Acknowledgments

The following contributors deserve recognition for their efforts in developing this material:

Course developers:  Richard L. Parli, MAI
Robert W. Dunham, MAI, SRA
David C. Lennhoff, MAI, SRA

Development team members:
Ron DeVries, MAI, SRA
Steven F. Fanning, MAI
Joseph C. Magdziarz, MAI, SRA

The following Educational Resources Department staff members of the Appraisal Institute

also contributed to the completion of these materials: Sue Siradas, Director; Anne Calek, Senior
Manager, Classroom Education Development and Production; Sheila Crowell, Education Content
Specialist; Dawn Martin, Managing Editor, Classroom and Technology-Based Education; Patricia
McKibbin, Senior Technical Writer-Editor, Classroom and Technology-Based Education; John
Hennessy, Editor/Production Specialist, Classroom Education; Brian Blevins, Production
Specialist, Classroom Education; and Julie Anne Escasa, Classroom Education Operations and
Project Specialist.

Appraisal Institute General Appraiser Market Analysis and Highest & Best Use i



Appraisal Institute General Appraiser Market Analysis and Highest & Best Use



Table of Contents

OVEIVICW ... e e e e e e eaanaen Xi
COUISE SCREAUIE ...ttt ettt e et e e e r e e reens XV
SECTION 1

Part 1. Real Estate Markets and Analysis

PreviEW Part L. ... 1
Overview: Market Analysis in Real Estate Appraisal........cccovvieiiiiiiiiiiiiiiiiiinenenne, 3
Purposes of Market ANalySiS ...uiuieieiii i 18
The Scientific Method—The Recognized Approach to Problem Solving .............. 19
=T L CS A (== N 21
Where Market Analysis Fits in the Valuation Process........cccceveviiiiiiiiiiiiinnnns 22
REVIEW Part ..o e 25

Part 2. Types and Levels of Market Analysis

PrevieW Part 2. ... 27
Characterizing Market Analysis by Depth of AnalySis ......cccvvvviiiiiiiiiiiincne, 29
D= T 1o = P 29
Distinctions between the Two Levels of Market AnalySiS......cccoeveiiiiiiiiiiiininenn.. 30
Characterizing Market Analysis by the Way Demand Is Measured ..................... 31
Inferred DEmMaNnd ANAIYSIS ....cuiiuiiiiie e 32
Fundamental Demand ANalySiS .....cuiuiiiiiiiii e 37
Levels of Market ANalySiS. . ..o 41
Level A Marketability STUAY.....couieieeei e 41
Level B Marketability StUAY ....cueniiiii e 45
Level C Marketability StUAY ....cueniiiiii e e 45
Summary: Levels of Market ANalySiS ....c.ooiiiiiiiii e 48
Determining the Level of Marketability Study for a Valuation Assignment .......... 51
REVIEW Part 2 ..ottt 59

Part 3. The Six-Step Process and Use of Market Analysis

PrEVIEW Part ... e 61
Overview of the Six-Step Process Used in Market AnalysSis.......cccccveviiiiiiinnnnn... 63
Step 1: Analyze Property ProdUCTIVITY ....cuveiiiiiii e 64
Step 2: Delineate the Market Ar€a .....c.veiiiiiiiecccc e 66
Step 3: Analyze Demand—Identify, Describe, and Project/Forecast.................. 67
Step 4: Analyze Supply—Identify, Describe, and Project/Forecast .................... 67

Appraisal Institute General Appraiser Market Analysis and Highest & Best Use jii



Step 5: Calculate Marginal Demand—Analyze the Interaction of

Market Area Supply and Demand—Marginal Demand Analysis.................... 68

Step 6: Project/Forecast Subject Capture ......coeeiiiiiiiiii 69

Use of Market ANalYSiS ....uuinieiiiiii i e e e e e eeans 74

How to Determine the Adequacy of Market Analysis in an Appraisal.................. 75

