
Real Property Valuation
OVERVIEW
Property tax is an “ad valorem” tax - Based on the value of the property, based on 100% of market value and administered by local government. 
1. “True and Fair” Market Value - The amount of money a willing, but non-obligated buyer, will pay to a willing, but non-obligated seller, both being knowledgeable of the market. 

For instance, a family sale from Mom and Dad to their child would not be an open market transaction or a bank foreclosure wouldn’t be an open market transaction.  However, when our market was in a downturn, in some areas of the state, foreclosure sales were a large percentage of the market

Assessments are required to be at 100% of market value.

2. Real Property is defined: RCW 84.04.090 & WAC 458-12-010.
3. County assessor must maintain an active and systematic program of revaluation on a continuous basis per RCW 84.41.030: Assessor must submit a proposed revaluation plan to the Department of Revenue prior to the first year of any revaluation and physical inspection cycle. (WAC 458-07-025).

Physical inspection of all taxable real property at least once every six years. Most counties inspect their parcels based on geography but some counties inspect certain classes of property each year, like certain types of commercial property. 

Revaluation of all taxable real property each year. Expanded use of Mass Appraisal Practices, more reliance on statistical modeling
APPROACHES TO VALUE

Appraisers must consider all three approaches to value, but some approaches just make more sense for certain types of property.
1. Cost Approach: Based on Principle of Substitution, assumes a buyer wouldn’t pay more for a property than it would cost to build an equivalent. Doesn’t always equal value - but can be a valid determinant of value

Applicable to most classes of property.
Requires analysis of characteristics: design, construction type, quality, square footage, age, etc.
Most appropriate for: new construction, unique special purpose properties (stadiums, churches), properties that do not exchange often (no sales comparable).
Frequently uses reproduction cost and replacement cost to determine valuation.

Challenges: difficulty in estimating depreciation, especially in older structures. 
Reproduction is the cost to construct a duplicate with identical materials and identical construction (mostly used in insurance). Used by the assessor for new construction.

Replacement is the cost to construct a building with the same utility using current prices, standards, and materials.  Typically used for assessment of real property.

Depreciation is the process of measuring the loss in value of an asset. 

· Physical deterioration results from wear & tear, use, inadequate repair.  

· Functional Obsolescence results from poor layout/design, under/over improvement, change in taste, nonconforming style. 

· Economic Obsolescence is a result of exterior influences effecting the value of a property such as heavy traffic, excessive noise, ect.

2. Income Approach: Based on Principle of Anticipation,  value equals the present worth of future benefits that come from ownership, considers cash flow as well as things like tax benefits and the trends in the market, such as how long the income can expect to increase over time.

Generally most reliable for commercial / income producing properties.
Must consider the quantity, quality, & duration of potential income stream (income & expense data, market income & expense data, appropriate rate to apply).

Limited use for valuation of residential properties or some types of special use properties.
3. Market Approach (Sales Comparison): Based on Principles of Substitution and Contribution, value tends to be set by the cost of acquiring a substitute property and the value of a particular component is measured by its contribution to the value of the whole property.

Widely recognized as a reliable valuation approach by nearly all involved with real property values including taxpayers, courts, salespersons, lenders, fee appraisers, and assessors.
Requires analysis of subject characteristics:  design, construction type, quality, square footage, age, location, etc.
Comparable sales data & characteristics are analyzed and adjusted. Comparability is greatest when both sale and subject properties are influenced by same physical, economic, legal and social factors
Processed directly from market actions of buyers and sellers, making it easily understood.
A comparable sale is a property similar to the subject including:
· Physical, economic, or operating characteristics,
· Recent sales of property similar in use, utility & function (adjusted  for differences between subject and sales),
· Adjustments are applied to the sale, never the subject for: time, location, physical condition, contributory value of components,

· Sales must be “Arms-length Transactions” (not estate sales or foreclosure sales), 

APPRAISALS

It isn’t practical or feasible to do individual appraisals for thousands to hundreds of thousands of parcels annually. Therefore, to successfully meet statutory requirements, assessors must employ mass appraisal techniques.
1. Single Property Appraisal: An estimate of value for a single property or ownership.

2. Mass Appraisal: An estimate of values for many properties using standard IAAO procedures and statistical testing. Mass appraisal is an efficient way for counties to provide equitable estimates of value for all property in a jurisdiction for ad valorem tax purposes.  

The reliability of mass appraisal depends on good data and good appraisal judgment.  In most cases, the mass appraisal report will support the assessed value of the property. But if  the value produced by the model is not correct, the taxpayer should contact the assessor and review his property.  Many times, errors and differences of opinion can be resolved. [image: image1.png]




