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Disclaimers:
* Not representing DORA
 Not endorsing Marshall & Swift

e Seminar presented with permission of M&S to use screen shots and
information from their Residential Cost Handbook
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Disclaimers:
* Not representing DORA
 Not endorsing Marshall & Swift

e Seminar presented with permission of M&S to use screen shots and
information from their Residential Cost Handbook

Perspective of tonight’s seminar:
This is not Cost Approach 101
* Will not address development of the cost approach or site value

 Will not address functional and external obsolescence, other than by
way of a few simple examples

Main focus is:
1. How to use the Marshall & Swift Residential Cost Handbook

2. Consideration of USPAP Standards related to the development and
reporting of the cost approach

e Using recognized techniques and methods
* Producing credible results
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Notable Issues:
e Cost approach not developed correctly
* Fabrication of cost data
e Unfamiliarity with the M&S Cost Handbook
 No support for:
* Costs
e Opinion of total economic life
 Opinion of effective age

e Opinion of remaining economic life



Why Consider the Cost Approach?
Comments often heard:
e Cost approach is irrelevant
e Costs are not accurate
 Not applicable as an indicator of value
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Why Consider the Cost Approach?

Comments often heard:

e Cost approach is irrelevant

e Costs are not accurate

 Not applicable as an indicator of value

Comments heard:

 Not only from appraisers whose work is being
investigated

e But also from other fee appraisers
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Why Consider the Cost Approach?

1. The cost approach is a recognized approach
to value, especially suitable for:

— New, near-new, and proposed construction

— Special-purpose properties

— Situations where there is little or no market
activity

e Marshall & Swift is recognized as an authority,
with over 80 years of valuation experience

e Cost data is based on thousands of appraisals, and
statistical analysis of cost data of new residences
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Why Consider the Cost Approach?

Quote from Marshall & Swift:

e The cost approach has always served a crucial quality
control function.

* [t has been used to verify market-based estimates and to
help identify a potential runaway or rapidly declining
market.

e [f the cost approach comes in well below market prices, it
may be a signal that the market is rising beyond
sustainable levels.

e [f the cost approach comes in significantly above the
market, it may signal that prices have dropped below
reasonable levels.

* In other words, the cost approach provides a much needed
reality check in both strong and weak markets, establishing
a trustworthy benchmark of value.”



Why Consider the Cost Approach?

* Allows the appraiser to analyze current market
conditions in relation to the cost of new
construction

e Serves to support the appraisers conclusions
related to market value trends, and whether they
are stable, declining or increasing
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Why Consider the Cost Approach?

Principle of Substitution:

A prudent and knowledgeable buyer will pay no more for
a home “than it would cost to buy similar land and erect
a similar structure on it without undue delay.”*

 Therefore, the cost approach is an integral component of
the principle of substitution, and as such, serves as a
“check” against the sales comparison approach. It may
raise a red flag in cases of under-valuation in short-sale
fraud, or overvaluation in mortgage fraud.

(*Source: Appraising Residential Properties, 3™ edition, page 35, published by The Appraisal Institute, 1999.)
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Why Consider the Cost Approach?

If the value indicated by the cost approach varies
significantly from that indicated by the sales
comparison approach, the appraiser should:

e Take another look at the data to ensure that the
analysis was thorough and resulted in credible
conclusions

e |f the analysis was deemed to be adequate, the
appraiser then needs to reconcile the variance by
explaining the reason why there is such a significant
value difference between the two approaches



Why Consider the Cost Approach?

3. If an assignment includes the condition that the cost approach to
value be developed, and you accept that assignment, then you are
obligated by USPAP to develop it according to recognized methods and
techniques, and report it in a manner that is not misleading.

e For FHA appraisals: If the subject property is new construction (less
than one year old), or the Cost Approach is recognized in the
market as a basis for pricing, the appraiser may complete the Cost
Approach; however, it is not required for an FHA appraisal. If,
however, the subject is a unique property, has specialized
improvements, is manufactured housing, or the client requests the
Cost Approach be completed, which happens in probably 50% of
assignments, then the Cost Approach is required and must be
completed. In this case, additional assignment conditions for FHA
would be:

Use the square foot method

Include name of cost service and page numbers of cost
tables used

Include marketing costs, typically 6%
See HUD Handbook 4150.2, pages D-35, D-36
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Why Consider the Cost Approach?

e The HUD Handbook 4150.2 states that: “the appraiser
provides services for HUD programs, and therefore,
has an obligation to perform these services

commensurate with the standards and requirements
of HUD.”

e When doing an FHA appraisal, be sure to comply with
FHA-specific assignment conditions, including their
requirements for the cost approach

e Although including marketing costs is an FHA-specific
requirement, we suggest that it be done in all
residential cost approaches as a “best practice”
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Why Consider the Cost Approach?

Marketing cost should be calculated as follows:

* Final estimated value, which includes the site,
divided by 0.94 (94%)

O For example, final value $100,000 / 0.94 =
S106,383, which includes commission and
marketing of 6%
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Why Consider the Cost Approach?

USPAP Standards Rule 1-4(b) states:
“When a cost approach is necessary for credible assignment
results, an appraiser must:

I. develop an opinion of site value by an appropriate appraisal
method or technique,

li. analyze such comparable cost data as are available to
estimate the cost new of the improvements (if any); and

lil. analyze such comparable data as are available to estimate
the difference between the cost new and the present worth
of the improvements (accrued depreciation).”

Tonight, we will be addressing Step 2, analyzing the cost data,
and a portion of Step 3, determining accrued physical
depreciation
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Development of the Cost Approach

In order to estimate the cost of the improvements, the appraiser must
determine the appropriate cost basis, either reproduction or replacement
cost. The Marshall & Swift Residential Cost Handbook is based on
replacement cost.

* Replacement is the cost to replace a structure with a substitute of like
kind or equal utility using current standards of materials and design.
For example, older homes having plaster interior finish would probably
be replaced with drywall due to current construction practices.

RESIDENTIAL COST HANDBOOK

GENERAL INTRODUCTION

The Residential Cost Handbook is compiled and published by Marshall & Swift/Boeckh,
LLC. The cost data presented is based on years of valuation experience, thousands of
appraisals and continual analysis of the costs of new residences. This publication has
been recognized as an authority in the appraisal field for almost fifty years.

The Residential Cost Handbook is used for estimating replacement costs for both
single- and multifamily residences. The cost sections in the Handbook encompass both

site-built and manufactured housing, with supplemental yard improvement, unit-in-
place and subdivision costs. Other sections of the Handbook include depreciation

tables and useful appraisal information.



Development of the Cost Approach

Therefore, the appraiser will want to check the correct box
indicating replacement cost when completing the cost approach
in the URAR using the Marshall & Swift method.

COST APPROACH TO VALUE [net required by Fannie Mae)

Provide adeguate informnaticn for e lendericlient to replicate the below cost figures and calculafions.
Support for the opinion of site valve (summary of comparable land sales or other methods for estimating site valueg)

G
0
? ESTIMATED [ REPRODUCTION C'I{_[E REPLACEMENT COST NEW ) OPINIOH OF SITEVALUE o =3
Source of cos! data Dweling SgFt@% 0 =5
ﬁ Zuality rating from cost senice Effective date of cost data SaFt@d e =3
Ll Comments on Cost Approach (gross living area calculations, depreciation, ete |
E Garage/Carport BaFrt@d =5
E Total Estimate of CostNew =3
H Less Fhysical  |Functional  |External
Deprociation =% i
Depraciated Cost of IMprovements ..o =3
“Aa-is" Value of Site Improvements. e =%
Estimated Remaning Economic Life (HUD and VA orly) Years |Indicated Value By Cest Appreach =5

Reproduction is the cost to construct an exact replica of the
property using the same materials and construction standards as
when originally built, but at current prices.
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Development of the Cost Approach

e Although Marshall & Swift addresses the
segregated cost method, it will not be considered
in this seminar because it is used mostly for
unique building types.

