COMPONENTS OF A
REAPPRAISAL PROGRAM

Mass appraisal for ad valorem tax purposes buildb® same principles as independent fee, singleepty
appraisal. Mass appraisal techniques, howevehasige valuation modulesxpressed as equations, tables
and schedulgsstandards of practice and statistical qualitytiad. A reassessment program consists of four
basic subsystems:

1. A data management system.

2. A sales analysis system.

3. A valuation system.

4. An administrative system.

The subsystems are independent. For exampleabha&tion system uses information maintained irstiies
analysis and data management systems and produpes @aluation required by the administrative system
in the production of tax bills.

DATA MANAGEMENT SYSTEM

The data management system has components fartiwoileentry, editing, organization, conversionyage
and security of property characteristics and ovinierdata. This system is the heart of the RandGipimty
mass appraisal program. Quality control of thitey is of the utmost importance because the ancafa
the values determined depends on the reliabilith@tata from which they are generated. In amvitiata
collection, conversion and maintenance are the exggnsive aspect of any reappraisal program. Much
thought and planning are required to detail tha datinagement logic in order to minimize the opegati
costs of this system.

Data maintenance is the protocol for creating newgds, capturing and valuing new construction and
making changes to the county’s current propertgitiiete. The maintenance protocol consists of three
components:
»>County land records system:
The daily creation of new parcels from the recagaf “splits” (the sale of a part of an
existing parcgl The recording of new subdivision plats feeddbeond component of
our system.
»>Permits and inspections:
As the appraisal staff receives notice of neuwnjitsrand inspections, property records
are flagged and new data is collected daily. rEaéproperty appraisal section
receives reports from building Inspections whew ronstruction permits are issued
and when the Certificate of Occupaniegréinafter CQ) is issued. Reports of the
various inspections requested and required batthednitial application and the
CO, are received allowing staff to monitor thestouction progress and make
determinations of the percentage of constructmnpeted as of 1 January each
calendar year.
>Periodic re-inspection of all properties:
Routine field visits are supplemented with infation obtained from the latest
Orthophotography, information provided by prop@&tvners as part of the annual

Listing abstracts, as well as requests from taxsaige reviews or appeals and MLS Sold Reports.



SALES ANALYSIS SYSTEM

The sales system has components for sales daatimmil sales screening and processing, ratioestiadtid
sales reporting. Assessment/sales ratio studéeth@iprimary tool for measuring mass appraisal
performance. They are invaluable for monitoringrajsal results, identifying reappraisal priorities
adjusting valuations to the market and assistiagattministrative system in planning and scheduling.

Ratio studies and sales reports draw on valuesipeokby the valuation system and on property
characteristics maintained in the data managerystars.

The ongoing sales file program includes a commedrsales ratio study and report, an active cormripeite
sales questionnaire system, an active sales maimtemoutine and a collection of photographs ofestib
properties.

VALUATION SYSTEM

The valuation system (CAMA) consists of mass applaipplications of the three approaches to vaidéoa
allows for various adjustments that recognize dipeaspects of each approach.
e The GSTAPPROACHrequires maintenance and application of comp@einst
schedules and equations, depreciation schedudsdexing factors.
»  SALES COMPARISONAPPROACHapplications include multiple regression analgsigd
model building for automated comparable salesyaizal
e ThelNCOMEAPPROACHWIll require income multipliers and overall rates.

The optimum results of the valuation system wiltdbeonsider all three approaches to value, aopppte
to property type and determine which method(s) pred the best results for the final appraisal pé&ttp
executed, any of the three approaches to valugiedtl creditable results. The Sales Comparisah an
Income Approaches are highly dependent on avaitigite Only the Cost Approach can be uniformly
applied with limited data.

The current economy has affected the number ofsdength sales occurring in the market. As ictse
with any appraisal, a general county-wide reapgkdispends on data being available from a widetadf
sources in order to properly apply each of theetlaggoroaches to value. Even when an abundance of
relevant data is available for applying the Salesy@arison Approach and the Income Approach that dat
may also be utilized in refining the Cost Approatinthe absence of relevant data prior to thd fina
determination of reappraisal values, the Cost Apgitdecomes the more reliable approach for allgotpp
types as shown below:

Comparing the Three Approaches to Value to Varitnaperty Types When Relevant Data is
Available from the Market:

INDUSTRIAL /
RESIDENTIAL COMMERCIAL SPECIAL PURPOSE
1. Sales Comparison 1. Income 1. Cost
2. Cost 2. Cost 2 or 3. Sales Comparison
3. Income 3. Sales Comparison 2 or 3. Income



THE ADMINISTRATIVE SYSTEM

The administrative system is comprised of a vaétyunctions and activities; each of which regsire
information from the sales analysis, valuatiorjata management systems and produces productbyused
the administrative system. For example, the appgwakess uses valuation and property characateridia
and the results of sales ratios and reports. d@dts of the appeals process affect other systeths form

of data changes, value adjustments and recalcuktiedstatistics. The administrative system serve
throughout the reappraisal process; in the beginniidentifying areas of concern, throughout the
reappraisal process as various analytical meaatgegudied and adjusted and at the conclusion sdlen
are measured against assessed values as paanabanty-selected ratio study.

IN-HOUSE REAPPRAISAL

An in-house reappraisal is a major effort requigageful preparation, the support of county managgm
and the Board of County Commissioners, adequatedimd sufficient funds. The outlined plan will gho
the detailed work scheduling tasks and activitieise schedule takes into account the relationsitiden
the daily operations of the tax office and the peaisal program. It includes adequate time to cpruabable
delays and contingencies to deal with unforeseelplgms.

The reappraisal process should be viewed as seperdtistinct from daily operations. Howeversgrg
staff, duties, responsibilities and priorities mostmodified and additional staff may be requirétle tax
office will have control over the quality and perfance of additional personnel.

SUMMARY

General reappraisals of real property are requiyestatutory authority to be performed on an odgedmpian
(the eight-year cycle). Counties may adopt a shaigfcle via a Resolution by their respective cplaiard of
commissioners. The prevailing trend in North aeols a four-year reappraisal cycle.

Reappraisal Cycle (# of Years between Redgis) # of Counties
8-Year Reappraisal Cycle 55 Counties
6-Year Reappraisal Cycle 3 Counties
5-Year Reappraisal Cycle 1 County
4-Year Reappraisal Cycle 41 Counties

Presently, the trend is for counties to hire aahtihe staff in order to perform “In-House” reagipals as
opposed to “contracted” reappraisals with expelteiag contracted from outside the county lines.

Type of Reappraisal # of Counties
Contracted Reappraisals with an Outside Appraisal F 23 Counties
In-House Reappraisal with Full-time County Staff 33 Counties
Joint; Primarily In-House, but with some outsidpertise 44 Counties

NOTE: Based on data supplied by the Property Tigisibn of the NC DOR, the average parcel count for
counties contracting with a reappraisal firm wag28& parcels. The average size of counties urkilegta
Joint reappraisal effort was 49,060. Counties aotig In-House reappraisals averaged 68,814 garcel
The tax office understands that an effective regipal requires careful planning. A realistic asayf the
present state of the assessment records and aaldé¢ise resources needed to conduct the reappsaisal
always under consideration. Reappraisals aretly,daighly visible and politically sensitive undaking.
However, since the real property staff in the tfic® understands its own resources and the teghnic
requirements of the tasks, they are committed mowcting the most fair and equitable reappraisal.

The success of this endeavor depends on the lbagalefdhe tax office, an informed public awarenasd
committed management support.






PROPERTY AND VALUE

Before an assessor can undertake his/her resgitiesilsind duties properly, he/she must be familigin the
legal framework in which his/her function is perfard. In addition to the specific statutory diretand
appellate court rulings, it is necessary to be-walsed with the nature of appraised values angeprpand
with the basic economic principles that serve agdhndation of the valuation process.

Concepts of Property and Property Rights

A discussion of property and property rights shdaddin with a definition of property. When theragn
thinks of property, he tends to think of a thirigegally, however, property is associated withrtght of any
person to possess, use, enjoy and dispose ofta tRioperty, then, is a broad term expressing the
relationship between owners and their rights intargtbssessions. In appraising real propertypéneel to
be appraised includes the rights inherent in thespghip of the property be included in the opirdbralue
rendered by the reappraisal.

All property may be divided into two major categarireal property and personal property. Real prpjs
defined as the sum of the tangible and intangibls in land and improvements. It refers to titerest,
benefits and rights inherent in the ownership gfptal real estate. A synonym for real propertéity.
Real estate, on the other hand, is the physicdldad everything permanently attached to it. Petso
property consists of movable items not permanexftiyed to, or part of, the real estate and is camim
known as “personalty” or "chattels."

Real estate may be divided into two categories-$anttlimprovements. Land may be defined as thacurf
of the earth together with everything under itsrimary and everything over it, extending indefiitieito the
heavens. The shape of a parcel of land can belgeEgsas an inverted pyramid with its apex at #eter of
the earth and extending upward through the sunfégespace. Certain legal limitations have begposed
throughout the years by the Courts, such as theofgaircraft to fly over the land. Improveme(itsd
improvements, such as paving, fencing, structurddamndscapingconsist of immovable items affixed to and
becoming part of the real estate. "Permanentiyeaff refers to the original intent of the owneddhe
economic life of the improvements rather than ‘fere'

In discussing the distinction between real estatieprsonal property, the term “affixed” was usBefining
“fixture” has been the subject of much litigatiamdahe courts do not always agree. Generally spgak
personal property annexed to land is called arfxtChattels that have been annexed to land ked ea
fixture.

Chattels that have been annexed to the land sd@settheir character as chattels become rea¢dstaad
valorem tax purposes. In determining the natutbefinnexation of personal property, there aresagic
considerations: first, the adaptability of the peed property to the use of that part of the reaftst, second,
the person by whom the annexation is made andtei®st in the land and the personal property.

Courts tend to agree that, if the chattel is affit@the land so that it loses its original phylsiteracter and
cannot be restored to its original condition asaatital matter; it loses its nature as persoragguty and
becomes real property. In some cases there areasiotests to determine whether personal property
becomes real property (1) the intention of thegersho put the item in its place and whether the imay
be removed from the real estate without damagihgieihe item or the real estate. An excellent gtars
in how NC law distinguishes manufactured homesasomal versus real property.

N.C.G.S. 105-273(13)b. reads:



“Real property, real estate, or land- Any of the following:

a. The land itself.

b. Buildings, structures, improvements, or permanset fixtures on land.

c. All rights and privileges belonging or in any vay appertaining to the property.

d. A manufactured home as defined in G.S. 143-1486), unless it is considered
tangible personal property for failure to megall of the following requirements:

1. Itis aresidential structure.

2. It has the moving hitch, wheels and axalemoved.

3. ltis placed upon a permanent foundatiorither on land owned by the owner of
the manufactured home or on land in which the owneof the manufactured
home has a leasehold interest pursuant to a leaséwa primary term of at
least 20 years and the lease expressly provides tissposition of the
manufactured home upon termination of the lease.”

Another important distinction in property is thatangible and intangible property. Tangible prbpe
consists of actual physical property. Intangiblgperty is evidence of ownership of property rights

Examples of intangible property are patent rigtdpyrights, notes, mortgages, deeds of trust ao# st
certificates.



Ownership of Property
There are six basic rights associated with the ostieof property:

The right to use.

The right to sell.

The right to lease or rent.

The right to enter or leave (real property).
The right to give away.

The right to refuse to do any of these.

oOuAWNE

These rights are known as the “bundle of rightgiiclvis the ownership of all the legal rights obéal with
fee-simple title. The bundle of rights may be caneg to a bundle of sticks, each representing mpepy
right. Property rights are divisible. Propertyrarship is sometimes transferred without the exgba the
full bundle of rights.

Unless property is owned by the government, itiiext to certain public and possibly private iestms.
The United States and other nations impose cdiaitations for the common good. These publidegal,
restrictions thrust limitations on the full bundifrights. Four rights, or "sticks," have been oged from
the full bundle in favor of governmental controlentified as follow:

» Taxation - the right to tax the property for supmdithe government.

» Eminent domain - the right to take the propertydablic use provided that just compensation is
paid.

» Police power - the right to regulate the use opprty for the public welfare in the areas of safety
health, morals, zoning, building codes and traffid sanitary regulations.

» Escheat - the right to have property revert testhge for nonpayment of taxes or where there are no
legal heirs of a decedent who dies intestate.

Some examples of private limitations which affegt-8imple ownership of property are (1) the rigifitsther
co-owners of the property; (2) covenants, conditiand restrictions that are found in the chaiitlefto the
property; (3) mortgages (a mortgage is a writtstriment pledging specified real estate as a giesrdor
the repayment of a loan used to purchase propéiy@asements and rights of way (an easemenmighta
held by one person to use the land of another)igfa§ and judgments (a lien is a legal right ttwl fwwoperty
or to have it sold or applied for a payment ofaarsin); and (6) leases.

Estates in Property

An “estate” may be defined as the legal positiostatus of an owner with respect to the propertytha
degree or quantity of interest owned with respetté nature of the right, its duration, or itatien to the
rights of others. Estates in real property magdiegorized according to the quality and duraticthe
property rights. The two main divisions in estatesfreehold and non-freehold. A freehold estateme
which is to endure for an uncertain period of tioe which usually lasts during the life of somesoer.
Non-freehold estates endure for a specified pearidiine and may be subject to immediate termination
There are three basic types of freehold estatesitigple absolute, fee tail and life estates.

An “estate in fee simple” is one which has beergito an individual and his heirs without any entinoit
put to his estate. Fee-simple title is the greégessible degree of ownership. ltis title fred alear of all
encumbrances, including easements, rights of weng And so forth. In other words, it is the owhégr of



all legal rights. With certain statutory exceptipfee-simple title is the only estate which treeasor values.
Personal property is always valued by the assessioee and clear of all encumbrances.

N.C.G.S. 105-302 sets forth the statutory direategarding in whose name real property shoulddbedi In
North Carolina, the property will be listed, appeal and assessed at “fee simple” to the holdéedife
estate, usually referred to as the “life tenamtlife estate is granted with ownership limitedtte life of the
owner or that of another party.

