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On Point
FROM THE APPRAISAL INSTITUTE PRESIDENT

Waiver danger
GSEs’ appraisal waiver proposal creates big risks for taxpayers
by James L. Murrett, MAI, SRA

A

s most appraisers know, Fannie Mae and
Freddie Mac announced plans last year to
waive appraisals for certain loan purchase
and refinance transactions. This move is particularly significant because these governmentsponsored enterprises own or insure $4.6 trillion
in residential mortgages — about 46 percent of
the market, according to one report.
Instead of appraisals, the GSEs are choosing
to rely on proprietary models and generally
unreliable data from MLSes and public
records for collateral risk decision-making.
The Appraisal Institute has asked Congress to
look into the matter.
The GSEs since 1994 have been exempted by
regulatory fiat from the appraisal requirements
established by Congress (Title XI of the Financial
Institutions Reform, Recovery and Enforcement
Act of 1989). However, that exemption was
granted by federal bank regulatory agencies on
the basis that Fannie and Freddie would make
responsible appraisal (emphasis added) decisions.
The issue of appraisal waivers has generated
major concern about risk. Will competition

AI asks appraisers to call on Congress
Congress is once again considering housing finance reform, and as members
continue to deliberate, they need to hear from appraisers about why waivers are
a bad idea — and a risk to taxpayers.
Fannie Mae and Freddie Mac claim they’re taking this action to lower costs and
shorten closing time for consumers. Fannie indicated that appraisal waivers thus
far represent only 5 percent of its loan portfolio; Freddie is unwilling to provide
estimates. Analyzing statements from Freddie Mac officials, the Appraisal Institute
estimates as much as one-third of Freddie’s portfolio eventually may be offered
appraisal waivers.
These programs will create unnecessary and unacceptable risks for taxpayers
and homeowners, and they come at a time when markets are at all-time highs,
which is when risk mitigation should be paramount.
E See talking points and find out how to contact your congressional representatives
at http://bit.ly/2F2jaCZ.

www.appraisalinstitute.org

between Fannie and Freddie for market share
see them engaging in an “arms race” in which
they perform minimal due diligence? Will they
compete in a race to the bottom? And what
does that mean for taxpayers who would be on
the hook while the GSEs remain under conservatorship? There is no doubt that waiving
appraisals increases risks.
First-purchase loans carry higher risk to the
GSEs than some refinance loans because these
loans are new to the balance sheet — which is
why it’s standard practice for mortgage transactions to include a complete interior inspection appraisal to better understand property
and market conditions. Conditions may
change between purchase transactions, which
is why appraisal data, including the inspection,
is so important.
You may recall that the GSEs eased appraisal
requirements before — in the early to mid2000s. The resulting decline in risk management by mortgage lenders proved disastrous
for the nation’s economy.
The Appraisal Institute last September
responded to the appraisal waiver issue by asking Congress to direct the Federal Housing
Finance Agency to delay implementation of
the programs until it can demonstrate that it is
consistent with the safe and sound operation
of Fannie and Freddie. Thus far, the FHFA has
approved the limited allowance for waivers.
Congress is considering its options for the
GSEs — specifically, whether to end conservatorship and how to do so if that’s the preferred
course. The Appraisal Institute has asked Congress to examine the regulatory exemption
granted by the agencies in light of increased
risk-taking by the GSEs. AI also has asked Congress to ensure that any new structure that
exposes taxpayers to risk has collateral valuation
policies consistent with FIRREA. F
E Read AI’s September letter to Congress
at http://bit.ly/2BxzHJy.
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Up Front
APPRAISAL INSTITUTE AND INDUSTRY NEWS

AI 2018 Annual Conference set
for July 30–Aug. 1; mountain climber
and author Alison Levine to keynote
Media Monitor
MORE THAN

2.3 billion

The number of times the
Appraisal Institute and its
professionals were potentially
seen, read about or heard in
2017 media coverage.
NEARLY

$4.5 million
The publicity value of 2017
AI media coverage, according
to a third-party vendor.

2,598

The number of different media
stories that included AI and
its professionals in 2017.

688

The number of unique media
outlets in which AI and its
professionals appeared in 2017.
E View a short video of AI’s
second-half 2017 media
coverage highlights at
http://bit.ly/AI-media-2017.
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Registration is open for the Appraisal Institute
2018 Annual Conference, which will feature keynote speaker Alison Levine, a best-selling author
and mountain climber with experience leading
teams in extreme environments.
The conference will take place July 30–Aug. 1
at the brand-new JW Marriott in downtown
Nashville, Tennessee.
Levine was the team captain for the first
American Women’s Everest Expedition and has
skied across the Arctic Circle to the geographic
North Pole. She asserts that the principles that
apply to the world of extreme adventure also
apply to demanding business environments. Her

work demonstrates how progress can be made
going backward, why egos are a good thing and
how complacency can kill you.
The 2018 Annual Conference will feature an
exciting lineup of speakers, extensive opportunities
for networking and continuing education (with the
chance to earn Appraisal Institute and state continuing education credit), an awards ceremony, vendor
exhibits, and numerous ways to explore Music City.
E Learn more about the 2018 Annual
Conference and register to attend at
www.appraisalinstitute.org/annual-conference.
E Be a part of the conference conversation
on Twitter: #AIConf18.
Keynote
speaker Alison
Levine is a
best-selling
author and
mountain
climber who
has experience
leading teams
in extreme
environments.

AI joins coalition
opposing bank’s
temporary appraisal
waiver request
The Appraisal Institute joined
more than 20 real estate industry
organizations in opposing TriStar
Bank’s request for a temporary
waiver from appraiser certification requirements.
In a Feb. 13 letter to the
Appraisal Subcommittee, the
coalition urged that the
Tennessee bank’s request be
rejected for not satisfying the
requirements established under
ASC regulations. The group
pointed out that contrary to
TriStar’s initial letter, there is a
healthy supply of commercial
appraisers throughout Tennessee, including in the four
counties cited by the bank.
Separately, the coalition
urged the ASC in a Feb. 8 letter
to provide greater transparency
in this matter by publishing the
TriStar Bank response letter that
elaborates on its initial request.
E Read the coalition letters
at http://bit.ly/2p5zvwC and
http://bit.ly/2tFmXk2.

AI supports
initiatives to fund
census, conservation
The Appraisal Institute in
December lent its support to
two initiatives, one related to
the funding of the 2020 U.S.
Census, and the other involving
a partnership with the Land
and Water Conservation
Fund Coalition.
AI joined the National Association of Home Builders, the
National Association of Realtors,
the National Multifamily Housing Council and eight other real
www.appraisalinstitute.org

States of Mind
State legislation affecting appraisers

Louisiana finalizes, reissues AMC rules
The Louisiana Real Estate Appraiser Board on Nov. 20 published its final rule
regarding compensation of fee appraisers by appraisal management companies.
AMCs operating in Louisiana will be required to “compensate fee appraisers at a
rate that is customary and reasonable for appraisal
services in the market area of the property being
appraised.”
The methods that AMCs are expected to utilize
to determine reasonable and customary fees, and
the documentation and records that AMCs are
required to maintain related to the compensation
paid to appraisers, are included in Rule 31101 –
Title 46, Part LXVII, Subpart 3, Chapter 311.
Simultaneous with the adoption of the rules, the LREAB released its “Statement
of Policy by the Louisiana Real Estate Appraisers Board Upon the Adoption of
Replacement Rule 31101.”
E Read the statement of policy at http://bit.ly/2FIO2HY.

Wisconsin enacts AMC law
Wisconsin Gov. Scott Walker on Nov. 30 signed
SB 453, legislation that enacts comprehensive
registration and oversight laws for appraisal
management companies. The law takes effect
July 1.
SB 453 is mostly consistent with the
minimum requirements for AMCs as adopted
by the federal bank regulatory agencies.
The Appraisal Institute’s Wisconsin Chapter
supported adoption of this measure and provided input,
comments and oral testimony as it was being considered.
E Find more on SB 453 at http://bit.ly/2paZ52j.

estate groups in co-signing an
industry support letter advocating for full funding of the 2020
U.S. Census.
The second initiative saw
AI becoming a partner of the
Land and Water Conservation
Fund Coalition. The LWCF
Coalition supports the permanent reauthorization and the
full funding of the LWCF, which
is the largest source of federal

funding for the conservation
of national parks, forests,
wildlife refuges, wilderness,
Civil War battlefields, working
lands, and state and local parks.
E Read the letter supporting
the U.S. Census at
http://bit.ly/2HruhSq.
E Find more on the Land
and Water Conservation
Fund Coalition at
www.lwcfcoalition.com.
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Appraisal Institute book examines
arbitration work
The Appraisal Institute’s new book Appraisers
in Arbitration introduces readers to arbitration
work and examines the various ways valuation
professionals can provide services as arbitrators,
expert valuation witnesses or consultants.
Common arbitration scenarios and real-world
examples are presented to illustrate the risks
and challenges of arbitration work.
E Order the book from AI at
www.appraisalinstitute.org/store.

Appraisal Institute partners with
RESNET to create appraisal portal
The Appraisal Institute on March 13 announced its
partnership with the Residential Energy Services
Network to launch an appraiser portal that allows
AI professionals to access data for properties
with Home Energy Rating System Index scores.
Information available to appraisers includes:
• A home’s HERS Index score.
• The date a home received its HERS rating.

