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Double
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By Wiillam S. Gordon

ome of the knottier problems in appraising

arise in estimating compensation for partial

takings under the state rule. This is the rule
that total compensation is the value of the pan
taken plus the net damages to the remainder, if
any. ITn most states, total compensation for a par-
tial taking is calculated under some form of the
state rule’. The problems arise as follows.

Suppose an improved property 1o have a freestanding sign
in the part to be taken for a road-widening project, The appraiser
estimates the value of the part taken to be the value of the land
taken plus the contributory value of the sign. All of the compa-
rable improved sales have similar signs. The comparable sales are
adjusted downward because the subject remainder has no sign,

When the appraiser turns the completed report over to the
client, the reviewer sees that the value estimated for the part

taken includes the value which the sign contributes to the

property, The reviewer also notes that the comparable mmproved
sales are adjusted dowmward becanse they have signs, while the
remainder does not, and objects o the report on the grounds
that the landowner would be compensated twice Tor the sign.
[he appraiser and the reviewer conler. The appraiser argues
that the comparable sales have signs but the remainder does
not, while the reviewer responds that the landowner has
already been compensated for the sign in the value allocated 1o
the part taken. In addition, the landowner has an old, outdated
sign, but the appraiser has dedueted the cost of a new sign from
the prices of his comparable sales

These disputes occur over and over again. Even leaving
depreciation asicle, it is easy to deduct the cost of a sign on the
remainder in a way that resulis in wo much compensation
This error is especially easy to fall into when using the cost
cure methodology. A second problem arises when the highest
amel best use of the remainder includes instaflation of 2 new
sign, but a depreciated sign was on the part taken, 1t is easy o
over-compensate when deducting the cost of a new sign @0 be
installed on the remainder.

It this anicle, two series of examples are offered to clanfy the
two issues. In Examples 1.0 through 1.2, it is assumed tha
neither the subject nor the comparable properties sulter rom de-
preciation. In Examples 2.0 through 2.2, both are assumed to be
subject to depreciation. Since the three approaches to the value of
the whole property and the value estimate tor the part taken are
identical in all examples belonging to the first series, they are pre
sented only in the first example. In other words, Examples 1.1
and 1.2 show only the valuation of the remainder and the com-
pensabion estimate, and the reader must refer back to ]"."ui'l,l1i'|1|l."
1.0 1o see the analyses of the whole property and part taken.
Examples 2.0 through 2.2 are developed similarly,

Accompanving each example is a short list of the assump-
tions that differengiate i1 from some or all of the others. The
wtains a list of the assumptions underlying all of

addendum cor
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EXAMPLE 1.0

COST APPROACH IMARKET DATA APPROACH MCOME APPROACH
_WHOLE PROPERTY
Sign Caost & 25,000
Bidyp. Cost 375,000 3500,000 £100,000
Land Value 100,000 4 X 30
Indicated Value 2500,000 £500,000 3500000
FART TAKEN
Sign Cost & 25,000
Land Value 5.000
Indicated Value $ 30,000
FEMAMNDER AFTER TAKING
ek 1k §100,000
i ¥ E Eﬂ
. S Price | $500,000 3500,000
Bidg. Cost £375,000 Land/Big. <5,000= <5, 000
Land Valug 95,000 Sign <26.000: { i <26, 00t
Indicated Value &470,000 $470,000 % 470,000
COMPENSATION ESTIMATE
Whole Property 5500,000
Part Taken 30,000
Remainder Before 470,000
Remainder After E470,000
Damage/Enhancamend £ -0
Total Comparsation £ 30,000

Assumphions far Example 1.0: There (s no depreciation. The cost of a sion is deducted from the market data and income approaches becaus: the comparabie sale
and remtal property has a sign, and a purchasar would maka this daduction. The cost of a sign installed on the remainder after the faking does not exceed the cost of

a gign as part of the original constructson.

Conelysion: It the cast of the sign to ba msfalled on the remainder is deducted only from the market data and income approaches, the result is the cormect amount

ol Gmibaneln.

