Depreciated Cost Analysis Webinar

This document is provided to teach Depreciated Cost Analysis by using the Solomon Sidekick User Manual.

The key concepts are economic age-life depreciation and marginal cost. These topics are explained on pages 5

and 6.

Before we talk about how depreciated cost analysis works, we need to understand why we need this

information.

USPAP states that appraisers must be aware of, understand and correctly employ those recognized methods
and techniques that are necessary to produce a credible appraisal. USPAP goes on to state that it is not
sufficient for appraisers to simply maintain the skills and the knowledge they possess when they become
appraisers. Each appraiser must continuously improve his or her skills to remain proficient in real property
appraisal. This is from Standards Rule 1-1, General Development Requirements (a).
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In developing a real property appraisal, an appraiser must:

(a) beaware of, understand, and correctly employ those recognized methods and techniques that are

nacessary to produce a credible appraisal;

Comment: This Standards Rule recognizes that the principle of change continues to affect the manner in
which appraisers perform appraisal services. Changes and developments in the real estate fisld have a
substantial impact on the appraisal profession. Important changes in the cost and manner of constructing
and marketing commercial, industrial, and residential real estate as well as changes in the legal framework
in which real property rights and interests are created, conveyed, and mortgaged have resulted in
corresponding changes in appraisal theory and practice. Social change has also had an effect on appraisal
theory and practice. To keep abreast of these changes and developments, the appraisal profession is
constantly reviewing and revising appraisal methods and techniques and devising new methods and
technigues to meet new circumstances. For this reason, it is not sufficient for appraisers to simply maintain
the skills and the knowledge they possess when they become appraisers. Each appraiser must continuously
improve his or her skills to remain proficient in real property appraisal.

In section (b), the appraiser is warned not to commit a substantial error of ommission or commision. Diligence is
required to anaylze data that has a significant effect on the credibility of the assignment results.

450

451
452

{b) not commit a substantial error of omission or commission that significantly affects an appraisal; and

Comment: An appraiser must use sufficient care to avoid errors that would significantly affect his or her

opinicns and conclusions. Diligence is required to identify and analyze the factors, conditions, data, and other
information that would have a significant effect on the credibility of the assignment results.

The foregoing begs at least two questions: what are recognized methods, and what do we need to know about data

analysis to use recognized methods in a credible way?



Recognized Methods

Quantitative Adjustments
Sever: iques are available anlify adjustments > sale
Several techniques are available to quantify adjustments to the salc
prices ol comparable properties:
« data analysis techniques such as paired data analysis, grouped dala
analysis, and secondary data analysis

« slatistical analysis, including graphic analysis and scenario analysis
« cosl-related adjustments (cost lo cure, depreciated cost)
« capilalization of income differences

The Appraisal of Real Estate — 14" Edition p398

Data Analysis

Knowing which recognized method applies to a particular appraisal problem requires an understanding of sample size
and sample distribution. A normal distribution requires a minimum of 15 observations. A skewed distribution requires a

minimum of 30 observations.! A normal distribution has similar mean median and mode.

A skewed distribution has a
mean that differs from the
median and the mode.

The distribution of sale
prices usually results in a
mean that is higher than
the median.
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1 Marvin A. Wolverton, An Introduction to Statistics for Appraisers, p171-172 published by the Appraisal Institute



Solomon Sidekick 2020

Solomon Sidekick Depreciated Cost Analysis Calculator 2020 Data

UAD Quality| 4
Multiplier (see User Manual)| 3

Economic Life | 60
Effective Age| 18
Remaining Economic Life| 42

Depreciation| 30%
REL/EL = % Paid = Mkt Reaction | 70% Market Value Contributory Repl Cost + Cost Less
Value + Site Site Depreciation
+ Site

Solomon Sidekick Installs on Your Computer

One advantage is that the calculator will remain open on your desktop as long as you need. Other Solomon calculators
are web-based and time out after 60 minutes of non-use.

A second advantage is that | am able to make revisions and improvements without the expense and delay of
programming.

Also, the data and program are protected from unauthorized use. The calculator will only work on the computer it is
installed upon. If you change computers, let me know and | will provide another copy for you.