REVIEW Part B e 77

Practice TeSt—SECHION L. ..o e 79
SECTION 2

Part 4. Concepts and Definitions for Retail Market Analysis

PrEVIEW Part ... et 85
SN OPPINE N IS .ttt 87
Economic Rationale—Concepts and Definitions.......ccccvieiiiiiiii i 87
Criteria Used to ldentify Types of Shopping Centers.......cccoevviveviiiiiiiiivinecennenen. 89
Retail SPace DeSCliPliONS 1.ttt e s e e renees 94
7D (=T o 0o > 96
Case StUAY DeSCPLION ... eaas 98
REVIEW Part 4 ..o e 101

Part 5. Analyze Retail Property Productivity—Step 1

Preview Part D. ... 103
Step 1. Analyze the Subject Property (Property Productivity) .............c.coeoenii. 105
U =T Y 122
REVIEW Part B .. e 123

Part 6. Delineate the Retail Market Area—Step 2

PrevieW Part B......oueie ittt 125
D= 11 = 127
Step 2. Analyze the Market Of USErS ... 128
Importance of Delineating @ Market Ar€a .....c..vvviieiiiiiiiiiii e 134
REVIEW Part B ... et e e e aen 135
Practice TeST—SECHION 2. ... e 137

iv Appraisal Institute General Appraiser Market Analysis and Highest & Best Use



SECTION 3

Part 7. Analyze Retail Demand—Step 3

PrevIEW Part 7 ... 141
T 00T 10 T3 1[0 o S 143
Step 3. Project/Forecast Demand.........cooiiiiiiiiiii 144
REVIEW Part 7 e e 169

Part 8. Analyze Retail Supply—Step 4 and Calculate Marginal Retail Demand—
Step 5

Preview Part 8. .. 171
Step 4—Analyze Competitive SUPPIY «ueeveie i 173
Step 5—Calculate Marginal Demand...........cooiviiiiiiiiiiiii e 177
REVIEW Part 8 ...t 179

Part 9. Project/Forecast Retail Subject Capture—Step 6

Preview Part O. ... e 181

Subject Capture Analysis Using Inferred and Fundamental Data ..................... 183

Step 6. Project/Forecast Subject Capture ......ccceiiiiiiiiiiiiiccc e, 183

Application of Marginal Demand Analysis to the Valuation Process................. 195

REVIEW Part O ..o 197

Practice Test—SeCtiON 3. ... 199
SECTION 4

Part 10. Office Market Concepts and Definitions

Preview Part 0. 205
Classes Of OffiCE SPACE ...uiuiii it e e eeaeaeas 207
Office Market Segmentation ........cviiiiiiii e 211
What Office Tenants Want..... ... 212
Key Office BUIldINg TEIMS . cuiuiiiiii e 214
REVIEW Part A0 ..uniniiiiiii e 217

Part 11. Office Building Case Study Property and Steps 1-3 of Market Analysis

Preview Part L. ... 219
Office Building Case Study DesSCriplion ......ccoviiiiiiiiiiiiiiiiee e 221
The Six-Step Process for an Office Propernty.....cccoeeoviiiiiiiiiiiiccic e 222
Step 1. Analyze Property Productivity .......cccoiiiiiii 223

Appraisal Institute General Appraiser Market Analysis and Highest & Best Use \%



Step 2. Delineate the Node and the Market Area........c.cvvviiiiiiiiiiiiiiiiiee e, 228
Step 3. Measure Current Demand; Forecast Future Demand.......................... 229
REVIEW Part L ..ooniiiiii ittt e e e e e e s e e e e e eneanen 247

Part 12. Market Analysis for an Office Building—Steps 4-6

Preview Part d2.. ... 249

Step 4. Measure Competitive SUPPIY..cuveieriii e 251

Step 5. Calculate Marginal Demand. .......c.coiiiiiiiiiiii 255

Step 6. Forecast Subject Capture. .....cociiiiiiiiii 259

REVIEW Part L2 .ottt e et e e e e e e e e e e enaaen 269

Practice TeSt—SECHION ... e 271
SECTION 5

Part 13. Fundamental Concepts of and the Four Tests of Highest and Best Use
Analysis

Preview Part L3, ... 277
PrEVIEW QUIZ ceieiiii it r e e e s s e e e e e e e r e reaas 279
Understanding the Importance of Highest and Best Use to Market Value ........ 281
Definitions and Definitional ISSUES ........vuiiiiiiiiii e 283
Testing for Highest and BeSt USE......ouiiiiiiiiiiiiiii e 284
Further Study of the Four Formal TeStS ..., 286
Measuring Financial Feasibility ... 290
Maximally Productive USE...... oo e 300
REVIEW Part L3 ... 305