•
•
•

The company that completed the HERS rating.
The name of a home’s builder.
The year a home was built.

Appraisers also can use the data to search
for homes in their markets using a range of
HERS Index scores so they can make marketbased comparable analysis.
E Read more about the partnership and
view a webinar on how to use the portal at
http://bit.ly/2FGSvYh.

AI discussion paper addresses
valuation of fee simple estates
The Appraisal Institute is reviewing feedback on
its Property Rights Symposium Discussion Paper.
The paper, shared for comment Dec. 21, stems
from a property rights symposium that AI held
Sept. 6–7 in Chicago.
Participants discussed valuing the fee simple
interest in real estate sold as leased, which is a
critical issue for eminent domain and property
taxation scenarios.

Reports in Short

From the Appraisal Institute

AI confers 563 designations
in 2017
Last year the Appraisal Institute conferred
563 designations, comprising 268 MAI
designations, 103 SRA designations,
134 AI-GRS designations and 58 AI-RRS
designations.
During the fourth quarter of 2017, AI
conferred 123 designations to 121 members, comprising 41 MAI designations,
30 SRA designations, 34 AI-GRS designations and 18 AI-RRS designations.
Designated members make a commitment to advanced education and defined
ethical requirements. The MAI designation
is held by appraisers who are experienced in the valuation and evaluation of
commercial, industrial, residential and
other types of properties, and who advise
clients on real estate investment decisions.
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The SRA designation is held by appraisers
who are experienced in the analysis and
valuation of residential real property. The
AI-GRS designation is held by appraisers
who are experienced in general appraisal
review, while the AI-RRS designation is
held by appraisers who are experienced
in residential appraisal review.
E Find more information about designations
at www.appraisalinstitute.org/designated.

AI Board of Directors
adopts amendments to bylaws,
regulations
The Appraisal Institute Board of Directors
at its Feb. 22–23 meeting in Chicago
adopted two amendments.
The first item amends the bylaws to
allow the vice president-elect to serve
as a non-voting member on the Board

of Directors if that individual doesn’t
already serve as a member of the Board.
The second item amends Regulation
Nos. 1, 2 and 3 regarding the process of
becoming a Candidate for Designation,
eliminating requirements for applicants
to submit an essay and references.
E Find more Board actions at
http://bit.ly/2Glb2uy.

AI assists appraisers affected
by natural disasters
The Appraisal Institute Relief Foundation
on March 1 reported that it provided
$66,000 in emergency assistance to AI
professionals impacted by hurricanes
Harvey, Maria and Irma. AI is grateful to
everyone who donated.
E Find out more about donating or seeking
aid at http://bit.ly/2GtfCHk.
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FHA to stop purchasing loans
with PACE assessments

Nearly 50 participants, all experienced in valuation theory and practice, were invited by the AI
Body of Knowledge Committee to the symposium.
The event was moderated by professional facilitator and strategic planner Dr. Duke Kuehn.
The paper describes the symposium proceedings, summarizes issues discussed during the
event, sets forth ideas advanced by attendees,
explores possible implications of those ideas, and
poses numerous questions that readers are
encouraged to consider.
The ideas, views and opinions expressed in
the paper are not endorsed or approved by the
Appraisal Institute. AI has neither taken a position
on the matters discussed; made any revisions to
The Dictionary of Real Estate Appraisal, 6th edition,
or The Appraisal of Real Estate, 14th edition; nor
made a proposal to do so.

The Federal Housing Administration announced
Dec. 7 that it would stop issuing mortgages on
properties that include Property Assessed Clean
Energy assessments. The decision is part of a
broader effort to protect the agency’s SingleFamily Mutual Mortgage Insurance Fund.
The FHA, which began insuring mortgages
with PACE assessments in July 2016, also noted
concerns regarding property overvaluation, stating
in its announcement, “While the existence of
FHA-insured financing for properties with PACE
assessments creates additional choices for financing options, potential borrowers may face risk associated with the potential for property overvaluation
due to the unknown or miscalculated effect of the
PACE lien on the property value.”

E Read the paper at http://bit.ly/2DpU7Ec.

E Read the announcement at http://bit.ly/2pdEw5B.

www.appraisalinstitute.org
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Legal Matters
PROTECTING YOUR BUSINESS AND YOURSELF

Storm damages
Don’t let a natural disaster become a liability problem
by Peter T. Christensen

T

About the Author
Peter T.
Christensen
is LIA Admin
istrators &
Insurance
Services’ general counsel.
LIA manages the Appraisal
Institute’s endorsed E&O
program for appraisers.
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he U.S. experienced a record number of
weather-related disasters last year. Sixteen
separate weather events each resulted in
more than $1 billion in losses, and nationwide
weather-related damages exceeded $300 billion,
according to the National Centers for Environmental Information. A substantial amount of
valuation work is required following each natural disaster, but do appraisers need to worry
about liability issues?
Many appraisers are specifically trained in
how to respond once disaster strikes. They may
work directly with the Federal Emergency Management Agency or another federal agency, or
they may assist in determining losses for insurance or tax purposes. Appraisers doing this type
of work typically have detailed standards and
procedures to follow. Fortunately, I have not
seen appraisers face liability threats from this
kind of disaster work, which can be a rewarding
way to aid recovery efforts.
Unfortunately, the types of appraiser liability
claims I do sometimes see following a natural
disaster relate to regular appraisals. These
assignments involve a lender/client seeking a
property appraisal immediately after a disaster,
or hiring an appraiser to reinspect or recertify
the value of a property that was appraised
shortly before a disaster.
Let’s look at one such claim and consider a
few commonsense ways to mitigate the threat.
An appraiser in Tennessee working for a longterm client performed a purchase loan appraisal
for a single-family residence. The assignment
included the customary interior and exterior
inspections, and was reported on a Uniform
Residential Appraisal Report. About a year later,
the same lender asked the appraiser to perform
a drive-by appraisal of the same property for a
refinance loan to the same borrower. Within
a few months, the area suffered severe flooding

that damaged hundreds of homes. The borrower defaulted a short time later, and the
lender foreclosed.
The lender then asked the appraiser to do
another drive-by appraisal that it would use to
help determine whether it should acquire the
property in foreclosure by bidding its total outstanding loan or if it should permit the property
to sell to a third party for a lower amount.
Given the recent flooding, the lender said the
appraiser needed to specifically comment on
whether the property showed “any evidence of
exposure to recent flooding that affected the
area.” The appraiser was uncomfortable with
this request and explained to the lender that he
might not be able to make such an assessment,
especially when only conducting a drive-by
inspection. The lender asked the appraiser to
“do your best.”
The appraiser didn’t want to walk away from
an assignment from a longtime client — but he
also didn’t want to take on liability exposure.
This appraiser had always included extra language in his reports for drive-by appraisals, reiterating that his inspection was limited to a
simple curbside viewing of the property. In this
report, the appraiser added a brief description
of the area’s flooding, explaining that while the
property was in an area impacted by flooding,
there did not appear to be any visible, external
evidence (such as visible water stains) that
floodwaters had touched the structure.
Although he included in his report only the
standard photos required for this type of assignment, he did take several extra photos of the
property, which he fortunately retained.
Sometime later, the lender’s attorneys threatened the appraiser with a legal claim.
The lender acted on the appraisal report and
acquired the property — and shortly thereafter
a major portion of the roof and ceiling collapsed
www.appraisalinstitute.org
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into the house. An engineer hired by the lender
reported that he believed a contributing cause
of the collapse was flood damage to structural
supports in the crawl space. The lender
demanded to know why the appraiser had failed
to report structural problems and insisted the
appraiser compensate it for repair costs.
Our claims counsel assisted the appraiser
in dealing with this sensitive situation. The
appraiser was angry with the lender for trying
to place blame on him, but he wanted to
maintain the long-term client relationship. He
drafted a letter explaining his initial hesitancy
to complete the assignment. He highlighted
all the language he added to his report about
only inspecting visible areas, and he included
the extra photos he took, which did not show
any damage to the structure or the roof. After
sending his response, the appraiser heard nothing further from the lender — until he later
received an assignment to perform another
new appraisal. The lender never officially
abandoned the claim, but never mentioned
anything further about it, and never filed a
lawsuit. (That’s just the way some claims die
— without a climactic ending.) The appraiser
continued to receive assignments from the
lender, and we closed the claim file.
The appraiser in this situation did everything
right to avoid liability. He took a few extra photos — and retained them for his own protecwww.appraisalinstitute.org

tion. He added a description of the disaster to
his report. He included an advisement about
the limits of his inspection, which in this case
was only a drive-by.
When assignments involve a fuller inspection
and appraisers are asked to comment on postdisaster damage, or when they’re appraising
property located in an area affected by a recent
disaster, I recommend they include in their
reports language such as this:
Appraiser is not a building inspector, contractor or
engineer. Appraiser conducted a visual inspection
only of the accessible areas. Appraiser makes no
guarantees about the structural integrity or con
dition of the property and assumes no adverse
conditions exist. An expert should be consulted
and further inspection conducted if there are any
concerns about structural integrity or hidden
damage not observable by the appraiser.

