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Introduction

COURSE LEARNING GOAL

The goal of Pricing Strategies: Mastering the CMA is to help

real estate professionals improve their skills in pricing residential
properties, creating and presenting comparative marketing analyses
(CMAs), explaining pricing recommendations, dispelling buyers’ and
sellers’ misperceptions and anxieties about pricing strategies, keeping
up to date with market developments, and working with appraisers.

LEARNING OBJECTIVES
1. CMA BUILDING BLOCKS

3 Identify the uses and benefits of CMAs for buyers, sellers, and
agents.

3! Describe key market value concepts and industry standards
that apply to the preparation of a CMA.

3 Comply with the REALTOR® Code of Ethics Articles and
Standards of Practice regarding preparation of real property
pricing opinions.
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2. GETTING STARTED—SELECTING COMPARABLES

Identify and select appropriate comparables that are the most
like and within acceptable proximity to the subject property
based on commonly used standards.

|dentify and access available sources of information on
comparables.

Recognize and overcome challenges to selecting the best
comparables.

3. COMBINING FACTS AND NUMBERS

Distinguish between cost- and market-based adjustment
approaches and select the most appropriate approach.

Adjust the values of selected comparables to develop an
estimated price range for the subject property and avoid
common adjustment challenges and errors.

Develop a sales or offer price recommendation to present to
the seller or buyer.

4. PREPARING THE CMA

Prepare a CMA document that provides the level of detail and
depth of analysis required by the buyer or seller.

Consider the impact of market area information including
supply and demand and absorption rate on pricing
recommendations.

Keep up to date on market developments that influence
the value of properties by identifying and accessing reliable
information sources.



Introduction

5. PRESENTING THE CMA

Present the CMA to the buyer or seller and explain rationale
for pricing recommendations.

Respond to and allay common misconceptions about price
range and strategy.

Comply with standards for record retention and REALTOR®
Code of Ethics Articles and Standards of Practice for
maintaining client confidentiality.

6. WORKING WITH APPRAISERS

Describe the purpose and process of a property appraisal and
the scope of the appraiser’s role.

Develop skills for working constructively with appraisers and
clients through the appraisal process.

Review an appraisal report and take appropriate action when
the report appears to contain inaccuracies.
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EARN THE PRICING STRATEGY ADVISOR (PSA)
CERTIFICATION

The Pricing Strategy Advisor is an official certification of the National
Association of REALTORS®. The Certification is designed for real
estate professionals at all experience levels whether working with
buyers or sellers.

FIGURE A.1 PSA Certification Website

NATIONAL
ASSOCIATION OF / I
REALTORS®
OFFICIAL <
CERTIFICATION \
l Home About PSA Earn the PSA Certification PSA Member Login Find a PSA Contact Us |ﬁ lee

o !«;»
1PSA

CERTIFIED
A P
Why earn Pricing Take the Pricing Get the Certification...
Strategy Advisor? Strategy Adwsor class.
— - If you have completed the "Pricing

Strategies: Mastering the CMA"
course and viewed the two required
Webinars, you can submit your
application here to earn PSA.

Determining property values depends more In the one-day course, "Pricing Strategies:

than ever on professional expertise and Mastering the CMA," learn how to select
competence, the best use of technology, appropriate comparables and make

and approaching the pricing assignment accurate adjustments, guide sellers and

from various perspectives. Enhance your buyers through the details of CMAs and the

skills in pricing properties, creating CMAs, underlying pricing principles that inform

working with appraisers, and guiding cllents them, and interact effectively with

through the anxieties and misperception pprai

EARN THE PSA CERTIFICATION

Be a member in good standing of the National Association
of REALTORS® (and cooperating association for International
participants).

Complete the Pricing Strategies: Mastering the CMA course
and pass the exam (if required in your state for continuing
education credit).

Submit a one-time fee of $179.
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EXERCISE: WHAT DO YOU WANT TO LEARN?

What challenges do you encounter when you prepare CMAs
and discuss pricing strategy with buyers and sellers?

What challenges do you encounter when working with
appraisers?




MODULE

CMA Building Blocks

What is the number one question that both home sellers and buyers
ask? Although they may phrase the question differently, both sellers
and buyers want to know the same bottom-line answer: the price.

Sellers and buyers expect the real estate professionals they work with
to provide on-target, informed, and objective advice on price. Off-
target pricing has serious consequences—buyers overpaying, sellers
receiving less than market value, and dissatisfied, possibly litigious,
clients.

Preparing the CMA is an essential skill for real estate professionals.
Working through the process of a comparative market analysis (CMA)
provides a timely and objective price range based on market realities.
The CMA sets expectations for sellers, guides buyers, and helps real
estate professionals develop winning price strategies.

Pricing Strategies: Mastering the CMA focuses on building your
knowledge base and sharpening your skills so that your sellers and
buyers feel they can rely on your recommendations when it comes
to pricing property. Although the CMA may be used for a variety of
purposes, this course focuses on its purpose in selling and buying
residential real estate.

7 of
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THE CMA—PROCESS AND PRESENTATION

CMA refers to both the process that real estate professionals work
through and the information they present to sellers and buyers.

It helps sellers determine an asking price and buyers identify an
offer price. When presented to a seller or buyer, the CMA provides
objective, market-driven answers to their bottom-line questions.
"How much should | ask? How much should | offer?”

NOT THE SAME: CMAS AND APPRAISALS

CMAs must be prepared by a licensed real estate broker, agent,
or salesperson, or a registered, licensed, or certified appraiser. An
appraisal must be prepared by a certified appraiser. An appraiser
may prepare a CMA, but it is not an appraisal and should not be
referred to as one.
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VALUATION SERVICES MATRIX

An overview of the main valuation services used in residential real estate transactions.