You can reach me at scullen2@comcast.net.
The calculator will lock on January 1, 2021 when the 2020 data expires.

This application is licensed to one user. If you think someone would benefit from this spreadsheet, please have them
download their personal version at www.SolomonAppraisal.com.

Solomon Sidekick does not replace the other Solomon calculators.

The intended use of this calculator is to derive depreciated cost adjustments when effective age is known or inferred by
the scope of work of the assignment. In the desktop realm, appraisers are commonly instructed to assume that the
interior condition is equal to the exterior condition. The exterior inspection usually rates condition and provides an
exterior photo. This information, together with year built from public data, allows the appraiser to credibly estimate
effective age within the scope of work. For example, the effective age of a 18 year old house can be reasonably
estimated at 18 years if it is judged to be in average condition. Depreciated cost adjustments are then calculated from
an effective age estimate of 18 years, together with a quality rating.

Solomon Sidekick uses licensed cost data to develop adjustments, but it does not complete the Cost Approach. If you
need the Cost Approach and Site Value extraction, use the web-based applications Solomon Cost and Solomon Site.

Solomon Sidekick works from effective age calculations done with Solomon Cost or any other cost service. Page 4 of the
workbook is designed so that you can calculate effective age quickly and document both the process and the results.



You can improve your workflow by
adding Solomon Sidekick to your
appraisal tools. After you have
calculated the Cost Approach in
Solomon Cost, use the effective age
calculation in Solomon Sidekick to
complete your report. The benefit is
two-fold. First, Solomon Sidekick will
not time-out. Second, all data will
remain until you change it.

Third, there is no need to open
individual surveys and manually apply
adustment rates to each comp.
Percentage adjustments for 21
features can be applied instantly to
any comparable market value.

Solomon Sidekick is designed to keep
you profitable and compliant, even if
your workload shifts from traditional
to desktop assignments.

Peer Consensus Survey Calculator®
*Surveys are a recognized secondary data technique.

Market Value

3rd Bedroom

4th Bedroom
Fronts Busy Road
Backs Freeway
Backs Water Tower
Backs Power Lines 1
Backs Railroad Tracks

In Ground Pool Cold Winter 8100
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Pole Building, average condition, gravel floor, per 1000sf. 2
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Steel Building, avg condition, concrete floor, power, per 1000sf.

Condition of Q4 ClwsC2 C2wvsC3 C3wsC4 C4wsC5 (C5vsCh
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| 22950  16875]  15975]  1s%00] 22950

Quality of C3

Based on surveys archived for subscribers of SolomonAppraisal.com.

Watch this 5 minute video for the inspiration behind the surveys.
https://www.youtube.com/watch ?v=iOucwX7Z1HU

The video refers to a discovery made in 1906 by Sir Francis Galton. Galton

discovered that many non-expert opinions are better than one expert opinion, if

the opinions are gathered in a blind survey. Galton was the first to use a survey.
He discovered concepts he called Central Tendency and Standard Deviation.

His work led to regression analysis. If there were a Mt Rushmore of statistics, he
would be there. If | am interpretting Galton well, the peer consensus of many
appraisers, working in different markets, is more reliable than one local expert, for
answers to certain types of questions. Copyright 2019 Scott Cullen

Calculator Locks on 1/1/2021




Depreciated Cost Analysis

Depreciation: Sidekick assumes economic age-life depreciation.
Economic age-life depreciation is built-in to the 1004 and other
residential report formats. To the right is how economic age-life is
defined in the “The Dictionary of Real Estate Appraisal 6% Edition”
published by the Appraisal Institute.

economic age-life method. A method of
estimating depreciation in which the
ratio between the effective age of a
building and its total economic life
is applied to the current cost of the
improvements to obtain a lnmp-sum
deduction; also known as the age-life
method. See also modlfled economlic
age-life method.

“The Appraisal of Real Estate 14™ Edition”, also published by the
Appraisal Institute, goes deeper.

“In the economic age-life method, the most important concepts
are

total economic life (EL)
effective age (EA)
remaining economic life (REL)

In applying the concepts of economic life, effective age and remaining economic life expectancy, the appraiser
considers all elements of depreciation in one calculation. Therefore, the effective age estimate includes not
only physical wear and tear but also any loss in value for functional and external considerations.”