G.S. 105-302 (c) (8) reads:

“A life tenant or tenant for the life of another shall be considered the owner of real property and
it shall be his duty to list the property for taxaion, indicating on the abstract that he is a life
tenant or tenant for the life of another named indvidual.”

Estates in real property may also be categorizegkditig to the way in which title is held: tenaricy
severalty indicates ownership interest by one owteaancy in common indicates ownership by more tha
one person where the interest is not divided asdettels individually to each owner's heirs; tendmycthe
entirety indicates joint ownership by husband aifd where ownership reverts to the survivor anchoha
disposed of individually during the lifetime ofte#tr. There are many different types of tenanaytiith the
assessor is interested primarily for the purpode2eping ownership records up to date. Ultimatebyth
Carolina General Statutes control how ownershaidlagal property is determined for ad valorem tax
purposes.

Nature of Property Appraisal or Value

The word "value" is an abstract word; generic itureg with many acceptable definitions and meanitings
term defying an exact definition to suit all circstances. Generally speaking, its definition iger
dependent upon the context in which it is beingluda a broad sense, value can be defined as the
relationship between an object desired and a pakg@uirchaser. It is the ability of a commoditycmmmand
another commaodity (money) in exchange. For puigpogeeal property appraisal, value may be destidse
the present worth of future benefits arising fréwvm dwnership of real property.

A major distinction must be made between valuesmand value in exchange. A property may have
relatively little value in use and a significantlifferent value in exchange. Value in use embaties
objective premise, which maintains that value ihiwithe object itself. A hose rack built intoire fstation is
a useful and valuable item as long as the buildinged as a fire station. If use as a fire stasi@bandoned,
however, the hose rack probably will not add vaduine property unless it can be used for an almost
identical purpose. Under the concept of valughange, the subjective element is accentuated. In
subjective context, value is within the mind of m@he value-in-use concept easily accommodates @wst
an economic sense, value in exchange is the prioagigern for the assessor because this value -emark
value — reflects the actions and reactions of lmyallers and investors.

In order for property to have value, there mustidsrability, utility, scarcity and economic purshay
power. Ultility is the capacity of goods to exaiesire for possession and should not be confuded wi
usefulness. Diamonds possess utility in that éxejte a desire for possession in the minds of pegple
and usefulness in that they are the hardest seskaown and have many industrial uses. Utility is
subjective concept, in the mind of man; usefuliess objective concept, inherent in the property.

Scarcity is the third requirement for value. Thena breathe has utility, but it is not valuablegarily
because it is not scarce. There are two econarted that determine scarcity: supply and demaisd.



demand increases or supply decreases, the vallie gbods will increase. Conversely, if the supply
increases or the demand decreases, the value gddls will decrease

Utility and scarcity by themselves do not confdugaon an object, unless the desire by the purcigse
present, a desire backed by the economic purchpsimgr of the buyer(s).

A comparison of the terms “cost" and "price" isfukie a discussion of value. Cost may be defiagthe
sacrifice made in the acquisition of property anchmonly reflects the perspective of the buyemdy be
incurred in either the purchase of an existing erypor the construction of a new property. Priwgy be
defined as the amount of money given or expectedrived at arranging for the exchange of prope@gst
and price may be the same. If a purchaser pay&I®to buy a property, it may be stated thaptbeerty
costs the purchaser $100,000. However, while gidefined in terms of money, cost is expressed as
sacrifice. A sacrifice may be in terms of moneadr, or time. Also, when a property is sold,ghiee may
be either above or below the owner's cost.

Market Value

While the term "value" remains quite difficult tefthe, the term "market value" does not suffer fitbim
same limitation. The constitutions and statuteb®b0 states have many different definitions afkmet
value; they also have different definitions of \afar property taxation, eminent domain, corporate
reorganization and public utility rate regulatiofhe assessor must adhere to the definition of ehaektue
as stated in N.C.G.S. 105-283 and as interpretearious decisions rendered by the North Carolina
Appellate Courts, as set forth below:

N.C.G.S. 105-283. Uniform Appraisal Standard.

“All property, real and personal, shallas far as practicable be appraised or
valued at its true value in money. When used in th Subchapter, the words “true
value” shall be interpreted as meaning market valugthat is, the price estimated
in terms of money at which the property would chang hands between a willing
and financially able buyer and a willing seller, ngher being under any
compulsion to buy or to sell and both having reasable knowledge of all the uses
to which the property is adapted and for which it & capable of being used. For
the purposes of this section, the acquisition of a@nterest in land by an entity
having the power of eminent domain with respect tthe interest acquired shall
not be considered competent evidence of the truelua in money of comparable
land.”

NOTE: In analyzing sales of property, close atbenis paid to identifying all transactions thag &ne result
of a foreclosure or short sale. Such sales areetatied for further consideration in determiriing
schedules set out elsewhere in this document atieneill they be considered in analyzing the mragsal
results via the State-mandated assessment/satestuaty.

Several Appellate Court cases have addressedstieea$ defining market value:

» Neither this section nor G.S. 105-317(a) requireti¢ commission to value property according
to its sales price in a recent arm’s length transdion when competent evidence of a different
value is presented.

In reGreensboro Office Partnership2 N.C.App. 635, 325 S.E.2d 24, cert. denied, 313 B02, 330 S.E.2d
610 (1985).



» The purpose of the statutory requirement that all poperty be appraised at its true value in
money is to assure, as far as practicable, a didbation of the burden of taxation in proportion
to the true values of the respective taxpayers’ ppeerty holdings, whether they be rural or
urban.

In reKing, 281 N.C. 533, 189 S.E.2d 158 (1972).

» In substance this section and G.S. 105-317.1 proeithat all property shall be appraised at
market value and that all the various factors whichenter into the market value of property are

to be considered by the assessors in determiningshmarket value for tax purposes.
In reBosley,29 N.C.App. 468, 224 S.E.2d 686, cert. denied, 2@ 551, 226 S.E.2d 509 (1976).

» Where sale was not between a willing buyer and a llimg seller, as contemplated by this

section, sales price was not indicative of propertytrue value.
In rePhoenix Ltd. Partnershifd,34 N.C. App. 474, 517 S.E.2d 903 (1999)

e Section 105-317(a), in fixing the guide which assess must use in valuing property for taxes,
includes as a factor the past income therefrom anits probable future income. But the income
referred to is not necessarily actual income. Thianguage is sufficient to include the income
which could be obtained by the proper and efficientise of the property. To hold otherwise

would be to penalize the competent and diligent antd reward the incompetent or indolent.
In re Greensboro Office Partnership2 N.C.App. 635, 325 S.E.2d 24, cert. denied, 313 K02, 330 S.E.2d
610 (1985).

» To find the true value of property subject to consevation easements, the Commission must
determine the market value prior to the granting ofthe easements and then reduce that value
by applying a damage factor caused by the grantingf the conservation easements.
Determining the highest and best use of the propeartprior to the granting of the easement is a
critical part of the appraisal process.

In re Rainbow Springs Partnership v. County of MacthN.C. App. 335, 339 S.E.2d 681, cert. denief, 31
N.C. 736, 345 S.E.2d 392 (1986).

» A post-octennial valuation sale is not a statutorpermissive basis for adjusting a property’s tax
valuation.
In reAllred, 351 N.C. 1, 519 S.E.2d 52 (1999)

» State Tax Commission’s reliance upon an independeappraiser’s collateral determination of
petitioners’ property value, without challenge or orrelation to the county’s schedules of value
or the application of those schedules to the propsf, was in violation of the statutory
requirement of this section that any permissible iorease or decrease in the appraised value of

real property be calculated using the schedules arstandards established by the county.
In reAllred, 351 N.C. 1, 519 S.E.2d 52 (1999)

» Inorder for a taxpayer to have valuation set asidehe must show more than a failure to follow
statutory procedures. It is not enough for the tagayer to show that the means adopted by the
tax supervisor were wrong; he must also show thahe result arrived at is substantially greater
than the true value in money of the property asseed, i.e., that the valuation was unreasonably
high.

In%e Highlands Dev. Corp80 N.C. App. 544, 342 S.E.2d 588 (1986).
Other General Legal References that bear on thegpbof Value :
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» The North Carolina General Assembly and no one elsdetermines how property in this State
should be valued for purposes of ad valorem taxatio
In reAmp, Inc.287 N.C. 547, 215 S.E.2d 752 (1975).

» The legislature has decreed that all property, reahnd personal, within the jurisdiction of the
State, is subject to taxation whether owned by a sident or a nonresident. The purpose of this
strong decree is to treat all property owners equét so that the tax burden will be shared
proportionately and to gather in all the tax moneyto which the various counties and

municipalities are entitled.
In re Plushbottom & Peabody, Ltcbl N.C. App. 285, 276 S.E.2d 505, cert. denied,[8C. 314, 281 S.E.2d
653 (1981).

» Uniformity in taxation relates to equality in the burden of the State’s taxpayers.
In reMartin, 286 N.C. 66, 209 S.E.2d 766 (1974).

» Ad valorem tax assessments are presumed to be cart@and when such assessments are

challenged, the burden of proof is on the taxpaydp show that the assessment was erroneous.
In reBosley29 N.C.App. 468, 224 S.E.2d 686, cert. denied,R¥D 551, 226 S.E.2d 509 (1976).

» Ad valorem tax assessments are presumed correct drder to rebut this presumption, the
taxpayer must present evidence to show that an atiory method of valuation was used, or
that an illegal method of valuation was used and #t the assessment substantially exceeded the
true value in money of the property.
In relnterstate Income Fund 1,26 N.C. App. 162, 484 S.E.2d 450 (1997).

* Inorder to obtain relief from valuations upon their property by the State Board of Assessment,
appellant electric membership corporations must she that the methods used in determining
true value were illegal and arbitrary, and that apgellants were substantially injured by a
resulting excessive valuation of their property.

In re Albemarle Elec. Membership Corp. v. Alexan@82 N.C. 402, 192 S.E.2d 811 (1972).

* Burden is on the taxpayer to show that it comes witn the exemption or exception.
In reMartin, 286 N.C. 66, 209 S.E.2d 766 (1974).

» Exemption from taxation is exceptional. Such exemfins should be strictly construed.
In re Notice of Attachment & Garnishment Issued by Cate@bunty Tax Collectp59 N.C. App. 332, 296
S.E.2d 499 (1982), cert. denied, 307 N.C. 576,2892d 645 (1983).

The following important points regarding marketueakhould be noted:

e Itis the most probable price.

» Itis not the highest, lowest, or average price.

e Itis expressed in terms of money.

» Itimplies a reasonable time for exposure to theketa

» Itimplies that both buyer and seller are well-infied of the uses to which the property may be put.
It requires an arm's length transaction in the aparket.

» Itrequires a willing buyer and willing seller, Wiho advantage being taken by either buyer orrselle
This is a constraint against consideration of loaes and short sales.

» Itrecognizes the present use as well as the |mitase of the property.
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Highest and Best Use

The way in which property is used, or could be upkys an essential role in determining its maviahie.
Most appraisal organizations recognize the highedtoest use of a given property must conformeo th
following four points:

e It must be a legal use. (imany instances zoning will identify the legal lise

» It must be a physically possible use.

* It must be an economically feasible use.

» It must be the use that generates the greatesttoet to the owner.

Almost all property is subject to competing usBsiral land is subject to the competition of farmémgl
grazing. Urban land is subject to many competsgspa single parcel of land may be sought aftressite
for a store, gas station, apartment building, c@building. When determining an opinion of netrikalue,
it is necessary to determine which of the compais®s is the highest and best use.

Highest and best use may be defined as that ush wiil generate the highest net return to the @riyp
over a period of time. Further amplification afttefinition is necessary for a clear understagndirthe
term.

The highest and best use must be a legal use.nm#ass not only that the use cannot be criminahlsot
that it must be permitted under local administeatigulations, such as zoning. Assuming that gonin
regulations are strictly enforced, the highestlzegt use may be limited. If it is easy to obtagthange or
variance in zoning, uses not permitted by curregtilations must be considered along with the piibityab
that zoning will be changed. The use also musbegrohibited by enforceable restrictions conthinghe
chain of title to the property.

The use must be a probable use and not a highikelynbr speculative one. There must be a demainthé
use either in the present or in the near futures, T course, is determined by persons in the etand not
by a bias on the part of the assessor. It is irapbtb consider as well that the highest and lmesimaye
the present use or an entirely different one. i maen be a combination of uses over a periodv.ti
Imagine, for example, a site in a good downtowation on which stands a three-story store with a 75
percent vacancy factor. Assume that the site doeiideveloped with a modern fifteen-story officédding.
However, since there is currently too much unreoféde space on the market, the highest and Isesbfi
the property might be as a parking lot for the rieetyears. Once the excess office space is bbdpits
highest and best use could be as an office building

The highest and best use will be a complementé#ngiréhan a competitive use. For example, if theeegas
stations on three of four corners, a fourth gasostavill reduce the customers that are availablalitfour
stations. However, suppose that on the fourth canfeest-food restaurant were established. Thauemt
would draw business from the gas station custon@osiversely, the gas stations would dawiness from
the restaurant's customers.

The highest and best use must be the most prefifabthe entire property, land, buildings and pthe
improvements-since the market deals with the mtaberty unit and land and buildings usually aresodd
separately. Also, when estimating highest andumstthe assessor should not combine parcelsrohoa
ownership that are used independently for diffepeinposes.

The highest and best use generates the highasturet over a reasonable period of time. A uskyiletds a
very high immediate income but one of short durati@y not be as valuable as a use that result®inea
but more prolonged income stream. Just as evagytiiianges with time, the highest and best use of
property will change. The character of a neighbodmay be altered, thereby creating demands for
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different uses. The assessor periodically reviemnelusions as to highest and best use and rekises
according to the data that are collected.

Properties in transition present a difficult apgaaproblem. Not only must a new highest and beste
found for the property, but also an estimate masnade as to when the property will begin the ngsv u
Occasionally, there will be an interim use priotte future highest and best use. In order tonesti the
value of these consecutive uses, the benefitspatigentified, valued and summed. The total viukee
sum of:

1. The present worth of the income stream from theriimt use for the period of that use less the dost o
erecting interim improvements.

