Ten Standard Classifications
of Detrimental Conditions

here are dozens of Detrimental
TCDﬂditions (DCs) that affect real

estate values. These range from tem-
Forary construction easements and
deferred maintenance to environmental
contamination, geotechnical issues and
ratural disasters. As the following chart
details [often informally referred to as the

DC-10 Chart), all DCs may be placed into
ane of 10 standard categories. This type of

classification is essential in order to avoid
the error of measuring the effects of one
DC by wtilizing data from another DC,
which has different valuation attributes.
The basic premise of measuring the
value of a property, which has been
impacted by a DC, is to recognize all, or a
combination of, six basic elements. These
are; (1) the value as if no DC exists, (2) the
valug upon the oocurrence or discovery of
the DC, (3) the value upon the assessment
of the condition, (4) the value upon the
condition being resolved or remediated
and (5) the net present value of any resid-
ual or ongoing costs or losses, and (6) the
effects of any negative market perceptions
or adverse market reactions, which is
sometimes referred to as shigma, Each DC

Class has distinct graphic patterns that
center upon the inclusion, non-inclusion,

liming and impact of these six elements.
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Generally, the first step with any DC, is
to value the property as if it were a Class |
condition, where there is no DC. This is
reflected as Point A. Upon the discovery of
the DC, the value may fall to Point B. Some

DCs require an assessment, such as con-
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ducting a soils or engineering study. The
value during this period is usually the
lowest, as a potential buyer would likely
require a very significant discount to entice
them to purchase a property where the
extent of damage is unknown,

Upon the completion of a study, if in fact
one is required, the value will generally
increase to Poant C. If repairs are required.
then the value will increase to Point D
upon completion. As expected, the cost of
repairs is measured by D minus C.

Point E reflects the value of the property
after considering the net present value of
any engeing conditions, such as absorp-
tion costs, loss of wtility, continuing over-
sight or maintenance, additional financing
or insurance costs, and any restrictions on
the property’'s use,

In some conditions, a residual condition
or adverse market perception remains. This
stigma, also known as onus or taint, is indi-
cated as Point E, where applicable. This
reflects the resistance of typical buyers to
purchase a property that has been damaged,
and where there remains a question as bo the
adequacy of the repairs, the fear of future
related issues arising, or simply the rouble
of owning a previpusly damaged property.

As this chart details, the basic dassifica-
Hons reflect the distinct graphic attributes
of each classification, For example, the
value patterns of deferred maintenance 15
similar to a construction easement, and
slope instability is similar to soils contami-
nation; however, the value patterns of a
construoction easement are distinct from
soils contamination. Both Class ¥ DCs
and Class IX DCs may reflect a loss attrib-
utable to adverse market reactions (stig-
ma), but these graphic patterns are dis-
tinctly different. Class V DCs do not
require special engineering studies or
remediation costs, and any related Class V
stigma virtually always diminishes over
time, while the perceptions related to a
property with soils contamination may
worsen over Hme, in the event that govern-
mental standards are made stricter.

The DC-10 Chart depicts the full range
of conditions. For example, one may con-

tend that a DC exists, but upon investiga-
tiom, it 1% determined to be a Class I, or
Benign Condition, This issue often arises
where a buyer, acting out of buyer’s
remorse, cites a benign condition as an
excuse for rescinding the sale, On the other
hand, some conditions may be so severe,
that the cost to repair or remediate is
greater than the property’s value. This is
reflectod b’,‘r’ the Class X category,

When encountering any DC, the parties
involved should first determine its dlassifica-
tiom, and consider the siv graphic elements,
This will lay the foundation for a meaningful
evaluation of the diminution in value result-
ing from the condition. Onee the DC has
been properly classified, relevant market
data should be researched and apphied to the
shudy. With any DC, a conclusion based sole-
ly upon the appraiser’s “experience and
expertise” is reckless at best, and probably
unethical. Market data can and should be
utilized in the study of any DC. While
beyond the scope of this arficle, a meaning-
ful analysis will not enly consider all remedi-
ation costs, but also any assessment costs,
engineering studies, mitigation costs, risk
factors, improvement demolition and recon-
sirisction costs. cosks of absorphon. addibon-
al financing costs, restrictions on use, on-
going conditions, adverse market reactions
and the net present value of any insurance
proceeds or recoveries. J
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