EL-EA =REL
EA / EL = the percentage of depreciation
REL / EL = the percentage of cost paid by the market

Cost: depreciated cost analysis assumes current replacement cost. Not the cost at the time the house was
built, and not reproduction cost. There are many sources of unbiased third party cost data. Sidekick licenses
data from “National Building Cost 2020”, published by Craftsman Book Company.

Cost data is typically published as average cost. Average cost is the correct basis for cost calculations. For
example, 1500sf of GLA at an average cost of $140.00/sf has a total cost of $210,000.

Average cost is not a good basis for depreciated cost analysis adjustment calculations.

Here is why. 1500 sf costs $140 per square foot, but 1300 sf costs $147.70 per square foot. We need to solve
for the marginal cost, the cost of one more square foot, to get a solid basis for DCA adjustments.

GLA Size Avg Cost S/sf Total Cost Adjustment at Cost
Comp 1 1500 sf 140.00 $210,000
Comp 2 1300 sf 147.70 $191,600
Change 200sf $18,000 $90

Total cost of 1500 sf minus total cost of 1300 sf divided by the 200 sf difference in size: $90. The cost of one
more foot, not the average cost of all square feet, is the correct basis for a square foot adjustment.




Analysis: By combining the concepts of economic age-life depreciation and marginal cost, we can calculate a
depreciated cost analysis adjustment.

If effective age is 18 years, and economic life is 60 years, there is 30% depreciation.
EA 18 / EL 60 = 30% depreciation.

When there is 30% depreciation, the market is paying 70% of cost.

If marginal cost of GLA is $90, and the market pays 70%, the GLA adjustment is $63.
Two more facts for your analysis:

1. Houses do not depreciate equally throughout the structure.

A house with overall lifespan of 60 years includes components with shorter and longer lifepans. Here are
some examples from “Study of Life Expectancy of Home Components” published by National Association of
Home Builders and Bank of America Home Equity in 2007.

Decks: 20 years, Asphalt roofing: 20 years, Aluminum Gutters: 20 years, Windows: 30 years, Furnaces: 15-20
years, Dishwashers: 9 years, Carpet: 8 -10 years, Wood Floors: Lifetime.

Notice how everything above, except the deck, is included in GLA? The deck is easy. It has 33% of the 60 year
overall lifespan. Decks depreciate three times as fast as houses. We have survey results that indicate GLA
depreciates faster than the house as a whole. A survey of Solomon users showed a consensus of 62% of 60
years. Use sensitivity analysis within the grid to see what makes most sense in your market. You are an
analyst, not a data entry clerk.

2. Houses do not have the same construction cost throughout the United States. Cost varies by climate and
other location factors (labor rates and material costs), proximity to urban areas, construction (brick vs frame)
and economies of scale. All other things being equal, the cost of one house among many in a subdivision is
less than a one-off build.

Sidekick uses licensed cost data that includes mutlipliers for location (by zip code) and other factors. The cost
data is designed to work by combining all applicable multipliers into one number. In the example above with
GLA at $90, a zip code multiplier of +12% and subdivision economies of scale (-9%), the multiplier to use in the
calculation is +3%. 12% - 9% = 3%.

At 70% market reaction the GLA adjustment is $65.

$90 (marginal cost) x 1.03 (multiplier) x 70% (percentage paid by the market) = $65



Multipliers

Construction costs are higher in some cities than in
other cities. Add or deduct the percentage shown on this
page or page 8 1o adapt the costs in this book 1o your
Job site. Adjust your estimated fotal project cost by the
percentage shown for the appropriate city in this table
to find your total estimated cost. Where 0% is shown it
means no modification is required. Factors for Canada
adjust to Canadian dollars.

Thess percentages were compiled by comparing the
construction cost of buildings in nearly 600 communities
throughout Morth America. Because these percentages
are based on completed projects, they consider all
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Modification factors are listed alphabetically by state
and city, followed by the first three digits of the postal

Zip code.