VALUATION

CMA

DEFINITION

An estimate of the
probable selling
price of a property
expressed as a price
range

WHO

Real estate licensees

USE

A CMA helps identify or project a house's
listing or selling price. The CMA is not the
only factor in determining listing price;
rather, it is a guide for the owner to see the
active and sold competition and is used
to help the seller determine a listing price.
The CMA can also be used, depending on
state laws, for a variety of other purposes,
including loan modifications, short sales
and foreclosures, REO purchases, value
trend analysis, mediation, and negotiation.
It should not be used solely to value
collateral in a real estate transaction for
mortgage origination.

APPRAISAL

The act or process
of developing
an opinion of

value based on

Uniform Standards
of Professional

Appraisal Practice

(USPAP)

Licensed or certified
appraisers

Traditional appraisals are generally used to
value collateral in a real estate transaction.
A licensed appraiser performs an interior
and exterior onsite inspection of the
property and uses information gathered
from tax records, MLS data, and other
reliable sources to arrive at an opinion of
value.

Appraisals are required for most federally
related transactions above $250,000.
Exceptions include transactions where
no new money is involved. In practice,

appraisals are used for most transactions

involving a mortgage. Lenders or servicers
determine whether to use appraisals or
other methodologies for transactions that
are not purchase money.

HYBRID
APPRAISAL

An appraisal in
which a third-
party performs the
property inspection
and provides the
information to the
licensed appraiser
who completes
the appraisal in
compliance with
USPAP.

Appraiser and non-
appraiser

An appraiser performs a hybrid appraisal
by reviewing a recent interior/exterior
property data report that is provided by a
third-party property data collector as well
as information gathered from tax records,
MLS data, and other reliable sources.
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WHAT DOES A CMA ANALYZE?

The CMA compares the subject property—the one being evaluated—
with similar properties recently sold and currently on the market. The
CMA process analyzes:

the subject property.

the subject neighborhood.

local and regional market information and trends.

properties similar to—comparable to—the subject property.

This course covers all these aspects of a CMA and focuses in
particular on identifying and analyzing comparable properties.

CMAS FOR SELLERS, BUYERS, REAL ESTATE
PROFESSIONALS

Sellers, buyers, and real estate professionals all use and benefit
from CMA:s.

SELLERS

SELLERS RECEIVE A FACT-BASED, OBJECTIVE ASSESSMENT OF THEIR
HOME'S VALUE.

A CMA provides the data and reasoning to help sellers see
not only the value of their home, but also why that value is
accurate.

SELLERS DON'T EXPERIENCE THE STRESS AND DISRUPTION THAT CAN
OCCUR WHEN HOMES LANGUISH ON THE MARKET.

When sellers understand the objective logic for valuing their
home, they are more likely to list it at an accurate price and
experience a quick and efficient sale. A prompt sale avoids
much of the stress and disruption of repeated showings. If
under pressure to move—for example, for a job transfer or
downsizing to a more affordable home—a timely and efficient
sale saves sellers further anxiety.

11
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SELLERS ARE PROTECTED FROM UNDERVALUING THEIR HOME.

A CMA helps protect sellers against undervaluing as well

as overvaluing a home. Sometimes sellers undervalue their
property, such as when heirs want a quick sale in order to
distribute estate assets. On the flip side, every real estate
professional has a story (probably many stories!) of sellers
who overestimated the value of their home. Consider what
happens when sellers accept a high offer, but the appraised
value is less than the offer price. Many factors can contribute
to this misperception of value. Sellers might hear exaggerated
sales amounts for neighboring homes through local gossip.
They might apply broad market trends and simplistic
assumptions to come up with an unreasonably high value.
They might believe they can recoup the cost of every home
improvement they have made over the years. Perhaps above
all, they attach a high value to their home based on their
emotions and pride of ownership.

BUYERS

12

BUYERS RECEIVE OBJECTIVE INFORMATION ABOUT HOMES AND
LOCAL MARKETS.

Buyers are often at a great disadvantage in knowing the market
value of a home they want to purchase. First-time homebuyers
might be especially naive about the many variables that affect
the market. If they are moving to a different location—even

if just to a bordering town—they could be unaware of local
trends that differ significantly from those of their current
neighborhood. A CMA allows buyers to make offers based on
objective data relevant to the specific market.

BUYERS ARE LESS LIKELY TO LOSE THE HOME THEY REALLY WANT
BECAUSE THEIR OFFER ISTOO LOW.

Buyers are less likely to make a lowball offer in a competitive
market and potentially lose the home to another buyer.
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BUYERS ARE LESS LIKELY TO ENCOUNTER PROBLEMS OBTAINING A
MORTGAGE BECAUSE THE HOUSE APPRAISES BELOW THE OFFER PRICE.

Buyers are less likely to make a too-high offer that is
eventually scuttled because a lender won't offer a mortgage
at that price. And they are less likely to overpay for a home,
thus preserving their financial resources for other important
home and life expenses.

REAL ESTATE PROFESSIONALS

LISTINGS DON'T LANGUISH, SAPPING AGENTS' TIME, ENERGY,
AND INCOME.

A well-researched CMA is a listing agent’s greatest tool in
pricing a home appropriately. A properly priced listing is more
likely to sell quickly and efficiently, while an overpriced listing
will not be competitive in its market and may languish without
offers. Overpriced, unsold listings are efficiency- and income-
killers for agents. And they don’t generate warm feelings or
recommendations from clients.

BUYERS ARE LESS LIKELY TO REGRET THE PRICE THEY PAID OR SELLERS
THE PROCEEDS RECEIVED-AND BLAME THE REAL
ESTATE PROFESSIONAL.