Comment; This example shows how the state mle imteracts with proper appraisal procedura. It is ganerally accepied that there is no Tuncliona obsolescence dug 1o
d misging iem if the current cost of the addition is ne graater than the cost as par of the original constructan® Tha costof the addiion i3 no greater in this exampie,

50 no deduction from the cost agproach is required.

e _f; e Amnwmﬁmrhglllmlu

l ﬂuuneawihbhmmpi:ibbepmpﬂtyund;mmtudidmﬁmlmth:whni:pupmy:hmmlﬁiﬂhﬁdmﬂ}s T}mpnm
~ and rent are as shown in the examples. ﬁmhﬁhﬂthﬁtummbpmﬂ:ﬁﬂugmﬁmehphmmmﬁ o

2. A cost study supports the reprocuction costs new shown in the examples.

3. The same sale, rent and GIM are used for the whole propery and the remainder, .

4. Land value per square foot & the same in all examples and total land values are as shown therein,

3. The quality and quantity of data are equal for all three approaches, and the three approaches are equally applicable

L ﬂwpmmnlmhikﬁepﬂ;mdﬁvﬂ'jfmilmmhuunmtbtdtpﬂimdmgnlthtwhnkmmmmuken§Mm

; M:tmﬁﬁmmmmmwmnlmwmmmhﬂm
i ﬁmmmmmmmmmﬂmhmmmeMmmmﬂmﬁnh
8. There are no adverse effects due Lo circuity of travel, diversion of traflic, construction, Icfssuhisﬂnhtyandmﬁnrﬂ] it
- 9. A slgn i the only improvement on the part taken,
10 A building is the only improvement on the remainder. ' jiiks

- exceeds that of the rematnder after the taking, if any
.mmmghmmﬂbmmmmmndmmmwﬂgmmmmmm it Z.

13. A 85,000 adjusiment for land 1o building ratio is required in the market data and income i:l-ttberuminrler '
14 The huilding and sign represent the highest and hest use of the land before and after the. In other words, the market does
i mwm@mmyﬁmuiomduhmlﬁsmmmmbuﬂdlnga&ﬂm:mhngmtnﬂushﬁﬁhrhwuhﬂmhnﬁngm |
i Hoadjukuﬁmﬁmmﬁneimhnthanﬂmdﬁcmdmds}wﬂmhihemmﬂﬁ.

i Tnfa’] rmrﬂhuﬂ:&n h%ﬁ i .q.r the valie af the part talean |_-|In; !I\- ﬂ:‘hr_ﬂtﬂf“;q,r uihpc-'l‘ l:lwuul.uf dﬁgmmhﬁpw&g u]dnﬂ
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EXAMPLE 1.1

COST APPROACH MARKET DATA APPROACH INCOME APPROACH
REMAIMDER AFTER TAKING
$t00,000
x50
Bidg. Cost £375.000 500,000 $500,000
Land Valua 95.000 5,000 <5000
Indicated Value S470.000 £405,000 405 000
VALUE CONCLUSION
Reconciled Walue SABG BE7
“Gost ta Gurg” 25,000
Aemainder Vel 461 667
COMPENSATION ESTIMATE
Whisks Property £500,000
Part Taken § 30,000
Fermaincer Before £470,000
Remaincer Afer B S
Damage/Enhancerment £533
Tatal Compensation £38303

Assumptions for Example 7.7; There & no deprackation. The market data and income approaches are applied as if & sign existed on the remainder, the thiee
approaches are recanciied by averaging and tha cost of a sign is deducted from the reconclled valua, The cost of 3 sign installed on the renainder after the taking
dies not exgesd tha cost of @ sion &s part of the original corstruction.

Conclusfon: If the remainder iz appraised "as-is™ in the cost approach and as if & sign existad on it in the markst data and income approaches. dedustion of the
cost of @ 5ign from the reconcilad value by the three approaches wil rasull in foo much compensation.

Comment: This sxample ntroduces the “cast ta cure.” In connection with the cost appraach, |t means the cost of restoring an ilem of deferred maintenancs to new
ar almaet new candifion®. In connection with eminant doman work, i means the cost to remady damaga dus to a taking®.