2. The present worth of the salvage value of theimtenprovements less the present worth of
removing them.

3. The present worth of the income stream from tharéutise less the present worth of erecting the
future improvements.

For example, assume that a vacant parcel of lawdtdan has a highest and best use as a parkifay lot
five years and as a twenty-five-story office builglthereafter. The sum of the future benefithawn as
pluses and minuses in the following example:

1. Present worth of parking-lot income for five years,

2. Present worth of salvage value of parking-lot impraents deferred five years,

3. Present worth of sixty-year income stream from tywdine-story office building deferred six years
(one year for constructin

1. Cost of erecting parking-lot improvements: pgyifencing and small office.
2. Present worth of cost to demolish parkingfgbiovements deferred five years.
3. Present worth of cost to construct a 25-stéfigeobuilding deferred six years.
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Basic Principles of Value

These principles, which have evolved from econatoittrine, are generally accepted as having a direct
effect on the modern concept of value. It shoal@imphasized that these principles rarely if eaproe
considered in isolation; it is typical to conceofdhem in an interrelated setting, for they temdamplement
and accompany one another. It should also begabgnit that highest and best use is the resulfiagtfier
considering the interrelationship among the basicaisal principles.

The following are generally regarded as essewtitlé¢ understanding of the appraisal function. yTdre
listed (in alphabetical order) as follows:

Principle of Anticipation:

Market value is the present worth of all the aptitdd future benefits to be derived from the prigpefhe
benefits may be in the form of an income streammaenities. Anticipated future benefits are thameeifits
anticipated by the market. The assessor shoulallogt personal opinion to influence the deterniorabf
anticipated future benefits. Past sales of thpetg and past income are of importance only whew are
an indication of what may be expected in the futdrike principle of anticipation works in conjuractiwith
the principle of change.

Principle of Balance:

The principle of balance has dual significance.eWapplied to an individual property, the princiglates
that maximum market value is reached when thedgants of production - labor, coordination or
management, capital and land attain a state ofilagquin. In the case of individual properties, frenciple
works in conjunction with the principles of contrtton, increasing and decreasing returns and surplu
productivity. When applied to a neighborhood,ghaciple of balance indicates that maximum maviehtie
is reached when the complementary uses of larid atjailibrium. For example, a single-family ressidial
neighborhood requires commercial facilities suchrasery stores, gasoline stations, drugstoresarfokth.
It also needs residential support facilities suchraurches, schools, recreational facilities ardikle. When
these complementary uses are in balance, thedio@ivproperties (and the neighborhood) achieve rmarxi
market value. When the principle of balance idiagpo a neighborhood, it works in conjunctioniwibe
principle of competition.

Principle of Change:

This principle states that market value is nevestant, because economic, social and governmentaisf
are at work to change the property and its enviemmin addition, property itself is constanthanlging,
For example, the forces of nature can change thiéyaf the soil and improvements change by aging.
Because change is continuous, the estimate of imaake is valid only on the effective day for wihic is
made. The principle of change works in conjunctidth the principle of anticipation.
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Principle of Competition:

The principle states that when substantial prafiesbeing made, competition is created. This leatse
aphorism that profit tends to breed competition thiatl excess profit breeds ruinous competition. A
neighborhood can support only a certain numbeowlibg lanes, department stores, gasoline service
stations and shopping centers. An excess of amyype of facility will tend to decrease the vatifienost, if
not all, other such facilities.

Principle of Conformity:

This principle states that maximum market value#@hed when a reasonable degree of economic eiadl so
homogeneity is expected in the foreseeable futifben the principle is applied to improvements,
reasonable homogeneity implies reasonable simgilanitt monotonous uniformity. When it is appliedte
residents, it means similarity in age, income, gemknd, education, attitudes and so on. Conformitsks

in conjunction with the principles of progressiordaegression and is essential in understanding the
“neighborhood” concept as a mass appraisal techniqu

Principle of Consistent Use:

This principle states that the property must baagbhith a single use for the entire propertys improper
to value a property on the basis on one use fdatteeand another use for the improvements. Fhisi to
say that consecutive uses for the entire propestydwiolate the principle of consistent use. phiaciple
of consistent use is especially applicable to @gnty in transition from one use to another.

While the improvements on a parcel ready for adrgise may theoretically have a long physical fifeir
economic life may have already terminated. Indhise the improvements may have a negative value,
namely, the cost of demolition.

Principal of Contribution:

This principle states that the value of an ageprofluction (or a property component) depends litgon
contribution to the whole. This is another waafing that cost does not necessarily equal v&oene
examples are:

1. Cost does not always equal value. Ten thousamarsiid spent on laborykich is a codt to build a
two-car garage. What has the $10,000 worth ofrlebotributed to the value of the property-- less
than $10,000, $10,000 or more than $10,000?

2. The real estate market tends to look at the castiib of a property characteristic in broad terms.
While there can be significant cost differencesveen a stucco chimney and a very plain fireplace
profile versus a stone chimney and fireplace mrofilat difference in cost may very likely not be
likewise reflected in the value of the two homested in the same neighborhood with the very
different chimneys and fireplaces.

3. Anowner spends $20,500 to erect a garage for itkehg home. Based on a comparable sales
analysis, it is determined that such a garage $2ti$00 to the overall market value of the
property. In this case $21,500 is the value cantio of the garage.

4. In the case of income-producing properties, theevaf an agent in productioor (property
componerjtcan be measured by the amount it contributesttthoome, since net income can be
capitalized into value. For example, assume Heabtvner of a small retail store finds that, by
spending $2,000 for an air-conditioning unit, argass income from rents can be increased by
$650. Additional operating expense due to theaiditioning unit will be only $400, including
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amortization of the investment. Consequentlyaitation of this unit will add value to this proper
in excess of its cost. If the additional annuabime were less than $400, the expense would not be
practical.

This principle is the basis for the adjustment pescof the comparative sales approach to valuthardirect
sales comparison method of land valuation, forrd@teng whether physical deterioration and funciion
obsolescence are curable or incurable and fofyjurgtiremodeling and modernization. Many of the
adjustments to value that are detailed hereindapus property characteristics, are based on their
contribution to the whole property, not their attast.

The principle of contribution works in conjunctiarith the principles of balance, increasing and elasing
returns and surplus productivity.

Principle of I ncreasing and Decreasing Returns:

This principle states that when successive incrégrarone agent of production are added to fixedwans

of other agents, future net benefite¢me or amenitigswill increase up to a certain poimpb(nt of decreasing
returng, after which successive increments will decréasege net benefits. For example, assume a number
of hypothetical buildings, each constructed orstme site.

A 10,000 square foot building that can earn 1réye on its cost;
A 20,000 square foot building that can earn 5r6qyd on its cost;
A 30,000 square foot building that can earn 8@y on its cost;
A 40,000 square foot building that can earn 58y on its cost;
A 50,000 square foot building that can earn 1r2qy on its cost.

In this illustration, constructing larger buildingdl produce increasing returns up to the poina &0,000
square foot building. Beyond this point, additidnaestment to construct a larger building sttots
contribute to diminishing returns. The principferereasing and decreasing returns works in caiiomn
with the principles of balance, contribution andodws productivity.

Principles of Progression and Regression:

Progression indicates that the value of a lesgecbis enhanced by association with better objefttise
same type. For example, a $72,000 house amongd®omes could probably bring a higher pricdén t
market. The principle of regression states tharthere are dissimilar properties within the sgereeral
classification and in the same area, the bettgrgptp will be adversely affected. Thus, when a5280
house is located in an area where the typical hisineghe $75,000 category, the market value ofdhmer
will tend to fall. The $150,000 house, in this exde, is an over-improvement for the neighborhdde:
principles of progression and regression work imjwaction with the principle of conformity. Thisipciple
is sometimes referred to as the “hydraulic prirefipl all waters tend to seek the same level — velsere
comparable properties within a given neighborheod to seek a common market level.

Principle of Substitution:
A property's market value tends to be set by tisé @foacquiring an equally desirable and valuablesstute

property, assuming that no costly delay is encoeadtim making the substitution. This principlevesras
the basis of the three approaches to value-cosipa@tive sales and income.

16



Principle of Supply and Demand:

This principle states that market value is deteechiny the interaction of the forces of supply aachdnd. A
sudden increase in the population of an area winatdase demand. If, at the same time, mortgdgeeist
rates rose sharply, demand might lessen.

Principle of Surplus Productivity:

This principle states that the net income remaiafitgy the cost of the agents of production-labor,
coordination and capital has been paid is congidargplus productivity. The surplus productivityhe
income earned by or attributable to the land. adents in production must be satisfied in the falhg
order: labor (wages), coordination (managemenpjfagimprovements) and land. As a result, laaldie
tends to be set by the cost of labor, coordinaimhcapital. The principle of surplus productivitgrks in
conjunction with the principles of balance, conitibn and increasing and decreasing returns.

Important Concepts Regarding Property

1.

Real property is the sum of tangible and intangilglets in land and improvements. Real estate is
the physical land and everything permanently adiddb it. Personal property consists of movable
items not permanently affixed to, or part of, tbal estate.

Land is the surface of the earth together withgkigrg under its boundary and everything over it.
Improvements are movable items affixed to and béugpart of the real estate.

The six basic rights associated with the ownershjpoperty are the rights to use, sell, lease, or
rent, enter or leave, give away and refuse to gaméthese.

The four limitations imposed by governments onptieate ownership of property are taxation,
eminent domain, police power and escheat.

Fee-simple title is the greatest possible degresvakrship and is title free and clear of all
encumbrances.

Concepts of Value

1.

Value in use embodies the objective premise, wimiaimtains that value is within the object itself.
Value in exchange holds that value is within thadwf man. Value in exchange-market value- is
the primary goal of the assessor.

Desire, utility, scarcity and economic purchasing/er are essential in creating value.

Market value is the most probable price, expreBstatms of money, that a property would bring if
exposed for sale in the open market in an armithemansaction between a willing seller and a
willing buyer, both of whom are knowledgeable conogy all the uses to which it is adapted and
for which it is capable of being used.

Estimating market value is dependent upon detengithie highest and best use of the property.
Highest and best use is defined as the legal, gdilyspossible and economically feasible use which
will generate the highest net return to the prgpaver a period of time.

The determination of highest and best use reqthieeproper application of the interrelated
appraisal principles.
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TRADITIONAL APPROACHESTO VALUE

Value is an elusive item that occurs in many difféforms. The forces and influences which comtone
create, sustain, or destroy value are numerousaietl. It is the appraiser's function to define type of
value soughtriarket value in North Carolina for ad valorem taxgese}, to compile and to analyze all related
data and giving due consideration to all the factanich may influence the value, to process amtkate
that data into a final opinion estimate of valueThis, appraisers must do for each parcel to beaggaat.

The processing of this data into a conclusion afesgenerally takes the form of three recognized
approaches to value; Cost Approach, Sales Compakigproach and Income Approach. The use of one or
all three approaches in the valuation of a progertietermined by the quantity, quality and acopiadche

data available to the appraiser for that partiquiteperty type. Underlying each of the approachése
Principle of Substitution; that the justifiableq@iof a property is no more than the cost of asguand/or
reproducing an equally desirable substitute prgpert

The COST APPROACH involves making an estimate efibpreciated cost of reproducing or replacing
the building and site improvementReproduction Cosefers to the cost at a given point in time of
reproducing an exact replica of the improvementgreadReplacement Costfers to the cost of producing
improvements of equal utility, but using modernenals and construction techniques. Depreciaton i
deducted from this cost new for loss in value cdisephysical deterioration and functional or ecoito
obsolescence. To this depreciated cost is thezdtieé estimated value of the land, resulting in an
indication of value derived by the Cost Approach.

The significance of the Cost Approach lies in itteat of application . . . it is the one approatdt tan be
used on all types of construction. It is a stgrfinint for appraisers and therefore it is a véigctve
"yardstick" in any equalization program for ad valo taxes. Its widest application is in the agadenf
properties where the lack of adequate market armfrie data preclude the reasonable applicatioreof th
other traditional approachés.

The SALES COMPARISON APPROACH involves compilingeseand offerings of properties, which are
comparable to the property being appraised. Téalss and offerings are then adjusted for any
dissimilarities and a value range obtained by agasison of said properties. The approach is Helitbthe
extent that the properties are comparable andoiaiaer's judgment of proper adjustments is soiline
procedure for using this approach is essentiafiysime for all types of property with the onlyaiféfince
being the elements of comparison.

The significance of this approach lies in its &ptio produce estimates of value, which directfle the
attitude of the market. Its application is condingupon the availability of comparable sales &edefore
finds its widest range in the appraisal of vacantlland residential properties. Applicable Norminalina
case law includes:

Neither this section nor G.S. 105-317(a) requiresi¢ commission to value property according to its
sales price in a recent arm’s length transaction wén competent evidence of a different value is
presented.

In re Greensboro Office Partnership2 N.C.App. 635, 325 S.E.2d 24, cert. denied, 313 H02, 330
S.E.2d 610 (1985).

! Please refer to the chart at the top of Page 6 comparing the relative strengths of the three approaches to value to Residential,
Commercial and Industrial/Special Purpose property.
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Where sale was not between a willing buyer and a lling seller, as contemplated by this section,
sales price was not indicative of property’s true alue.
In rePhoenix Ltd. Partnershifd,34 N.C. App. 474, 517 S.E.2d 903 (1999)

Essentially, North Carolina law prohibits the pregtion that the sale price of any particular properust
be the basis for its appraised value for ad valdeenpurposes. Instead, reliance is placed ogrieger
weight of evidence determined from a larger sargpdihcomparable properties and as a result, the
appraised value may be less than or greater tieasath price of any particular property.

The INCOME APPROACH measures the present worthefuture benefits of a property by the
capitalization of the net income stream over timeaiaing economic life of the property. The apploac
involves making an estimate of the "Effective Grivepme" €GI), of a property, derived by deducing the
appropriate “Vacant and Collection Loss” from issimated “Gross Potential IncomeSRI), based on its
economic rent, as evidenced by the yield of contpp@aroperties. From this figure are deductediepiple
operating expenses, the cost of taxes and insueamceeserve allowances for replacements resittiag
estimate of “Net Income”, which may then be cajzital into an indication of value.