Complaints about incorrect pricing rank high among the legal
claims against real estate professionals. When buyers feel they
have overpaid or sellers feel they have undersold, they are apt
to feel regretful, angry, and cheated and blame the real estate
professionals who guided them.

I REPRESENTING BOTH SELLER AND BUYER?

Are you acting as a disclosed dual agent in a transaction?
Requirements are state specific, but if you prepare a CMA for
the seller while acting as a disclosed dual agent, you should also
prepare a CMA for the buyer. Lack of a CMA puts the buyer at a
disadvantage.

13
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COST, PRICE, OR VALUE?

In the context of valuation of real property, the terms cost,
price, and value are distinctly different concepts, seldom equal
amounts, and not interchangeable.

COoST

The total amount spent to acquire or build a property or
property component. A cost is a historic quantity and does not
vary over time. For example, a $15,000 expenditure to reroof a
house is a one-time cost.

PRICE

The amount at which a property is currently being marketed or
was sold at a specific point in time. Price might or might not
reflect market value.

MARKET PRICE

The actual selling price of a property. Buyers and sellers set the
market price, which may differ from market value.

MARKET VALUE/FAIR MARKET VALUE

The most likely sale price of a property in an arms-length
transaction.? Market conditions change constantly and the
fair market value set by what the buyer is willing to pay at a
moment in time. Fair market value rises or falls, even within a
couple of months, based on supply and demand.

2 Asale in a competitive and open market where both buyer and seller act prudently and
of their own free will and neither is under any undue pressure to complete the transaction.
Both are reasonably aware of the good and bad points of the property. The property has
been exposed to the open market for a reasonable time. The buyer could easily choose a
different property.

14
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MARKET VALUE ACCORDING TO FANNIE MAE

Fannie Mae—the Federal National Mortgage Association (FNMA)
defines market value a bit more formally than the definition provided.
According to FNMA, market value is the most probable price that

a property should bring in a competitive and open market under all
conditions requisite to a fair sale, the buyer and seller, each acting
prudently, knowledgeably and assuming the price is not affected by
undue stimulus. Implicit in this definition is the consummation of a
sale as of a specified date and the passing of title from seller to buyer
under conditions whereby:

buyer and seller are typically motivated;

both parties are well informed or well advised, and each acting
in what he or she considers his/her own best interest;

a reasonable time is allowed for exposure in the open market;

payment is made in terms of cash in U.S. dollars or in terms of
financial arrangements comparable thereto; and

the price represents the normal consideration for the property
sold unaffected by special or creative financing or sales
concessions granted by anyone associated with the sale.

Because it is the national’s pre-eminent supplier of home mortgage

funds, Fannie Mae's definition and standards have particular
significance in pricing properties.

15
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CMA

16

BUILDING BLOCKS

SUBJECT PROPERTY

The property being evaluated.

CONFORMITY

Maximum value is created when the property is in harmony
with its surroundings. A property will be worth more if it is
similar in design, construction, size, and age to surrounding
properties and conforms to existing neighborhood standards.

COMPARABLES

Recently sold properties in the market of the subject property
that are substantially alike. Comparables—comps—provide
the basis for determining the market value of the subject

property.

COMPETITION

A currently listed property that can compete for buyers of the
subject property.

ADJUSTMENT

The amount added to or subtracted from the sales price of
a comparable property to calculate the value of the subject
property. Not all comparables require adjustments.

CONTRIBUTION

The value of any part of a property is measured by its effect
on the whole. Value, however, can decrease as the number

of features increases. Compare a three-bedroom home with
one bath compared to a three-bedroom with two baths. The
second bath will add significant value, but the value of the
third bath would not equal the second. The other principle of
contribution is apparent in the difference between the value of
a swimming pool or indoor basketball court and the value of
an updated kitchen or bath. The updated kitchen and bath will
add value, whereas in some regions and markets the pool or
basketball court might not.
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REGRESSION

The principle that a higher-priced property is worth less if
located amid lower-priced properties.

PROGRESSION

The principle that the value of an inferior property is enhanced
if surrounded by properties of greater value.

SUBSTITUTION

The maximum value of a property is set by what it would cost
to purchase an equal property. Buyers will not pay more for a
property than the cost of acquiring it elsewhere.

SALES COMPARISON APPROACH

The sales comparison approach is generally the only method
used by real estate professionals and is the heart of the CMA
process. In the sales comparison approach, the subject property
is compared to recently sold comparable properties and
adjustments are made for the differences between the subject
and each comparable. Appraisers may use this approach or
others, such as the cost approach and income approach.

I IMPORTANT COURSE NOTE

The REALTOR® Code of Ethics uses the terms value and price

to mean the same thing. But you should be aware that among

real estate professionals and in different states, these terms are
sometimes used to refer to different practitioners and tasks. The
terms value and valuation are sometimes reserved to pertain to
appraisals and the work of appraisers, whereas pricing pertains to
CMAs, listing prices, and the work of real estate brokers and agents.
In some states, real estate professionals may value properties (they
are allowed to perform BPOs), and in some states, they may do
appraisals.

Throughout this course, the terms price and pricing refer to the
work real estate professionals do in preparing market value
opinions for sellers and buyers.

17
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EXERCISE: WHAT WOULD YOU DO?

Joan is a residential real estate professional in a large metropolitan
city. She concentrates on the north side of this city because

that's where she lives and has an office. She prospects in several
residential subdivisions on the north side of town. In the following
scenarios, is Joan competent to do a price opinion on her own? If
not, what assistance could she enlist? What would you do?

SCENARIO #1

Joan is asked to price a property in one of the residential subdivisions
where she is very active and regularly prospects for new business.

SCENARIO #2

Joan has a good friend on the south side of the city who asks for her
help in pricing his home to sell. Joan is not familiar with the south side,
but her MLS encompasses it. Her large company has a branch office
on the south side, and she knows many of the agents in that office.