Frequently, the estimate of the cost te cure is prepared by @ specialist, for example, an architsct or engineer. Several types of cost may be covered by the astimats,
such as the cost o add missing items on the ramainder (the cost of the item plus Instaliation cost plus &l indirect costs), the cost to modify or relecate or enlarge
ftems on tha ramairidar, the cost o add items on the remainder which did nat exist on the pard taken and so forth. The cost of tha replacament for an item that was
taken shouid not be called the “cost 1o cure.” Only if the cost of the addition 1o the remainder exceeds the cost as part of the original consiruction is there a cost o
cure, and then it is only the excess cost (see commant on Example 1.0j,

Thiz example shows the undesirable resull of reconciling the three approaches before tha marke! data and incame approaches are comgleted. Attar the reconciliation,
the appraiser anemats 1o complete the aopraisal by making a lump-sum deduction of 2 specialist’s estirate from the reconcied value, Unforfunately, the estimare
inchudes the cosl of a replacement for an itern taken. The cost approach already indicates the camect value for the remainder, but the other approaches do not, If

tha market cata and income approaches were parformed comectly, as in Exarmpls 1.0, there would be no apparent nead bo rraks a further deduction, and recanciliation
of the three approaches by avetaging would gve e Comact compensatan.

Because the cost approach already mdicates the correct value for the rermaindar, and the threa approaches are averaged to arrive at the reconciled value of the
ramaingar bafors the sign cost is dedusted, the compensation s too great by ane-third of the cost of the sign (525,000 X 0.3333 - §3.333)!

EXAMPLE 1.2

COST APPROACH MARKET DATA APPROACH INCOME APPROACH
REMAINDER AFTER TAKING
§100,000
L 50
Excass Sign Cost $ 5,000 $500,000 500,000
Bicky. Cost 375,000 5,000 <6, 000
Land Valug 25,000 <3010 30,000
Indicated Valug $465,000 465,000 S465 000
COMPENSATION ESTIMATE
Whole Property £500,000
Part Taken
Remainder Belore 470,000
Remainder After F465,000
Damage/Enhancement 35000
Total Compensstian £ 38 AN
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Asgumplions for Example 1.2 There is no depreciation. Due bo the shapse and location of the busding on the remainder, it costs 53,000 more fo install the sign
an the remaindar than it would have cost as par of eriginal construction. The cost of 3 sign is deducted from the market data and income approaches because the
comparable sale and ramal property has a sign. and a purchaser would make this deduction,

Conelusion;: |f (he total cost of the addithon 1o the remainder excesds the cost as part of original construction, then subiracting the excess cost from the cost
approach and fhe total cost freem the market data and income approaches gives the correct compensation.

Comment: Compare this example 1o Example 1.0 W0 woe that dowble compensation does not result when you deduct the cost of a sign missing from the rerainder
from the market data and income aporoaches,

EXAMPLE 2.0

CO3T _AFFROACH BIARKET DATA AFFROAGH AHGOME ATTTIOACH
Sign Value
25,000 - $5.250 = 18750
Bidy. Value
§375.000 - 33,750 = 201,250 400,000 £ 50000
Land Value 100000 - X 50
Indicated Value $400,000 400,000 $400,000
PART TAKEN
Sipn Valua S 1B FED
Land Value 5,000
Indicated Yalug £237ED
REMAINDER AFTER TAKING
& 80,000
L &80
F400,000 $400,000
Bidg, Value $281.250 <5,000= <5000
Land Vs 95,000 <25.000» 25,000
Indicated Yalus 76,250 3370,000 £370,000
RisLam g valug $ITE, 003
COMPENSATIOMN ESTIMATE
Whale Property $400.000
Part Taken % 23,760
Remainder Befora 8376 250
Remainder After 5372 083
DamagaEnhancament $ 4167
Total Compensation jaray

Assurmolions for Example 2.6 M| impeovements are 25% deprecizted. The cost of a sign installed on the rmmainder atter the taking does nol exceed the cost of
2 sign as part of the original construction, The cost of @ sign i deducted from the marked data and income approaches because the comparable sale and rantal
progery has a sign, and the remainder does nol.

Comelvsion: I depreciation 15 miroduced mio Example 1.0, and the thres approaches ane reconciled by averaging, deduction of the cost of the sign in the market
data and income pproaches results i foo much compensation.

Comment: This example is exactly (ke Example 1.0, excepi that the improvements are assumed to be partly depraciated, 1t may fie surprizing that the dapreciation
does not somehow come out in the wash — but it doesn't. In this example, the markst data and income approaches ndicate valugs for the ramander, which
are too low because they con't consider depreciation of the sign on the comparable property. Since the three approaches are reconclled by averaging, the
compensation is 100 greal by byo-thinds the amount of depreciation which has accrued to the sign (36.250 X 06667 = 34,167). Example 2.1 shows one way of
dealing with this 1550,
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GOST APPROAGH MARKET DATA APPROACH
REMAINDER AFTER TAKING
£400, 000