Of course, if damage is detected during the
inspection, the appraiser should provide a
detailed description of what he or she observed,
consider whether the appraisal should be made
“subject to repair” and then provide plenty of
photographic evidence. We’ve never defended
a case against an appraiser in our insurance
program where we, as the defense attorney or
the defense appraisal expert witness, felt the
appraiser took too many photos. F

These assignments
involve a lender/
client seeking a
property appraisal
immediately after a
disaster, or hiring an
appraiser to reinspect
or recertify the value
of a property that
was appraised shortly
before a disaster.
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Sector Spotlight

WORKING
TOGETHER
Market disruptor or passing trend?
Co-working spaces are taking
the office market by storm
by Deborah R. Huso

I

WeWork dominates the co-working
environment in New York City, often leasing space in neighborhoods with many
tech and media firms. Right: The commu
nity bar in WeWork’s Chelsea location.
12 VALUATION • Q1 2018

PHOTO COURTESY OF WeWORK

magine heading into the office for the day — but it’s not
your office, and the other people working there aren’t your
co-workers. You might not know them or have seen them
before, and you may never see them again.
Welcome to co-working. These shared offices — typically
stylish spaces in urban settings — offer both common and
private work areas and conference rooms, and are equipped
with Wi-Fi, printers/copiers, shredders, A/V gear and, of
course, gourmet coffee.
Co-working office spaces started holding their own after
the Great Recession and the explosive growth of the “gig
economy.” Now, after a decade of economic recovery, shared
workspaces continue to be dominated by the self-employed,
entrepreneurs and startups. They attract independent professionals who can work from anywhere but want or need an
environment that’s more professional than their home office
or the local Starbucks. Technology also has increased the
number of remote employees or those working from home

www.appraisalinstitute.org
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blocks of space in a

(or coffee shops). And corporations have realized the financial benefits of decreasing office
space and letting their employees work from
virtually anywhere.
Manhattan already has 7.7 million square
feet of co-working space, Los Angeles has
3.7 million square feet, and Atlanta and the
Dallas/Fort Worth area are tied at 1.5 million
square feet each, according to the report
Shared Space: Coworking’s Rising Star, issued
in February by Yardi Matrix, a commercial
real estate analytics firm.
Many industry experts think co-working
spaces are here to stay, particularly in the
knowledge economy, which tends to foster
lower-budget, entrepreneurial operations. So
how might this growing trend influence the
commercial real estate sector?

number of different

Co-working’s market impacts

“In New York,
they’ve come in
and taken very large

submarkets, not just
in Manhattan, but
also in Brooklyn
and Queens.”
—Christophe Porsella, MAI
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The office market overall is healthy, with an
average nationwide vacancy rate of 13 percent
at the beginning of the year, according to real
estate services firm CBRE. The average lease
rate during fourth quarter 2017 was $32 per
square foot, with net absorption of 6.9 million
square feet. Developers added just over 11 million square feet of new office space during the
last three months of 2017.
And co-working spaces? “They make for positive absorption in the office market,” says
Thomas McDonnell, MAI, president of U.S.
valuation services for CBRE. He noted that the
larger firms, such as Regus and WeWork —
which together account for nearly 60 percent of
all co-working space — are leasing larger and
larger spaces, although it may be a stretch to say
they’re having a significant impact on overall
office absorption rates.
Julie Whelan, head of occupier research for
the Americas with CBRE, questions, from a
tenant perspective, whether co-working adds
tenants to or takes them from the market, noting that co-working spaces could soften the
sector involving office space of 5,000 square
feet or less. She notes that typical office lease
terms can’t compete with the short-lease terms,
flexibility and immediate workspace solutions
that co-working spaces provide to entrepreneurs who might otherwise have leased their
own small offices.

However, with more companies, especially in
tech and finance, looking at “space utilization”
in order to trim costs, “co-working spaces allow
companies to plan for average occupancy,”
Whelan says, adding that with so many people
working remotely, companies no longer need
space for every employee and are making leasing
decisions accordingly.
In Chicago, the office vacancy rate is 13 percent and rental rates hover around $30 per
square foot, according to Ken Konrath, MAI,
senior managing director at valuation and advisory firm BBG. He says concessions have
reached an all-time high, with building owners
working to lure tenants with everything from
months of free rent to free office furniture.
Some of the biggest tenants, he notes, are
co-working companies including WeWork,
1871 and MakeOffices.
Christophe Porsella, MAI, partner and head
of the New York office of valuation firm Joseph
Blake & Associates, says that firms operating
co-working spaces tend to seek leases in neighborhoods with many media and tech companies. “In New York, they’ve come in and taken
very large blocks of space in a number of different submarkets, not just in Manhattan, but also
in Brooklyn and Queens,” he says.
Firms like WeWork (which dominates the
co-working environment in New York City)
typically lease Class B office buildings and complete substantial renovations. “They pay a high
rent level, above what a typical user would pay,”
Porsella says, “but they’re getting above-market
tenant improvement allowances.
“I think in the future you will see larger, traditional landlords offer a competing shared
workspace product rather than leasing to a
WeWork or something similar,” Porsella adds.
In the Chicago market, Konrath doesn’t see
traditional landlords wading into co-working
spaces. “I’ve had clients configure buildings for
both general office and co-working space,” he
says, “but overall, I don’t think building owners
want to get in the business of that. They’d rather
bring in an operator like a WeWork, with a
proven business model.”
Other markets, however, see the co-working
space as a more substantial threat to the traditional office sector. “WeWork has become a
competitive landlord in Boston,” says Robert
www.appraisalinstitute.org

Total office space vs. percent co-working

Maloney, MAI, senior director of valuation and
advisory at Cushman & Wakefield in Boston.
“The co-working firm has started marketing
large blocks of space on the sublease market,
and tenants view these availabilities as legitimate, competitive options.”
For example, in just over four years, WeWork
has leased more than 500,000 square feet in
Boston and Cambridge alone, according to
Maloney, who expects the company’s reach to
grow even more this year.
This is not to say the co-working segment
represents a negative in the market. Maloney
notes that many Central Business District landlords in Boston have benefited from the shared
workspace concept because it’s created new
demand for office space among businesses with
remote employees.
“They want to attract a millennial workforce
that is less concerned with having a private
office than with having a high quality of life and
a work experience that is enjoyable and tolerable,” Porsella says.
www.appraisalinstitute.org

With technology breaking down barriers
between life and work, millennials are working
longer hours — a 12- or 14-hour workday isn’t
unusual — and they want their environments
to be motivating. However, it would be unwise
to see millennials as the only, or even primary,
market for co-working spaces. Whelan notes
that the average age of an employee in a
co-working environment is 36.
“Any sort of startup business in any field is
going to be attracted to a co-working environment,” Porsella says, “because it gives them flexibility to expand or decrease the number of
employees very quickly.” While tech and media
companies tend to use shared workspaces more
than other sectors, he doesn’t think the appeal is
exclusive to those industries. He notes that even
Fortune 500 companies use them.

Leveling demand
and the impact of a downturn

“Tenants view
these availabilities
as legitimate,
competitive options.”
—Robert Maloney, MAI

While most industry experts agree the demand
for co-working spaces will continue, they also
VALUATION • Q1 2018 15
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According to a Yardi Matrix report, areas with many self-employed individuals and startups have above-average shares of co-working
space compared with total office space. E Download the report, Shared Space: Coworking’s Rising Star, at http://bit.ly/co-working-report.

“Building owners
are bringing in
tenants that would
never have signed a
PHOTO COURTESY OF REGUS

lease five to 10 years
ago because they
were too small for it
to make sense.”
—Ken Konrath, MAI

Regus is the industry pioneer, having opened “executive suites” in Europe in the 1990s. The
concept has evolved to include a variety of shared and open office settings like this casual space.

The biggest players in the co-working space
Regus holds 9.4 million square feet of shared
workspace throughout the country, while
WeWork — perhaps the most recognizable
name in the co-working space — has 6.5 mil
lion square feet, according to Yardi Matrix. The
commercial real estate analytics firm in February released its report on shared office space
to quantify how much commercial real estate
these environments occupy.
Other significant names in the co-working
space include Spaces, Industrius and Knotel.
Green Street Advisors, a commercial real
estate advisory firm, reports there are around
14,000 co-working spaces worldwide, compared with just 600 eight years ago. WeWork
opened a single office in New York City in
2010, and now has 160 global locations and
a valuation of $20 billion.
While there are hundreds of small co-work-
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ing firms throughout the country, the biggest
tend to dominate. In New York City, for
example, WeWork is the 11th-largest office
tenant, with 2.12 million square feet of leased
space, according to analytics firm CoStar. It’s
also one of the few firms that is aggressively
leasing space right now.
“They’re so well-capitalized and therefore can
offer concessions other operations can’t afford
to,” says Christophe Porsella, MAI, partner and
head of the New York office of valuation firm
Joseph Blake & Associates. “WeWork is cutting
off competition with its generous incentives.”
Regus was the industry pioneer, opening its
first co-working spaces in Europe in the 1990s.
At the time, they were more commonly known
as “executive suites” and designed for traveling
personnel or those within the traditional office
sector who were working remotely.