The income approach obviously has its basic agijgitin the appraisals of properties universallydpat
and sold on their ability to generate and mairgiastream of income for their owners. The effecibss of
the approach lies in the appraiser's ability tateslo the changing economic environment and ttyzena
income yields in terms of their relative qualitydafurability. Applicable North Carolina case lawludes:

Section 105-317(a), in fixing the guide which assegs must use in valuing property for taxes,
includes as a factor the past income therefrom arits probable future income. But the income
referred to is not necessarily actual income. Thianguage is sufficient to include the income which
could be obtained by the proper and efficient usefdhe property. To hold otherwise would be to
penalize the competent and diligent and to rewardhie incompetent or indolent.

In re Greensboro Office Partnership2 N.C.App. 635, 325 S.E.2d 24, cert. denied, 313 K02, 330
S.E.2d 610 (1985).

Neither this section nor G.S. 105-317(a) requiresi¢ commission to value property according to its
sales price in a recent arm’s length transaction wén competent evidence of a different value is
presented.

In re Greensboro Office Partnership2 N.C.App. 635, 325 S.E.2d 24, cert. denied, 313 H02, 330
S.E.2d 610 (1985).

If it appears that the income actually received iess than the fair earning capacity of the property
the earning capacity should be substituted as a far rather than the actual earnings. The fact
finding board can properly consider both.

In re Property of Pine Raleigh Cor®258 N.C. 398, 128 S.E.2d 855 (1963);

In re Valuation of Property Located at 411-417 W. Fou8th282 N.C. 71, 191 S.E.2d 692 (1972).
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THE COST APPROACH

If the highest and best uséa property is its current usevalid indication of value may be derived by
estimating the value of the land and adding the {etue to the depreciated value of the structoinethe
land; the resulting equation being...

Estimated Land Value
+ Estimated Replacement Cost New of Structures
- Estimated Depreciation
= Indication of Property Value

Since estimating the land value is covered in arse@ section, this section will address itsethstwo
remaining elements, Replacement Cost and Depatiati

REPLACEMENT COST

Replacement Cost is the current cost of produaingnarovement of equal utility to the subject pnapet
may or may not be the cost of reproducing a rejplicgerty. The distinction being drawn is one leetw
Replacementostswhich refers to a substitute property of equaltytias opposed tBeproduction Cost,
which refers to an exact replica of the propehtya particular situation the two concepts may be
interchangeable, but they are not necessarilyfeey both, however, have application in the Cogtrapch
to value, the difference being reconciled in thesoteration of depreciation allowances.

In actual practice, outside of a few historic tgoenmunities in this country, developers and buiidtr
obvious economic reasons, replace buildings, mpobdeice them. It logically follows that if an apjzer's
job is to measure the actions of knowledgeableopsri the market place, the use of proper replanem
costs should provide an accurate point of begininirtie valuation of most improvements.

The replacement cost includes the total cost dftcaction incurred by the builder whether prelinnjne,
during the course of, or after completion of thestauction of a particular building. Among these a
material, labor, all subcontracts, builders' ovachand profit, architectural and engineering feessultation
fees, survey and permit fees, legal fees, taxegrance and the cost of interim financing.

ESTIMATING REPLACEMENT COST

There are various methods that may be employestitoae replacement cost new. The methods widely
used in the appraisal field are the quantity sunaethod, the unit-in-place or component part-irepla
method and the model method.

The Quantity-Survey Methdaalolves a detailed itemized estimate of the qtiastdf various materials used,
labor and equipment requirements, architect antheeng fees, contractor's overhead and profitadher
related costs. This method is primarily employgatdntractors and cost estimators for bidding and
budgetary purposes and is much too laborious astty/¢o be effective in every day appraisal work,
especially in the mass appraisal field. The methodever, does have its place in that it is ugatktelop
certain unit-in-place costs, which can be moreilgagplied to estimating for appraisal purposes.

TheUnit-in-Place Methods employed by establishing in-place cost estim@iesiding material, labor,
overhead and projifor various structural components. The pricésldished for the specified components
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are related to their most common units of measunesueh as cost per yard of excavation, cost pealli
foot of footings and cost per square foot of floovering.

The unit prices can then be multiplied by the reSpe quantities of each component as they aredfauthe
composition of the subject budding to derive theleldollar component cost, the sum of which is etua
the estimated cost of the entire building, provgdif course, that due consideration is given tothler
indirect costs which may be applicable. This congms part-in-place method of using basic unitsatsm
be extended to establish prices for larger compsriesplace such as complete structural flomrguging the
finish flooring, sub-floor, joists and framijgwhich are likely to occur repeatedly in a numbigbuildings.

TheModel Methods still a further extension, in that unit-in-plagasts are used to develop base unit square
foot or cubic foot costs for total specified regmastive structures in place, which may then sasve

"models"” to derive the base unit cost of comparabietures to be appraised. The base unit caseof

model most representative of the subject buildjpg is applied to the subject building and appederi

tables of additions and deductions are used tctitje base cost of the subject building to accfaurany
significant variations between it and the model.

Developed and applied properly, these pricing tieghas will assist the appraiser in arriving atdiaind
accurate estimates of replacement cost new agieéa time, which for ad valorem tax purposes\igabt
January 1 of the reappraisal year. That cost gipeepresents the upper limit of value of a dtitee The
difference between its replacement cost new aratitsal value is depreciation. The final stepampleting
the Cost Approach then is to estimate the amouti¢prfeciation and deduct said amount from the
replacement cost new.

DEPRECIATION

Simply stated, “accrued depreciation” is definedaal®ss in value from all causes”. As appliedeal

estate, it represents the loss in value betweeketeaalue and the sum of the replacement cost fidveo
improvements plus the land value as of a given.tiiifee causes for the loss in value may be diviicked
three broad classifications; Physical Deterioratieumctional Obsolescence and Economic Obsolescence

Physical Deterioratiorpertains to the wearing out of the various buildingiponents, referring to both

short-life and long-life terms, through the actadrthe elements, age and use. The condition may be
considered either "curable" or "incurable”, depegdipon whether it may or may not be practical and
economically feasible to cure the deficiency byarepnd replacement.

Functional Obsolescendga condition caused by either inadequacies @rsagiequacies in design, style,
composition, or arrangement inherent to the stradtself, which tends to lessen its usefulness and
desirability in the marketplace. Like physicalat@ration, the condition may be considered eiteable or
incurable. Some of the more common examples afifumal obsolescence are inadequate wall and geilin
heights, excessive structural construction, surdyacity and ineffective layouts.

Economic Obsolescenizea condition caused by factors extraneous tpribygerty itself, such as

encroachment of inharmonious land uses on adjomimgarby parcels. The condition is generallyiable
in that the causes lie outside the property ownealn of control.
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ESTIMATING DEPRECIATION

An estimate of depreciation represents an opinidhecappraiser as to the degree that the presdrtiture
appeal of a property has been diminished by de#tidm and obsolescence. Of the three estimatessary
to the cost approach, it is the one most diffitminake. The accuracy of the estimate will beoalpet of the
appraiser's experience in recognizing the symptafrdsterioration and obsolescence and the ahility t
exercise sound judgment in equating all observatioithe proper monetary allowance to be deduoted f
the replacement cost new. There are several atdephethods, which may be employed:

Physical deterioration and/or functional obsolesearan be measured by observing and comparing the
physical condition and/or functional deficienciésh® subject property as of a given time with ithn
actual or hypothetical, comparable, new and prggdainned structure.

Curable physical deterioration and functional obsoénce can be measured by estimating the cost of
restoring each item of depreciation to a physioabition as good as new, or estimating the cost of
eliminating the functional deficiency.

Functional and economic obsolescence can be measyimpitalizing the estimated loss in rental wuhe
structural deficiency or lack of market demand.

Total accrued depreciation may be estimated bydgtimating the total useful life of a structunelghen
translating its present condition, desirability aisgfulness into an effective age (rather tharcarabage),
which would represent that portion of its totat I{percentage), which has been used up.

Total accrued depreciation may also be estimatatthbying the amount of depreciation recognized by
purchasers as evidenced in the prices paid forepnom the market place; the loss of value belrgg t
difference between the cost of replacing the aireatew and its actual selling price (total propssiling
price less the estimated value of the land).
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THE INCOME APPROACH

INTRODUCTION

The justified price paid for income producing pndpés no more than the amount of investment reqlio
produce a comparably desirable return; and sircentirket can be analyzed in order to determinadghe
return actually anticipated by investors, it follthat the value of income producing property cadédrived
from the income which it is capable of produciMghat is involved is an estimate of income through t
collection and analysis of available economic daadevelopment of a proper capitalization ratbtha
processing of the net income into an indicatioadfie by employing one or more of the acceptable
capitalization methods and techniques.

The caveat to a sole reliance on the above prémtke income approach occurs when actual and/or
economic rents will not support the sales pricethbse instances, other forces must be assunbed to
present; the anticipation of future benefits béargmost.

THE PRINCIPLES OF CAPITALIZATION

Capitalizationis the process for converting the net income predioy property into an indication of value.
Through the years of appraisal history, a numbera¢edures have been recognized and employed by
appraisal authorities in determining the valueeal estate by the income approach. For ad valtaem
purposes, when and where reliable data is availdinket capitalization will be used.

EXPLORING THE RENTAL MARKET

The starting point for the appraiser is an invesiign of current economic rent in a specific arearter to
establish a sound basis for estimating the grassrir, which should be returned from competitive
properties. The appraiser must make a distinttvweereconomic renand the rent which the property
would normally be expected to produce on the oparken, as opposed &xtual rentor that which the
property is actually producing at the time of tperaisal, usually due to lease terms establishegtime in
the past.

The first step then is to obtain specific incomd erpense data on properties, which best typifynabr
market activity. The data is necessary to deviglogl guidelines for establishing the economic eerd
related expenses for various types of properties.

The next step is to similarly collect income angense data on individual properties and to evathatelata
against the established guidelines. The colledfancome and expense data (I & E) is an essqstiade in
the valuation of commercial properties. The agarais primarily concerned with the potential eagni
power of the property. The objective is to estaritt expected net income. Income and Expensenstats
of past years are valuable only to the extent ticlwtiey serve this end. The statements mustmpte
complete and accurate, but must also stand theftastrket validity. Consideration of the followifiactors
should assist the appraiser in evaluating the fire& Expense” data in order to arrive at an aceusatd
realistic estimate of net income; sometimes exprkas “Net Income Before Recapture”.

Randolph County sends surveys soliciting incomeeampense data from property owners of commercial

(income-producingproperty. Historically, these surveys are not-vexeived by the public. Historically, a
more significant amount of additional informatioecbmes available upon the mailing of the reappraisa
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notices of value. At that point, as part of thealeappeals process, income and expense dateeisathgn
provided by the property owner in support of tlulim seeking a decrease in appraised value. The
quality/worth of that data is dependent on the duntation provided. Lease informatideaée rates, terms and
other stated consideratigris best. Undocumented statements are least.usefu

NOTE: Randolph County, as part of our development o201t Schedules of Values, Standards
and Rules, recently mailed surveys to Mobile Horak ®wners and owners of commercial
property, with the following results, to date:

e 3160 surveys mailed
» 1259 surveys returned (39.84%)

Randolph County recently subscribed to Karnes @rdter to have access to their database of comrhercia
property listings and sales. This statewide da@bdows for us to narrow our search to listings sales
located within Randolph County only. Given the tw@mof commercial enterprises in our county, this
database is an attempt to obtain as much informasgossible.

QUESTIONS RELATING TO INCOME DATA

A. Was the reported income produced entirely bystiigect property? Very often the rental will
include an amount attributable to one or moretamfdil parcels of real estate. In this case, itladio
be necessary to obtain the proper allocationsruf r

B. Was the income attributable to the subject pitggaes it physically existed at the time of the
appraisal, or did the appraisal include the vafueasehold improvements and remodeling for which
the tenant paid in addition to rent? If so, it rfh@ynecessary to adjust the income to reflect enmno
rent.

C. Does the reported income represent a full yestisn? It is often advisable to obtain both rhignt
and annual amounts as a crosscheck.

D. Does the income reflect current economic rdat&ither part or all of the income predicated loh o
leases? If so, what are the provisions for reneptibns and rates?

E. Does the reported income reflect 100% occupaniat percentage of occupancy does it reflect?
Is this percentage typical of this type of propestyis it due to special non-recurring causes?

F. Does the income include rental for all marketatpace? Does it include an allowance for sphce, i
any, which is either owner or manager occupiedthdsllowance realistic?

G. Is the income attributable directly to the resthte and conventional amenities? Is some of the
income derived from furnishings and appliances8o it will be necessary to adjust the income or
make provisions for reserves to eventually replaem, whichever local custom dictates.

H. In many properties an actual rental does nat &€cause the real estate is owner occupiedhisin t
event it is necessary to obtain other informat@mprovide a basis to estimate economic rent. The
information required pertains to the business djmeraising the property. Proper analysis of the
annual operating statements of the business, inguggoss sales or receipts, can provide an aecurat
estimate of economic rent. Caution must be e)adis relate the income and expense data as it is
attributable to the property and not the businatsrprise. Information requirements for a fewtaf t
more common property uses are as follows:
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Retalil Stores The annual net gross s&bessé sales less returned merchandisel
leased space if any.

Hotels and Motels The annual operating statenfehtdousiness. If retail or office
space is leased in these properties, obtain thalaent paid.

Theaters The annual gross receijpiguding admissions and
concessionsand seating capacity.

Automobile Parking The annual gross receipts.

ANALYSIS OF EXPENSE DATA

The appraiser must consider only those expensésh ate applicable to the cost of ownership; thathiose
expenses, which are normally owner incurred. Amyign of the expenses incurred directly or indiseby
the tenant should not be considered. Each exjtensenust stand the test of both legitimacy andieay.
How do they compare with the established guidelimesnorms? Are they consistent with the expenses
incurred by comparable properties?