Bldp. Value $261,250 <3, 000

Land Yalue 45,000 <18 750

Indicated Vale 2376 250 §376,250
COMPENSATION ESTIMATE

YWhaole Property 400,000

Part Taken $23,750

Remainder Bebore $376,250

Femaindar Afer 376,250

Damape/Enhansarmant L

Total Compensation §23,750

Assumyplions far Example 2.1; 8l improvemans arg 25% depreciated, The contributory value of a sign i deducted fam thi market data and Meome approaches
hegause the comparabile sale and rental property has a dapreciatad sign, and the typical purchaser would make such a deduction. The cost of a sign installed on
the resaindar atter tha taking #oes not excesd the cost of a sign as part of the original construction,

Congtasion: If depraciation & infroduced into Bxamgle 1.0, deduction of the contritiuitary value of the sign from the market data and income approaches results in
fhe correct amownt of compensation.

Comment: This example shows one way of resofving the Issus raised by Example 240, The sign adjstment appiiad in the market data and income approaches has
changad fram the reproduction cost new, $25,000, to the sign's contributory value, §18,750. This recognizes that the sign on the comparable property k= depreciated.

Unfrunately, this procedure does nat make clear haw the 525,000 cast instalkd of a navw sign, which the landonner must bear, affects the calculations. Example

99 shows Now e markes data and incomea appreaches should be set up in order to arrive at the proper compansation afier making 2 325,000 deduction for the
roet of & sign on the remaindar.

REMAINDER AFTER TAKING

Bldg. Value
Land Valug
Indhcated Valse

Wihoba Property _
Part Takan $ 23750
Fernainder Before 376,250

Remainder Aler 5376250
DamageEnhancement § O
Tolal Compensation & 23,750

for Example 2.2 Al improvements are 25% deprecizted. An upward adjustment of $6250 to the market data and income approachas acooums for the
fact that they are applied to he remainder as if it had a new sign, The indicated value for 1he subject as ifit szl & naw sign is $401,250. The cost of a new sign is deducted as
the finl slep in the market data and Income approachies. The cost of 8 sign installed on the remainder afier the taking does not exceed Iha cost of a sign as part of the
riginal construction.

Conelusian: |t depreciation is introduced into Example 1.0, and the market data and income approaches are applied to the remamder as if It had a new sign, tan

adjustment upward of the lattar two approaches for the fact that the sign will be new, Tolloved by deduction of the cost new of the sign, gives the cormect amowEt
of compensaion

Comment: |n tha courss of presenting an appraisal 1o @ [ury. it may be desirable 1o show hiow the acknovdedped cost af & neny $ign on the rermainder fits into the
analsis. Tha method used in this example would facilitate sueh a presertation,
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Summary

Examples 1.0 and 1.2 show how
over-compensation for an item aken
can be avoided while making the
required deduction from sales that
have that item. A similar deduction is
H:I..Illill;d. for the income approac h,

Example 1.1 shows @ COMIMON way

of over-compensating for the 1aking of
an item. There, we also saw that only if

the cost of the addition to the remainder
excecds the cost as part of the original
construction is there a cost to cure, and
then it is only the excess cost. The
phrase “cost to cure” should not be
applied to the cost of an addition w the
remainder in any ol the examples,
excepl the excess portion of the cost in
Example 1.2,

Examples 2.1 and 2.2 show two
wiys in which correct compensation for
a depreciated item taken may be
estimated while making the vequired
deduction from sales which have that
item. Example 2.0 shows a common
way ol over-compensating for a depreci-
aled item in the l'.II-LiII.H. There, incorrect
appraisal procedure resulis in a fawed
compensation estimate

The application of simple examples
te seemingly unresolvable appraisal
'|'.|Tl'l]'lll.'|'|'|‘-i i.‘i |]'Il' ]t:"\-d I'II'I|'II' H[ |.1'!."|I'I;q
them to rest. m
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5. Averaging B nol alwenys s Inappropriane method
of recomcihation. One of the sssumptions in the

addendum is thar the quartiny and quality of data are
equal tor all three approaches and that the three
approaches are equally applicable o the property.
Under those cicumstances, the three approaches
should be given equal weight in the reconciliation,
wnd averuging is the only process that gives them
eqqual weight. Were the market dara and income
appeoachies appliad comectly m Example 1.1, averaging
wen pive the cormeot amewer, 25 it does in sevem of
the other examples
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