www.appraisalinstitute.org

expect demand to level off and the exponential improvement allowances could increase cash
expansion to slow down. “I think it’s a niche flow concerns and create greater tenant turnover.
[market],” Porsella says, “and in the not too disThen there’s the issue of what might happen
tant future, I expect the shared workspace mar- to co-working spaces in the event of an ecoket to become saturated.”
nomic downturn.
Porsella says he hasn’t seen that co-working
“If the economy goes bad, the first thing
spaces have much influence on the value of companies will cut in their budgets is rental
office buildings or on lease rates.
rates, especially if they have no long-term
Konrath agrees, but says there are other mar- commitments,” Konrath says. And it’s the
ket impacts from the increasing popularity of absence of long lease terms that make co-workco-working spaces. “Building owners are bring- ing spaces attractive to so many companies,
ing in tenants that would never have signed a especially small businesses and startups.
lease five to 10 years ago because they were too
McDonnell suggests that if there is a shift
small for it to make sense,” he
in the economy, the shorter
explains. Now smaller comleases associated with copanies with less revenue can
The FASB effect
working spaces will prove
rent office space at much
A rule change from the Financial
risky. Thus, many landlords
more attractive terms.
Accounting Standards Board
and building owners are
Considering that office
that takes effect in January
not likely to devote a
space per employee has
could help grow the co-working
whole structure to the
dropped from 250 square
concept because it will require
concept. He advises clients
feet to 150 square feet during
corporations to start treating
to “consider what sector
the past 20 years, “there’s not
lease obligations as debt on their
your tenants are in and how
much more fat to cut” when
balance sheets. Doing so might
stable that market is. A lot
it comes to reducing funcmake them less inclined to take
of co-working users are
tional office space, according
on the long-term leases associstartups.”
to Porsella.
ated with traditional office spaces.
With that risk in mind,
When it comes to Class B
E Read more about the FASB
developers that incorpoand C buildings in the
rule change on page 18.
rated their own shared
Boston area, Maloney says,
spaces
into
buildings
co-working spaces seem to
designed them in such a
be contributing to higher vacancy rates for way that they can easily be converted back
office suites under 2,000 square feet, as those to conventional office space, K
 onrath says.
tenants have moved their operations into
“This is where we go from co-working to the
co-working spaces. He fears that in the long agile space strategy, which is important to tenhaul, the increased density of workers that the ants, whether co-working or something else,”
trend inspires will increase vacancy rates — Whelan explains. “That means spaces that can
even as the co-working trend has brought easily convert to serve the needs of different
more users to office buildings.
tenants will likely become a more important
“The short-term flexibility offered by trend than co-working spaces alone.”
co-working operators could force traditional
Whelan says co-working is popular right now
landlords to shorten lease-term requirements for the same reasons everything in the sharing
and increase tenant improvement allowances to economy is: End users don’t want to be concompete,” Maloney says. He recently appraised nected to a product they’re not going to use all
an office building in Cambridge in which he the time, and people want experiences, not just
says the co-working tenant received a tenant products. “It’s not a question of will the
improvement allowance of more than $100 per co-working space survive,” Whelan says, “but
square foot, almost twice that granted to typical how will it evolve?” F
office users in the neighborhood.
Maloney cautions that, from a valuation Deborah R. Huso is a freelance writer based
standpoint, shorter-term leases and higher tenant in Earlysville, Virginia.
www.appraisalinstitute.org

“Spaces that can
easily convert
to serve the
needs of different
tenants will likely
become a more
important trend
than co-working
spaces alone.”
—Julie Whelan
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Best Practices

Rules for
reporting
A change in accounting standards is prompting tenants
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and appraisers to take a hard look at leases
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A

by Peter Haapaniemi

decade ago, the Financial Accounting Standards Board started
looking into how companies handle leases in their financial
reporting, and determined change was in order. After years of
deliberation, the board came up with a new standard that
takes effect in less than a year — and will dramatically alter the way
businesses account for their leases.
By Jan. 1, 2019, the new FASB standard, Leases (ASC 842), will require
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companies to start including their leases
on the balance sheet instead of as notes
in the back of financial reports. Putting
lease information on the balance sheet,
the thinking goes, will make it easy for
investors to find it, and will better clarify
the impact of lease obligations on the
bottom line.
With such fundamental change to the
way accountants handle leases, appraisers
undoubtedly will be affected. The ques
tion is, how — and how much? The
answer appears to be that while the FASB
standard may not trigger a boom in valua
tions, it may well open several industry
opportunities, and appraisers will need to
understand how the changes affect them
and the clients they serve.

Why change the rules?
The new FASB standard has its roots in a
2005 U.S. Securities and Exchange Com
mission report that called for changes to
lease accounting. The issue was that infor
mation about operating leases was not
always easy to find. Generally, leases were
discussed in a paragraph or a footnote
somewhere in the financial report — that

Marius W. Andreasen, MAI:
“Now, if one company decides to
buy a property and finance it, while
another one decides to do a longterm operating lease, there will be a
degree of balance sheet comparabil
ity between those two firms.”
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is, buried. As a result, investors could be
unaware of how those leases affected a
company’s financials and its lease obliga
tions, which essentially is debt contractu
ally owed by the company.
Under the new standard, public com
panies will need to separately recognize
right-of-use assets and corresponding lease
obligations. “The goal here is more trans
parency for investors and greater compa
rability across firms,” says Marius W.
Andreasen, MAI, senior managing director
and national practice leader of the Valua
tion & Advisory Financial Reporting Prac
tice at Cushman & Wakefield in Chicago.
“Now, if one company decides to buy a
property and finance it, while another
one decides to do a long-term operating
lease, there will be a degree of balance
sheet comparability between those two
firms,” he explains. “Before, the firm
that decided to lease wouldn’t have that
liability reflected on the face of the bal
ance sheet. All that is going away. Those
liabilities won’t be lurking in the foot
notes anymore.”
The FASB standard covers a range of
lease types, including equipment leases,
but real estate accounts for a significant
proportion of the total — and that total is
huge. Estimates vary, but Moody’s Inves
tors Service projected that the change will
add about $1 trillion in liabilities to cor
porate balance sheets. And existing leases
will not be grandfathered out of the rule,
which means this shift will happen quickly
since the standard takes effect for public
companies in January.

Shorter leases on the horizon?
Just how this change will affect the real
estate valuation process depends on how
lessees respond — and at this point, they
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appear to have their hands full working
through the initial stages of implement
ing the new standard.
“Right now, most, if not all, public
companies are really focused on being in
compliance with the new standards by
the effective date,” says Jeff Beatty, senior
managing director of CBRE’s Financial
Consulting Group and director of the
company’s Global Task Force on Lease
Accounting. “They’re intent on finding
their leases and getting them abstracted or
re-abstracted to get the necessary informa
tion from them.”
The new standard, he explains, requires
additional information that originally
may not have been abstracted from the
leases. Many companies also are spending
a great deal of time and effort exploring
new technology platforms, or upgrading
existing platforms, that will need to be
deployed and populated with data.
For appraisers, there may be opportu
nities to help companies value their
lease-related liabilities as they adjust to
the new rule. “The amount that is going
to come on the balance sheet is to be
calculated as the present value of the
remaining lease payments, and that’s
going to be determined using either the
company’s incremental borrowing rate or
the rate that’s implicit in those leases,”
says Andreasen. “So there’s potential for
some valuation work there.”
However, Andreasen points out that
this may not happen as often as one might
think because of the FASB standard’s lan
guage. “It is very prescriptive in the way
the asset is calculated,” he says. That is, it
takes a formulaic approach that may not
require the use of a licensed appraiser.
With that in mind, the opportunity
here might be for large valuation firms to
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Jeff Beatty: “Given the looming
deadline, most companies are
focused on simply being compliant
with the new standard and therefore
haven’t had the time to give much
thought to strategy decisions.”
“tie in with international accounting
firms,” says Richard Maloy, MAI, princi
pal at Maloy & Co., in Birmingham, Ala
bama. “They might work on projects like
providing lease values on a REIT that
owns hundreds of shopping centers.”
The standard may also motivate com
panies to seek shorter leases, says Michael
Hedden, MAI, a director of the Houlihan
Lokey investment bank in New York.
“There is some thought that the new stan
dards will cause tenants to shorten the
length of their leases — that they are not
going to do 15- and 20-year leases because
of the huge liability it puts on the balance
sheet. That’s one of the things that
appraisers need to think about in their
analyses of income flows as part of the
income approach,” he says.
Shorter leases would increase the risk
of turnovers and renegotiations, which
would need to be factored into valuations.
Access to lending could be a concern,
as well. “Imagine a retail chain with
400 or 500 locations,” says Louis Yorey,
MAI, senior managing director of Advi
sory Services at BBG, a national com
mercial real estate valuation, advisory
and assessment firm. “If they start see
ing hundreds of millions of dollars of
lease liabilities hitting their balance sheet,
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are they creating an issue with potential
debt covenant and debt ratios?”
Some companies that have been leasing
may find it worthwhile to reevaluate their
lease-versus-own strategies, since both
ownership and leasing will result in
amounts being recorded on the balance
sheet. In general, the lessees that are most
likely to reconsider their ownership strate
gies are “large, mature companies with
strong balance sheets that currently lease
core assets on long-term leases in free
standing buildings that potentially could
be purchased,” says CBRE’s Beatty.
In practice, the impact of these factors
is likely to be limited because companies
thinking about lease term and ownership
typically will look at the bigger picture.
When contemplating shorter leases, for
example, companies need to consider
ramifications such as higher rent, fewer
concessions from landlords and losing the
ability to control the space.
Similarly, companies thinking about
ownership primarily look for the best use
of their capital rather than worry about
how their leases are accounted for.
Indeed, in a CBRE/PwC survey of more

