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Cost Approach to Appraisal
A V2

« Based on Principle of Substitution: No one would pay
more for a property than the cost of acquiring a
comparable site and building a comparable structure.
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« Sometimes called Summation Approach because it

values real property parcels by summing separate
values for land and improvements for land, rather than

valuing parcel as a whole.
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pproach to Appraisa
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* Approach widely applicable to all uses and
types of property (excluding land) and
historically the primary approach in mass
appraisals. Best feasible appraisal approach

for unique properties and best approach for
new construction.
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ost Approach to Appraisa
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* In mass appraisals, requires standardized schedules for
estimation of values and training for standard application
of those schedules.
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* Preparation of these standard schedules should be
subject to open review process to obtain general
acceptance of their application and results.
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asic Steps in Cost Approac
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« Estimate the value of the land in the parcel as if vacant.
Requires analysis of land market and transaction prices.
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« Estimate what it would cost to replace or reproduce the
structure as of the date of the appraisal.
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» Estimate the loss in value from all depreciation
experienced by the actual structure.
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asic Steps in Cost Approac
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« Subtract the accumulated depreciation from the
estimated new cost of the structure.
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« Add estimated land value to the depreciated cost
value of the structure to obtain the value of the
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Value the Land 45

* |dentify recent sales of similar or competitive
land parcels in the same general area.
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« Calculate sales price per acre, hectare, or
square meter across comparable transactions.
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Value the Land 45

» Adjust to the subject parcel for dissimilar features that
influence value — size, shape, location, accessibility,
topography, date of sale, use potential.

255 H b s 5 HA B 2 A 57 B 5 A B AT % = — Bl K
N, AR, ALE, RIAYE, B, SHEHE, B .

 For mass appraisal, establish land value zones. Land
valuation may be open to public scrutiny and discussion.
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Costs to Estimate {51111 i A«

Estimate includes all costs, direct and indirect, of constructing
the structure and making it available to the buyer.
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Direct Costs: materials, labor, supervision, equipment rentals,
utilities used in construction.
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Indirect Costs: fees paid for architectural and engineering
services, permits, insurance, taxes incurred during
construction, advertising and sales expense, overhead, and
reasonable profit to builder.
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Costs to Estimate {51111 i A«

* Costs should be estimated for local market
conditions and for the current time period.
National or regional cost schedules must be
adjusted for local circumstances and old
schedules must be adjusted for inflation if the
appraisal is to approximate market value of
properties.
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Construction Cost Estimates: Replacement
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* Replacement Cost: The cost of constructing a building
having similar utility to the subject structure using current
materials, design, and standards at current prices. The
estimate may ignore the cost of structural elements
(design, materials, building techniques, etc.) with no
current ut|I|ty
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* Reproduction Cost: The cost of building an exact replica
of the structure at current prices. Depreciation
adjustments will deal with elements of the structure that
lack utility. ‘
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Construction Cost Estimates: Replacement

or Reproduction # i AN tiT: B B il

« Both approaches attempt to estimate typical
costs because actual costs are subject to great
unpredictability. Cost estimation is not exact.
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 Mass Appraisal usually uses replacement cost to
reduce need for adjustments and details.
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Cost Estimation Approaches: Quantity
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Complete itemization of all construction, labor, and materials
costs for all components of the structure plus all indirect costs.
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Detailed, time consuming, and specific to the particular
structure.
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In tax appraisal work, primarily used for large, special purpose

properties, to provide benchmark data for development of

local cost schedules and indices, and for appraisal appeals.
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