Part 14. Considerations in Highest and Best Use Analysis

PrevieWw Part L. .. ...t 307
Two Considerations for the Highest and Best Use of Vacant Land or
a Site as though Vacant ........c.iiiiii e 309
The [deal IMPrOVEMENT ... e e e e e aaes 309
The Special Issue of Consistency in Determining the Highest and Best Use of
an IMProved Site ....iu i 310
Alternative Use Decisions for Improved Property .......ccooovviiiiiiiiiiiiiiiiiceeenns 312
The USe-DeCiSION PrOCESS ..uuiiii ettt e eeeaas 313
Considerations Pertaining to Improved Property with Excess or Surplus Land... 317
Relationship between Use and Value ........cuoiiiiiiiiiiii e 321
REVIEW Part L4 ...ttt e e e e e e e 323

Vi Appraisal Institute General Appraiser Market Analysis and Highest & Best Use



Part 15. The Three Conclusions of Highest and Best Use Analysis

Preview Part LD . ...
Goal of a Highest and Best Use ANalySis ....cccooiiiiiiiiiiiiiiceeiee e
Analysis Required If Use Is Not Currently Feasible .......c..coveiiiiiiiiiiiiiiiiiienenns
Analysis of the Complete Highest and Best Use Analysis Flow Chart...............
T =T T =T
The MOSE LIKely BUYET/USEL .uuviiiiiiii ettt ettt ee e e e e e eeeens
REVIEW Part 15 oot e e e e r e r e e een
Practice Test—SeCtion D.....ceiii e

SECTION 6

Part 16. Highest and Best Use Applications

PrevieWw Part LB, ... ...
Land Residual Technique to Derive an Indication of Highest and Best Use

Application of Land Residual Technique to Highest and Best Use Analysis 357
Multiperiod Highest and Best Use Model .....cc.ovviiiiiiiiiiiiiiiiiiciee e 361
Legally NoNcoNfOrmMing USE .....cuiunieiiiiiiiee et 367
Assemblage and Highest and Best Use ANalYSIS ....cvvvvviiiiiiiiiiiiiiiiiiieiiiiceeas 370
Owner-Occupant Use in a Highest and Best Use Analysis ......ccccvoveviiiiieiinnenen. 376
DistresSsed Markels ... 378
REVIEW Part 16 ... e 379
(D] Ter o g Te R =TT o =T PPN 380
Part 17. Applications of Market Analysis to the Three Approaches
PrEVIEW Part L7 . i 383
Sales ComPariSON APPIrOGCK ...t e s e e e seeeaeaens 385
Income Capitalization APProach .......cccveiiiiii i e 391
00 1=y Y o] o1 0 = o] o 393
REVIEW Part A7 e e 399
Practice TesSt—SeClioN B.......ceuiiiiiii e 401
Appraisal Institute General Appraiser Market Analysis and Highest & Best Use Vil



SECTION 7

Part 18. Data Sources and Residential Examples

Preview Part L. ... ... i 403
D= = IR T 10| (0= 1= 405
Residential Market Analysis—Multifamily Case Study .......cccovvvviiiiiiiiienennne. 409
Residential Market Analysis—Single-Unit Case Study........ccccvevviiiiiiiiienennne. 436
REVIEW Part I8 .. .. e e e aas 441

Part 19. Future Skills and Topics

Preview Part 4. ... 443

Market Analysis for Other Property TYPES ..ucueiiiiiiiiiii e 445

Local ECONOMIC ANAIYSIS cuuiniiiiiiiiii e 449

Consider TWO SitUQLIONS ...c.euieii e e 450
SECTION 8

Part 20. Exam Content Review

Basic Information for the EXam ... e 451

Guidance on Studying for the Final EXam ........cccoviiiiiiiiiiiiieeee e 451

Guidance on Taking the Final EXam ......co.veiiiiiiiiiiiiii e 451

Course Content REVIEW: TEIMS ..uiuiii e 452

Course Content Review: CONCEPLS .uvniniiiiiiiiei e 453

Course Content Review: Calculations ......cccoiiiiiiiiiii e, 453
APPENDIX A

Reprint: Rabianski, Joseph S., Ph.D. “Primary and Secondary Data: Concepts, Concerns,
Errors, and Issues,” The Appraisal Journal, January 2003, pp. 43-55

