 for a one car garage, or $22,000-$23,000 for a two-car garage. The thing is, to build a 400 sq. ft. garage in this market costs around $15,000, so penalizing the subject for more than the cost of a new garage, is likely absurd (unless the market is oversupplied, which is addressed later). If it is possible to measure that a typical property in this particular market is around 20 percent depreciated, by doing depreciated cost studies, then that figure can be reasonably applied to the garage. Both of these methods are just that, methods. They both offer support, but in the end, it is the judgment of the local appraisal expert to reconcile what the effect of not having a garage in this market is. This is the human judgment factor and anyone working with regression will see that sometimes the indicated adjustment just does not make sense.

The grouped data shows that one should adjust for garages between $21,000 and $23,000 but since cost indicates that it would be no more than $15,000 to build, it makes sense to test both of these adjustments in the analysis with other items already extracted from the market. Further reconciliation will either show that the adjustment is in the right direction or disprove it entirely. Say you render a $21,000 adjustment for the sales with the one-car garages- do the adjusted sales price ranges widen or do they narrow? If they narrow, then we might be on to something. If they widen, then something is not adequately analyzed. Next, try the depreciated value of a garage. Does it widen the adjusted range or does it narrow it? This widening and narrowing is commonly known as “sensitivity” and is what appraisers intuitively do when they are analyzing adjustments within the sales comparison approach.

Do you notice what just happened? Three different methods for supporting adjustments were applied, but in the end, the appraiser simply uses their best judgment to determine what that adjustment will be. This is using support for what ultimately is a judgment call. If the market is slow and oversupplied, the best answer might well be the grouped analysis but in a market that is undersupplied and active, the lower adjustment may be the most appropriate.

In addition to what we find that is actually reasonably quantifiable, there is also the issue of what is not quantifiable. What happens, for instance, if this house without a garage is in a market that expects one and not only does it lack a garage but the house also has only one bathroom where two are expected, and has only two bedrooms when three are common. To top all of these issues off, the house backs up to a busy expressway. How can we quantify each of these and then expect the overall adjustments to equate to a good supportable answer? If each of the quantifiable adjustments are made it may even show on paper that there is practically no value to the house, when in fact, that could not be further from the truth.

The market in which the appraisal is functioning also has a significant effect on what type of adjustments to make and simply taking rote information that is extracted from the market, without explaining the requisite logic, will likely become a point of debate. In markets where there is an oversupply of inventory and buyers have many options, that two-bedroom house, without a garage, backing to a freeway, may not sell or the price may be penalized significantly. If there is no inventory, that same house may have multiple potential buyers and the deficiencies may well be overlooked due to the issue of scarcity. How can you use the same factors in an undersupplied versus oversupplied market, even if you can support the analysis with good sound data from multiple directions? This is where judgment is applied and adjustments can and sometimes do change.

Supporting Conclusions
Here is another route to supporting your conclusions. Consider the value of the property backing up to the expressway. We conducted market studies in the past related to locations bordering the highway and have extracted adjustments that ranged the gamut from five to over 20 percent. Right now, however, the market is smoking hot where the property is located and because the subject is a starter home (less expensive than many) and in a rural market, there is very little to go by. The way around this, because support is needed, is to do a market survey through an online form. We asked what people thought the effect on value the property would suffer from backing up to the highway. The participants were able to write on the survey so that varying opinions as to the marketability and value could be expressed. This was first opened to Realtors in the market, then to appraisers throughout the U.S. and ultimately to anyone who wanted to participate.

The goal was 100 responses but we did not get that many. Nevertheless we did have an adequate sample of responses with which we could then combine our judgment, based on the current market, to extract an adjustment. With 51 responses, the market was pretty decisively leaning towards a 10 percent reduction in value for a property backing to the expressway but more participants leaned to 15 percent and greater (18 total) than less than 10 percent (12 total). Anything between the five-20 percent range of reduction would have been supported based on this data. In the end, the majority indicated that a 10 percent reduction is most likely based on the data available, plus one sale that backed up to the same highway in the same market. This is support backed up with logic but it is not irrefutable proof. 
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What is Support 
What is support, how much support is needed and can you actually prove anything- are all valid questions. Does the support have to be recognized by the Appraiser Qualifications Board or can it be recognized through older recognized texts? Do you need to support an adjustment through only one source, two, three or more? Is one method better than the others or should you have a wide range of tools in your toolbox that you can pull out to use in combination or as a standalone?

Not every feature in the appraised property needs this same level of analysis. Some adjustments may not be quantifiable but the local expert knows that the market prefers the feature. An example is landscaping. In most markets, a well landscaped yard will help a property sell quicker than one that is minimally landscaped but try to extract that adjustment! Reconciliation works well in this instance, and the sale with the well landscaped yard may sell at a premium over others but there is often the interior upkeep that ties in with the exterior upkeep. If the subject has similar good quality and condition landscaping, it can be reconciled towards the top, related to this sale. Conversely, if the subject lacks any upkeep and landscaping, the value could be reconciled towards the sale that also lacks the landscaping.

Nowhere is it written that you have to unequivocally “prove” your adjustments. Maybe in a court of law, with a crack team of lawyers, there will be the need to “prove” them but, then again, almost anything that is proven can be disproven. To be safe, any support is better than no support and in the end, the appraiser’s logic and judgment based on their intimate knowledge of the market still are necessary.
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