Michael Hedden, MAI: “There is some
thought that the new standards will
cause tenants to shorten the length
of their leases — that they are not
going to do 15- and 20-year leases
because of the huge liability it puts
on the balance sheet.”
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than 500 companies, only 10 percent
said the new standard would prompt
them to consider changing the length of
their leases. In terms of ownership, only
“8 percent of those surveyed said they
might prefer to own versus lease assets
going forward, 68 percent said no
change, and the remaining 24 percent
were not sure,” says Beatty.
However, the business world is still in
the early stages of digesting the new stan
dard, and the situation may change, as
evidenced by the nearly one-quarter of
“not sure” survey respondents. As Beatty
notes, “We haven’t seen or heard much
about lessee behavior changing. Given
the looming deadline, most companies
are focused on simply being compliant
with the new standard and therefore
haven’t had the time to give much thought
to strategy decisions.”

The appraiser’s perspective
Looking ahead, several potential opportu
nities for appraisers may develop. “I think
there will be times when companies will
call in valuation professionals to analyze
leases that are very complex, where they
want to be sure that they are booking the
right liability,” says BBG’s Yorey. “In addi
tion, there are developing opportunities
where we are seeing proposals with
detailed analysis being developed to pro
vide support on the borrowing rate, which
is used in the lease liability calculation.
Leases under the new standard will get
more scrutiny from both a compliance
and a valuation point of view.”
Meanwhile, says Andreasen, “The new
standard doesn’t have what is termed
‘bright line’ guidance for classifying
whether a lease is an operating lease or a
finance lease. That increases the level of
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judgment that’s required, and there may
be issues pertaining to the value of the
underlying asset of the lease. That could
potentially create opportunities for
appraisers to assist corporations, particu
larly with new leases.”
The specifics of how the standard is
implemented and used may evolve, and
appraisers should look for opportunities
to weigh in on the issue, says Maloy. For
example, valuation professionals can focus
on helping the accounting industry
understand how an appraiser’s perspective
could help meet the SEC’s goal of
increased transparency for investors.
He notes that the new rule’s formulaic
approach to valuing leases does not appear
to include “a realistic opinion of what hav
ing that lease in hand is worth to a lessee.”
Thus, the formula approach might not
accurately reflect below-market rent as an
asset. Or it might provide an incomplete
picture of liabilities.
For example, Maloy says that in looking
at a grocery chain years ago, his firm
found that a significant number of stores
were paying very high rent — so much so
that the stores would never be profitable
and were dragging down the rest of the
chain, which eventually went bankrupt.
“We found that they had 20-some stores
that were dark, that they were still paying
rent on,” he says.
But that kind of problem did not show
up on the balance sheet back then and, he
says, may not do so even under the new
rules. A more rigorous approach to valu
ing leases for financial reporting could
help investors gain better insights into
such risks.
Maloy also suggests the industry con
sider changing some of its practices to
make it possible to provide reports that are
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Louis Yorey, MAI: “I think there will
be times when companies will call
in valuation professionals to analyze
leases that are very complex, where
they want to be sure that they are
booking the right liability.”
tailored to the needs of the accounting
industry. Companies will need to update
valuations on an annual basis for their bal
ance sheets, he explains, but they don’t
want full narrative appraisals on every
property every year.
One way to meet that need is to have
state appraisal boards allow appraisers to
provide full initial valuations on property
(for non-banking/lending purposes) that
could be followed up with abbreviated
annual updates of perhaps a few pages.
However, regulators need to avoid con
straining appraisers just to satisfy the
needs of the client base.
Once the dust of implementation set
tles, appraisers should closely monitor
what happens in the marketplace because
lessees may rethink some of their leaserelated plans. “From an appraiser’s per
spective, there should be a heightened
awareness of this in 2019 and 2020,” says
Houlihan Lokey’s Hedden. “The chang
ing landscape around the new FASB stan
dard is still being worked out.” F
Peter Haapaniemi is a freelance writer
based in metro Detroit.
E Find more on the new FASB standard at
http://bit.ly/FASB-ASC-842.
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Property Analysis

THE BEST
OFFER?
A case study of what happened when
nine parcels of farmland received auction bids
far short of appraised values
by William J. Barrett

A
PHOTOS: MASTERFILE
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farming operation in a Midwestern state
owned nine parcels of farmland. The
		bank that mortgaged the properties
			 had not been paid, so, with cooperation from the owner, it arranged for public auction of the real estate.
Both the bank and the owner expected to set
reserve prices for the properties prior to auction. They each had appraisals to guide their
approach to reserve prices; the opinion of value
reported in the appraisals obtained by the bank
was about 15 percent lower than that reported
in appraisals obtained by the property owner.
Nonetheless, both the bank and the owner
proceeded to auction without setting reserve
prices because they were confident the large
number of registered bidders eliminated the
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The best
conclusion is
that the auction
was properly
conducted and
therefore a reliable
indicator of the true
market value of the
properties. Does it
then necessarily
follow that there
were issues with
the pre-auction
appraisals?

need to do so, and they were encouraged by
recent auction outcomes for farmland in the
area. However, each side reserved the right to
pull a property from auction should the bids
fall short of expectations.
The first property on the block inspired
spirited bidding and sold for an amount
exceeding the appraised value in both reports
(the price was expressed as per acre of land).
This early success made the bank optimistic
that it would see a troubled loan repaid in full
and made the owner confident there was
equity in the properties.
The optimism was short-lived, however, as
bidding for the remaining properties fell flat.
At best, the high bids were about 15 percent
lower than the more conservative appraised values. Some of the properties saw bids that were
less than half their appraised values. This disappointing bidding resulted in five properties getting pulled from the auction.
What happened? Was there a problem with
the auction or the process? Did something
happen to discourage prospective bidders?
Was the auction in fact a success, and were
the high bids reflective of true market value?
If that is the case, what about the pre-auction
appraisals? Did the users misinterpret or incorrectly rely on them?
I attended the auction as the attorney rep
resenting the bank. My observations here
should not be taken as a professional critique
or a peer review of the appraisals involved.
I am a frequent close observer of sales of
income-producing real estate, and I have read
many appraisals of such properties. A combination of professional and personal curiosity
led me to explore in this article why the outcome of the auction varied so much from what
the seller and its lender had expected based on
their recent appraisals.

The auction
The threshold question is whether the auction
was a good one. On the most basic level, a
good auction requires two or more bidders.
Did this one attract enough people who appreciated the farmland and who could financially
handle the purchase? Were bidders made aware
26 VALUATION • Q1 2018

of the auction and given enough time to prepare to attend? Was there enough time for
them to review the due diligence material
made available to bidders, and to conduct
their own due diligence if necessary? Was there
time to arrange financing?
This auction was advertised four weeks in
advance and in a variety of ways, including
land auction websites, flyers located in places
where farmers gather, direct mail to known
farmland buyers and an advertisement in the
land-sale section of a major regional news
paper. The auction was well-known and closely
observed by lenders in the area. It was conducted in a large, comfortable space close to
the properties and central to the prospective
bidders, and the auctioneer was experienced
in auctioning farmland in the area. More than
40 prospective bidders attended in person, and
10 others participated by telephone or online.
Detailed information about the land, including
surveys, crop reports and soil reports, was provided to those who requested it.
The first property offered for bid was known
to be the best of the bunch. It drew multiple
bids, with the final, highest bid within range
of the value in both sets of appraisals. That fact
alone offers reassurance that the auction process was at least adequate, so neither the owner
nor the bank could blame the auction process
for the disappointing results. In other words,
no one thought that a do-over would result in
better bids.
Nothing had occurred in the broader economy within several weeks leading up to the
auction that might have had a chilling effect.
No stock market plunge, terrorist attack, collapse in prices for corn or soybeans. Interestingly, several parties who attended the auction
but basically sat on their hands later contacted
the auctioneer to make late bids — an obvious
strategy to buy property after competitors
had left. Whatever one thinks of that tactic
or the propriety of reopening bidding once a
bid has been designated as the highest and
best one at the conclusion of the auction, it
became clear that these late bids would not
drive the property prices to anywhere near the
appraised values.
www.appraisalinstitute.org