 We will consider the Square Foot Method

O Based on the square footage of the residence,
and with a minimal number of adjustments
from a basic residence cost table, an accurate
replacement cost can be estimated.
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Development of the Cost Approach

The Marshall & Swift Square Foot Method includes the following

costs:

1. Plans, specifications, surveys and nominal building permits.

2. Interest on the building funds during the period of
construction.

3. All material and labor costs, and taxes.
Normal site preparation including finish, grading and
excavation for foundation and backfill for the structures.

5. Utilities from structure to lot line figured for typical setback
(not included with mobile/manufactured homes).

6. Contractors’ overhead and profit, including job supervision,

insurances, equipment, temporary facilities, security, etc.
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Development of the Cost Approach

Not included in the Marshall & Swift Square Foot Method costs:

1.
2.

Costs of buying or assembling land.

Pilings or hillside foundations, which are priced separately and are considered improvements to the
land.

Costs of land planning or preliminary concept and layout for large developments, entrepreneurial
incentives or developers’ overhead and profit, interest or taxes on the land, feasibility studies,
environmental impact reports, hazardous material testing, appraisal or consulting fees, etc..

Discounts or bonuses paid for financing, funds for operating start up, project bond issues,
permanent financing, developmental overhead, or fixture and equipment purchases, etc.

Yard improvements including septic systems, walls and fencing, landscaping and yard lighting,
pools or other recreational facilities, etc., which can be priced separately.

Off-site costs including sidewalks, curbs and gutters, utilities, park fees, jurisdictional hookup, tap-
in, impact or entitlement fees or assessments, etc.

Marketing costs, advertising expenses, leasing or brokers’ commissions, temporary operation of
property owners’ associations, fill-up or membership sales costs and fees.

General contingency reserve for labor strikes, anticipated labor and material increases, etc.

The appraiser must consider all relevant costs which may not be included in Marshall & Swift costs, and
be sure that they are included.
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Development of the Cost Approach

When developing the replacement cost using the Marshall &
Swift method, the appraiser needs to address several items:

e The type of residence (single or multi-family)
 The quality of the building

e The construction characteristics: Style; Wood frame or masonry;
and the type of siding, such as brick veneer, stucco, hardboard, etc.

e Variations from the standard (or, “base”) characteristics that
require refinement or modification to the base cost

* Interpolation for when the building falls between costs

e Because local construction practices influence costs, the Marshall &
Swift Residential Cost Handbook includes cost multipliers to
account for the differences in cost for various regions.
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Development of the Cost Approach

Various types of residences are illustrated in the Introduction
section on pages 4 and 5.

ONE STORY: *‘ONE AND ONE HALF STORY:
6 N o
D T E A \l
TWO STORY: “TWO AND ONE HALF STORY:
AN
'S T ©
| \| ]

TWO STORY BI-LEVEL:

)

S

Navigating the Complexities of the Marshall & Swift Residential Cost Handbook Page 22



Locating Information in the M&S Handbook
Section A contains the costs for Low through Excellent Quality
homes, and has sections for:

e Single Family Detached Homes
* Manufactured Housing =& section A (Low-1)

e Multi-Family Residences Lowe Qluality Residences (Low-1)
— Apartments Fair Cuality Residences (Fair-1)
_ Townhomes Awerage Cluality Residences (Avg-1)
Good Cuality Residences (Good-1)
— Duplexes

YWery Good Cluality Residences (Wi5-1)
Excellent Guality Residences (Exc-1)

— Urban Row Houses

[+]

 Unique Residences
— Cottages

[+]

hanufactured Housing (hfg-1)

[+]

hultiples, Town and Row Houses (Mul-1)
special Studies/Old Residences (Spec-1)

[+]
[ [ [ [ [ [ [ueh [y [}

[+]

— Log and Dome Homes
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Locating Information in the M&S Handbook

Section C contains detailed costs, especially valuable for Yard
Improvements:

Driveways and Paving = section ¢ (¢-1)
EHE] vard Improvements (C-1)

La rge PatIOS and DECkS ] Fencing/Masanry Walls (C-1)
|[| Farm/Hanch Fencing, Misc. Structures, Equestrian [C-2)

Fences and Corrals _
®] Patio Enclosures, Greenhouses (C-3)

Retaining Walls | Solar Rooms, Parking Lots (C-4)
ol Je & Paving, Decking (C-5)
OUthIIdIngS ®] Landscaping (C-6)

Landscaping including: ®] Fountaing, Waterscaping (C-7)
! & Recreational Facilities (C-3)

— Sod and Seed ®] Special Foundations (C-9)

— Trees, Shrubs and Bushes ] Swirmming Pools (-10)
G d C |[| Foal Equipment, Galf Courses (C-11)
— roun over

Pools and Ponds
Tennis Courts

Navigating the Complexities of the Marshall & Swift Residential Cost Handbook Page 24



Locating Information in the M&S Handbook

Section C also contains unit-in-place costs, valuable for
determining the cost of specialized components:

Floor coverings

Doors

Windows

Roofing

Cabinets

Kitchen and bath fixtures
HVAC Systems

Solar Systems

=HE] Unit-In-Place Costs (C-18)

E Concrete Foundations, Floors, subfloar (C-18)

®] Floor Cover, Hardwood, Ext. Wall Example (C-19)
&) wall Costs (C-20)

&) Exterior Doors (C-21)

& windows, Insulation Costs (C-22

& Roof Costs (C-23)

& Roof Cover (C-24)

%] Interior Construction, Partitions, Countertops (C-25)
& Interior Finish, By Foom, Cabinets (C-26)

& Miscellaneous ltems, Fireplaces, Chimneys [C-27)
& Heating (C-28)

|ﬂ =alar Heating, Heating and Coaling, Caaling Only [C-25)
& Coolers (C-30)

& Electrical WWiring, Electrical Fixtures (C-31)

®] Elevators, Fire & Life safety Systems (C-32)

& Plumbing (C-33)

& “water Heaters (C-34)

® Demalition (C-35)
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Locating Information in the M&S Handbook

Section E contains life expectancy and depreciation tables.
*Pg E-7: Life Expectancy Table

*Pg E-12: Depreciation Table =% Section E (E-13
. iati -
*Pg E-15: Life-Cycle Chart EJ Depreciation (E-1)
&) Life Expectancy Guidelines [(E-3)
] Typical Life Expectancy in Years (E-12)
Section F contains regional ®] tanufactured Housing Parks (E-13)
and local multipliers. ] Depreciation Example (E-14)

i Life-Cycle Chart - Hesidential Properties (E-15)
i Depreciation: Fixtures & Equipment (E-160)
*Pg F-4: Local Colorado =% Section F (F-1]
Multipliers ®] Current Cost Multipliers (F-1)
EHE] Local Multinliers (F-2)

%] canada, U.S. Teritories (F-2

K] AL, Ak, AZ, CA (F-3)

®] ca, coO, CT, DE, DC, FL, GA (F-4)

*Pg F-1: Regional Multipliers

Navigating the Complexities of the Marshall & Swift Residential Cost Handbook Page 26



Locating Information in the M&S Handbook
Quality Ratings

e See the Introduction section, Page 6 of the RCH, for a
discussion of quality ratings:

— The appraiser must examine the materials and workmanship
* Level floors
e Plumb walls
e Proper fit of doors, windows, and mitered joints
* Grade of wood, floor coverings, fixtures, roofing material
— Note the design, whether simple or detailed
— Note the number and size of appointments

e Section A, “Basic Description” within each quality sub-section

— The type of production (mass produced, custom, etc.)
— Quality of construction and finishes
— Level of detail

— Architectural design
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The M&S Square Foot Appraisal Form 1007

We will now go through the Form 1007, and show where specific
information required to complete the form is located in the
Marshall & Swift Residential Cost Handbook