These percentages are composites of many costs
and will not necessarily be accurate when estimating the
cost of any particular part of a building. But when usad to
rnodify costs for an entire structure, they should improve
the accuracy of your estimates.
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There are other factors that have an effect on cost. Here is how these factors are described in our source, National
Building Cost 2020.

Mote: Tract work and highly repetitive jobs may reduce the cost 8 to 12%. Add 4% to the square foot cost of floors above the
gecond flocr level. Work outzide metropcolitan areas may cost 2 to 6% less. When the exterior wallz are masonry, add 9 to
107 for class 2 and 1 structures and 5 to 8% for class 3, 4, 5 and 6 structures. The building area includes all full story (76" to
9 high) areag within and including the exterior walls of all floor areas of the building, including small inset areas such as
entrances cutside the exterior wall but under the main roof. For areas with a ceiling height of less than 50", ses the secticn on
half-story sreas on page 30.

My interpretation:

Repetitive Builds Depending on the scale of the subdivision, subtract 8% to 12%. By scale | mean the
difference between several houses in a small subdivision to hundreds of houses with
few floorplans in a large subdivision.

3™ Floor I don’t include this in my estimate of a multiplier because it is usually less than 1/3 of
GLA.
Outside Metro Areas Depending on how far from a metro area (think labor rates), subtract 2% to 6%.
Exterior masonry walls Q1 Q2 Q3 Q4 Q5 Q6
+10% +9% +8% +7% +6% +5%
Example 1: Q4 Subject was built in a medium size subdivision within a metro area of zip code
55123:

12% -7% = 5%
Example 2: Subject was built as a Q3 Brick house 20 miles from a metro area in zip code 35901:

-9% + 8% - 4% = -5%



Depreciated Cost Analysis Calculator

1. Enter UAD Quality Rating. 1is
highest and 6 is lowest. There
are a total of 11 ratings included
in National Building Cost, so you
may use 1.5, 2.5, 3.5 etc.

2. Enter Mutliplier as described
on page 7.

3. Enter Economic Life. Use the
guidance middle left or other
known value.

4. Enter Effective Age. See page
3.

5. Remaining Economic life is
calculated per page 3.

6. Percent depreciation is
calculated per page 3.

7. Percent paid by market is
calculated per page 3. This
percentage applied to cost is also
known as Contributory Value and
Market Reaction.

8. Pie chart showing the share of
cost that is paid by the market
(75% in the example).

9. Enter subject GLA.

10. Low bracket (-20%) is
calculated.

11. High bracket (+20%) is
calculated.

Solomon Sidekick

UAD Quality

Multiplier (see User Manual)
Economic Life

Effective Age

Remaining Economic Life
Depreciation

REL/EL = % Paid = Mkt Reaction

Depreciation
Depreciated Replacement Cost

also known as

Contributory Value
or Market Reaction

Cost Data Econ Life Assumption
Q1 70 Years
Q2 70 Years
Q3 70 Years
Q4 60 Years
Q5 60 Years
Q6 55 Years

Depreciated Cost Analysis Calculator

2020 Data

Above Grade Full Bath 7616 100 | 7616
Above Grade Half Bath 3699 100 | 3699

Additional Fireplace 2517 50 1258

Additional Garage Stall 7053| 100 | 7053

100sf Covered Porch  3460| 50 1730

100sf Enclosed Porch  5191| 75 3893

Market Value Contributory Repl Cost + DRC Less
Value + Site Site Depreciation

- © © &

GLA Bracketing +/-20%| 1400] 1167] 1680]

@ EqD @%EL Adjust@
2

Gross Living Area 69| 6 43

Basement Size 14| 100 14
Basement Finish 25| 62 16
Basement Full Bath 7616 50 3808
Basement Half Bath 3699 50 1849
Fireplace 2517| 100 | 2517

First Garage Stall 11358| 100 |11358

First Carport 3360 100 | 3360
Additional Carport 2240| 100 | 2240
100sf Deck 2448 33 808

100sf Screen Porch  4637| 67 3107

See User Manual for Zip Code Multipliers. Also see User Manual for lower costs
associated with multiple builds in subdivisions, higher costs related to masonry
construction, etc. All multipliers are to be totalled into one number.