Management refers to the cost of administrationes€ charges should realistically reflect whabhastate
management company would actually charge to mahagaoperty. If no management fee is shown on the
statement, the appraiser must make a proper alt@avadn the other hand, if excessive managemergeha
are reported, as is often the case, the appraisgrdisregard the reported charges and use an gmduch

he deems appropriate and consistent with comparngi#eoroperties. The cost of management bears a
relationship with the risk of ownership and wilingeally range between 4 to I086the gross income.

General expensenay include such items as the cost of servicesapplies not charged to a particular
category. Unemployment and F.I.C.A. taxes, Workm€ompensation and other employee insurance plans
are usually legitimate deductions when employeesigrart of the building operation.

Reimbursed expenseser to the cost associated with the maintenafhpalwic or common areas of the
commercial property. This expense is passed trettenants and should, therefore, only be coresider
when the amount of reimbursement is included amec

Miscellaneous expensare the “catch-all* category for incidentals. Titésn should reflect a very nominal
percentage of the income. If expenses reported &ebe excessive, the appraiser must examinégines$
carefully in order to determine if they are leggit® and if so, to allocate them to their propezgaty.

Cleaning expensese legitimate charges. 'Many are for such itesrgesieral housekeeping and maid
service and include the total cost of labor analteel supplies. All or a portion of the cleaninyges may
be provided by outside firms working on a "conttéetsis. Cleaning expenses vary considerably eind a
particularly significant in operations such asaffi and hotels. "Rule of thumb" norms for various
operations are made available through national ge@anant associations. The appraiser should hdee lit
difficulty in establishing local guidelines.

Utilities are generally legitimate expenses and if repoitedrately, need very little reconstruction by the

appraiser, other than to determine if the chargesansistent with comparable properties. Lodhdyut
companies can provide the appraiser with definitdadines.
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Heat and Air Conditioningosts are often reported separately and in addaiotilities. The expenses
would include the cost of fuel other than the abmentioned utilities and may include, especialliange
installations, the cost of related supplies, inspedees and maintenance charges. These areatigner
legitimate costs and the same precautions preddidibéutilities” are in order.

Elevatorexpenses, including the cost of repairs and sexvige legitimate deductions and are generally
handled through service contracts. These feegaerally be regarded as fairly stable annual recur
expenses.

Decorating and minor alteratiorere necessary to maintain the income stream of w@mynercial
properties. In this respect they are legitimageases. However, careful scrutiny of these figisres
required. Owners tend to include the cost of maferations and remodeling which us, in fact, @hpi
expenditures and as such are not legitimate opgretipenses.

Repairs andVaintenance expenses reported for any given yeamntanecessarily be a true indication of the
average or typical annual expense for these itéfasexample, a statement could reflect a subatanti
expenditure for a specific year (possibly becabsedof was replaced and/or several items of dederr
maintenance were corrected); yet the statemettidédiollowing year may indicate that repairs and
maintenance charges were practically none. kdégssary for the appraiser to either obtain coeplet
economic history on each property in order to meageoper judgment as to the average annual exfanse
these items, or include a proper allowance basewbions for the type and age of the improvementever
annual expenses. Since it is neither possibl@raatical to obtain enough economic history onyver
property, the latter method is generally used hadgtnounts reported for repairs and maintenandbeme
estimated by the appraiser.

Insurance. Caution must be used in accepting insurance eggignges. Cost shown may be for more than
one year, or may be for blanket policies includimgre than one building. It is generally more dffecfor

the appraiser to establish his own guidelinesrfsuiance. He must also be careful to include ibetys
applicable to the real estate. Fire extended agesand owner's liability are the main insurangense
items. Separate coverage’s on special compondstqidhe buildings, such as elevators and plaiesgare
also legitimate expenses.

Real Estate Taxedn making appraisals for tax purposes, the appraisist exclude the actual amount
reported for real estate taxes. Since future taiebe based on his appraised value, the appraiset
express the taxes as a factor of the estimated.valhis can be done by including an additionat@etage in
the capitalization rate to account for real edtmtes.

Depreciation. The figure shown for depreciation on an operattatement is a "bookkeeping figure" which
the owner uses for Internal Revenue purposes anddshot be considered in the income approachs Thi
reflects a tax advantage, which is one of the litsraffownership.

Interest. Although interest is considered a legite expense, it is always included in the Capétin Rate.
Most property is appraised as if it were "free eleadr"; however, the appraiser does consider teeaist of a
current mortgage in the Capitalization Rate bufd-u

Land Rent.When appraising for real estate tax purposes,tbalgum of the leasehold and the leased fee is
usually considered. Land rent is not deductedhasxpense. Considered separately, rent from andriease
would be an expense to the leasehold interestraimtame to the leased fee. However, if land wented
from another property to supply additional parkiogexample, that land rent would be an allowable
expense.
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It is obvious that there are some expense itenmauanered on operating statements that the appsiiseid
not consider as allowable. This is because h#éasdsted in legitimate cash expenses only. Income
statements are usually designed for income taxogegowhere credit can be taken for borrowing cogls
theoretical depreciation losses.

It is virtually impossible and certainly not alwgysctical to obtain a complete economic historgeery
commercial property being appraised. On many ptiesehowever, detailed economic information can b
obtained through the use of Income and Expensesfofdme must realistically recognize the fact that
data obtainable on some properties is definitetjtdid.

In most cases, the gross income and a list ofahéces and amenities furnished can be obtainedgitive
data gathering operation. However, in order tarias sound appraisal, it may be necessary toastiime
fixed and operating expense$his is best accomplished by setting guidelinegkpenses, based on a
percent of Effective Gross Income or a cost peasgfoot of leasable area. These percentagesisrwil
vary depending on the services supplied and thedf/property.

CAPITALIZATION METHODS

The most prominent methods of capitalization aredj Straight Line, Sinking Fund and Annuity. Ea¢
these is a valid method for capitalizing income iz indication of value. The basis for their digi lies in
the action of the market, which indicates thatvélele of income producing property can be derived b
equating the net income with the net return ardieig by informed investors. This can be expressttms
of a simple equation:

Value = Net Income+ Capitalization Rate

The Straight Line and Sinking Fundethods are both actual forms of Straight Capétbn, with one using
Straight Line recapture and the other using Sinkimgd recapture. Both methods follow the samechasi
principles as Direct Capitalization, differing ontythat they provide for separate Capitalizatiates for land
and buildings; the building rate differing from tlaed rate in that it includes an allowance foaggare.

Straight Line Capitalizatioallows for "recapture” based on remaining econdifeiof the building -
implying that at the end of that period of timesrthwould be a zero improvement value. Therehaeet
fallacies in this thinking. First, the potentialyler (investor) has no intention of holding thepanty that
long. The average investment period might avel@iggears. Second, the investor anticipates titheand
of that period he will either get all his money bac will make a profit. And third, is the depraton
allowance possible in connection with federal inedaxes.

Depreciation allowances begin to "run out" betwseren and ten years, so the advantages of owrdng th
property are reduced considerably. A prudent owmsr choose to sell the property at this pointraad
invest in another property so that he may beginl#meciation cycle again and continue to take full
advantage of the favorable tax laws.

For these reasons, the Straight Line Capitalizatlethod does not usually follow what the marketdates.

Straight Line recapturealls for the return of investment capital in egnatements or percentage
allowances spread over the estimated remainingoetioriife of the building.

Sinking Fund recapturealls for the return of invested capital in one fusam at the termination of the
estimated remaining economic life of the buildifithis is accomplished by providing for the anneflim
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of a sufficient amount needed to invest and anpuedinvest in "safe" interest-bearing accountshsas
government bonds or certificates of deposit, whithultimately yield the entire capital investmeghiring
the course of the building's economic life.

Annuity Capitalizatiodends itself to the valuation of long-term leasksthis method, the appraiser
determines, by the use of annuity tables, the ptesd¢ue of the right to receive a certain spediffcome
over stipulated duration of the lease. In additethe value of the income stream, the appraisest aiso
consider the value that the property will have dhoeverts back to the owner at the terminatiotheflease.
This reversion is valued by discounting its antitgal value against its present day worth. Thépotperty
value then is the sum of the capitalized inconeastrplus the present worth of the reversion value.

CURRENT TECHNIQUES

There are two methods, however, that do lend theest an accurate measure of market value based o
potential income. These are Direct Capitalizatigitizing the Direct Comparison Method of Ratee®tibn
and Mortgage Equity Capitalization.

DIRECT CAPITALIZATION

In Direct Capitalizationthe appraiser determines a single "overall" cdpittibn rate. This is done by
analyzing actual market sales of similar typesropprties. He develops the net income of eachgpippnd
divides the net income by the sales price to aafan overall rate to provide an indication ofreal Many
of the appellate court rulings regarding the vatumabf income-producing properties for ad valorem t
purposes have relied on direct capitalization.

MORTGAGE EQUITY CAPITALIZATION

Mortgage Equity Capitalizatiois a form of direct capitalization with the majdiference in the two
approaches being the development of the overatiatiaption rate.

In this method, equity yields and mortgage terrascansidered influencing factors in constructiothef
interest rate. In addition, a plus or minus adjstt is required to compensate for anticipatededigition or
appreciation. lbis adjustment can be relatedeadhapture provisions used in other capitalizatiethods
and techniques.

RESIDUAL TECHNIQUES

It can readily be seen that any one of the factbiise Capitalization Equation (Value = Net Income
Capitalization Rate) can be determined if the otverfactors are known. Furthermore, since thaevaf
property is the sum of the land value plus the mgidalue, it holds that either of these can berdeined if
the other is known. The uses of these matheméticalilas in capitalizing income into an indicatioh
value are referred to as tresidual techniquesir more specifically, the property residual, theding
residual and the land residual techniques.

The Property Residual Technigigean application of Direct Capitalization. Inghéchnique, the total net

income is divided by an overall capitalization r@tich provides for the return on the total invesht) to
arrive at an indicated value for the property. sttechnique has received more popular supportente
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years because it closely reflects the market. Wightechnique, the capitalization rate may besligped by
either "direct comparison" in the market or by khertgage Equity Method.

TheBuilding Residual Techniquequires the value of the land to be a known factdre amount of net
income required to earn an appropriate rate ofiretn the land investment is deducted from thé teth
income. The remainder of the net income (residsaljvided by the building capitalization rate {atnis
composed of a percentage for the return on thesiment, plus a percentage for the recapture of the
investment) to arrive at an indicated value fortihiding.

The LandResidual Techniqguequires the value of the building to be a knovatdia The amount of net
income required to provide both a proper returarah the recapture of the investment is deducted the
total net income. The remainder of the net inc@mesidual) is then divided by the land capitalizatiate
(which is composed of a percentage for the retarthe investment) to arrive at an indicated vatuetfe
land.
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SALES COMPARISON OR MARKET APPROACH

GENERAL DISCUSSION:

The SALES COMPARISON APPROACH to value is a metfapcestimating the market value of a property
on the basis of information from sold propertittss the most commonly used approach in the mafids
many participating in the market, as it mimics tiggineral inclinations whether buying and sellircag a
piece of furniture, or an item of clothing. In tcess of making comparisons, the buyer gendsadiyare

of a comparable car, piece of furniture, or a sinpiece of clothing available at a different basifor a
different or not-so-different price. Sellers alamindful of what is being offered in the markit is in

direct competition with what they are attemptingédi.

The SALES COMPARISON is so named because the actroparison is the basic technique being
employed. Actually, comparisons are made in eétiecthree valuation approaches. It is more ateuo
say the entire appraisal process is a series ghadsons. This is especially true in the massaagpglr
process for property tax administration, wherdaftnal analysis it must be demonstrated thaaa#ble
properties have been uniformly, accurately andtallyi valued.

INTRODUCTION TO THE SALES COMPARISON APPROACH:

Constitutions, statutes and case law define a meakee standard for assessment purposes. Whesdsth

is available, the sales comparison approach iggneonsider the most reliable. However, in Mort
Carolina assessment litigation, under'tiubes of evidence" a bona fide sale of the subject property may not
be considered the best evidence of market Valhen competent evidence of a different value is

presented”. In re Greenshoro Office Partnership2 N.C.App. 635, 325 S.E.2d 24, cert. denied, 313 K02, 330
S.E.2d 610 (1985).

The purpose, in both the North Carolina statutangliage and the interpretation of relating actalakgo
market value by the North Carolina Courts, is tgkasize uniformity and the equitable distributiéthe
tax burden relative to the premise that similapprties should share similarly in that burden. tRat
reason, no property is likely to be appraised aséssed for its most recent sales price. Insteat,sale
will be included in the sales file from which salel be analyzed by property type, location, eted from
which assessments can be fine-tuned for greatfronity.

The SALES COMPARISON APPROACH models the behavidhe market by comparing the properties
being appraisedqbject properiywith similar properties that have recently saohfparable propertigsor for
which offers to purchase have been made. Comggpatyberties are selected for their similarityne t
subject property. Their sales prices are therstadjifor their differences from the subject. Rina market
value for the subject is determined from the adplisles prices of the comparable properties.

The economic principles of supply and demand pmsiffamework for understanding how the market
works. The interaction of supply and demand fadtmpacts property prices. Supply depends onmtrre
inventories and, in the longer run, on the avditatof human skills, material and capital. Demasd
influenced by population levels, mortgage ratespiine levels, local services, personal housing fredes
and the cost of substitutes. One demand factbeisost of substitutes, which ensures that prudent
consumers will pay no more for a piece of propttén for comparable properties with equal utility,
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assuming no unreasonable delays. The Princiailostitution implies that the market will recognize
differences in utility between the subject andist alternatives by a difference in price.

The SALES COMPARISON APPROACH requires the follogvsteps:
» Definition of the appraisal problem.
» Data collection.

» Analysis of market data to develop units of comgmriand select attributes for
adjustmentrfiodel specification

» Development of reasonable adjustments (model atitiior).

» Application of the model to adjust the sales priziesomparables to the subject
property.
» Analysis of the adjusted sales prices to indidagevalue of the subject property.