SQUARE FOOT APPRAISAL FORM

MARSHALL&SWIFT

LW For subscribers using the Residential Cost Handbook/Residential Estimator 7
AN MDA BUSINESS
Property Owner Date 3/1/2010
Address Survey by
City Burlington Cost as of March 2010
State/Province IA Zip/Postal Code ___ 52647 Appraisal for

* Document the Subject Property’s address and your client
e |ndicate the date that you developed the cost approach
e Fill in your name

e |ndicate the cost update you used. Marshall & Swift issues their
updates quarterly, thus if using the Marshall & Swift Residential Cost
Handbook, your costs will generally be as of March, June,
September or December of each year
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The M&S Square Foot Appraisal Form 1007

 Provide general information about the subject property

— Type and Style: See the Introduction, pages 4 and 5, and the
“lllustrations” sub-section within each Quality section

 Don’t misrepresent the style

Type Single-family Residence Qual ity' 4 00, Good Total Floor Area 2406

Style _Two-Story, 100% Number of Units

Exterior Walls  Veneer. masonry, 54%; siding, wood, 46% Interior Wall Height ___ &
BasementDepth____ 8

Age_10__ Condition 5.00, Very Good Region: [ |Western [X|Central []Eastern

— Estimate the percentage of each type of exterior wall covering
e For concrete-fiber siding (Hardy Plank) use “Stucco” costs

STUD FRAMED
Total Plywood or Metal or Stucco Wood Wood Synth. Plaster
Area Hardboard Vinyl Siding Siding Shingles (EIFS)

STUD FRAMED MASONRY

Total Rustic Masonry Concrete Stucco Common  Poured Concrete
Area Log Veneer Block on Block Brick (SIP Forming)




The M&S Square Foot Appraisal Form 1007

 Provide general information about the subject property
— Enter the total floor area, not including basement area
— Enter the number of units, if valuing a multi-unit building
— Enter the interior wall height, measured from floor to ceiling

* See the Introduction, page 7, and the “Interior Finish” sub-section
within each Quality section

Type Single-family Residence Qual ity 4.00, Good Total Floor Area _2‘&

Style _Two-Story, 100% Number of Units

Exterior Walls  Veneer. masonry, 54%, siding, wood, 46% Interior Wall Height ___ 8
BasementDepth____ 8

Age_ 10 Condition 5.00, Very Good Region: [ |Western [x|Central []Eastern

— Enter the basement depth
e See the Introduction, page 10 for basement wall height
— Enter the chronological age
— Enter the condition rating, see page E-6
— Check the Region box, Colorado is in the Western region
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The M&S Square Foot Appraisal Form 1007

* Provide building cost information

— Enter the wall height factor, see the “Interior Finish” section within each
Quality rating

— Enter your square foot measurement, not including basement area
— Enter the cost per sf

e See the Introduction, page 7, and the “Interior Finish” sub-section within
each Quality section

* Costs can be interpolated to the exact square foot, or rounded to the
nearest increment, depending on the level of accuracy required

Factor | Quantity Cost Extended Cost

1. COMPUTE RESIDENCE BASIC COST g x Foorarea  x  ASECEC| 100 2,406 sa7.19 |$ 209,778

STUD FRAMED

STUD FRAMED

Plywood or  Metal or Stucco Wood Synth. Plaster Rustic
Hardboard Vinyl Siding idi Shingles (EIFS) Log
82.88 83.00 84 .32 83.28 85.62 98 .4

] ' 4 ' - "
| 2400 8022 8145 8157 | 8284 |
b0 5.9 oU.Tb oU. O e

82.54 84.83 4

81.84 84.09 2400 96.49 90.89 |

80.53 82.70

— - —  —

Navigating the Complexities of the Marshall & Swift Residential Cost Handbook Page 31




The M&S Square Foot Appraisal Form 1007

* Provide building cost information

— Example of Interpolation, see Introduction section, pgs 13 - 16

STUD FRAMED

Plywood or Metal or Stucco Wood Synth. Plaster
Hardboard Vinyl Siding Shingles (EIFS)

81.60 82.88 83.00 83.28 85.62 98 43 92 69

STUD FRAMED

Rustic Masonry
Log Veneer

N0 2 89 Q R 82.54 84.83
| 2400 80.22 81.45 81.57 82 84 I 81.84 84.09 2400 95 49 9(} 89 I
50 SO 30.16 30 — 80.53 82.70

Total SF| Percentage SF For Cost @ Extended
Exterior Wall Cover Of Home For Each Each 2,400 SF Costs

Masonry Veneer 2400 X 54%

1300, X $90.89 $118,157| Basic Cost for Masonry Veneer

Wood Siding 2400 X 46%| = 1106 X $82.84 + $91,621 Basic Cost for Wood Siding
= $209,778| Total Basic Cost
+ 24% Divide by Total SF
= $87.193asic Cost Per SF
Factor | Quanti Extended Cost
1. COMPUTE RESIDENCE BASIC COST Wl x Foorarea x o Sseced | 400 2,406 $87.19 )‘ 209,778
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The M&S Square Foot Appraisal Form 1007

* Provide building cost information

— Example of Interpolation, see Introduction section, pages 13 - 16

ONE STORY
RESIDENCE

STUD FRAMED

Total Plywood or Metal or
Area  Hardboard Vinyl Siding

600 $85.53 $87.16

20 2404 82.54
1200 75.11 76.45
Y 75.30

140N 72 a7 74 25

Sq. Ft. Cost
Bracket Bracket
Low 1000 $77.72
High 1200 - $75.11
Bracket Difference 200 $2.61
Subject GLA 1087
Low SF Bracket - 1000
SF Difference 87
SF Difference 87
SF Bracket Difference + 200
Percentage SF Difference 43.5%
Cost Bracket Difference $2.61
Percentage SF Difference X 43.5%
Cost Deduction for SF Above Low Bracket $1.14
Low Cost Bracket $77.72
Cost Deduction for SF Above Low Bracket - $1.14
Interpolated Cost $76.58
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The M&S Square Foot Appraisal Form 1007

 Enter the remaining above-grade dwelling costs

— Roofing, Energy, Foundation and Seismic: See the basic

residence cost pages for each style

— All others: See Refinements pages for each quality rating

Square Foot and Lump Sum Adjustments

2. Roofing Compostion shingle roof 2,408 .E& {1,638
3. Energy: CIMild Moderate [x]Extreme ] Superinsulated 2,406 1.76 4,235
4. Foundation: _Mild [=]Moderate [ |Extreme Hillside: x]Flat [ IModerate [ ]Steep

5. Seismic:x]Mone [J1 [J2 [J3 4 Wind:xINe [JYes

6. Subfloor

7. Floor Insulation: CIMild TIModerate []Extreme

8. Floor Cover see back of form. 2,406 4.24 10,208
9. Plaster Interior
10. Heating/Cooling Wsm and cool sir 2,406 2.08 8,004
11. Plumbing Fixtures: Total 0 Base 11 -1 1,850 {1,850
12. Plumbing Rough-Ins: Total 4 Base 1 3 550 1,770
13. Dormers
14. Fireplaces See back of form. 14,326
15. Built-in Appliances See back of form. 4,675
16. SUBTOTAL: ADJUSTED RESIDENCE COST: Total of Lines 1 to 15. 2,406 102.46

246,510
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The M&S Square Foot Appraisal Form 1007

 The above-grade dwelling costs for Roofing, Energy,
Foundation and Seismic are found at the bottom of the basic
residence cost pages for each style

SQUARE FOOT AL MENTS
ROOFING: ENERGY ADJ:p\Viod. Climate (base)
omposition shingle or id chmate .. ... ... ... .. - 51.15