The appraisals
The best conclusion is that the auction was
properly conducted and therefore a reliable
indicator of the true market value of the properties. Does it then necessarily follow that there
were issues with the pre-auction appraisals?
As previously noted, I’m not providing a peer
review of the appraisals or making a professional critique of them, but as the attorney representing the bank in this transaction it is my
duty to review components of the appraisals.
Here’s what I found:
Following the auction, I reexamined the
appraisals prepared for my client and noted
several limitations. The first involved the number of comparable transactions included in the
report and the recentness of those transactions.
One report included only three comparable
transactions while the rest included four, and
they covered a period of nearly two years. If
those three or four comparable transactions
were the only ones available, I would have liked
the appraiser to note that in the reports.
The second limitation was that the comparables were not weighted in favor of the most
recent transactions. Had that been done, the
disparity between the appraisals and the auction results would have been much narrower.
Related to this limitation was the lack of an
analysis of any broad trend in farm values; the
reports included published information on
trends, but the data was too general and too
dated to be useful. When I compared the most
recent appraisals with ones performed one,
two and three years earlier, it appeared that
land prices were continuously trending downward. An extrapolation of that trend to the
date of the auction would have resulted in
opinions of value closer to the auction results.
A fair response might be that it is the role of
the appraiser to provide an opinion of value as
of a fixed date based on conditions that are
known and events that have occurred, and not
to speculate as to the continuation or reversal
of any pricing trend. With hindsight, it’s easy
to spot trends, but identifying future ones is a
crapshoot. Still, giving recent appraisals more
weight than older ones would be more useful
for lenders and potential buyers.
www.appraisalinstitute.org

The final limitation I noted involved distinctions the appraiser made when analyzing
comparable transactions, and how those
related to the distinctions that prospective bidders made about the property conditions. The
appraiser focused on the relative productivity
of each parcel, as measured by “soil condition”
classifications — and the soil condition analysis for each parcel was impressive work. Based
on government soil productivity maps, the
appraiser divided each parcel into subparcels
and arrived at opinions of value based on comparable transactions involving parcels with
similar soil conditions.
However, I heard several prospective buyers
who attended the auction remark negatively
that the properties were not “tiled.” Tiling
farmland involves installing drainage tiles to
expedite the removal of excess water from
below the surface. Farmland that isn’t tiled is
less productive — at least for growing corn and
soybeans — and therefore less desirable.
Further investigation into the importance of
drainage tile on the value of farmland revealed
that tile, or the lack thereof, significantly influenced how prospective buyers viewed the
potential of the land. I learned that the absence
of tile was a contributing factor to why the
auction prices were lower than the prices of
other farmland in the same area. However,
when I reread the appraisals, I saw no discussion of the drainage capacities of the subject
properties versus the drainage capacities of the
comparable properties. Perhaps the comparable transactions also involved untiled land, but
that could not be determined from the reports,
and the absence of any discussion in them now
seems a material omission.
I recommend that appraisers clearly state
in their engagement letters and reports what
factors were considered, or were not considered, when reporting on comparable trans
actions so that clients can better understand
the limitations of the appraisal. It is not unusual
for clients to go straight to the page with the
conclusions, so it’s important to clearly and
carefully describe the scope of the work that
underlies the report’s conclusions. F
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Front Lines
REPORTS AND INSIGHTS FROM THE FIELD

Death and data
An appraiser talks about the valuation of funeral homes
and feeling at peace with these properties
by Aaron C. Wright, MAI

As someone
who specializes
in funeral home
valuation, I have had
several interesting
property inspections
— and my very first
one pretty much
prepared me for
all inspections
to come.

F

or the past decade I’ve specialized in the
valuation of funeral homes throughout
the Midwest. I’m fascinated by their history and business model. A funeral home
with a trusted name in the community should
be a recession-proof business that could continue indefinitely — if it adapts to changing
burial trends.
Early in my career, I was a generalist who
would tackle virtually any valuation assignment that came across my desk. However, I
gravitated toward the unusual or unique properties. I enjoy zeroing in on what makes these
special-use commercial properties tick — what
drives their value and demand. I received my
first funeral home assignment in 2008, and
I’m sure I lost money on it because I spent so
much time building and formulating my market analysis. But it set me on the course that
helped define my valuation career.
As with many special-use properties, the key
to appraising funeral homes lies within the
market analysis and the determined highest
and best use.
The first step I take when beginning a
funeral home assignment is acquiring state
and county death-rate statistics. I apply those
to the population within an identified trade
area to project a reasonable number of deaths
About the Author
Aaron C. Wright, MAI, is president and
executive managing director
of Specialty Valuation Group
in Dublin, Ohio. He also is a
member of the International
Cemetery, Cremation and
Funeral Association.
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that likely will occur. In this projection I also
account for reasonable leakage (I know — this
sounds really bad when discussing funeral
homes), because many people who live outside
a trade area often are brought back to be buried in their hometowns.
Once I’ve projected the number of future
deaths, I calculate the trade area’s historic market share by comparing the number of actual
deaths over the past several years to the subject
property’s reported number of funeral services.
I also survey all funeral homes within the subject property’s trade area to determine the total
number of services and corresponding market
share. I then use these numbers to determine
whether the market is underserved, overserved
or near equilibrium. A similar process is used
when completing feasibility studies for new or
proposed funeral homes.
Once I apply the projected capture rate for
a subject property to the estimated number
of deaths within the trade area, I’m able to
predict how many services the property should
expect to deliver over the years. Finally, I pro
ject gross revenue, which involves correctly
accounting for market trends, such as an uptick
in cremations. It’s important to cross-reference
a property’s historic number of services to
determine how many of those involved cremation, full-service funerals and burials, or a
combination of the two.
As you might imagine from someone who
specializes in funeral home valuation, I have
had several interesting property inspections —
and my very first one pretty much prepared me
for all inspections to come. I had almost completed my work, but I needed to ask the funeral
director about such things as seating capacity,
furniture, fixtures and equipment, and the like.
I found her in the chapel preparing for a funeral.
www.appraisalinstitute.org
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As she was kindly giving me what seemed like
very long answers, she continued to brush the
hair of the deceased woman lying in the casket.
I barely caught one word the funeral director
was saying because all I could hear was the
brushing of the hair. It was not my best work.
A decade later, I’m used to funeral home
environments. Like the child in the movie The
Sixth Sense, I see dead people. A lot of dead
people. So much so that I’ve earned industry
cred among funeral directors. My trainees,
however, not so much. I recall a young trainee
fresh from law school who was a very cool,
calm and collected individual, which made it
www.appraisalinstitute.org

that much more interesting to take him on his
first funeral home assignment. When we
walked into the chapel, I noticed an open casket but he did not, so I was awaiting his reaction. He basically jumped out of his shoes
when he glanced over and realized there were
three of us in that room.
These assignments are not for the faint of
heart, but you do eventually get used to it. I
took my family with me on a recent funeral
home inspection, and they waited in the car
while I completed the work. Immediately afterward, we went to the Kings Island amusement
park — it was just another Saturday. F

Appraising funeral homes
involves analyzing death
rates, the number and types
of services offered in the area,
and other data to determine
whether the market is
underserved, overserved
or near equilibrium.
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Tech Bytes
TOOLS THAT MAKE THE JOB EASIER

Sonos speaker becomes
personal assistant
Sonos, long prized for its terrific
speaker sound quality, is entering the speaker/assistant market
with the Amazon Alexa–enabled
Sonos One. Alexa performs all
the same functions as on the
Amazon Echo, including voice
control of other smart devices,
notifications, news updates
and streaming. Prefer Google
Assistant? That functionality is
expected later this year. E The
Sonos One sells for $199. Learn
more at www.sonos.com/en-us/
shop/one.html.

Compact Rylo video camera
offers professional characteristics
The Rylo comes from the minds of former Apple and Instagram engineers who created a compact
camera that uses two 208-degree wide-angle lenses to film in spherical 360-degree 4K resolution. The
associated app lets users convert video into traditional 1080p HD, which allows “shoot first, point later”
functionality so users can select which areas to focus on once filming is completed. The FrontBack feature
enables a picture-within-a-picture view of another part of the 360-degree video. Rylo’s gyroscope-powered
image stabilization ensures professional steadiness and a fixed horizon for viewing. E The Rylo iOS version
sells for $499; an Android version is expected to be released this year. Learn more at https://shop.rylo.com.

eKEY turns smartphones
into lockbox keys
Lockbox manufacturer Supra has solved the problem of
missing or forgotten lockbox keys — and the associated
costs of lost time and money and general inconvenience
— with its eKEY app that turns mobile devices into a key
for iBox lockboxes. The eKEY Basic level allows simple
unlocking/locking, tracking of boxes and real-time usage
information. The Professional level adds detailed listing
information, tracking and usage activity, and it integrates
with Google Maps. eKEY works with iOS, Android and
BlackBerry devices. E eKEY Basic is available for free in the
Apple App Store, on Google Play and in BlackBerry App World.
Learn more at www.supraekey.com/Products/Pages/eKEY.aspx.
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Value Apps
What’s new for your mobile device

Firefox Quantum improves
the browser experience
Google Chrome may have 60 percent of the
browser market, but Firefox aims to reclaim lost
ground with its new release, Firefox Quantum,
which syncs across all devices. The new browser
retains classic Firefox features and still offers easy
integration with the Pocket app, but adds an
attractive user interface and increases speed and
efficiency so pages load faster and more tabs can
be opened without hurting performance. E The
browser is available free at www.mozilla.org/en-US/
firefox/, in the Apple App Store and on Google Play.
Firefox updates automatically to the new version.