SCENARIO #3

Joan has a close friend who owns a weekend lake front cabin located
a three-hour drive upstate. The friend wants to know a price at which
to sell it. Joan has been to the cabin once for a holiday weekend.

At a state convention, Joan talked to a real estate professional

who specializes in recreational property in that part of the state. He
said, "“It's a very unusual market. Each lake community has its own
set of values and prices. Which side of the lake you are on makes a
difference, as well as how deep the water is near your cabin.”

20
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EXERCISE:
COMPETENCY SELF-ASSESSMENT CHECKLIST

Look at this list of types of real estate and for each type do one
of the following three actions:

N Draw a circle around it if, “I'm competent to do this on my own.”
N Place a checkmark next to it if, “| would need expert help.”

N Draw a line through it if, “This is outside my competence, or not
applicable in my market.”

1. RESIDENTIAL REAL ESTATE 2. COMMERCIAL REAL ESTATE

B New construction W Offices

B Resale homes B Strip malls

B Condominiums B Shopping centers
B Co-ops W Stores

B Townhouses B Restaurants

B Houseboat B Mixed use buildings
B Duplexes B Medical buildings
B Luxury high-value homes B Educational buildings
B Historic homes B Hotels

B Vacation homes B Multi family

B Multi generational

® REO

B Manufacturing buildings W Vacant land

and property B Agricultural
B Warehouses B Ranch

B Logistics facilities B Undeveloped

B Early development
B Subdivision

B Reuse, brownfields
B Mineral rights

B Air rights

22



MODULE

Getting Started—Selecting Comparables

Choosing the best comparable properties is the heart of the CMA
process. Finding comparables can be as easy as looking next door in
an urban neighborhood or as challenging as trying to match a one-of-
a-kind, isolated country home. Mismatched comparables complicate
the process and can result in pricing miscalculations, lost credibility
with sellers and buyers, and even lost transactions.

Pricing a property doesn't rely on guesswork or intuition. As we'll see
in this module, pricing a property—preparing a CMA—follows an
orderly system for matching properties, collecting market data, and
formulating a rational, fact-based price opinion.

CHOOSING COMPARABLES

Choosing the best comparables is a process of gathering data about
similar market-area properties and sifting the facts through a series of
filters with increasingly finer “sorts.” Characteristics such as location,
school district, size, date of last sale, style, age, improvements, and
amenities serve as the filters that help you sort through many possible
comparables to identify the best choices. Of course, a comparable
seldom matches the subject perfectly. The greater the similarity,
however, between the subject and comparables, the less the need for
adjustments to price the subject accurately.
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FIRST STEP—IDENTIFY SUBJECT CHARACTERISTICS

Selecting comparables starts with detailing the characteristics of the
subject property as these provide the benchmarks for identifying and
sorting through potential comparables. What do you need to know
about the subject property?

LOCATION:

Neighborhood, market area, school districts

SIZE:
Number of bedrooms and bathrooms, living space, lot size,
garage size or parking availability

STYLE:
Ranch, spilt level, two-story, town home, condo, bungalow

AGE:

Year of construction

AMENITIES:
Pool, security system, fenced yard, deck, patio

IMPROVEMENTS:

Room additions, roof repair or replacement, updated
appliances, updated kitchen or bath, replaced or updated floor
and wall coverings

CONDITION:
Well-maintained, repairs needed, delayed maintenance

NEGATIVES:
Busy street, near industrial district, nearby sources of pollution
(noise, light, odors, emissions), stigmas

With the characteristics of the subject property defined, the next
step is the search for and selection of comparable properties.

25
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LOCATION GUIDELINES

To state that comparable properties should be as geographically

close as possible to the subject seems obvious. But how close is close
enough? Depending of the surroundings of the subject, “close” could
range from the same condo building to a radius of five miles or more.

Other location features, such as particular school districts, public
transportation stations, proximity to an industrial area or busy strip
mall can qualify or disqualify a comparable property.

FIGURE 2.1 Location Guidelines per Geographic Area

CITY/URBAN SUBURBAN/SMALL TOWN RURAL®
TARGET RADIUS: TARGET RADIUS: TARGET RADIUS:
Y2 MILE 1 MILE 5 MILES

Condominium:
same building
and floor plan

Single-family
home: One-half
mile radius, same
neighborhood

Same school
boundaries

Public
transportation
routes, bus stop,
subway stop

Same subdivision

Same
neighborhood

Same complex for
multifamily homes

Same school
district

Commuter rail
station, bus stop

Same school
district

Same township

When comparable properties can’t be found within the target
radius, expanding the search area or the time frame for sales may
be the solution.

6 Rural does not necessarily mean a farm home. The U.S. Census Bureau defines two types
of urban areas: Urbanized Areas (UAs) of 50,000 or more people and Urban Clusters (UCs)
of at least 2,500 but less than 50,000 people. Any area outside of these urban areas is con-
sidered rural.

26
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NEIGHBORHOOD, MARKET AREA, OR MICRO MARKET?

When searching for comparable properties, do neighborhood and
market area mean the same thing? Although the terms are often used
interchangeably, appraisers distinguish between the two concepts—
the neighborhood in which the subject property is situated and the
market area in which comparable, competitive properties are found.
Sometimes, the neighborhood and market area have the same
boundaries, but in other cases the market area may contain several
neighborhoods or portions of different neighborhoods. Market area
is formally defined as “the geographic or location delineation of the
market for a specific category of real estate, i.e., the area in which
alternative, similar properties effectively compete with the subject
property in the minds of probable, potential purchasers and users.