EqD means equal depreciation, the assumption that all components of the building
depreciate at the same rate. %EL means percent of economic life. A deck has a 20 yr
lifespan which is 33% of 60 yr lifespan of the house as a whole. Enter 33 to reflect
shorter lifespan and faster depreciation. Same applies to functional depreciation fi
for a second fireplace or basement bath. I use 50 for 50% of value.

Cost data is current through December 31, 2020. Calculator locks on 1/1/2021.

Cost Data Licensed from Craftsman Book Co. National Building Cost Copyright 2019 SolomonAppraisalLLC

10

12. EgD column shows adjustments calculated as if depreciation impacts each cost category equally. See page 4.

13. Enter the percentage of Economic Life to account for categories that have lifespans that are a fraction of the
house as a whole. This fraction could be due to shorter lifespan as shown on page 4, or for functional
depreciation such as a basement bath having less value than a bath above grade, or the diminishing returns of a
second fireplace.

14. DCA adjustment calculations are column 12 x (column 13 /100).



Peer Consensus Survey Calculator

Enter the market value of the comparable
property. In my market, this is sale price
after concessions.

Hit enter on your keyboard. You will see the
percentage adjustment for 21 features
applied to the comparable market value.

Adjustments will vary with market value. If
you prefer to have the same adjustment for
comps of different values, use the average of
the comp market values.

There is one exception: the accessory
building adjustments vary with building size
and quality, not with comp sale price.

See following pages that show the survey
questions and survey results.

11

Peer Consensus Survey Calculator®
*Surveys are a recognized secondary data technigue.

Market Value

gl lal 1Bl |B] | gl 18| | &
s 3 (8] (8 G B B |8 B
sl 18] |3] |8 B g

3rd Bedroom

4th Bedroom

Fronts Busy Road
Backs Freeway
Backs Water Tower
Backs Power Lines
Backs Railroad Tracks

Pole Building, average condition, gravel floor, per 1000sf.

In Ground Pool Mild Winter

=]

Steel Building, avg condition, concrete floor, power, per 1000sf.

Condition of Q4 ClvsC2 C2vsC3 C3vsC4 C4vsC5 (C5vsCh

| 14500]  17750] 22250 29000  7s250|
Quality of C3 Qlvs Q2 02vsQ3 Q3wsQ4 Q4vsQ5 0O5vs06

| 25500]  1s7s0] 17750 21000  25s00|

Based on surveys archived for subscribers of SolomonAppraisal.com.

Watch this 5 minute video for the inspiration behind the surveys.
https://www.youtube.com/watch?v=iOucwX7Z1HU

The video refers to a discovery made in 1906 by Sir Francis Galton. Galton

discovered that many non-expert opinions are better than one expert opinion, if

the opinions are gathered in a blind survey. Galton was the first to use a survey.
He discovered concepts he called Central Tendency and Standard Deviation.

His work led to regression analysis. If there were a Mt Rushmore of statistics, he
would be there. If | am interpretting Galton well, the peer consensus of many
appraisers, working in different markets, is more reliable than one local expert, for
answers to certain types of questions. Copyright 2019 Scott Cullen

Calculator Locks on 1/1/2021




Survey Questions and Results

olomon

Adjustment Calculator

Bedroom Count Survey Results
June 2018

Assume you are engaged to appraise a single family detached, Q4 / C3 in a neighborhood with a median
price of $250,000. The subject and comps are near the median. There is an excellent comp across the
street, identical in every way except bedroom count....

1. If the subject has 2 BR and the comp has 3, what would you expect the market reaction to be to the
3rd BR?

2. If the subject has 3 BR and the comp has 4, what would you expect the market reaction to be to the
4th BR?

3. If the subject has 4 BR and the comp has 5, what would you expect the market reaction to be to the
Sth BR?

3" BR 4™ BR 5" BR
Sample Size 118 118 118
Mean $4797 $1932 [ $731
Median $5000 S0 $0
Mode S0 $0 $0
Mean as % of $250,000 1.92% 0.77% | 0.29%

The most frequent response (Mode) was zero adjustment. The Mean and Median both include the zero
responses.