Leica Disto D2 adds
Bluetooth functionality
Bluetooth functionality was added to the popular
Leica Disto D2 laser measuring device, which
allows it to send information to apps running on
a user’s mobile device. The D2 has 1-millimeter
accuracy and a 100-meter (330-foot) range.
Features include minimum/maximum measurements, area/surface conversions, a Pythagoras
function and a variable timer. An “Intelligent” end
piece facilitates accurate calculation of diagonals.
		
E The Disto D2 retails for $199.
Learn more at https://lasers.leica
-geosystems.com/ca/disto/d2.

Microsoft’s To-Do replaces Wunderlist
Microsoft is replacing the Wunderlist to-do app with the To-Do app,
which integrates all Office applications. The app includes a My Day
feature that provides a clean slate for daily task lists, while an Intelligent Suggestions feature enables algorithm-assisted task prioritization. The
app syncs across iOS, Android and Windows 10 devices. E To-Do is available
free in the Apple App Store, on Google Play or from Microsoft. Learn more at
https://products.office.com/en-US/microsoft-to-do-list-app.

Mobile devices become scanners with JotNot app
The JotNot app lets users turn their mobile devices into scanners for
use in the field — or anywhere. The JotNot Pro scans documents of any
size in either black and white or in color, and detects the edges of documents to allow automatic or manual adjustment of skewed images. Documents
can be emailed as PDFs, uploaded to Evernote (or similar apps) or stored in the
cloud. The app is available for iOS and Android devices. E JotNot Pro sells for
$4.99 to $6.99 depending on the device; a free version is available, but an over
abundance of ads makes it less desirable. Learn more at www.jotnot.com.

Manage your passwords with RoboForm
RoboForm password manager comes in three versions for both
individuals and businesses. The individual version, which offers
multiplatform support, generates strong passwords; automatically
remembers them for new websites; and supports searchability, encrypted text
notes, password audits and autofill of web forms. The Everywhere version adds
syncing across all devices, cloud and web access, and email and phone support.
The Business version has enterprise features such as centralized management.
E RoboForm is available in the Apple App Store and on Google Play. The basic
version is free. The Everywhere version costs $19.95 per year. The Business version
costs $25.45 per year for up to 10 users. Learn more at www.roboform.com.

LogMeIn lets you log into your desktop from anywhere
The LogMeIn app gives users remote access to their files, documents,
apps, cloud storage and even bookmarked websites from any device
— a PC or Mac or iOS or Android mobile devices. The app also lets
users print documents to the nearest local printer. Three product levels are
available: Pro (which limits access to two computers), Central (which is designed
for IT professionals) and Rescue (which provides remote support). All versions
support file sharing and remote printing. E LogMeIn Pro starts at $349 per year,
Central starts at $599.99 per year, and Rescue starts at $1,299 per year. Learn more
at www.logmein.com.
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Cool Tools
Software and gadgets for valuation professionals • by Wayne Pugh, MAI

Google Wifi points are fast, easy and eliminate dead zones
Imagine a home or an office — or a home
office — where internet coverage is
consistent throughout the building at the
highest available speed, all day, every day.
The new Google Wifi wireless router makes
that a reality, and at a reasonable price.
Google Wifi works differently from
traditional routers. Instead of a single unit,
Google Wifi consists of a network of small
router points that are placed throughout an
office or home to create a “mesh” network
that delivers a consistently
strong, secure signal that
hands off from one point
to another to eliminate
dead zones. Additional
router points can be
added to the network to
increase coverage area.
Simple setup and easy
management are two
of Google Wifi’s biggest advantages. Users
connect the first Wifi
point to a modem and a
power source, then place
the other points where
needed (they will require
a power source). Download the accompanying
app from the Apple App
Store or Google Play to
complete the setup, which
requires a quick scan of the code at the
bottom of each point.
Users must have a named network and a
Google email address, and allow the router
points to continually access Google. I don’t
see many appraisers having a concern
with these requirements. The continuous
connection to Google protects the network
from hacking through automatic updates; it
also provides your office or your home with
continuous, high-speed internet access.
All Google Wifi functions are managed
through the app (there is no web interface),
including the ability to add guest access,
limit the time a particular user (read:
children) can access the internet, view
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The Google Wifi network uses small router points to create a “mesh”
network that delivers continuous connectivity.

and change the network
password, check connection speed at each point,
and prioritize traffic to any
device on the network
(such as a laptop or a
printer), among other
things.

Pricing
Google Wifi sells for $129
for a single router point
and $299 for a set of three
(Amazon may have lower
prices). I recommend the
set of three if your coverage area exceeds 1,200
square feet. If it exceeds
4,000 square feet, I recommend more than three points.

Coverage and reliability
The best reason to use Google Wifi is its
excellent signal handoff from point to point.
A good friend spends most of his workday on internet phone calls with his iPad
reviewing appraisals with his team, all while
walking around his three-story home — and
sometimes out on his deck — and he has
never experienced a dropped call or lost
connection while using it.
Google says its system constantly analyzes
the individual Wifi points to gauge which
one should be used at any moment based
on Wi-Fi band strength and channel clarity.

If you utilize services such as GoToMeeting, WebEx or RingCentral, or if you watch
Netflix, any break in conductivity will drop
you back to your cell connection, often
without you knowing. Google Wifi makes
sure you stay connected to Wi-Fi!

Easy to set up
Using the app on my iPhone, it took
just 15 minutes for me to set up all three
points — the process was quick and easy.
Remember, you need a Google email
address and a network name before setup.

Bottom line
Google Wifi’s speed, continuous connectivity, and ease of installation and use make it
the best choice for real estate appraisers
who need a fast and dependable Wi-Fi
connection. I give it five out of five stars.
E Learn more at https://store.google.com/
product/google_wifi.

About the Author
R. Wayne Pugh, MAI, is CEO
of real estate consulting and
appraisal firm R. Wayne Pugh
and Co., the head of Software
for Real Estate Professionals Inc. and a
principal member of Real Estate Counseling Group of America. He formerly served
as president of the Appraisal Institute and
as chair of the Louisiana Appraisal Board.
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Penna keyboard has typewriter charm, tech features
Few office furnishings match the retro charm of the typewriter, and the Penna
Bluetooth keyboard capitalizes on the
nostalgia by replicating the look and feel
of an old-fashioned manual typewriter.
The keyboard can support up to five
Bluetooth-enabled devices, including
desktop monitors, tablets and smartphones; a built-in slot holds mobile
devices in place. The keyboard is expected
to operate for up to six months before
batteries need replacing. The unit comes in four colors or a natural wood finish
and with a choice of keycap styles for additional customization. E The Penna
sells for $139. Learn more at www.elretron.com.

Maps & Comps
Tips and tricks with mapping programs • by John Cirincione, SRA

PolicyMap lets appraisers view when,
where building permits are issued
Researching building permit activity
in a specific market can be difficult and
time-consuming.
PolicyMap has developed an online
GIS platform that allows users to quickly
search U.S. Census Bureau data for building
permit issuance and then map the results
by year; number of permits; dollar amount;
and percentage change by permits, units
or value.

How it works
Go to www.policymap.com and select
Open Map.
Choose the Housing tab and then select
New Building Permits from the dropdown.
Users will be able to search monthly or
annual permitting activity for both singlefamily and multifamily homes. The results
automatically populate the map. A satellite
view is available.
Viewing and classifying permit activity
in a map are just two PolicyMap features
that appraisers may find useful. Read about
others at http://bit.ly/policymap-features.

Pricing options
The basic PolicyMap subscription is free
and offers limited access to public data
sets, maps and tables, but includes access
to building permits data. A paid subscrip-

tion includes access to licensed data,
reports and three-layer maps, as well as
the ability to download data and upload
to an interactive map that can be shared,
published and privately labeled.
Pricing for the standard plan starts at
$200 per month for one user or $2,000
per year for up to five users. The premium
plan is $5,000 per year for up to 10 users.
An unlimited plan under a private label is
available upon request.
The student subscription rate is $35 for
four months. To get this rate, a customer
must use an email address with a .edu
domain; the discount code is STUDENT.

E Useful tutorial videos can be found on
the PolicyMap website (www.policymap.com)
and on YouTube.

About the Author
John Cirincione, SRA, is
chief appraiser for Collateral
Analytics, which develops real
estate analytics products and
tools for appraisers, financial
institutions, institutional and retail investors,
and property capital market activities.
E Have a mapping tool or tip?
Send me your suggestions at
jcirincione@collateralanalytics.com.
All prices subject to change.
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The News in Numbers

A matter of time

M

ore than 67 percent of residential appraisers spent four or more
days completing a report last year, and lenders apparently are more
accepting of the longer turnaround, according to the 2017 Voice of
the Appraiser report, released Oct. 25 by October Research. A full 100 percent
of lenders said they expect a turnaround of four or more days, up from
89.9 percent in 2016 who said they expected a report to take that long.

Average residential appraisal turnaround
0.8%

2.4%

same day

1 day

67.5%

MASTERFILE

4 or more
days

29.3%

2 to 3 days

2017

0.5%

4.0%

same day

1 day

64.0%

4 or more
days

31.5%

2 to 3 days

2016

E Download the 2017 Voice of the Appraiser report at bit.ly/voice-of-the-appraiser-2017.
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Economic Indicators | PwC Real Estate Investor Survey, Q4 2017
The PwC Real Estate Investor Survey is available to Appraisal Institute
Designated members, Candidates for Designation, Practicing Affiliates
and Affiliates, as well as to those who subscribe to the print version of
Valuation magazine.
E To view the latest survey, log in with your username and
password at www.appraisalinstitute.org/news/market-data.
E To subscribe to Valuation magazine, visit
www.appraisalinstitute.org/valuation/subscribe.aspx.