Built-up, small rock . . ... .. (base) Extreme climate __________ + 1.86
Clay tile .. ... ... ......_. + $6.595 ekl . +  3.86
Concrete tile .. ... ... + 408 lod. Climate (base)
Metal, preformed ... ... ... o+ 131 Wdchmate © ... L. - 52.44
Wood shake . ... .. .. ... . +  1.92 Extreme climate .. ... _ ... . + 448
Wood shingle ... ... ... .. .+ 165 Hillside, moderate slope . ... + 224
Compositionroll ... ... ... - 1.04 Hillside, steep slope .. ... .. + 6.71
Add fnzuHURmt:ANE (Wind) ADJ.: See Intro-9- maps, D-12.
Frame (£2) +371.63, -d/wind) +32.57 Masonry (Z2) +31.51, (Z3- 4f‘|,wm:.’fj +52.22
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The M&S Square Foot Appraisal Form 1007

 The remaining above-grade dwelling costs are found on the
Refinements page for each quality rating

SQUARE FOOT ADJUSTMENTS

SUBFLOOR: FLOOR INSULATION:
Wood subfloor ... ... (base) Mild climate ... .. .. .. + $ 90
Concrete slab . ... ... _. - $2.50 Moderate climate ... ... + 1.12
Asphalt (for garage or carport) - 219 Extreme climate .. ... . + 1.49
HEATING/COOLING:
PLASTER INTERIOR: .. ’ 33.37 Forcedair .. ... ... .... (base)
FLOOR COVER: Oil-fired .. ......... + $ .60
Allowance (if not itemized) + 5 32.33 Floor or wall fumace ... - 1.70
Carpetandpad ....... + 286 Electric, radiant ....... - Ab
Ceramic Tile ... ... .. . + 11.63 Baseboard or panel .. - 3B
Wood flooring .. ... ... + 796 Hot water, baseboard ... + 1.71
Hardwood ... ... . ... + .68 Warm and cooled air ...+ 1.66
FParquet blocs ... ... + 1091 Heatpump ........... + 2.39
Terrazzo .. ......._ ... + 11.57 Ground-loop heat sysiem  + 402
Vinyl comp. sheet or tile . . + 2.33 Evap. cooling w/ducts ..+ 2.30
Vinyl sheet ... ... ... .. + 4.01 Air-to-air exchange system + 1.43
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The M&S Square Foot Appraisal Form 1007

 The remaining above-grade dwelling costs are found on the
Refinements page for each quality rating

LUMP SUM ADJUSTMENTS
PLUMBING: 8 fixtures + rough-in (base) BUILT-IN APPLIANCES:

Perfixture ......... ... +or- $1,160 Allowance (if not itemized) + $2,700
Perrough-in .......... +or- 465 Dishwasher ........ .. + 675
DORMERS: per linear foot Exhaust fan or bath heater  + 160
Ug-.né%hfgﬁ?lp Or gable roof 5 gggg Garbage disposer. .. . .. + 240

Y9 Hoodandfan ......... + 250
Finished: hip or gable roof 17000 ooern T, 250
FISFEIE"IEESE'S'" T 147.50 Owven, microwave combo + 1.875
Single one-story ... $2.825 - $3.475 Range and oven ... .. + 885
Single two-story ... 3525- 4,325 Rangetop............ + 203
Single three-story .. 4,225 - 5150 Radiointercom ...+ 925
Double one-story . .. 3,750 — 5,075 Relngeratoror freezer ...+ 875
Double two-story . .. 4,650 — 5700 Res. security sys., wireless + 1,325
Double three-story . 7,375 - 9,025 Trash compactor ...... + 615
Direct-vented, gas .. 1,350 - 1,550 Vacuum cleaner system .. + 1,875
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The M&S Square Foot Appraisal Form 1007

e Square foot adjustments for refinements are based on the
applicable number of square feet:

7~ N\
8. Floor Cover see back of form. 2408 \ 4.24 - 10,208
9. Plaster Interior )[
10. Heating/Cooling Wsm and cool air 2,406 2.08 = 5,004
NS

e Lump sum adjustments for refinements are based on the
guantity of each item:

N\
11. Plumbing Fixtures: Tc-tal/ i) \ Base 11 -1 1,850 - f1,880)
12. Plumbing Rough-Ins: Tn:-tﬂl\ 4 / Base 1 3 580 + 1,770
~—~

 Take note of “base” costs that are included in the residence
basic cost, and that may need adjustment:

* Roofing material * Base number of
e Energy plumbing fixtures
« Foundation « Heating system
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The M&S Square Foot Appraisal Form 1007

 Both “Floor Cover” and “Built-In Appliances” have allowances,
which are average costs for the quality rating:

FLOOR COVER: BUILT-IN APPLIANCES:
Allowance (if not itemized) ... + % 6.22 |_B||ﬂwange (if not itemized) .. + $5€I;§J
Larpetandpad ............ + 408 ishwasher . . ... .. ...... +
Wood flooring |~ 1 iis|  Exhaustfanorbamheater . + 225
Hardwood ... . ... ... .. .. + 1354 Garbage disposer .. ........ + 320
Parquetblocks ........... + 1554 Hoodandfan ............. + 430
Terrazzo ... ... ... ... .. + 1473 Oven .................... + 1,325
Vinyl comp. sheetortile ... ... +  3.01 Oven, microwave combo . ... + 2400
Vinylsheet ................ + 564 Rangeandoven . .. .. . + 1205
Rangetop ................ + 790
. Radio intercom .. .. ... . .. .. + 1,320
o If Components of the SUbJeCt Refrigerator or freezer .. .. .. + 1,525
Property vary from the Res. security sys., wireless .. + 2,300
‘“« ” . . . Trash compactor .. .. ....... + 725
average for its quallty ratlng, Yacuum cleaner system . .. .. + 2125

costs can be itemized, or used from another quality rating. For instance, a
gourmet kitchen in an “average” quality home, extensive hardwood
flooring, or the presence of appliances not typically found in the quality
rating, such as a vacuum cleaner system and trash compactor in an
“average” quality home.
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The M&S Square Foot Appraisal Form 1007

e Use Section C to obtain costs for items which are not included

in the Refinements costs:
LOW AVERAGE GOOD HIGH

Bathtub . . ... ... ... .. ... ... 680 1,100 1,800 2,850
handicapped, walk-indoor ............. 4,725 5,550 6,500 7,625
fiberglass tub-shower .. ... ... .......... 1,275 1,700 2,225 3,025
handicapped unit ... ............. ... 1,675 2,775 4,625 7,700
deluxe or whirlpool (Jacuzzi) ........... 3,025 4,400 6,475 9,550
environmental enclosure, deluxe ........ 27,000 31,000 34,750 39,750
Bidet ...... . ... ... ... 815 1,150 1,600 2,225
deluxe ............ ... ... ... ... 2,425 2,975 3,725 4,675
Drinking fountain . ..................... 645 780 935 1,150
Refrigerated water cooler . ........ ... ... 1,200 1,400 1,675 1,950
Water coolers, hot and cold water . ....... 1.450 1.800 2,200
Shower, stall* ........................ 680 895 1,150 1,475
prefabricatedunit ...... ... ... ... ...... 945 1,275 1,700 2,225
deluxe (add steam below) ............ 2,250 3,275 4,675 6,775
environmental enclosure, deluxe . ... .. 17,750 24250 33,500 45,500
handicapped unit . .................. 1,600 2,575 4175 6,775
showerbaseonly .................... 305 425 565 820
deluxe . ..... ... ... . . ... ..., 925 1.125 1.375 1,700
Steam generators, residential baths . ... ... 1,575 1,825 2,075 2,400
Urinal . ... ... .. ... . .. 900 1,275 1,800 2,550
Wetbar . ... ... .. .. .. ... .. ... ... 570 675 790 930
deluxe . ... ... ... .. ... ... ... ... 1,150 1,675 2,400 3,375
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The M&S Square Foot Appraisal Form 1007

e If necessary, use page 2 of the 1007 form for calculations, and
move the totals to the appropriate line on page 1 of the form:

Unit Extended

Component Quantity Cost Cost

Carpet (Average quality) 1,927 $ 286 35,571
Woaod flooring (Good guaiity) 145 11.81 1,712
Vinyl sheet (Good quality) 241 5.64 1,359
Ceramic tile (Very good quality) 93 17.48 1,626
Move to Line 8 Floor Cover 2406 54.24 310,208
Oven (Good quality) 1 51,325 $1,325
Range top (Good quality) 1 790 790
Hood and fan (Good quality) 1 430 430
Dishwasher (Average guality) 1 675 675
Garbage disposer (Average quality) 1 240 240
Trash compactor (Average quality) 1 615 615
Bath heater (Very good quality) 2 300 600
Move to Line 15 Built-in Appliances $4 675
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The M&S Square Foot Appraisal Form 1007

* Note the items included in the “Adjusted Residence Cost”, which
transfers to the “Dwelling” cost line in the URAR:

1. I'II.IIII.'IIIH I'|'.|'I.IHII'IIE. [N 5§ L S m [
13. Dommers

14. Fireplaces S b af A + 14 w30
15, Bultdn ApplSNcEs  See beck of fom 4875
15 SUBTOTAL: ADJUSTED RESIDENCE COST: Total of Lines 1 fo 15 2,408 LT 48 § 2465

* Fireplaces, floor covering, and appliances are included in the

basic residence cost, and therefore should not be listed

separately when using the Marshall & Swift method

r B EANEE L § At T 1T U P e A 01 Ml Airert § A LAEI e Ay U S L.
OPIMION OF SITE VALUE =3 65,000
OWELLING 1.031 SqF @ § 12000 =% 123,720
BAT Soft @ 9§ 3000 ... =% 24 510
Upgrades, updateﬁreplaces)nrchea N =3 20.000
Garage/Carport \QQS—Eq‘Ff @3 4000 .. =3 15,920

OPINION OF SITE VALUE =5 65,500

Dwelling 1,877 Sqg.Ft@$ 103.63 =5 194,514

Bsmt— rose—Sg FL@$ 23.50 =5 25,380

C Finished Flooring, Kit. Appl., @:. 36,920

. Q@ 11.95 =5 5,258
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The M&S Square Foot Appraisal Form 1007

e Enter the basement unfinished and finished costs:

17. Basement 3 concrete biock walls

1,217

1.00 19.27 23,452
AMinimal finish 1.00 1,217 §5.43 10,259

Unfin. Basements
Concrete walls 6"

200
$37.28

BASEMENTS

400
$27.99

800
$22.31

1200

Unfin. Bzsements
Concrete walls 6"

200
$37.28

$27.99

3971 2971 2355 39.71 2971
4430 3295 2588 4430 3295
428 86 g 4 Conc. Block walls,6” | 3426 2586
8" 27.27
7 2049 3026 2394 :
Add for finish, minimal| 1040 934 871 843
partitioned 4203 3761 3511 3410

* Interpolation can be used to calculate costs for square footage which lies
between the lower and upper brackets
* Minimal finish includes floor covering, wall and ceiling finish, electrical

lighting and minimal heating, generally for one large room
* Partitioned finish is similar in quality to that of the basic residence
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The M&S Square Foot Appraisal Form 1007

* Enter the costs for porches, decks, patios, breezeways, etc:

| 18. Porches, Decks, Breezeways, etc. See back of form.

,
{ 6085 S

=

Unit Extended
Component Quantity Cost Cost
Cpen-slab porch wy steps a0 $17.67 5 684
Wood deck 150 / 19.78 2967 )
Add for roof 156 A 1489 _
AMowve fo Line 187 Porches, Decks, efc. / / f ( 86,083

FLOOR STRUCTURE:

WALL ENCLOSURE:

Eg::tre Open Open Wood ﬁl;dﬂf
(Each) | Sl Wisteps }m/ Only Colling
75 | $7.82 $2029_53467 | 522 $6.84
50 7.18 @ 3158 | 1471 5.77
75 699 TB- 26.75 |/12.26 528
100 681 1577 _2+#az/ 11.04 5.07
150 | 670 1496 (1978)| 58 482
200 660 1414 TTEA | 7.36 4.69
300 639 1252 1335 | 6.3 4.54

Navigating the Complexities of the Marshall & Swift Residential Cost Handbook

Page 44



The M&S Square Foot Appraisal Form 1007

e Enter the costs for garages and carports:

I22. Garages/Carports  See back of form. 405 39.81 |+ {@
Unit Extend e\
Component Quantity Cost Cost
Aftached garage, veneer, masnory 405 33493 §14 147 N
Composition shingle roof 405 / : -1.18 {482)
Add for finish w05 \ A 607 _
Move fo Line 22: Garages/Carports 405 /\ $30.81 '1\ ( 516,123

ROOFING:
Wood shingle ..
Clay tile .. .. ...
Concrete tile . ..
Metal, preformed
Wood shake

Composition roll

Composition shingle or
Built-up, small rock

+ + + +

SQUARE FOOT ADJUSTMENTS

(base)
$7.20
3.35
1.34
.29

T otal Add for
ype P Area Log Finish
200 $65.91 . 57.94
400 50.74 47 61 6.68
Defached 600 43.99 41.41 6.15
800 3952 37.32 5.80
1000 3727 35.26 561
200 54604 AR 15
400 36.07
Attached 600 31.71 004 T
800 30.44 2957 517
1000 28.51 27.79 4 B8R
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The M&S Square Foot Appraisal Form 1007

* Enter the costs for yard improvements:

I31. Yard Improvements See back of form. . . ( 5,440
Unit Exten de\
Component Quantity Cost Cost
Wood picket fence 221 217.893 53 967 N
4" unreinforced concrefe 232 4 .69 1.079 >
Wire mesh 232 &0 139
4" Gravel base 232 1.0 .
Move fo Line 21. Yard Improvements (@

e For fencing, see page C-1
e Concrete, pavers, etc. for sidewalks, driveways, see pg. C-5
e Other potential yard improvement costs:

e Retaining walls e Ramps, outbuildings ¢ Solar systems
e Pools and water e Kennels, gazebos * Wells, septic, leach
features, landscaping « Tennis courts fields
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The M&S Square Foot Appraisal Form 1007

e Information necessary to develop the cost approach.
When at the Subject Property’s site:

e Take notes/pictures to determine percentages of different types of
exterior wall finishes and roof coverings

* If the floor coverings, kitchen components, or other items vary from the
“base” or quality rating of the residence, note the areas and/or
qguantities of the different types so they can be itemized

* Note the number of bath fixtures for each bath on your sketch

* Note different types of fencing, and take measurements so you can
determine the linear feet for each type

* Measure all slabs, including the driveway, patios and decks

e Count the trees, bushes and shrubs, note the approximate size of
landscaping, note if there is a sprinkler system

* Note the age, size, quality, condition, finishes, amenities and fixtures of
outbuildings; if on well/septic, note the well depth and septic capacity
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The M&S Square Foot Appraisal Form 1007

* Enter the regional and local multipliers:

- — B —
|24. Multipliers: c€m 99 ) xLo€al 701 ) x Other = X 1.00

PAGES FUB. EASTERN CENTRAL WESTERN

DATE rFRamz  mesoNRY  FRAMSE  MASOMRY  FRAME  MASOMRY

DISTRICT MAP

SECTION A
Low, Fair, Avg. (Single-fam., Defached Houses) 12/ '@ 01 1.00 S99 102 1.
& Good, VG, Exc. (Single-fam., Detached Houses)  12/09 pEt= Ry 1.00 S99 102 1.
& % Mig-1 to Mig-26 (MobieMifg. Housing) 609 1.01 - 1.0 - 102
Muk3 1o Mul-19 (Muliple Residences) 30 102 103 100 1010 100 104
& Mut21 to Mul-37 (Town Houses & Duplexes) o 101 102 100 100 100 104
‘-..h Muk38 fo Mul-49 (Urban Row Houses) 310 100 1.02 89 100 100 103
Spec-1to Spec-11 (Spedal Sudies) 610 100 103 100 1.01 89 102
% Spec-12 to Spec-39 (Special Sudis) 610 99  1.02 .58 .89 g7 1.
SECTION B
B-11o B-28 (Segregated Costs) 0% 101 100 102 102 101 1.
SECTION C
WESTERN CENTRAL EASTERN C-1fo C-17 {Yard Improvement Costs) 3/09 485 488 94 87 100 102
(C-18 to C-36 (Unitin-Place Costs) 3/09 95 98 94 &7 100 102
COLORADO ... .. : a5
Azpen . .
Elnulder...-... 86
Colorado Springs .. .. i 86 . . .
Cosilla County ... . . a7 e Regional multipliers, see page F-1
Demwer ............ ) a7
Durango ... .. .. . a2 ° : : _
mete Go. (e e Local multipliers, see page F-4
Fort Colling ......... =
Grand Junction .. ... 6 A5
Greeley ... ... ... 89 85
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Brief Primer on Depreciation

Depreciation is an opinion of a structure’s loss in value due to any cause in
relation to its replacement or reproduction cost, and can fall into
categories of physical depreciation, functional obsolescence, and external
obsolescence (see pages E-1 — E-6).

O Physical depreciation — The loss in value due to wear and tear

O Functional obsolescence — The lack of something that other properties in the
market have (inadequacy), or the presence of something that does not add
value equal to its cost (superadequacy). The resulting depreciation is the loss in
value due to the lack of utility or desirability of part or all of the property,
inherent to the improvement. Thus, even a new structure may suffer
obsolescence when built.

O External obsolescence — A loss in value due to causes outside the property and
independent of it due to location or economic forces.

* The depreciation tables in the Marshall & Swift RCH consider the

progression of normal depreciation and functional obsolescence based on
age and condition, but do not indicate separate percentages (see page E-
2), comment from appraiser is needed.
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Example of Functional Obsolescence

e Curable functional obsolescence is measured as the difference
between the cost of adding a component now, when the structure is
complete, and the cost if the component were included in the
structure as if built new on the date of the value opinion.

 The cost to install an item in an existing building is almost always
greater than the cost to install in new construction. Depreciation
resulting from functional obsolescence is the cost that will not be
realized as value.

e 2-story residence with no powder room on first floor.

O Installation Cost (cost to cure): $1,800
O Less cost if installed as part of new construction: - §1,200
0 Equals depreciation for functional obsolescence: = S600

(Source: Appraising Residential Properties, 3™ edition, page 297, published by The Appraisal Institute, 1999.)
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Example of External Obsolescence

e External obsolescence is loss in value due to influences outside the property, usually
incurable.

e External obsolescence can be allocated between land and improvements if the
external obsolescence is already reflected in the land value estimate.

e A building-to-property ratio derived through market analysis or the assessor’s
estimate is used to allocate the value loss attributable to the land and to the
building.

* Note that in some cases, external obsolescence is attributable entirely to the land

when the cost to construct a home is identical on two lots, but one adjoins an
highway and sells for less than one located away from the highway; or

* In some cases, external obsolescence is attributable entirely to the improvement
when a home is in a transitional neighborhood where land use is changing from
residential to commercial.

e Single family residence on a noisy street.

O Paired sales indicates value loss: $3,000
O Land is 20% of total, thus $3,000 * .20 = S600
O Improvements are 80%, thus $3,000 * .80 = $2,400

(Source: Appraising Residential Properties, 3™ edition, page 298-299, published by The Appraisal Institute, 1999.)

Navigating the Complexities of the Marshall & Swift Residential Cost Handbook Page 51



Calculating Physical Depreciation

The simplest and in past years a widely used accounting-type concept of
depreciation was the straight-line Age/Life approach. A life expectancy is estimated
and a constant annual percentage (equal wear or serviceability each year) is taken
for depreciation so that at the end of that life the depreciation equals 100% of the
initial cost. This linear approach is simple and easy to use but does not represent
reality in most cases since time is not the only factor affecting depreciation.

Marshall & Swift uses a variation of the Age/Life method, called the Extended
Age/Life Method.

Recognizes that that correction of deficiencies (repairs, maintenance, updates and
upgrades) may lower the effective age and lengthen the remaining life.

Non-linear approach, which accounts for slower depreciation rate in the early
years, as compared to the later years when diminishing serviceability and higher
maintenance can accelerate depreciation.

See page E-3 for physical indicators of physical deterioration, and external
influences affecting physical deterioration.

See page E-6 for discussion of condition ratings and their relation to effective age
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Calculating Physical Depreciation

 Determine Estimated Total Economic Life, see page E-7.

SINGLE-FAMILY (Detached)

Site-built or Mfd. Housing:
modular: (mobile homes)

QUALITY Frame/Masonry Single Wide / Multi-Wide
Low

Fair

Average
‘Gﬂﬂd
Very Good
Excellent

Quote from Marshall & Swift: “Typical life expectancies of single and
multifamily residences are based on case studies of both actual
mortality and ages at which major reconstruction had taken place.”
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Calculating Physical Depreciation

 Determine Effective Age. See page E-15, Life Cycle Chart

DEP. EFF.

LIFE-CYCLE CHART - RESIDENTIAL PROPERTIES

AGE

%

CONDI-
TION

Remaodel Kitchen, Bath
Upgrade Elec. & Plumb.

Little Contribution — SomeValue in Use

Change in Highest or Best Use

Zoning Change — Land Use (Economic)
Cycles Repeat

o Neighborhood Rehabilitation
Complete Historical

Restoration

Deferred Maintenance

Midlife Period

Mormal Maintenance

New Flooring, Roofing

New Paint & Decorating

Inflationary Market (Economic Impact)

Mormal Repairs
Revitalized Neighborhood

New Paint, Carpet
New Siding, Windows, Roof

Static Neighborhood
Showing Age

New Vinyl Floaring

New Paint, Carpet
Room Addition, Minor Decorating

Normal Maintenance, Carpet
Mew Furnace

New Rocf, Paint
Below Neighborhood Norm
Some Deferred Maintenance

New Carpet, Paint
Some Wear & Tear

19 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95 100 105 110 1153 120 125 130 135 140 145 150 135 160 165 170 175 180

CHRONOLOGICAL (ACTUAL) AGE

Mew Paint
Normal Maintenancg
Deflationary Market (Economic Impacg)

1% 50

[T} (=] L = o =] Lo =
=t = (] [ap] 3] (5] - —_
= R R i = = = ]
32} L L [Ts] s — [Ty} N
[is] 1] =+ ] ™ o~ —
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5

4%

0

0%

5 1p

0
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Calculating Physical Depreciation

e Use the table on page E-12 to determine depreciation
percentage based on effective age.

Note that the percentage of depreciation using the Extended

o

Effective Typical Life Expectancy in Years
Age 70 65 60 29 50 45 40 35 30 25 20
In Years DEPRECIATION — PERCENTAGE
1 0% 0% 0% 1% 1% 1% 1% 2% 2% 3% 3%
2 1 1 1 2 2 2 3 4 4 6 7
3 1 2 2 2 3 3 4 5 G & 11
4 2 2 3 3 4 4 &) 7 G 12 15
5 2 3 4 4 5 B 7 9 12 15 20
6 3 4 4 5 6 7 g 11 14 18 24
7 4 5 5 6 7 8 10 13 17 22 28
8 4 5 6 7 8 10 12 15 19 25 33
9 5 6 7 g 10 11 14 17 22 29 38
10 5 7 8 g 11 13 16 20 25 32 43
11 6 8 ] 10 12 14 18 22 28 36 48
12 7 g 10 11 13 15 20 24 31 40 53
13 8 10 11 12 15 17 22 26 34 44 57
14 8 10 12 13 16 19 24 29 37 48 61
15 9 11 12 15 17 21 26 32 40 52 66

——

—

Age/Life method is 9%, whereas the percentage using the straight-

line Age/Life method is 18% (10/55 = 18%).
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Calculating Physical Depreciation

Note in these examples, that the
percentage of depreciation using
the Marshall & Swift Extended
Age/Life method is 9% resulting in
an adjustment for depreciation of
$16,914, whereas the percentage
using the straight-line Age/Life
method is 18% (10/55 = 18%)
resulting in an adjustment for
depreciation of $34,166.