The entire valuation process depends on accuidadilying the appraisal problem, because the nafute
problem determines the sources of information, ougtof comparable selection and adjustment techsiqu

Defining the appraisal problem includes:

» Identifying the propertyRarcel Number or PIN for ad valorem tax purppses
e The rights to be appraisegkerally Fee Simple for ad valorem tax purppses
» The date of appraisaldnuary 1 of the reappraisal year

e The useHlighest and Best Uye

e The type of value to estimate4rket Value, for NC ad valorem tax purpgses

The rights to be valued can be a partial intenefg@simple absolute interest. Fee simple alesoltgrest is
usually assumed for both the subject and compasalds. The date of the appraisal, the "as ), dat
usually defined by statute. In narrative apprajghke date of appraisal is identified on the iaaaeport.

All comparables are adjusted to the "as of' date.

The collection of accurate data is also essentitld SALES COMPARISON APPROACH. The appraiser
analyzes market data to identify important supply demand factors and determine data needs.

Although the SALES COMPARISON APPROACH has suchidevapplication as a method of estimating
value there are factors, which do or can limitigefulness. Examples of these limitations incthée
following:

1. No provision is made for arriving at an estin@ftgalue in those cases where no comparable pieper
have been sold in recent months or years.

2. No two properties are ever exactly alike. A&tvery least, they vary in location, even if they aike in
other respects.

3. Depreciation affects value. Because housedissinilar in quality of construction and materjaley
depreciate at varying rates. Even structures exgttly alike depreciate at different rates beeadis
inevitable differences in maintenance, occupancdylee.

4. Amenities, being intangible qualities, are difft to compare. The value of otherwise similaudes
may not be the same because of the direction iohwdtie house faces or the view it affords its
occupants.
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5. Learning the exact conditions attending eachisassential so that the validity of the sale as
comparative data may be substantiated. If the phexdto sell and could not wait for an "informed
buyer" and/or was unaware of the current marketptice he accepted may not be indicative of the
property's value in the market. Many motivaticzed to the transfer of real property at figures
unrelated to its market value. Transfers of prigpeetween relatives frequently do not give a true
indication of market value and are rarely reliedrups being “arm’s length”.

6. Properties can vary considerably in their agpa@mts and equipment; heating system, plumbing and
electrical equipment and fixtures, insulation, tkén facilities and built-in features. All of thefsetors
must be considered in the comparative processstagjufor the degree of variation. The more factor
to be compared and adjusted, the greater the nwhHecisions and judgments the appraiser must
make. Obviously, the more decisions and judgntbatsmust be made, the greater the incident of.erro

In spite of its limitations, the SALES COMPARISONPRROACH has broad application in all appraisal
work. The value estimates found by the use ofapgoach are considered particularly significauaise
they are expressions of value as established hgactions in the market place.

Randolph County employs the SALES COMPARISON APPRBIAo estimating Market Value for both
the residential category and some commercial ptiegerAdditionally, some valuation parametershef t
other valuation approaches$t & income¢ are influenced by the application of and obsémnatgleaned from
the SALES COMPARISON APPROACH.

EXPLANATION OF THE SALES COMPARISON APPROACH PROCES S:

There are five specific applications of the SALESMPARISON APPROACH in the appraisal process.
Three relate to residential properties and twdedtacommercial properties.

Residential

*  Multiple Regression Analysis via Group Modeling (MR
 Comparable Sales Estimate of Value (Comp Sales)

«  Time Adjustment of Previous Selling Price (TASP)

Commercial
«  Capitalization of Net Incomg@gncome)
e Comparable Value Approach

The quality of these five applications, moreoviee, quality of the appraisal/assessment base flor rea
property, depends upon the quality of the sales fil

Conceptually, the database is made up of two sepamgeracting, storage files:
I.  Alarge file Property Characteristics Fjlghat houses the property characteristics orrafigrties and

2. A smaller sub-fileales Information Filecreated from the Property Characteristics Fi¢ fiouses a
"snapshot” of the information stored in the chamastics file, plus, additional information suchsages
date, sale amount, etc.

The purpose of the "Sales File", in addition talitating faster processing time, is to permit atinents to a
"Sales File" parcel so that the condition of theperty as of the time of sale can be reflectedowith
alteration to the current property characteristtosed in the "property Characteristics File".

In determining market value by the SALES COMPARISARPROACH a sufficient number of complete
and valid sales are imperative. Therefore, prpparedures should be developed and adhered te in th

32



creation and maintenance of a "Sales File". Otiserthe results produced from an “unverified” Sdtde
would be unreliable and most likely, misleading.

MAJOR STEPS IN THE SALES REVIEW PROCESS

There are four major efforts required to insuré tha information contained in the Sales File iaezurate
as possible.

Step 1. Identification — A review of all availaldenership transfer information (deeds,

records, MLS, etc.) should take place to "identifgt further analysis, those properties that
may be included in the Sales File.

Step 2. Screening - An office review (screeninghefsold properties being considered
for inclusion in the Sales File should be conduttecbde transactions that are obviously
invalid, such as transactions between family ateel parties.

Step 3. Verification - After office screening, th@perty characteristics and sales
information on sold property should be verifieddm corrected) so that they reflect the

"status” of the property at the time of sale. ¢&wihg are different methods of sales
verification.

1. Telephone confirmation

2. Mailing and return of sales verification letter

3. On-site, field visit

4. Multiple Listing Service

NOTE: Randolph County mails@ales Confirmation Questionnait@ all buyers. Upon

receipt of a recorded deed that meets all the eappeequirements of aarm’s-lengthsale, the
questionnaire is mailed; a good percentage of wénieHilled out, completed and mailed back
to us (ve include a return envelope, we do not include¢han postage See below:

Year # Mailed # Returned PercenRgturned
2007 Jan — Dec 4,775 2,602 54%
2008 Jan — Dec 2,344 1,352 58%
2009 Jan — Dec 2,202 1,259 57%
2010 Jan — Dec 1,671 973 58%
2011 Jan — Dec 882 510 58%
2012 Jan — Mar 452 111 45%

(Years 2007-2010-questiorasaimailed to buyer & sellers)

Randolph County subscribes to the Asheboro/Rand®éatitors and Triad Multiple Listing Service
(hereinafter, ML$ and attempts to confirm all sales through thdiiS\VBold Reports. If confirmed through
MLS, the Sales Specialist copies the sold reportpdrcels and stores in notebooks. Randolph @ount
considers sales confirmation through MLS as fAe®st reliable source, following the returrgales
Confirmation Questionnairéom the buyer.

Occasionally, staff is made aware of confirmedsseleluded as a part of an appraisal reports aedhHay an
independent fee appraiser. Such information isidened the 8 most reliable source. When verified by a
member of our staff, the confirmation can be eleddb the most reliable source, equal to a retuBades
Confirmation Questionnairfom a buyer.
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Randolph County considers Deed Stamps attacherttmeded General Warranty Deed to be thendst
reliable source, only slightly more reliable tharum-confirmed source.

Once the parcel conveyance has been confirmedwalifi@d as a reliable indication of an “arm’s-lémg
transaction, the Tax Market/ Sales Specialist vevighe tax data against the MLS Sold documentrifyve
record. If anything from our various sources appé&abe in conflict with the tax data, an onsititis
conducted.

Step 4.Validation - Because the Sales File isimitdd to just "good" sales it is necessary togrsai
"validity code" to each property. This code alldasthe sorting and grouping of various propertigs
analysis and reporting purposes. Invalid sales@ied based on NCDOR edit sheet for disqualifgalgs.

TASP - TIME ADJUSTED SALE PRICE

The TIME ADJUSTED SALE PRICE (TASP) is basically extrapolation to the present dagr{uary 1 of
the reappraisal yegrof a previously known selling price as of a sfiedate for a particular property, based
upon the market trend in the area of the proparguiestion. It should be noted in particular thet
parameters must be known about the particular psopefore this extrapolation is made, namely tkece
date and amount of transfer consideration. Momgdvs also necessary to have an establisheaf set
accurate sales data on similar properties in @, & order to establish the trend of sales pogesa period
of time. The important feature of this calculatisithat it does not establish a total estimat#ithgeprice
from an "a priori" calculation; rather it merelyl@aates the increment of value that has been atddad
already established market value. That is totbayTime Adjusted Selling Price does not attempt to
establish the magnitude of the market value, hiberat computes a value increment based on thegehia
market value in an area. Thus, the market valua f@rticular property is established by the matkelf at
some point in the past, while the change in thatsmmarket value to today's date is indicated bytitbnd
in market values in that area.

The calculation of the TIME ADJUSTED SELLING PRIGEASP) depends upon the knowledge of the
selling price at some known time in the past aedthility to compute the increment of value added (
subtracted) since that time. The standard equitioRASP is as follows:

TASP = PREVIOUS SELLING PRICE + INCREMENTAL Value

Where INCREMENTAL VALUE equals NUMBER OF MONTHS INERVAL X TASP adjustment factor
X the previous sale amount.

RESIDENTIAL PROPERTIES CATEGORY

For residential properties, the three market ambresmto estimating Market Value are similar in tha
each depend upon measured relationships betweperfyrdata and sales data. They are differentetiery
in their specific focus and accordingly, one madggtroach may be more appropriate than another,
depending upon the information and situation. éxample, TASP is an excellent market approach
technigue when the subject property has recently $so, MRA via the analysis of sales of projest
similar to the individual property being appraigfRA) may produce better results than MRA against
mixed group of sold properties (MRA).

CALIBRATING THE SALES COMPARISON MODEL
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DETERMINING ADJUSTMENT AMOUNTS

During model specification, the appraiser detersithe significant attributes and the relationships
among the attributes. The adjustment amountsf{cieets) are determined during model calibration.
Paired sales analysis, multiple regression anagagptive estimation procedure and the cost method
are often used to calibrate sales comparison models

PAIRED SALES

Paired sales analysis is the foundation of singdpgrty appraisal by the sales comparison approach.
Paired sales analysis requires that sales prapédi@lentical in all attributes except the atteéloeing
measured or that adjustments have already beenforatie other attributes. The assessor compares
these sales and isolates the value contributiothédesired attribute.

Calibrating with paired sales analysis is usualfipriactical in mass appraisal because it is difficul

find sales that meet the above narrow conditi@sen more unreasonable is the expectation that sale
are available to measure all the attributes nesdib@ sales comparison approach. In additias, it
difficult, if not impossible, to determine ratesabfange using this method, such as when the
contribution for additional square feet decreasabea size of the property increases. Howeveregai
sales analysis can be useful when many homogesatassare available; for example, in some
residential neighborhoodsopdominiums are one examplé can be used to determine both time and
attribute adjustments.

An analysis of re-sales using paired sales anabysise method of determining time adjustmentss It
necessary to use properties that have had no chbhatyeeen the sale dates. The steps are:

1. Listthe sales

2. Calculate the percent change between the dilstsice and the resale price
3. Divide the percent change by the number of nsonth

4. Estimate a time adjustment from the results.

As with any data, the level of confidence in thiéineste is a function of the regency, amount, vaéan
and reliability of the data. Proper functionalkdita well-specified model is also essential todgoo
estimates.

When an adequate volume of sales is availabl@ghraiser can use paired sales to estimate
qualitative and quantitative adjustments. Agdir,dnalysis requires that attributes other thaoriee
being measured remain constant. This processdifffam estimating the time adjustment because re-
sales are not requireshles should occur at the same time or have altesety adjusted for time In paired
sales analysis, the appraiser must determine bemkhproperties for measurement purposes. The
paired sales method can be used for any adjustn@dunting size, style, garage, basement, or logatio
The greater the number of sales, the greatervtkedéconfidence in the adjustments.
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MASS APPRAISAL

In preceding sections, the fundamental conceptgiples and valuation techniques underlying theraigal
process has been outlined. The task is to reaepatiireal property within Randolph County via a
systematic mass appraisal program, with the gdglsoducing appraisal results that yield valid,.aete and
equitable property valuations at a reasonable asgtictated by budgetary limitations and withtimae span
compatible with administrative needs.

The key elements of the program are validity, amcyrequity, economy and efficiency. To be effextihe
program must...

» incorporate the application of proven and professly acceptable techniques and procedures;

» provide for the compilation of complete and acaiddta and the processing of that data into an
indication of value approximating the prices adjubaking paid in the market place as of the eféecti
assessment date;

» provide the necessary standardization measureguatity controls essential to promoting and
maintaining uniformity throughout the jurisdiction;

» provide the appropriate production controls neagdseexecute each phase of the operation in
accordance with a carefully planned budget and \wonkedule; and

» provide techniques especially designed to streangich phase of the operation, eliminating supriu
functions and reducing the complexities inhererth@appraisal process to more simplified but égual
effective procedures.

In summary, the objective of an individual fee @il is to arrive at an opinion of value, the kgments
being the validity of the approach and the accudditiie estimate. The objective of a mass appifaistax
purposes is essentially the same. However, iniaddo being valid and accurate, the value of gaoperty
must be equitable to that of each other propemyvamat's more, these valid, accurate and equitable
valuations must be generated as economically dicieafly as possible.

OVERVIEW

The prime objective of mass appraisals for tax ggep is to equalize property values. Not only rhest
value of one residential property be equalized waiftbther, but it must also be equalized with each
agricultural, commercial and industrial propertyhivi the County.

The common denominator and the basis for equaliz&imarket value, set forth by N.C.G.S. 105-283 a
the Uniform Appraisal Standard, as follows:

“All property, real and personal, shall as far as pacticable be appraised or valued at its true valuén
money. When used in this Subchapter, the words “tre value” shall be interpreted as meaning market
value, that is, the price estimated in terms of magy at which the property would change hands between
a willing and financially able buyer and a willing seller, neither being under any compulsion to buyrto
sell and both having reasonable knowledge of all ¢huses to which the property is adapted and for wbh
it is capable of being used. For the purposes dfis section, the acquisition of an interest in lanthy an
entity having the power of eminent domain with respct to the interest acquired shall not be considede
competent evidence of the true value in money of garable land.
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The job of the appraiser is to arrive at a readerediimate of that justified price. To accomptisis, the
coordination of approaches to the valuation ofvlmous classes of property must be made relatioad
another in such a way as to reflect the motivebeprospective buyers and sellers of each tyjpeopierty.