Conventional home mortgage terms, US averages
New homes
Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

Interest rate (%)

4.14

4.03

3.81

3.78

4.03

4.09

Term (years)

28.8

28.6

29.1

28.8

28.9

28.6

Loan ratio (%)

78.9

78.1

79.1

78.5

77.9

79.0

Price ($ thousand)

437.3

467.8

461.3

463.3

463.0

420.4

Existing homes
Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

Interest rate (%)

4.16

4.14

3.84

4.00

4.00

3.90

Term (years)

28.2

28.1

28.8

28.4

28.7

28.8

Loan ratio (%)

77.8

77.4

79.8

79.5

79.5

78.3

Price ($ thousand)

380.2

407.2

432.5

394.3

406.8

471.1

E For continuously updated economic indicators, visit
www.appraisalinstitute.org/news/market-data (login required).
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Economic Indicators | Market rates, bond yields and other benchmarks
Market rates and bond yields
Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

Reserve bank discount rate

0.75

0.87

1.00

1.25

1.75

1.90

Prime rate (monthly average)

3.25

3.37

3.50

3.75

4.25

4.40

Federal funds rate

0.12

0.24

0.38

0.55

1.16

1.30

3-month Treasury bills

0.03

0.23

0.27

0.50

1.03

1.32

6-month Treasury bills

0.11

0.49

0.40

0.61

1.13

1.47

LIBOR 3-month rate

0.26

0.62

0.66

0.99

1.30

1.69

U.S. 5-year bond

1.64

1.70

1.17

1.93

1.92

2.18

U.S. 10-year bond

2.21

2.04

1.64

2.45

2.33

2.40

U.S. 30-year bond

2.83

2.97

2.45

3.06

2.85

2.77

Municipal tax exempts (Aaa)*

3.02

3.02

3.42

3.47

2.95

2.91

Municipal tax exempts (A)*

3.06

3.60

9.94

4.05

3.50

3.41

Corporate bonds (Aaa)*

3.79

4.03

3.50

4.06

3.68

3.51

Corporate bonds (A)*

4.05

4.38

3.80

4.28

3.93

3.79

Corporate bonds (Baa)*

4.74

5.48

4.53

4.83

4.37

4.22

Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

2.04

2.16

2.19

2.08

2.01

n/a

Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

78.8

75.6

75.8

76.0

76.6

77.9

Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

5.6

5.0

4.9

4.7

4.4

4.1

Dec 2014

Dec 2015

Jun 2016

Dec 2016

Jun 2017

Dec 2017

234.8

236.5

241.3

241.4

244.9

246.5

Stock dividend yields
Common stocks—500

Industrial Production Index†,‡

Unemployment rate (%)‡

Consumer Price Index

Abbreviation: LIBOR, London Interbank Offered Rate.

*	Source: Moody’s Bond Record.
†	On June 25, 2010, the Federal Reserve Board advanced to 2007 the base year for the indexes of industrial production, capacity and electric power use. This follows

the Nov. 7, 2005, change to a 2002 baseline, from the previous 1997 baseline. Historical data has also been updated.
‡	Seasonally adjusted.
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Economic Indicators | Conventional home mortgage rates by metropolitan area
Q4 2014

Q4 2015

Q4 2016

Q4 2017

Atlanta

4.13

3.93

3.68

4.20

Boston-Lawrence-NH-ME-CT*

3.96

3.80

3.52

3.78

Chicago-Gary-IN-WI*

4.16

4.08

3.73

4.03

Cleveland-Akron*

4.32

4.16

3.69

3.80

Dallas-Fort Worth*

4.05

3.94

3.64

4.16

Denver-Boulder-Greeley*

4.17

4.02

3.69

4.04

Detroit-Ann Arbor-Flint*

4.14

3.95

3.66

4.23

Houston-Galveston-Brazoria*

4.09

3.90

3.58

4.08

Indianapolis

4.31

4.09

3.75

4.09

Kansas City, MO-KS

4.20

4.13

3.64

4.41

Los Angeles-Riverside*

4.17

4.05

3.76

4.19

Miami-Fort Lauderdale*

4.24

4.08

3.77

4.18

Milwaukee-Racine*

4.35

4.14

3.74

4.21

Minneapolis-St. Paul-WI

4.30

4.11

3.66

4.11

New York-Long Island-N. NJ-CT*

4.09

3.88

3.60

3.95

Philadelphia-Wilmington-NJ*

4.24

4.12

3.72

3.81

Phoenix-Mesa

4.27

4.08

3.78

4.26

Pittsburgh

4.29

4.15

3.69

3.55

Portland-Salem*

4.10

3.88

3.57

4.09

St. Louis-IL

3.93

3.96

3.57

4.06

San Diego

4.01

3.82

3.61

3.84

San Francisco-Oakland-San Jose*

3.93

3.74

3.54

3.93

Seattle-Tacoma-Bremerton

4.07

3.84

3.56

4.01

Tampa-St. Petersburg-Clearwater

4.37

4.23

3.81

4.11

Washington, DC-Baltimore-VA*

4.20

4.08

3.76

3.95

* Consolidated Metropolitan Statistical Area.

Highest and lowest rates, Q4 2017

Lowest
Pittsburgh

3.55

Highest
Kansas City, MO-KS

4.41
www.appraisalinstitute.org
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For What It’s Worth
THE FINAL WORD IN VALUATION

T.J. KIRKPATRICK

their conclusions. Every report
is a custom research project, and
clients need to understand that.

Woody Fincham on
residential appraisers,
career opportunities
and Thomas Jefferson

W

oody Fincham, SRA, AI-RRS, is based in Charlottesville,
Virginia, where he is vice president and chief residential
appraiser for the national valuation firm Valucentric. His
work involves complex valuation assignments, including historically
significant real estate and equestrian properties. He advocates on
behalf of residential appraisers and is co-chair of the Appraisal Institute’s Residential Appraiser Project Team. His passions include listening
to and creating music and riding his Harley-Davidson Road King.
Appraisal Institute: What
opportunities and challenges
are specific to residential
appraisers?
Woody Fincham: Constant
pressure from lenders to
complete assignments too
quickly and for low fees is a big
concern. Some lenders and
appraisal management companies seek lowest price, not highest
quality. Solid valuation work is
based on solid analysis, and
appraisers need time to support
40 VALUATION • Q1 2018

AI: What is the Residential
Appraiser Project Team?
WF: The Residential Appraiser
Project Team is charged with
developing and presenting to AI’s
Executive Committee ideas that
enhance the value proposition for
residential appraisers so AI can
better attract and retain those
professionals.
RAPT can advise, direct,
encourage, support and create
initiatives to help grow and
support the SRA and AI-RRS
designations as a brand associated with the highest level of
residential valuation. Implicit in
that is a commitment to the
highest standards of appraisal
education, ethics, professionalism
and best practices. We want to
grow and support a community
of dedicated professional
residential appraisers. AI only
succeeds if appraisers succeed.
AI: What career opportunities
might residential appraisers
seek aside from lender
assignments?
WF: They can offer review and
consultant services to attorneys,
offer energy and sustainable consulting, or perform other types of
consulting for real estate agents,
builders and consumers. The
best thing an appraiser can do is
establish several client bases.
AI: What misconceptions
have you heard about
residential appraisers?
WF: It’s been said that residential
appraisers only fill out forms
because we’re numbers people

who can’t write. When I’m
teaching an AI course or speaking
to individuals interested in the
profession, I mention that I’d
rather hire someone who can
write well than someone who
writes poorly but is a whiz at
advanced calculus. It’s harder
to teach someone to write than
to teach them analysis.
AI: Hiring appraiser trainees
is a big issue. How have you
handled it?
WF: I have two trainees right now
— including my 23-year-old son. I
believe enough in the future of
this profession to be happy that
he’s chosen it as his career.
The profession needs new
bodies, and hiring trainees is
critical even if doing so is out of
your comfort zone. Training
someone has made me better
because it helped me see
fundamentals and principles from
different perspectives. Having
trainees also allows me to handle
more work — they mostly perform
lending work so I can focus on
more complex assignments.
AI: What are your most
memorable assignments?
WF: Two standouts involve
Charlottesville’s own Thomas
Jefferson. I love history, so these
assignments fed my inner geek.
One involved an estate formerly
owned by Jefferson’s godfather,
and there’s historical record of
James Madison dancing at the
home while Jefferson played the
violin. The other is Jefferson’s
famous estate, Monticello. When I
was deputy assessor of Albemarle
County, one of my responsibilities
involved overseeing the valuation
of this beautiful property. F
www.appraisalinstitute.org

HIGHER
WITH QUALITY EDUCATION
FROM THE APPRAISAL INSTITUTE
Whether you are new to the profession or a lifelong learner,
turn to the Appraisal Institute for outstanding education in real
property valuation.
• Basic Licensure
• Continuing Education
• AI Designation
• Professional Development
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