In contrast, a neighborhood is defined more generally as ‘a group of
complementary land uses.”” 7

Some housing markets are so specific and confined that they
constitute a micro market. Examples might include island enclaves
that have micro markets based on tide and wind exposures—leeward
or windward, small resort communities, or urban historic districts.

In a narrowly defined micro market, expanding the area in which to
look for comparables won't work. No matter how long ago the last
transaction, comparable properties from the same micro market,
adjusted for time, are the best option.

7 "Identifying Comparable Properties” permissioned for use in 2014 by The Appraisal
Foundation.
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DATE OF SALE GUIDELINES

A comparable should reflect a recent date of sale. As a rule of thumb,
the date of sale of a comparable should fall within 90 days of CMA
research. Markets can change rapidly, and an interval of more than 90
days might mean you are no longer comparing “apples to apples.”

FIGURE 2.2
Date of Sale Guidelines per Market Conditions

CHANGING MARKET STABLE MARKET

More than a 3% increase No more than a 3% change in
or decrease in the last six price in the last six months
th
mentns Comparables: 6 months old
Comparables: 90 days old or or less
less
90-DAY GUIDELINE

The 90-day guideline may be extended for a variety of reasons.

For example, in slow markets, finding an adequate number of

similar properties that have sold within 90 days can be difficult.

When comparables that are sufficiently similar in terms of function,
size, amenities, or location cannot be found, it may be necessary

to extend the date-of-sale interval to include more comparable
candidates. At the outside, real estate professionals usually try to
choose comparables sold within the last 6 months of the date of CMA
preparation.

MORE THAN 6-MONTHS GUIDELINES

An adjustment for time will probably be needed if a comparable is
more than 6 months old. Depending on the market, the price of
homes 9 months or a year ago may be very different from the price
today. This adjustment can be made by looking at the median sales
price of properties at the time the comparable sold and the median
price today. The percentage difference will be the adjustment.

It is generally preferable to choose older comps that are within the
target radius of the subject property rather than comps that are in
a different neighborhood or area, since it is easier to quantify an
adjustment for time rather than trying to determine how much to
adjust for a difference in location.
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SIZE GUIDELINES

Comparables should be the same size, or close to the same size,

as the subject, in terms of both living area and lot size. The easiest
search parameter is the number of bedrooms and bathrooms. But it
can get complicated if data on room count and size isn’t standardized.

MLSs tend to use standardized measures for living area square
footage, referred as the gross living area (GLA). If, however,
comparable properties are drawn from disparate sources, an
adjustment may be necessary to standardize the room count and size.

LIVING AREA

The gross living area (GLA) should include only those areas above
grade, finished, and usable year-round. They must have utilities
(electric, heat, cooling, as appropriate) as well as floors and ceilings
that are similar to or blend with the rest of the house. GLA usually
includes:

Kitchen Den

Family room Office

Bedroom Dining room

Living room Sunroom (if climate controlled)
Bathrooms

GARAGE SIZE

Although not part of the living area, where to park a car is a size
consideration. Does the subject property include a one- or two-car
garage? If the property is a condominium unit, what are the parking
arrangements? Is a parking space deeded?

LOT SIZE

Similarity of lot size in urban and suburban neighborhoods makes
comparison of lot size easy and requires no adjustment. Rural and
unique properties, however, may have a range of lot sizes which
complicates comparison.
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MORE SELECTION CRITERIA
AGE

In a subdivision or condominium building, properties will likely be the
same age—year of construction. In an area that includes both new
and older homes, adjustments for age of the comparable properties
may be necessary.

AMENITIES

This is a broad category for comparing properties—everything from
lofts to finished basements, soaker tubs to swimming pools, fireplaces
to patios, and security systems to solar panels. Comparables should
reflect the amenities or features of the subject as closely as possible.
Finding a comparable that exactly matches the subject in terms of
amenities is unlikely. The goal, therefore, is finding comparables that
are as similar as possible.

Changing demands and tastes affect the value of some amenities
from market to market. When considering the importance of an
amenity in pricing a property, think about whether it is “hot or not.”

IMPROVEMENTS

Improvements can range from required maintenance to style updates
and additions. If the subject has a brand-new kitchen and the only
other comparables have 20-year-old kitchens, an adjustment to the
comparables will be needed.

An improvement might be an over-improvement, depending on

the local market and the probable buyer. For example, expanding a
one-car garage to a three-car garage could be an improvement in a
suburban neighborhood populated by families with growing children.
Or it could be an over-improvement in an urban center that is well-
served by public transportation and populated by young singles or
couples who prefer not to own automobiles.
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DISCUSSION QUESTIONS: WHAT’S HOT, WHAT'S NOT?

What are some amenities and improvements that tend to add
value in your market?

What are some amenities and improvements that were popular
in the past but are less valued now?
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OTHER ISSUES
NOT AN ARMS-LENGTH TRANSACTION

Some non-arm’s-length transactions can be used—uwith appropriate
adjustment—as comparables. Others should not be used under any
circumstances. Examples of the latter include one spouse buying out
the other in a divorce or one heir buying out other heirs of an estate.
In these cases, not only are the parties related, but they already have
an ownership interest in the property.

DISTRESSED SALES

Distressed sales are categorized as non—-arm’s-length transactions.
The term distressed sale refers to foreclosures and short sales, selling
at discounts of 15-20 percent below market prices. This can exert a
major negative impact on overall market prices. If distressed sales are
an anomaly in the market, they should be avoided as comparables
unless no other comps are available. However, when an area is
overrun with these kinds of listings, investors often move in and
create the market, successfully making low offers and driving down
prices. If listings of distressed properties characterize the market, they
can (and should) be used as comparables.

HIGHEST AND BEST USE?