If your software automatically
calculates depreciation based
on your input of effective age and

[

OPINION OF SITE VALUE =3 70.000
DWELLING 1,785 SqFt @ § 9160 . =3 163,328
Basement 396 SqFt @ 9§ 2901 =§ 11,488
|Po=stma =2 2,696
i Extended (Non-linear) Age Life |_102%
Uoce Rhusieal Eunctional Evizmal
Depreciation 16,914 =3 16,914)
rOeprecatet-Cost o improvenments =3 TTT.0TG
'As-is' Value of Site Improvements =3 11,449
Marketing Expense @ 6% =4 16,115
INDICATED VALUE BY COST APPROACH =4 268 580
OPINION OF SITE VALUE __. . =§ 70,000
DWELLING 1,785 So.F. @ § 9150 ... =$ 163,328
Basement 396 Sq.Ft. @ $ 2901 .. =3 11,488
| .k ¢ 2,696
| Straight-Line (Linear) Age Life | 10418
- 187,930
s Prysisal Fanchanal Srernat
Depreciation 34,166 =$( 34,166)
[DEPTECTAted COST Of IMpTOvenents ... - =9 153,764
"As-is" Value of Site Improvements _____ . =3 11,449
Marketing Expense @ 6% =$ 15,014
INDICATED VALUE BY COST APPROACH L= 250,227

total economic life, then you will need to override the settings and
manually type in the percentage figure for correct calculation, or type in

the actual depreciation amount.
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The M&S Square Foot Appraisal Form 1007

e Enter depreciation percentages and amounts:

> N
27. Depreciation: Physical and Functional C 9% (27.219)
28. External andfor Excessive Functional Obsolescence
29. Additional Depreciation /
Effective T‘ypical Life Expectan in Years
ﬁ’ge 70 65 60 11 50 45 ﬁ) 35 30 25 20
In Years DEPRECIATION - PERCENTAGE
| 0% 0% 0% 1% 1% 19 1% 2% 2% 3% 3%
2 1 1 1 2 3 4 4 & 7
3 1 2 2 2 4 5 6 g 11
4 2 2 3 3 4 5 7 ] 12 15
5 2 3 4 :& § 7 9 12 15 20
[ 3 4 4 5 7 9 11 14 18 24
7 4 5 5 & 8 10 13 17 22 28
8 4 5 6 7 10 12 15 19 25 33
9 5 & T 11 14 17 22 29 38
10 5 7 8( | 9 13 16 20 25 32 43
" 6 [] 9 14 18 22 28 36 48
12 7 9 10 1" 15 20 24 3 40 53
13 8 10 11 12 17 22 26 34 44 57
14 8 10 12 13 19 24 29 37 48 61
15 9 11 12 15 21 26 32 40 52 66
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The M&S Square Foot Appraisal Form 1007

* Enter land/site value, calculate Subtotals and Total Indicated

Value:
16. SUBTOTAL: ADJUSTED RESIDENCE COST: Total of Lines 1 to 15. 2,406 102.46 246,510
21. SUBTOTAL: RESIDENCE COST: Total of Lines 16 to 20. 2,406 119.00 286,306
23. SUBTOTAL OF ALL BUILDING IMPROVEMENTS: Totals of Lines 21 and 22. 2,406 12570 302 429
26. TOTAL BUILDING COST NEW: Line 23 x Line 24 + Line 25. 2 406 12570 302 429
30. TOTAL DEPRECIATED COST: Lines 27 to 29. 2,406 114.38 275,210
33. Land/Site Value 23,500
34. TOTAL INDICATED VALUE: Total of Lines 30 to 33. 2,406 126.41 304,150*
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* Transfer subtotals to the URAR

Transferring Subtotals to the URAR

e Marshall & Swift 1007 calculates multipliers once, on line 24

* No provision for multipliers in URAR cost approach worksheet

e Different format requires a change in calculation

e When transferring to URAR, modify the subtotals with the

multipliers:

Form 1007 URAR Cost Approach Grid

Line # ltem Subtotal ltem Multiplier Subtotal

Line 33 Land/Site Value $23,500 Opinion of Site Value ATAEN $23,500

Line 16 Adjusted Residence Cost $246,510 Dwelling / 1.00 $246,510

Line17a &b Basement and Finish $33,711 Basement 1.00 $33,711

Lines 18, 19, 20 Porches, Decks, ... $6,085 Porch, deck and-deek-roof 1.00 $6,085

Line 22 $16,123 Garage/Carport \. 1.00 $16,123

Line 24 (Multipliers, Total of 1.00 ) ~—"

Line 26 Bﬁ(?u'l'd-equa-l-f-lg-ufe/ $302,429| |[Total Estimate of Cost New N/A $302,429
calculated on the URAR)

Lines 27, 28,29 |Depreciation $27,219 Depreciation N/A $27,219

Line 30 (Should equal figure $275,210 Depreciated Cost N/A $275,210
calculated on the URAR) of Improvements

Line 31 Yard Improvements $5,440 "As Is" Value of Site Improvements N/A $5,440

Line 32 Miscellaneous $0 Blank Line (Marketing Expense 6%) $0

Line 34 (Should equal figure $304,150 Indicated Value By N/A $304,150
calculated on the URAR) Cost Approach
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Transferring Subtotals to the URAR

Form 1007 URAR Cost Approach Grid
Line # ltem Subtotal ltem Multiplier Subtotal
Line 33 Land/Site Value $23,500 Opinion of Site Value ATAN $23,500
Line 16 Adjusted Residence Cost $246,510 Dwelling / 1.00 $246,510
Line 17a &b Basement and Finish $33,711 Basement 1.00 $33,711
Lines 18, 19, 20  |Porches, Decks, ... $6,085  |Porch, deck and-deekroof 1.00 $6,085
Line 22 $16,123 Garage/Carport \ 1.00 $16,123
Line 24 ( Multipliers, Total of 1.00 ) N—
Line 26 } $302,429 Total Estimate of Cost New N/A $302,429
calculated on the URAR)
Lines 27, 28,29  |Depreciation $27,219 Depreciation N/A $27,219
Line 30 (Should equal figure $275,210 Depreciated Cost N/A $275,210
calculated on the URAR) of Improvements
Line 31 Yard Improvements $5,440 "As Is" Value of Site Improvements N/A $5,440
Line 32 Miscellaneous $0| |(Blank Line) $0
Line 34 (Should equal figure $304,150 Indicated Value By N/A $304,150
calculated on the URAR) Cost Approach
° DIVIde SUtht&'S by the OPINION OF SITE VALUE =$ 23,500
i DWELLING 2406 St @$% 10246 =3 246 510
appropriate sq. ft. for Basement 1217 S¢ft @$ 2770 . =  33.711
Dwelling, Basement and Porch, deck and deck roof =$ 6,085
. Garage/Carport 405 Sq.Ft. @ $ 3981 =3 16,123
Garagelcarport to arrive at Total Estimate of Cost-New =$ 302,429
the cost per sq. ft. Less Physical Functional __[External
« Differences in rounding may  [Depreciation 27.219 =8 27,219)
. . . . Depreciated Cost of Improvements = 275,210
result in minor differences in "As-is" Value of Site Improvements = 5,440
dollar amounts
INDICATED VALUE BY COST APPROACH =$ 304,150
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Development / Reporting of the Cost Approach

e Alot goes into arriving at the figures reported in the cost
approach section of the URAR.

e |tis just asimportant to provide support for the figures in
the cost approach as it is for the sales comparison and
income approaches.

e If you have never completed a 1007 form before, the first
few times will take you awhile. But, once you become
familiar with the process, a credible and supportable cost
approach for a standard tract home can be done in 15
minutes.