APPENDIX B

Bibliography of Real Estate Market Research Books

viii Appraisal Institute General Appraiser Market Analysis and Highest & Best Use



APPENDIX C

Excerpts from Sample Appraisal Report: Misty Oaks Estates

Appraisal Institute General Appraiser Market Analysis and Highest & Best Use



Appraisal Institute General Appraiser Market Analysis and Highest & Best Use



Overview

Course Description

Welcome to General Appraiser Market Analysis and Highest & Best Use. This course is
designed to help you apply meaningful market analysis in valuation appraisals. It begins
by presenting the fundamentals of market and marketability analysis, and then shows
how marketability analysis provides vital information for the highest and best use
decision. In-depth coverage of marketability analysis applications for two property
types—retail and office—will enable you to apply the fundamentals of the six-step
market analysis process introduced at the beginning of the course. You will also gain
practice in applying the test of feasibility and determining a property’s highest and best
use. Lecture, in-class problems, group discussions, and frequent quizzes and Practice
Tests combine to give you new, valuable skills that can increase the reliability of your
marketability studies, highest and best use analyses, and the conclusions you reach in
the three approaches to value.

The course addresses three relevant questions relating to highest and best use and
marketability analysis:

1. What information is needed to test for highest and best use?
2. Where is this information found?
3. How is this information applied?

The course emphasizes that marketability analysis is integral to highest and best use,
and highest and best use is integral to market value. All of the above questions must be
answered to produce credible results in a market value appraisal.

Learning Enhancements
The course has been designed with a variety of elements to enhance your learning experience.

= Preview. To give you a taste of what is to come, you will find a Preview page at the
beginning of each Part. The Preview page includes a brief overview of the content,
learning objectives to consider as you move through the content, and learning tips that
will assist you in understanding the information you’re about to cover.

= Learning Objectives. Each |learning objective covers the information and practices
required for understanding the concepts in the course. Look them over before the Part
begins so that you have a frame of reference as you move through the material. At the
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end of each Part, reread the objectives. Are you able to do what is stated? If not, ask
your instructor for help or review the concepts that you do not understand.

Examples and Problems. To supplement the discussions, we have included examples and
problems that will help you visualize and practice what you are learning.

Review. Each Part concludes with a Review, which includes the learning objectives and
key terms and concepts that have been covered. Also, we’ve provided recommended
readings from textbooks that will reinforce what you have learned in class.

Review Quizzes and Practice Tests. Short practice quizzes are included at the end of
most Parts, and Practice Tests are included at the end of most Sections in the Review.
The questions are similar to the types of questions you might find on the exam. By
answering the fill-in-the-blank, matching, or multiple-choice questions, etc., you will find
out whether or not you have mastered the information covered in the Part.

Classroom Guidelines

To make the classroom environment a positive experience for everyone attending, we have some
guidelines for your consideration:

100% attendance is required. No exceptions.

Refrain from using short-range wireless technology.

Limit use of computers to classroom projects.

Communicate with business associates during break time instead of class time.

Put away reading materials such as newspapers and books that are not used in class.
Please silence cell phones.

Use recording devices only if prior permission has been granted.

Refrain from ongoing conversations with those seated near you and other distracting
behavior.

xii
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General Information

= Calculators. A financial calculator is required. The accepted model used in the course is
the HP-12C.

= Breaks. There will be a 15-minute break during the morning session and a 15-minute
break during the afternoon session unless noted otherwise by the course sponsor. The
lunch break is one hour.

= Attendance sheets will be distributed during class to verify your attendance during the
morning and afternoon sessions.

= Certificates of completion will be mailed after completion of the course, and attendance
during the entire course is required.
Recommended Texts

= Fanning, Stephen F., MAI. Market Analysis for Real Estate: Concepts and Applications in
Valuation and Highest and Best Use

= The Appraisal of Real Estate, 13th ed.

= The Dictionary of Real Estate Appraisal, 4th ed.
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