The concept of highest and best use is fundamental in pricing
properties. The highest and best use is the reasonable and probable
use of a property that will support the highest present value of the
land. A mnemonic to remember the conditions for highest and best
use is PLEM.

Physically possible
Legally permissible
Economically feasible

Maximally productive
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The highest and best use of the subject might not be its current
use. Sometimes the highest and best use of a residential property is
removal of the structure and redevelopment of the land.

For example:

A small, older, poorly maintained home in a neighborhood
that has experienced a significant number of teardowns and
construction of newer “McMansion” homes: The highest and
best use for the subject could well be to raze the structure and
build a new, larger home on the land.

A single-family residential property on a multiple-acre lot in an
area of increasing population density: The highest and best use
of the subject could be replacing the single-family home with
an apartment or condominium building on the land, zoning
permitting.

Knowing the most current zoning information for the property is
critical in determining its highest and best use. Zoning ordinances
can change, and what was once residential-only might now include
commercial. Correct zoning information can make a big difference in
estimating the worth of a property.

Determining that the current use of a residential property is
not highest and best—and what it should be instead—can be
a challenging task and beyond the real estate professional's
competence. The advice of an expert, such as a local appraiser,
should be sought.
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COMPARABLES—HOW MANY?

How many comparables should you identify for CMA research? The
answer ranges from at least three to as many as may be appropriate
to the subject.

In some markets, the number of appropriate comparables can be
quite high and therefore daunting to analyze. For other markets

it can be difficult to find enough (or any) comparables, such as a
unique home like a geodesic dome or pyramid. But there are more
commonplace instances as well, such as volatile markets—rapidly
gentrifying or declining, for example. Situations like this might require
expanding the criteria for what constitutes a comparable. It might be
necessary to look at similar properties that are quite geographically
distant from the subject or that sold years earlier, rather than days or
months earlier. Then, appropriate adjustments must be made to the
comparables.

UNSOLD LISTINGS

Unsold listings that are similar to the subject—that is, competing
properties—are often included in CMA reports, and many lenders ask
for them in appraisals. In a market with a large supply of competing
properties, describing the competition in a CMA report demonstrates
what the seller is up against. Both recently sold and recently listed
comparables help the seller recognize and respect the homes
contending for the same buyers.
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SOURCES FOR COMPARABLES

In preparing a CMA, real estate professionals can turn to a number of
resources—some more useful than others—to identify comparables
and analyze the market.

MLS

The MLS is often the first and best source of information on
comparable properties. Although the chief purpose of MLS services
is publication of property information and facilitation of the offer of
cooperation and compensation between brokers, most computerized
MLSs allow members to number-crunch multiple possibilities—that
is, to perform statistical analyses of properties and their features. This
helps in pricing property and determining trends in the market.

A real estate professional working in a market where many sales
are not in the MLS faces a significant task. For example, many new
construction sites are not listed with brokers because the builder is
selling the facilities. If this is the case, public records may offer

a solution.

PUBLIC RECORDS

According to Merriam-Webster's Dictionary of Law, a public record
is any document or record required to be made or kept by law, such
as a record made by a public officer or a government agency in the
course of the performance of a duty. Public records are subject to
inspection, examination, and copying by any member of the public.

The most often used public records for identifying comparables are
county assessors’ tax data, property records (e.g., deeds, mortgages,
liens, leases), and land surveyor charts.

Some public records are available via the Internet or other online
sources. Even though they are public, their accessibility is not always
simple, free, or easy. Public records are often maintained in physical
files.

Access to public records varies between states. Public records in non-
disclosure states contain information that a sales transaction has taken
place, but the sale price is not disclosed. In non-disclosure states, the
information on non-brokered, non-MLS sales is limited.
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COMPANY FILES

In many companies, one resource to keep in mind is prior files on
same-property transactions. These can prove helpful in getting a
perspective on pricing trends, property features, and positive selling
points.

AUTOMATED VALUATION MODELS (AVMS)

Automated valuation models (AVMs) are online databases that try to
match up similar properties to give an idea of the range of historically
recorded sales prices. County assessors were some of the first to use
such services because of budget and personnel limitations. However,
this information is limited to basic factual data, such as the size of the
property, number of rooms and bedrooms, age of the property, and
area surrounding the property.

Although AVMs provide quick and convenient information, they
may miss important value-influencing characteristics. For example,
depending on data accessibility, AVMs may be unable to distinguish
distinct property characteristics such as the school district in which

a property lies, whether there is a nearby river, or if the property is
in or near a resort. They also cannot take into account the effect of
changing neighborhoods. AVMs provide useful information about
the subject and comparable properties, but agents should not rely
exclusively on them in preparing CMAs.

Savvy agents should be familiar with what online consumer-oriented
AVMs such as Zillow or Trulia have to say about a subject property.
Clients often consult these sites, so agents should be prepared to
explain to clients how these AVMs work, the margin of error for their
data and estimates, and the pros and cons of using them.

PROS

B Quick access to computerized, online databases.

B Low per-use fee or blanket fee for unlimited use (much
cheaper than a BPO or appraisal)

B Support for valuation of collateral decisions related to
portfolios (properties in bulk) spanning many geographic
areas.
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CONS

B No filter for factors like non-arms-length transactions,
property condition, duress, and sales concessions.

B Garbage in, garbage out (GIGO)

B Inconsistent confidence scoring

REALTORS PROPERTY RESOURCE’

RPR® is a national repository of information on millions of properties
in the United States. All REALTORS® have access to RPR® at no
additional cost — it's an exclusive REALTOR® member benefit.

RPR® collects and processes data from a range of authoritative
sources including MLSs, CIEs (Commercial Information Exchanges),
commercial partners, public records, U.S. Census Bureau, U.S. Bureau
of Labor Statistics, Federal Emergency Management Agency (FEMA),
Esri, and more. RPR® provides a detailed view of each property,
including public record and assessment information, details of prior
transactions and sales history (where available*), zoning, mortgage
and lien data, neighborhood demographics, schools, and more.