A prospective buyer of a residential property imgrily interested in its capacity to render ses\iz the
family as a place to live. lIts location, size, ldyadesign, age, condition, desirability and weéss are the
primary factors to be considered in making a selectBy relying heavily upon powers of observation
knowing what could be afforded and simply compavigt is available, one property will eventuallgrst
out to be more appealing than another. So kélise the job of the ad valorem appraiser to ealthe
relative degree of appeal of one property to amothe

The prospective buyer of agricultural property Wwél motivated somewhat differently. The primargiiast
will be in the productive capabilities of the lanitlis reasonable to assume that the buyer wilab@liar, at
least in a general way, with the productive capaifithe farm. It might be expected that the priide
investor will have compared one farm's capabiligigainst another. Accordingly, where the highedtlzest
use of the property is for agricultural purposks,dppraiser must rely heavily upon prices being) foa
comparable farmland in the community.

The prospective buyer of commercial property imprily interested in the potential net return aadsible
tax shelter the property will provide. Ideally, flv@perty must return the investment made by thehase
price and provide a return on that investment.| Bsgtate, as an investment, not only must compigite w
other real estate, but also with stocks, bondsjiies and other similar investment areas. Thergerial
appraiser must explore the rental market and cartharincome-producing capabilities of one propeerty
another.

The prospective buyer of industrial property isnarily interested in the overall utility value bt property.
Of course, in evaluating the overall utility, indiual consideration must be given to the land a@uthe
improvement thereon. Industrial buildings are galheof special purpose design and often, careedity
be divorced from the operation for which they wiaudt. As long as the operation remains effectikie,
building will hold its value. However, if the omion becomes obsolete, the building likewise bétome
obsolete. The upper limit of its value is its eg@ment cost new and its current value is someureasits
current usefulness relative to the purpose for whievas originally designed.

Any effective approach to value for ad valorempgarposes must be patterned in such a way as ¢atréfe
typical motivation of buyers in the market plades indicated above, the motives influencing prospec
buyers tend to differ depending upon the type operty involved. It follows that the appraisepp@pach to
value must differ accordingly.

The residential appraiser must rely heavily up@mtiarket data approach to value . . . analyzingehieg
prices of comparable properties and consideringehgsame factors of location, size, quality, gesage,
condition, desirability and usefulness which wesesidered by the buyer.

The rural appraiser must likewise rely primarilyonghe market data approach to value, but in aadit
analyzing the selling prices of comparable propsyian effective analysis of the farm's produgtiviential
might also be necessary.

Rural dwellings are similar to urban dwellingshiatitheir primary purpose is to provide a familyhna
home. As such, the appraiser should value theéheisame manner as the valuation of any otheremesd
The approach to farm buildings, however, must Imeesdhat different. Here, the primary objectiveois t
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arrive at that value which the building's presesmaributes to the highest and best use of thespigeither
as a farm or so other competing use, taking intsideration their degree of utility or usefulnebs.
determining the productive capabilities of the lanthe Land Use program, it will be necessaryitidd the
land into various classes according to specifiesygnd uses, such as tillable, pasture, woodlahd an
wasteland; to compute the acreage of each clagsoaalue each class individually. Due considienat
must be given to soil types and their fertility, kimg every effort to utilize all soil and land maggilable
through agriculture extension services and statersities. Similarly, should the highest and hesst be a
competing use, equal consideration must be givatl tdher factors affecting the value of the prbpesuch
as its location relative to the market place atative accessibility, the topography of the lahd,shape and
size of the parcel, etc.,.

The commercial appraiser will find that since cornroizé property is not bought and sold as frequesslys
residential property, the sales market will liketyt be readily established. By relying heavilytloa income
approach to value, the net economic rent whiclptbperty is capable of yielding can be determinwtithe
amount of investment required to affect that neetrreat a rate commensurate with that normally ebgqueby
investors, can also be determined. This can angdbieved through a comprehensive study of thwriee
producing capabilities of comparable propertiesamenalysis of present-day investment practices.

The industrial appraiser will not be able to refytbe market data approach because of the abskence o
comparable sales, each sale generally reflectffegelit circumstances and conditions. Also, itds
possible to rely upon the income approach. Agaost industrial property is owner-occupied and it i
difficult to accurately determine the contributioiheach building unit to the overall income prodiicdhere
is also an absence of comparable investments.efbiney ad valorem appraisals typically rely heagitythe
cost approach, requiring careful estimates indke df value resulting from physical, functionadlan
economic factors.

The fact that there are different approaches teeyalome of which are more applicable to one dgss
property than to another, does not, by any meaeslygle equalization between classes. Rememlightha
objective in each approach is to arrive at a priaieh a well-informed buyer, fully aware of the teince of
competing properties and not being compelled taspistified in paying for any one particular peoty.
Underlying and fundamental to each of the appraashie comparison process. Regardless of whibiber
principal criteria are actual selling prices, in@producing capabilities, or functional usefulndéiks,
properties must be treated alike.

The primary objective is equalization; the equiattistribution of the tax burden. The various apphes to
value, although valid in themselves, must nevesigebe coordinated one to the other in such a sviy a
produce values which are not only valid and aceytait are also equitable. The same "yardstickabhfes
must be applied to all properties and must be ey systematic and uniform procedures.

It is obvious that sales on all properties arereqtiired to effectively apply the market data applo The
same is true regarding any other approach. Wimatsided is a comprehensive record of all the &ignif
physical and economic characteristics of each ptppeorder to compare the properties of "unknown"
values with the properties of "known" values. gdinificant differences between properties musbime
measure, either positively or negatively, be rédlddn the final estimate of value.

Each property must be given individual treatmeat the treatment must be uniform and standardindd a
essentially no different than that given to anyeottroperty. All the factors affecting value mbstanalyzed
and evaluated for each and every property witlerGbunty. It is only by doing this that equaliaati
between properties and between classes of prapediebe ultimately realized.
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All this, at best, is an oversimplification of thqualization process underlying the entire Masg&ipal
Program. The program itself consists of varioweratonal phases and its success depends primpdly
the systematic coordination of collecting and rdicay data, analyzing the data and processing tiaetolan
indication of value.

DATA INVENTORY

Basic to the appraisal process is the collectiracording of pertinent data. The data will censf
general supporting data — that data required teldpthe elements essential to the valuation pspces
neighborhood data - information regarding pre-@éeitad neighborhood units; and specific property €at
property characteristics compiled for each partpraperty. All the resulting information will ggocessed
into an indication of value by the cost, market/anthcome approach.

The data must be comprehensive enough to allothéondequate consideration of all factors which
significantly affect property values. In keepinghathe economics of a mass appraisal programcivstly
and impractical to collect, maintain and procesa déno or marginal contribution to the desiregbotives.
Appraisers, if given the choice, would generallyfop "too much data”. What is more importantdshave
an appropriate amount of data, no more or no fessriecessary to support and generate the necassary
defendable valuations.

» General Supporting DataThe appraisal staff will be primarily concernedwgpst, sales and
income data, but they will also find it necessaryasearch and compile general socioeconomic
information pertaining to the entire political unitder appraisal. The information will serve tasiss
the staff during the analytical phase of the ofmmand should include, but not necessarily be
limited to, population trends, prevailing geograplhifactors, primary transportation facilities,
primary income sources, unemployment and inconeldeinstitutional influences, the annual
volume of new construction and ownership transtrailability of vacant land, construction labor
and material costs, preponderance of residentitdlseand the amount of residential vacancies.

» Cost datamust be sufficient enough to develop or selechatidate the pricing schedules and cost
tables required to compute the replacement cosofiéwprovements needed to apply the cost
approach to value.

» All data pertaining to the cost of total buildiriggplace should include the parcel identification
number, property address and date of completiorstaection cost, name of builder, source of
information, structural characteristics and othéorimation pertinent to analysis. Questionnaires a
mailed to builders. The principal sources for ity cost data are builders and developers. lItis
generally advisable to collect data in conjunctigiin new construction.

» Sales datanust be sufficient enough to provide a represemaimpling of comparable sales
needed to apply the market data approach, to denitéand values and depreciation indicators
needed to apply the cost approach and to deriws gemt multipliers and elements of the
capitalization rate needed to apply the incomecubr.

All sales data should include the parcel identifimanumber, property classification code, month
and year of age, selling price, source of inforamti.e., buyer, seller, agent, or fee and a reliab
judgment as to whether or not the sale is repratemtof a true arm's length transaction. Salés da
should be recorded on the same form (assignedntyapeord card) used to record specific property
data and verified during the property-listing phase
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The principal source for obtaining sales datagsRhgister of Deeds Office and the real estate
transfer returns. Other sources may include dpeesp Realtors, lending institutions and individual
owners during the listing phase of the operation,

Income and expense dataust be sufficient enough to derive capitalizatates and accurate
estimates of net income needed to apply the in@ppmach. Income and expense data should
include both general data regarding existing fir@rattitudes and practices and specific data
regarding the actual incomes and expenses redélizepecific properties. The general data should
include such information as equity return expeatesj gross rentals, vacancy and operating cost
expectations and trends, prevailing property mamagé costs and prevailing mortgage costs.
Specific data should include the parcel identif@anumber, property address (or building ID),
source of information, the amount of equity, thetgege and lease terms and an itemized account
of the annual gross income, vacancy loss and apgetpenses for the most recent two-year period.

The general data should be documented in conjumgiith the development of capitalization
procedural guidelines. The specific data, singeadften considered confidential and not subject t
public access, should be recorded on special fatesigned in such a way as to accommodate the
property owner or agent thereof in submitting #guired information. The forms should also have
space reserved for the appraiser's analysis aculatidns.

The principal sources for obtaining the generariral data are investors, lending institutions and
property managers. The primary sources for obtgisiecific data are the individual property
owners and/or tenants during the listing phasefamdppeals phase of the reappraisal effort.

Neighborhood dataAt the earliest feasible time during the data inegnphase of the operation

and after a thorough consideration of the livingiemment and economic characteristics of the
overall county, or any political sub-division thefghe appraisal staff should delineate the larger
jurisdictions into smaller "neighborhood units, tleaxhibiting a high degree of homogeneity in
residential amenities, land use, economic trendshansing characteristics such as structural gualit
age and condition. The neighborhood delineatioulshbe outlined on an index (or comparable)
map and each assigned an arbitrary Valuation Add¢ation Number (VCS) , which when
combined with the parcel identification numberiggtem, will serve to uniquely identify it from
other neighborhoods.

Neighborhood data must be comprehensive enougtrimaitthe adequate consideration of value-
influencing factors to order to understand theatems in selling prices and income yields
attributable to benefits arising from the locatidrone specific property as compared to another.
The data should include the taxing district, tHeost district, the VCS number, special reasons for
delineation (other than obvious physical and ecandwmundaries) and various neighborhood
characteristics such as the type (urban, subuebai, the predominant class (residential,
commercial, etc.), the trend (whether it is denlipimproving, or relatively stable), its accedgipi

to the central business district, shopping cenitgiexstate highways and primary transportation
terminals, its housing characteristics, the estéchatnge of selling prices for residentially-impedv
properties and a rating of its relative durability.

All neighborhood data should be recorded on a afpgdesigned form during the delineation phase.
The existing property record card can serve indaEcity as it contains the current data on file.

Specific property dateust be comprehensive enough to provide the datalssesied to process the

characteristics of each parcel into an indicatiovedue, to generate the tax roll and related ¢dix r
requirements, to generate other specified outplit@provide the assessing officials with a

40



permanent record to facilitate maintenance funstéomd to administer taxpayer assistance and
appeal proceedings.

The data should include the parcel identificatiomber, ownership and mailing address, legal
description, property address, property classiicatode, local zoning code, neighborhood
identification code, site characteristics and $tmat characteristics.

All the data should be recorded on a single, siiydesigned property record card customized to
meet individual assessing needs. Each card sheudésigned and formatted in such a way as to
accommaodate the listing of information and to feat#® data processing. In addition to the property
data items noted above, space must be provideddoilding sketch, land and building
computations, summarization and memoranda. Inikgepth the economy and efficiency of a
mass appraisal program, the card should be fordhatteinimize writing by including a sufficient
amount of site and structural descriptive data wlken be checked and/or circled. The descriptive
data should be comprehensive enough to be suftatlisting any type of land and improvement
data regardless of class, with the possible exaepfilarge industrial, institutional and utility
complexes which require lengthy descriptions.hése cases, it will generally be necessary to use a
specially designed supplemental property recordment, keyed and indexed to the corresponding
property record card. The property record cardishioe made a permanent part of the assessing
system and used not only in conjunction with thelation, but also to update the property records
for subsequent assessments.

The specific property data should be compiled fexisting assessing records and field inspections.
The parcel identification number, ownership, mailaddress and legal description may be obtained
from existing tax rolls. Property classificatiomdes may also be obtained from existing tax rolls
(whenever available) and verified in the field.chbzoning codes may be obtained from existing
zoning maps. Neighborhood identification codes bapbtained from the neighborhood
delineation maps. Lot sizes and acreage may kdnelitfrom existing tax maps. The property
address and the site and structural charactenstigsbe obtained by making a physical inspection of
each property.

During the measuring and listing phase of the djgerahe appraiser must visit each property aptbtr
make personal contact with the occupant. In tlreseoof the inspection, the following proceduresinie
adhered to.

Verify the identification of the property (parcé& br PIN).

Verify the ownership (recording any transfers whiadly have occurred).

Record or confirm the property’s situs address.

Verify the property classification.

If possible interview the occupant of the buildary record all pertinent economic data.

Verify the exterior measurements and inspect theriex of the building, as well as all other
improvements on the property and record the steighth and the dimensions and/or size of each.

Record a sketch of the principal building(s), cetisg of an overhead view showing the main portibn
the structure along with any significant attachetgor features, such as porches, etc. All corapts
must be identified and the exterior dimensions shfmweach.

Select and record the proper “grade” of the impnoset (construction quality).
Select and record the proper replacement coseptarcement cost adjustments for all field priceths.

Review the property record card for completenedssanuracy.
Take photo of building
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Atfter the field inspection is completed, the prapeecord cards must be submitted to data entisopesel to
update any changes made in the field to propectyrdan the CAMA system.

Complete and accurate data are essential to tiyegono Definite standardized data collection adnding
procedures must be followed if these objectivesabe met.