"A third form of data analysis, secondary data analysis, is used to support adjustments derived by other
methods. This technique makes use of data that does not directly pertain to the subject or comparable
properties. This secondary data describes the general real estate market and is usually collected by a
data vendor research firm or government agency like the county assessor. Secondary data may need
verification."*

1 The Appraisal of Real Estate — 14" Edition p400

12
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Adverse Location Adjustment Survey

June 2018

This is a 6 question survey of appraisers about location factors that may impact market value. For the
purposes of this survey, assume we are considering the value of a median price, single family detached

house.

1. A $400,000 median value house backs to a water tower. What is the impact on value of the water

tower?

Sample Size 50
Minimum S0
Maximum $40,000
Mode $20,000
Median $12,000
Mean $15,920
Mean as % of $400,000 | 3.98%

2. A $400,000 median value house backs to power lines. What is the impact on value of the power

lines?

Sample Size 50
Minimum S0
Maximum $40,000
Mode $8,000
Median $12,000
Mean $14,240
Mean as % of $400,000 | 3.56%

13
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3. A $400,000 median value house is adjacent to a buried pipeline. What is the impact on value of the
pipeline right-of-way?

Sample Size 50
Minimum SO
Maximum $40,000
Mode S0
Median $4,000
Mean $6,320
Mean as % of $400,000 1.58%

4. A $250,000 median value house backs to a freeway. What is the impact on value of the freeway
noise?

Sample Size 50
Minimum S0
Maximum $25,000
Mode $12,500
Median $12,500
Mean $13,150
Mean as % of $250,000 5.26%




5. A $250,000, median value house has frontage on a busy, 40 mph road. What is the impact on value
of the busy road?

Sample Size 50
Minimum SO
Maximum $40,000
Mode $8,000
Median $12,000
Mean $14,240
Mean as % of $250,000 5.70%

Sample Size 50
Minimum S0
Maximum $40,000
Mode $10,000
Median $10,000
Mean $9,400
Mean as % of $200,000 4.7%

A survey like this is a form of secondary data. This is from The Appraisal of Real Estate — 14" Edition on
page 400:

"A third form of data analysis, secondary data analysis, is used to support adjustments derived by other
methods. This technique makes use of data that does not directly pertain to the subject of comparable
properties. This secondary data describes the general real estate market and is usually collected by a
data vendor research firm or government agency. Secondary data may need verification."

©SolomonAppraisalLLC.com all rights reserved
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Solomon Survey 1015900 Results
Contributory Value of In-Ground Pool:

The survey question is about the contributory value of an average condition in-ground pool to single
family houses in subdivisions with 6 different median prices. The responses were 1% increments of the
Subdivision Median. The table shows count, median, mean and the mean as a percentage of median
value. The survey was conducted in April 2019.

The survey asked the respondents to classify their climate according to the Koppen Climate Classification
System. The first table combines four classifications:

Subdivision Median Count Median Mode Mean Mean as %
150000 112 7500 7500 7460 4.97
200000 112 10000 10000 9786 4.89
300000 112 12000 15000 13741 4.58
500000 112 20000 25000 21920 4.38
750000 112 25000 20000 27679 3.69
1000000 112 40000 50000 43036 4.30
There are 50 responses from Moist Mid Latitude with Cold Winter:
Subdivision Median Count Median Mode Mean Mean as %
150000 50 6000 7500 7460 3.92
200000 50 8000 8000 9786 3.90
300000 50 12000 12000 13741 3.60
500000 50 20000 20000 21920 3.68
750000 50 20000 15000 27679 3.13
1000000 50 30000 50000 43036 3.64
There are 32 responses from Moist Mid Latitude with Mild Winter:
Subdivision Median Count Median Mode Mean Mean as %
150000 32 7500 7500 7078 4.72
200000 32 10000 10000 9250 4.63
300000 32 12000 15000 13406 4.47
500000 32 22500 25000 21875 4.38
750000 32 30000 30000 28438 3.79
1000000 32 45000 50000 44688 4.47




Accessory Building

Survey Results: Accessory Buildings

Below is a copy of the survey we conducted November 10 - 13, 2017. Below the survey questions are
summary results. See page three for more detail on the results.