FIGURE 2.3 Snapshot of RPR property summary
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COMPARABLE ROADBLOCKS

Selecti

ng comparables can pose challenges for a variety of reasons.

The common thread among these reasons is that information about
comparable properties is flawed or missing.

40

INCORRECT OR MISLEADING INFORMATION IN DATABASES

For example, some aggregation sites are not always up to
date, showing properties as listed for sale that have already
closed. Pertinent details about a transaction may be missing,
such as whether the seller contributed to the financing.

NO PHOTOS

In response to buyers’ concerns about privacy, listing agents
may remove photos of sold properties. But photos are an
important tool in selecting comparables and lack of access
to them creates a disadvantage when preparing CMAs.
Contacting the listing agent to ask for photos is one way
around this dilemma. If this is a trend in your area, consider
downloading and saving photos when the listings are still
active.

CHANGING MARKETS

Volatile markets—rapid value increase or decline—complicate
identification and evaluation of comparables. In such a market,
the 90-day guideline might result in candidates that are no
longer truly comparable with the subject.

TOO MUCH PERSONAL PROPERTY IN CONTRACT

Some residential real estate transactions include tangible
property that is not classified as real estate—items such as
furnishings, artwork, antiques, machinery, and equipment. For
example, consider sellers of a lakefront property who include a
speedboat in the property sale, which skews the price. If used
as a comparable, the sales price should be adjusted downward
for the price of the boat. But a real estate professional who
sees only the sale price in the MLS might fail to do so.

NOT EVERY SALE IS A MARKET-DRIVEN TRANSACTION

The fact that a transaction is not arm’s-length generally is not
obvious from marketing sources such as the MLS. Finding this
information may require a deep dive into public records. If the
seller is the mortgage-holding financial institution, the property
might be a foreclosure with a discounted sales price.
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COMPARABLE PROPERTY EVALUATION CHECKLIST
LOCATION

Property Location:

Distance from Subject:
School District:

Style:

SIZE

Bedrooms: Bathrooms:

Living Area Square Footage:

Lot size:
Garage: Size: Attached:
Parking (condos): Off street Deeded:

CONDITION

Year Built:
Condition:

Amenities:

Improvements:

DATE, PRICE, TRANSACTION

Date of Last Sale: Sales Price:
Unsold: List Price:

Distressed Sale: Non-Arms-Length:

ADJUSTMENTS?

USE THIS COMPARABLE PROPERTY? O Yes O No
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EXERCISE: SELECTING COMPARABLES

The following pages contain details of a subject property and
possible comparables. Work with your team to evaluate the possible
comparables and choose those you would use for a CMA.

SUBJECT PROPERTY

™

Style: 2 Story

Bedrooms: 4

Bathrooms: 2 full/2 half

Garage: 2

GLA: 2,400

Basement: Full-Finished

Kitchen: Stainless Appliances, Granite
Fireplace: Yes

Exterior: Brick, Cedar, Deck, Fence
Year Built: 1985

Taxes: $9,843

School: Washington

SUBJECT INFORMATION:

Main bedroom with private bath

Family room with fireplace

2-Story foyer

All major components are original, but in good condition
All appliances remain

Formal dining room

Custom built-in bookshelves

NOTES:

1. All appliances means stove, refrigerator, dishwasher
2. Assume all have air conditioning
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COMP #1

Style: 2-story

BR: 3

Bath: 1 full - 1 half
Garage: 1

GLA: 1,800

Basement: Full, finished
Kitchen: Stainless, Granite
Fireplace: No

School: Washington
Exterior: Frame/brick, deck, fenced
Year Built: 1949

Taxes: $6,984

Location: 3 blocks

Date Sold: 3 months ago
Sales Price: $460,000
Financing: Conv.

DETAILS:

This sidewalk community home is move in ready! Tons of updating
done to this home including newer windows, furnace (2 years old),
kitchen (this year), bathroom (2 years ago), freshly painted inside and
out ('16), tuck pointing (4 years ago), shed (added last year). Enjoy this
brand-new kitchen with 42-inch cabinets, brand new appliances and
countertops. Full bath with floor to ceiling slate tiles surrounding tub.
Hardwood floors throughout. Grab your book and enjoy the reading
nook off living room on main level. Don't forget about the finished
family room space in basement. Extra-large storage space for this
home! Fully fenced in yard, shed, garden and larger patio space, all
perfect for entertaining.
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COMP #2

.

Style: 2 Story
BR: 4
Bath: 2 Full - 1 half

Garage: 2

GLA: 2,200

Basement: Full — Partially finished
Kitchen: Ceramic floor, appliances
Fireplace: Yes

School: Adams

Exterior: Aluminum, brick, patio
Year Built: 1976

Taxes: $9,462

Location: 1 mile

Date Sold: 6 months ago

Sales Price: $440,000

Financing: Conv.