PROCESSING THE DATA

This phase of the operation involves the analyfsiata compiled during the data inventory phasethad
processing of that data to an indication of vafuweugh the use of the cost, market and income appes to
value.

During the analytical phase, it will be necessargualuate cost, market and income data in ordemidde
a basis for validating the appropriate cost sctesdaihd tables required to compute the replacerashhew
of all buildings and structures; for establishignparative unit land values for each class of ptgpfor
establishing the appropriate depreciation tabldsgaidelines for each class of property; and feetiping
gross rent multipliers, economic rent and operatikmgense norms, capitalization rate tables ana célaed
standards and norms required to effect the masaiaplof all the property within an entire poliiainit on
an equitable basis.

After establishing the appropriate standards amochsiat is necessary to evaluate the specific datapiled
for each property by giving due consideration ®ftictors influencing the value of that particydesperty as
compared to another and then to process the dataririndication of value by employing the techeisju
described in the section of the manual dealing thighapplication of the traditional approachesdine.

Any one, or all three of the approaches, if apptiezperly, should lead to an indication of marlate. The
primary concern is applying the approaches on aitadge basis. This requires the coordinated &fioira
number of individual appraisers, each acting agmber of a team, with the team effort directed tovea
valid, accurate and equitable appraisal of eacpgptpwithin the County. Each property must beewed,
during which time the following procedures musglokered too.

» Verify the property characteristics recorded ongitwperty record card.

» Confirm that the proper schedules and cost tabége used in computing the replacement cost of each
building and structure,

» Confirm the determination of the proper qualitydg@and design factor is applied to each building to
account for variations from the base specifications

* Make an appraisal judgment of the overall condjta@sirability and usefulness of each improvement i
order to arrive at a sound allowance for deprewmiati

» If applicable, capitalize the net income capabtitinto an indication of value in order to detewrtime
loss of value attributable to functional and ecoiwoohsolescence.

» Confirm that the depreciated value of all improvatadias been added to the land value and review the
total property value relative to the value of corapde properties.

» Confirm that the total property value establishad loe correlated to actual sales of comparable
properties.

Once the final values have been established fdér gaperty, the entire program should be evaluated
terms of its primary objectives; do the valuesaetfh satisfactory level of market value and wimatise
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important, are the values equitable? Satisfaetosyvers to these questions can best be obtairedjtha
statistical analysis of recent sales in an assegfakes ratio study, if sufficient sales are aldd.

To perform the study, it is necessary to take eemggmtative sampling of recent valid sales and cogrthe
assessment-to-sale ratio for each of the salébedampleis representative, the computed median
assessment-to-sale ratio will give an indicatioha# close the appraisals within each district agipnate
the market value. This is providing, of coursej the sales included represent true market traosac It is
then needed to determine the deviation of eackithgil appraisal-to-sale ratio from the mediaroratid to
compute either the average or the standard davjatioich will give an indication of the degree gligy
within each individual district. What remains thieo compare the statistical measures acrosggyop
classes in order to determine those areas, ifvetligh need to be further investigated, revisingappraisal,
if necessary, to attain a satisfactory level ofigadnd equity throughout the entire jurisdiction.

The techniques and procedures set forth hereappifed skillfully, should yield highly accuratedan
equitable property valuations and should provideund property tax base. It should be noted, hexyévat
no program, regardless of how skillfully administrcan ever be expected to be error free. Thmiapp
must be fine tuned and can best be done by gikimgpixpayer an opportunity to question the valaeqa
upon his property and to produce evidence thatahe is inaccurate or inequitable. During thisdj the
significant errors will be brought to light and itadx the proper corrective action will serve to liet the
objectives of the program. What's important infthal analysis is to use all these measures dsaweahny
other resources available to assure the highestelefaccuracy and equity possible.
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NEW CONSTRUCTION PERCENTAGE OF COMPLETION GUIDE

This guide is to be used in estimating the pergentd completion of both residential and commercial
buildings under construction.

© © N o O MWD PR

e o =
No o kM 0w Db P o

PERCENT OF CUMATIVE PERCENT
TOTAL PQI|E:R|'COETI\}_\T|_ COMPLETE

Plans, permits and survey 2 2
Excavation, forms, water/sewage hookup 4 6
Concrete 14
Rough framing 21 35
Windows and exterior doors 2 37
Roof cover 40
Rough-in plumbing 4 44
Insulation 1 45
Rough-in electrical and mechanical 11 56
Exterior cover 6 62
Interior drywall and ceiling finish 8 70
Built-in cabinets, interior doors, trim, etc 13 83
Plumbing fixtures 5 88
Floor covers 3 91
Built-in appliances 3 94
Light fixtures and finish hardware 2 96
Painting and decorating 4 100
TOTAL 100%
Signature Date

As near as possible, it is essential to estimat@éncentage of completion as of January 1 ofehe fpr
which the appraisal is being made and for whickgaon the value of the new construction will bédeyv
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RANDOLPH COUNTY NEIGHBORHOOD DELINEATION

INTRODUCTION

This section is provided to establish general dinele and procedures in the identification (deliieg of
residential and commercial neighborhoods.

Definition of a “Neighborhood” or VCSvaluation Control Sectign

A set of parcels within a specific geographical aee where the parcels share a high
degree of homogeneity, the environment of which hasdirect and immediate impact on
the value of the parcels within its boundary.

The following points are noted:

» lIdeally, it is the smallest geographic unit that ba defined as a single area in which
property characteristics for all parcels are galiely homogenous.

» The term is primarily an urban and suburban conceptvever, it may be extended to rural

areas.

» Neighborhoods are characterized by the activitiegperations that are carried on within its borders

» The boundaries of a neighborhood must be delindatetie purpose of analysis. The types of
boundaries are:

(0]
(0]

o
(0]
(0]

natural, (including rivers, hills, lakes, ravireesd undeveloped areas)

manmade (streets, highways, roads, railroad traigkés-of-way, subdivision boundaries)
and

political (city limits, school districts, zoningalricts)

predominant land use and anticipated changes

housing characteristics (type, quality, age andlitiom)

There are four forces, or sets of factors, to lieembed in neighborhood analysis: physical, ecanom
governmental and social. They must be analyzedfip® their impact on each neighborhood.

It should be noted that mere size does not deterenimreighborhood, although large area neighborhumeks
the advantage of better protection from infiltrataf inharmonious influences or detrimental propages
from adjoining properties.
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NEIGHBORHOOD DESCRIPTION CODE

The appraisal technique for both residential amdroercial properties, employed for assessment pespis
mass appraisal. That is, within a neighborho@ig@elnumber of sales are analyzed and the repplis@to
a larger number of parcels within the same neididmmt. Neighborhood grouping allows for comparable
neighborhoods that are not contiguous to one antutehare sales data. Results are applied tdiaybar
group of properties (neighborhood), rather thaindovidual properties.

The mass appraisal process requires every paressined to a “neighborhood” or VCS number. This
assignment number, or neighborhood description, dimdle properties of like characteristics for
neighborhood grouping and subsequent market asaysi development of land rate tables. The large
number of neighborhood descriptions (approxime884 residential and 190 commercial) prohibits their
inclusion in this document, but are on file in Rendolph County Tax Office.

The “Neighborhood description” number is can balgha-numeric field and is user-defined.

Commercial/Industrial neighborhoods (VCS) are amsigunique VCS numbers that best identify the types
of properties located in the neighborhood. Comiakhedustrial neighborhoods (VCS) first charactét
be a zero (0). The last digit will identify thgpgymost representative of the neighborhood.

The types are: (1) CENTRAL BUSINESS DISTRICT tdicate the core is in the center of a city in
which is concentrated the major retail, finanajalyernmetal, professional and
services activities of the city. In many instan¢kese boundaries have already
been established or defined by city planners @rathencies.

(2) PERIVETER CENTRAL BUSINESS DISTRICT to indicate the auteundaries
of the central business district or core areahitivthe concentration of major
mercantile activity is significantly less pronoedc

(3) BUSINESS CLUSTER to indicate a cluster or bamof commercial
Properties grouped together due to some attraftting (such as major
intersection of interstate highways or a majompsgiiag mall.)

(4) MAJOR STRIP to indicate the type of commardievelopment in which major
thoroughfares are bordered by an almogtraayus row or strip of retail
stores and allied service establishments.

(5) SECONDARY STRIP to indicate row or strip éypommercial development
bordering secondary arteries.
(6) NEIGHBORHOOD OR SPOT to indicate -
A — dwellings located in primniesidential areas
B - for commercial propertiegjividual or scattered commercial
establishments locatelddsically residential area.

(7) COMMERCIAL/INDUSTRIAL PARK to indicate a cortlled park-like
development designed to accommodate specifitilighistrial and mercantile
properties and containing the required utilitiéseets and other appurtenances.

(8) INDUSTRIAL SITE to indicate land or land aimdprovements (not located in
an established industrial park) adaptabiénfiustrial use. Normally, this is a
combination of land, improvements and maatyimtended for the
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assembling, processing and manufacturipgoalucts of natural resources.

(99 APARTMENT/CONDOMINIUM COMPLEX to indicate #hproperty is an
apartment or condominium complex site.

Residential neighborhoods (VCS) numbers are tdifglenset of parcels for market analysis and liziude
rates assigned randomly or sequentially becausalitgpurpose is ease of “Neighborhood Grouping.”

The steps involved in the assignment of the Neididmm Description Code are as follows:

1. Identify and locate surveyed tracts and subdiviion
Assign a numerical identification code to the areas
Enter the assigned identification code into théjiddal parcels

2. ldentify and locate non-surveyed tracts and subiding.
Assign an unused numerical identification codénéodreas.
Enter the assigned identification code into théjiddal parcels

3. Identify and locate major pockets (clusters) ofgerties.
Breakdown the pockets (clusters) by like neighbodhcharacteristics.
Assign an unused identification code to each ifledtarea.
Enter the assigned identification code into théviddal parcels

4. Identify and locate rural areas of like neighboihobaracteristics.
Assign and unused numerical identification codiéoareas.
Enter the assigned identification code into théjiddal parcels

5. Identify all properties that are without a neightmd description code.
Assign to the identified properties an unused nigakidentification code or to an existing iderttiftion
code of like characteristics.
Enter the assigned identification code into théviddal parcels
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SALESRATIO

GENERAL DISCUSSION:

The property tax is aad valoremtax (according to valueand because value is defined as "market" valde an
because market value is evaluated by measurings"sail properties in the market place, then thditgua a
group of assessments may be evaluated by meatheingatio to the real estate sales from the same
geographical area as of the assessments. ThissgroEcomparing appraised values to sale priczslé

the assessment/sales ratio study.

DEFINITION:

The word “ratio” is a statistical term that, whammerically expressed, simplifies the comparison of
magnitude of numbers. There are various typeatiofs; distinguished by their base of compariduet, is
the denominator of the fraction and they may takeform of fractions, proportions, percentagesaites.
Some of the leading types of ratios are the resfitemparing a part to its whole, comparing a pmaet part
within a whole, or comparing one whole to anothbole.

SALES RATIO STUDY:

The Randolph County Tax Office has a straight fodyaurpose -- to value all properties uniformly and
equitably. Therefore, it is incumbent on the stgffraiser to place property values that reprékerdurrent
probable selling price or some constant fractiendbf.

The ratio study has been found to be a useful aahimgful tool in measuring the quality of the real
property appraisals. The measuremestsinonly referred to as ratio studies and medisesasnent levelsan
be either in the aggregate or sectional and aredfoy comparing the value placed on properties lwhio/e
sold with the amount for which the property actuabld.

Again, it is important to stress caution when reuig sales ratio results for the properties thateng a
sales file which does not always constitute a eprative sample of the property type (class) @tiou
within the County. The calculated results couldizesed, even if carefully weighted for some imaiott
classes of properties are seldom, if ever, sold.

The Sales Analyst collects and analyzes marketrivdtion that is either qualified or disqualified &ales
ratio and valuation. Only “arm’s length” transaat are used to establish market value. Transadtiat
are results of a foreclosure or short sale aremmdidered in determining market value or scheoliilalues.

STEPS IN THE SALES REVIEW PROCESS

1. Indentify the parcels that have ownership trartbfierugh deeds and MLS

2. Review of the sold properties and code each tréneaaccordingly. Ones that are obviously invalid
or disqualified such as foreclosures, family, ¢atesd parties are coded as such.

3. Verification of the remaining sales then begingisTs accomplished several ways:

(1) all buyers are mailed questionnaires
(2) review of MLS
(3) telephone confirmation

4. Review the returned sales confirmation questiorsalisting the owners state purchase
Price and disqualify/qualify as a result of theliesp
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DEED EDIT SHEET
CODE REASONS FOR REJECTION:

A. The transaction includes the conveyance of(By@r more parcels

B. Sales for which the improvements sold aremgtided in the tax assessment or the assessmiedsidc
improvements built after the sale.

C. Deed shows $6.00* or lessrevenue stamps. *Transaction is for $3,00@ss.

D. The date the deed was made, entergwtarizeds outside the dates of the study period. (Theyst
periodruns from January 1 to December)31

E. The transaction is between relativeselated businesses

F. The grantor is only conveying an undivigedractional interestio the grantee.

G. The deed reserves unto the grantor, a liféeesmtaome other interest.

H. The deed reserves unto the grantor the possesfsir lease of, the property for specified perio
following the sale.

I. One or both of the parties involved in the sa&etion is governmenta public utility lending institution
or a_relocation firm.

J. The deed conveys a cemetery lot or other tampkproperty.

K. One or both of the parties involved in the saation is a churgtschoo] lodge or some other educational
organization.

L. The deed indicates that the property conveyaitiated in more than one county.

M. The transaction is for minerals, timber, ebc.the rights to mine or cut same.

N. The transaction includes the conveyance ofpatgpropertyand the value of such is not specified
separate from the real property value in the deed.

O. The transaction is the result of a forced sakuction

P. Transaction made by the use of a ContractéadDthe agreement for which is executed and salelly
made prior to the study.

Q. The transaction involves the tramteexchangef real property.

R. The transaction is for real property, whichreatrbe clearly identified on the county tax records
S. Other (An explanation must be provided whendhie is used).

T. Appraised Value has not been determined (nestaaction/split).
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