Accessory Buildings

Here is a survey about the contributory value of an accessory building like you would see on single
family property with acreage. The Appraisal of Real Estate 14th Edition states that these can be
considered as site improvements, so there is no need to calculate cost and depreciation. All we need to

do is estimate the "as-is" value and include it with other site improvements.

Pole Barn

What is the contributory value of an average condition, 40x60 pole building

with gravel floor and no electricity?

Total S/sf
Average 10217 4.26
Median 10000 4.17
Most Frequent 10000 4.17

There were 46 responses in a multiple-choice format with 8 possible answers ranging from $0 - $35,000

in $5,000 increments. See page three for more detail.




Pole Barn 40 x 60
$15,000
$10,000
$15,000
$10,000
$20,000
$10,000
$10,000
$15,000

0
$10,000
$10,000
$15,000
$10,000
$10,000

$5,000

0

$5,000
$15.000
$10.000
$10.000
$10,000
$10,000
$10,000
$10,000

$5,000
$10,000
$10.000
$10,000

$5,000

$5,000
$10,000
$15,000
$10,000
$10,000
$10,000
$20,000
$10,000

$5,000
$25,000
$15,000
$10,000
$10,000
$10,000

$5,000

$5,000
$10,000

Pole Barn 40 x 60 = 2400 square feet

Mean 10217
Standard Error 694
Median 10000
Mode 10000
Standard Deviation 4709
Sample Variance 22173913
Kurtosis 1.82
Skewness 0.58
Range 25000
Minimum 0
Maximum 25000
Sum 470000
Count 46
Largest(1) 25000
Smallest(1) 0
Confidence Level(95.0%) 1398
Bin Frequency

0 2
5000 8
10000 26
15000 7
20000 2
25000 1
30000 0
35000 0
More 0

Histogram

30 4

!
|

25
gzo-
3 15 1
g
< 10 A
5‘ l
0'”-*. T
o (=]
28

15000 M—

20000 W
25000
30000
35000
More

W Frequency
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Steel Building

What is the contributory value of a 24x40 steel building with concrete floor
and electricity?

Total S/sf
Average 13556 14.12
Median 15000 15.63
Most Frequent 10000 10.42

There were 46 responses in a multiple-choice format with 8 possible answers ranging from $0 - $35,000
in $5,000 increments. See page four for more detail.



Metal Blding 24 x 40
$20,000
$15,000
$30,000
$10,000
$20,000
$15,000
$20,000
$10,000

$5,000
$20.000
$15,000
$20,000

$5.000

$5.000
$10.000

$5,000
$10,000
$15.000
$15.000
$25.000
$15,000
$10.000
$10,000
$15.000
$15,000
$20,000
$10,000
$15,000
$10,000
$10,000
$20,000
$20,000

$5.000
$15,000
$20.000
$10,000
$10,000

$5.000
$30.000
$15.000
$10.000
$10.000
$10,000

$5.000

$5,000
$10,000

Steel Building 24 x 40 = 960 square feet

Mean 13478
Standard Error 944
Median 12500
Mode 10000
Standard Deviation 6400
Sample Variance 40966184
Kurtosis 0.22
Skewness 0.67
Range 25000
Minimum 5000
Maximum 30000
Sum 620000
Count 46
Largest(1) 30000
Smallest(1) 5000
Confidence Level(95.0%) 1901
Bin Frequency
0 0
5000 8
10000 15
15000 11
20000 9
25000 1
30000 2
35000 0
More 0
Histogram
16 -
14 -
12
g 10
3 8 -
g5
4 W Frequency
2 o
0 -
N 3
@69 x°@° '5°§ &«
Bin
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Condition and Quality Adjustment Survey

olomon

Adjustment Calculator

Condition and Quality Adjustment Survey
August 2018
The survey consisted of ten questions, five about condition and five about quality.

The five questions about condition adjustments asked for the expected market reaction to condition
differences for a Q4, $250,000 house with a land to value ratio of 25%. Sample size is close to the
desired 30 which is considered credible for a non-normal distribution. A normal distribution has similar
mean, median and mode.