 Make use of technology! Recreate the 1007 in a
spreadsheet and let it do the math for you.
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USPAP and Enforcement Issues

 The cost approach is reviewed along with all other aspects of the
appraisal for investigations and upgrade reviews.

e Document all your sources of cost data and calculations,
reconcile your value indications from various sources, and keep
your data and analysis in the workfile.

 The example below cited 3 sources of cost data, however the
workfile contained no cost data, or reconciliation of same.

/ \

Source of cost ﬁa MARSHALL & SWIFT @ST HANDBOOK

Quality rating from cost SeICE—V—GO0D ___ Effective date of cost data 09/2008
Comments on Cost Approach (gross living area calculations, depreciatier—seic)

THE COST APPROACH WAS PREPARED USII\@ RS MEHNS)
RESIDENTIAL COST MANUAL, MARSHALL & SWTEFHTEE CYCLE
DEPRECTIATION SCALE, AND SURVEY @@JCAL BUILDER COEb
FIGURES. PHYSICAL DEPRECIATION IS ESTIMATED USING THE
EXTENDED AGE/LIFE METHOD.
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USPAP and Enforcement Issues

e Document all your sources of cost data and
calculations, keep in your workfile. The following
shows lump sum costs for “extras, upgrades,

OPINION OF  SITE  VALUE ..o = 35,000 k2 1
Dwelling 1,784 sq.Frt@$ 70 =5 124,880 updatesl bUIIt Insl Slte
BSML—TNone Sa.Ft@$ N/A =5 . 7] .
ppliances/Extras/Uperades wl> Im prove mentS, fOr WhICh
Garage/Caport 544 5q FT @ T2 = 10,880
Tot Estimate of CostNew s 145.760 there was no su PpPO rt
Less Physical | Functional | External *
Depreciaton 10,932 =5(10.932) T T =
Dep.reciated Cost ,Of IMPIOVEMENTS......c.oeeee et =3 1341828 LT-IMS % 12 000
'Asis' Value of Site IMProvements.........o oo =5 10.000 F = E L SREFMHOUSE 4 500 |
— e =$ _ BASEMENT 1368 SF X $10/ SQFT b 13.680
Indicated Value By COSt  ADPIOCH....cooooovoveeeeeeeeeeoeeeeeeeeeeeeeeseeeeeeeeeeeeenee =5 179.828] 3 Sub-total: | § 79 680
OPINION OF SITE VALUE - 120.000 Ciost MLII[iFI!iE-F iif applicable):| = 1,00
DWELLING 1,100 Sgft. @$ 14500 =$ 159,500 Modified ub-total: 79,680
805U 5 2506 ¢ 28 500 Physical Depreciation or Condition Modifier: 20765
: — ; Py = Functional Obsolescence not used for NADA): 0
Upgrades, updates, porches, fireplace =$ 25,000 [=> ol De mciamnmétm Location Mﬂdiﬁ;_ 5
Garagercarport 3698 GrFtr@-$———65-0——— = 530 Saivry Insaa] E o
Total Estimate of Cost-New =$ 246,530 A . : ———— :
Less Physical Functional External u",m&gﬁreewmmd S“E”mﬂmferrems' " Q?EEE >
Depreciation 98,612 4,931 = 103,543)
Depreciated Cost of Improvements = 142,987
"As-is" Value of Site Improvements = 8,000
INDICATED VALUE BY COST APPROACH =$ 270,987
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USPAP and Enforcement Issues

* Don’t invent numbers! This is a serious USPAP violation.
The Conduct section of the Ethics Rule states that “An
appraiser:

 Must not communicate assignment results with the intent to
mislead or to defraud;

 Must not use or communicate a report that is known by the
appraiser to be misleading or fraudulent;

 Must not knowingly permit an employee or other person to
communicate a misleading or fraudulent report.”

* Note for appraisers seeking a license upgrade: If you are a
trainee, and you know that you are being trained improperly
with regard to the cost approach, consider whether or not you
want to allow your signature or name to appear in the report,
and take steps to help your supervisor to learn to develop the
cost approach properly.



USPAP and Enforcement Issues
e Retain all older editions of Marshall & Swift so that you
can produce the references to their cost data when
required, either because you are doing a review, or
having to support an older appraisal.

* Reviewers have the obligation to be competent in the
development and reporting of the cost approach, so that
they can produce a credible review.

e USPAP Standards Rule 3-3(a) states: “When necessary for
credible assignment results in the review of analyses, opinions,
and conclusions, the reviewer must: (i) develop an opinion as to
whether the analyses are appropriate within the context of the
requirements applicable to that work; (ii) develop an opinion as
to whether the opinions and conclusions are credible within the
context of the requirements applicable to that work.”



Conclusion

 The cost approach requires specialized knowledge to
competently develop and report. If you see the need,
t h e n Get Educated Marshall & Swift Residential Cost Training | Program Details

Online b

d Seek M ]
a n ee en torlng [] Perfect for both new appraisers entering the field and =eazoned professionale seeking a refresher course

on the subject, the Cost Approach to Residential Appraiging onling course reviews the process for
determining replacement costs and depreciated values of residential structures and improvements in the
. . . . . US4 and throughout Canada. Note: This seminar does not address site or land valuation.
R85|dent|a| COST Tra|n|ng On"ne course Available from any computer with Internet access at any time during the 30-day subscription perind, this
online curriculum features & comprehensive lessons that detail the varicus steps of the cost approach.
MNOTE: Marshall & Swift =oftware iz not required for u=e in thiz clazz. Syllabus
Perfect for both new appraisers entering the field and seasoned Module 1: Cost Approach Overview
professionals seeking a refresher course on the subject. the Module 2: Types of Residences
Marshall & Swift Residential Cost Training online course reviews ”““'”5?5 Quality
everything you need to know about determining replacement ngﬂ:; i gﬂ::;%co—?f%nﬁ;n:acgat
costs and depreciated values of residential structures and r.1o:lu|;<::: Lump-qngmA“:jju=’;r;=nt;
improvermnents in the United States and throughout Canada. Module 7- Interpolation
Module & Exercizes and Applications
Module 9: Depreciation
Objectives By the end of thiz seminar, the participant will ke able to:

Available from any computer with Internet access at any time
during the 30-day subscription period, this online curriculum
features comprehensive lessons that detail the steps of the cost
approach.

Recognize the eight basic steps used in the cost appreach

Identify various types of residences

Classify the types of data used in the cost approach

Determine the overall quality of residences

ldentify the characteristics of each quality category

ldentify various types of interior finizhes

Determine the cost of various exterior elements

Calculate simple and complex interpelation

Complete the Square Foot Appraizal Form to obtain the replacement cost
ldentify the three types of depreciation methods, and calculate depreciation using each

Enjoy a unique leaming environment that is perfect for your busy
schedule. Complete the training and answer all lesson objective
questions correctly within the 30-day subscription period and
you'll receive a Marshall & Swift Trained Appraiser logo for
your website and business cards.

Existing active subscribers to the Residential Cost Handbook or
Residential Cost Explorer CD can register for only $199, a
savings of $100. Click here if you are an active subscriber and
would like to purchase or call §00/544-2678 from 6:30 a.m. to

4:30 p.m. PACIFIC to register at the discounted rate. Package Al CE Credit for Designated Members
rates are also available. This program is approved for 1 hour of Appraisal Institute CE credit for every hour taken.

Already registered? Go to the Student Center.

Appraizal Institute Credit Hours " REGISTER

Aftendance Hours: 10.0
Exam Hours: 0.0

Price: $299.00

Tuition
"&¥ ADD TO CART Category Member: § 152.00
Residential [Res] Regular: & 183.00
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303-894-5963
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