DETAILS:

Beautiful curb appeal welcomes you home! Spacious 4 BR, 2-1/2 bath
two-story home with a court location. Concrete driveway and front
entry lead to an open foyer with newer ceramic tile flooring. Spacious
living room and dining room both have neutral carpeting and newer
bay windows with window seats. The kitchen has newer ceramic tile
flooring, newer stove and refrigerator. The basement has a finished
recreation room and a large storage and utility room too. Leaf-guard
gutters, central vac, intercom, and mechanical updates.
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COMP #3

Style: 2 Story

BR: 3

Bath: 2 full

Garage: 2

GLA: 2,000

Basement: Full unfinished
Kitchen: All appliances, granite
Fireplace: No

School: Washington

Exterior: Vinyl siding, deck, fenced
Year Built: 1985

Taxes: $8,270

Location: Same block

Date Sold: 1 month ago

Sales Price: $440,000
Financing: FHA

DETAILS:

Large family room w/atrium door to deck; custom gourmet kitchen w/
granite, ss applcs, custom lighting and garden window; huge master
br w/vaulted ceiling; bath has double-bowl granite vanity; fenced yard
& shed; siding & roof -2 yrs; furnace, washer, dryer - 4 yrs. Exclude: fr
shelving units & tv.
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COMP #4

Style: Ranch

BR: 3

Bath: 2 full

Garage: 2

GLA: 1,800

Basement: Full - Partially finished
Kitchen: All appliances, granite
Fireplace: No

School: Washington

Exterior: Brick

Year Built: 1978

Taxes: $7,312

Location: /2 mile

Date Sold: 2 months ago
Sales Price: $470,000
Financing: Conv.

DETAILS:

Kitchen has an ample eating area and access to outside patio.

Family room has a stylish brick fireplace, gas logs and starter. Large
skylight gives this room plenty of natural lighting. All bedrooms have
hardwood under carpeting. Master bedroom has a full bath for your
convenience. Large recreation room and storage make this home the
smart choice. Side load 2 1/2 car attached garage is another practical
feature. Many newer upgrades include: furnace 2 1/2 years; a/c 2
years and humidifier, 6 months. Many newer windows, also.
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COMP #5

Style: 2 Story
BR: 4
Bath: 3 full - 1 half

Garage: 2

GLA: 2,450

Basement: Full - Partially finished
Kitchen: All appliances, washer/dryer
Fireplace: Yes

School: Adams

Exterior: Vinyl, brick

Year Built: 1972

Taxes: $9,614

Location: 1.5 miles

Date Sold: 4 months ago

Sales Price: $430,000

Financing: FHA

DETAILS:

Charming home in a much sought-after neighborhood! At a very
attractive price! Very clean freshly painted interiors and new carpets.
Totally new roof 35 yr gtd shingle! Generously spacious master b/r
very large other b/rs. Vacant and ready for immediate possession
upon closing. Motivated seller. Bring on your offers!
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COMP #

Style: Split level

BR: 3

Bath: 2 full

Garage: 2

GLA: 2,300

Basement: Lower level
Kitchen: All appliances, washer/dryer
Fireplace: Yes

School: Washington
Exterior: Vinyl, brick
Year Built: 1973

Taxes: $5,150

Location: 2 blocks

Date Sold: 1 month ago
Sales Price: $440,000
Financing: Conv.

DETAILS:

Hardwood floors, more hardwood under the carpet in bedrooms, bay
window, granite counter tops, ceramic tile back splash, solid oak 6
panel doors, updated baths and more... Check out the custom kitchen
work and storage area. Family room has Sterno fireplace on one end
and wall to wall cabinets and shelving for all your entertainment needs
on the other. Large, clean, dry, easy access crawl space. Sunroom

has sliding doors and high-quality blinds on three sides. Lower level
opens to back yard area. Split-level living at its best.
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COMP #1

Style: 2 Story

BR: 4

Bath: 2 full

Garage: 2

GLA: 1,700

Basement: Full unfinished, exterior access
Kitchen: All appliances
Fireplace: No

School: Washington
Exterior: Cedar

Year Built: 1950

Taxes: $6,495

Location: 1 mile

Date Sold: 6 months ago
Sales Price: $430,000
Financing: Conv.

DETAILS:

This 2-story with oversize lot (100 x 132) nestled among tall pines
trees will surely impress. Home offers 4 bedrooms one that is being
used as office located on the first floor with three good size bedrooms
upstairs. Recently built 28 x 22 Garage totally rebuilt from the ground
up with extra storage and working area. Enjoy great back yard fun with
your huge 30 x16 deck. Other notables, New Driveway (5 years old)
Well tank and pump (4 years old) most carpet installed (3 years old).
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COMP #8

Style: 2 Story

BR: 3

Bath: 1 full - 1 half
Garage: 1

GLA: 1,500

Basement: Full — Partially finished
Kitchen: All appliances
Fireplace: Yes

School: Washington
Exterior: Brick

Year Built: 1946

Taxes: $7,487

Location: 1 mile

Date Sold: 1 month ago
Sales Price: $425,000
Financing: Conv.

DETAILS:

Arched doorways, hardwood floors, formal living rm w/cozy fireplace,
remodeled kitchen w/36" raised panel white cabinets, granite ctrps,
newer appl's, light/bright family rm w/sliders to conc. Patio-w/views
of beautifully landscaped fenced yard-ideal for outdooor entertaining!
Remod baths, finished basement rec. Rm, newer windows, roof,
exterior railings, excel. Clos/storage.
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COMP #9

Style: 2 Story

BR: 4

Bath: 2 full - 1 half
Garage: 2

GLA: 2,300

Basement: Partial — unfinished
Kitchen: Stainless, granite
Fireplace: Yes

School: Adams

Exterior: Aluminum, brick
Year Built: 1977

Taxes: $7,255

Location: 1 mile

Date Sold: 7 months ago
Sales Price: $450,000
Financing: Conv.

DETAILS:

Formal living & dining room boast virgin Oak floors under carpet.
Huge sun drenched eat-in kitchen with Oak cabinets, bay window &
all S.S appliances. Large master suite with his & hers closets, separate
dressing area, full bath, & shower with all ceramic tile. Guest bath with
ceramic tile floor, tub, & shower. Oak floors in all bedrooms. All major
updating done! Roof, windows, furnace, & A/C (3 years ago). Hot
water & sump pump (5 years old).
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