Comparison Sample Size Median Mode Mean | Mean as % of Value
Clvs(C2 29 $10,000 $10,000 | 514,431 5.8%
C2vs(C3 29 518,750 $25,000 | $17,750 7.1%
C3vsC4 29 $15,000 $25,000 |$22,179 8.9%

C4vs C5 28 $23,000 $25,000 | $28,964 11.6%
C5vs Cb 28 525,000 $25,000 | 576,179 30.5%

The five questions about quality adjustments asked for the expected market reaction to quality
differences between houses with C3 condition. The assumed prices varied due to quality. Sample size is
close to the desired 30 which is considered credible for a non-normal distribution. A normal distribution
has similar mean, median and mode.

Comparison Value Sample Size Median Mode Mean Mean as % V
Q1lvs Q2 $750,000 28 $50,000 550,000 576,178 10.2%
Q2 vs Q3 $500,000 29 $37,500 $50,000 $37,483 7.5%

Q3 vs Q4 $300,000 29 $20,000 $15,000 $21,179 7.1%
Q4 vs Q5 $250,000 27 $20,000 525,000 521,241 8.4%
Q5 vs Q6 $200,000 28 $20,000 $20,000 521,761 10.2%

A survey like this is a form of secondary data. The Appraisal of Real Estate — 14" Edition, p400 defines
Secondary data as:

"A third form of data analysis, secondary data analysis, is used to support adjustments derived by other
methods. This technigue makes use of data that does not directly pertain to the subject or comparable
properties. This secondary data describes the general real estate market and is usually collected by a
data vendor research firm or government agency. Secondary data may need verification.”

©SolomonAppraisalLLC.com all rights reserved
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Market Time Adjustment Calculator

1. Enter the annual rate of appreciation. In
this case, 3 means 3% increase. -3% would
mean a decline of 3%.

2. Enter report effective date.
3. Enter comp address.
4. Enter comp sale price.

5. Enter concessions that are not included in
the market value of the comp.

6. Market Value is calculated.
7. Enter comp contract date.

8. The interval between contract date and
effective date is calculated.

9. The adjustment is calculated by applying a
percentage of the annual rate to the market
value.

22

Market Time Adjustment Calculator
o Annual Rate of Change
@ [ 1us019

Comp Price é oncessions Value Contract Date Interval in Days

[123 Mainst | 350000] 5000 e345000 O 10
Adjustment = Value x Days/365 x RatellDD

[129 Mainst | 325000] 5000 320000 4/1/2019 21

%)
o
s
w

[132 Mainst | 365000] 5000 360000 6/21/2019 140

|£
fury
s
L]

| | | | 0 43777

.

| | | | 0 43777

.

| | | | 0 43777

.

| | | | 0 43777

!

| | | | 0 43777

!

| | | | 0 43777

!

"Market time adjustments are developed by applying the annual rate of change to
to comp market value for the interval in days between comp contract date
and report effective date.”

Copyright 2019 Solomon Appraisal LLC




Effective Age Calculator

=

. Enter replacement cost.

2. Enter site value.

3. Enter “As-is” Value of Site Improvements.
4. Enter market value.

5. Depreciation is calculated. In this example: 250,000 — 45,000 — 5,000 — 225,000 = -75,000

Effective Age Calculator

Replacement Cost @ 250000

Opinion of Site Value @ 45000

"As-is" Value of Site Improvements & 5000

Market Value|@) 225000

Depreciation [uly £l L)
% Depreciation 6

% Paid by Market o

Economic Life 9

Effective Age 9 18

Remaining Economic Life @ 42

When we know the percentage of depreciation recognized by the market, we know
the percentage of replacement cost that is paid for the improvements.

Site improvements are included at their market value, so there is no need to
calculate their cost or estimate depreciation.

6. % depreciation is calculated. In this example: 75,000 /225,000 = 30%

7. % paid by market is calculated. In this case: 100% - 30% = 70% or (225,000 — 45,000 — 5,000) / 250,000

8. Enter economic life.
9. Effective age is calculated. In this case: 60 x 30% = 18 years

10. Remaining economic life is calculated. 60— 18 =42 years or 60 x 70% = 42 years
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