
CASE PROBLEM 7-1 

DEPRECIATION—DIRECT FROM THE MARKET 
 
 

You are appraising a single-family residence that suffers from several forms of 

depreciation, including the diminished utility resulting from having the stairway to the 

basement located in the center of the residence. 

 

In analyzing sales of comparable properties, you find the following: 

 

 A residence that suffers from the same defect as the subject sold recently for 

$151,500. 

 

 Approximately six months before this sale, a property similar in size, shape, 

physical condition and location, but without the defect, sold for $150,755. 

 

A study of the market indicates that prices of properties are increasing at a rate of 12 

percent per year. 

 

PROBLEM: 

 

 What is the indicated loss of value due to the defect suffered by the subject 

property? 

  



CASE PROBLEM 7-1 

DEPRECIATION DIRECT FROM THE MARKET 

 

SOLUTION: 

 

1. Sale price of comparable property without defect .................................. $150,755 

  Times factor ......................................... x 1.06 

                                                    $159,800 

 

 Less sale price of comparable with defect………………………………….$151,500 

 

 Estimated depreciation resulting from defect ............................................. $8,300 

  



PROBLEM 7-2 

INCURABLE PHYSICAL DETERIORATION 

 

You are appraising a seven-year-old office building and have estimated its replacement 

cost at $240,900. 

 

Items that should be cured as of the appraisal are 

 

 Curable physical: 

 Painting interior, $4,400 included in cost of replacement, but $4,950 is the cost-to-

cure; repairing tile ceiling, $6,600 included in cost of replacement, but $7,975 is 

estimated as the cost-to-cure; replacing slab of concrete at entrance, $687 

included in cost of replacement, but $825 is estimated as the cost-to-cure. 

 

 Incurable physical (short-lived): 

  

Item Replacement Cost Effective Age Total Economic Life 

Floor covering  $9,900 5 15 

Plumbing fixtures  $11,500 5 20 

Heating unit  13,200 5 20 

Roof cover  $15,400 5 25 

Electrical fixtures  $5,500 5 15 

Interior hardware  $1,650 5 25 

 

 Incurable physical (long-lived): 

 You estimate the effective age of the basic structure to be six years, after the 

curing of the items of deferred maintenance.  You also estimate the total economic 

life of the structure to be sixty years. 

 

PROBLEM: Estimate the total amount of incurable physical deterioration suffered by the 

office building. 



CASE PROBLEM 7-2 

INCURABLE PHYSICAL DETERIORATION 

 

SOLUTION: 

Curable physical items: 

 

Item Replacement Cost Cost to Cure 

Painting interior  $   4,400              $  4,950  

Repairing ceiling   6,600                  7,975 

Replacing front slab     687                     825 

                    Total curable  $11,687               $13,750 

Incurable physical (short-lived) items: 

Item 
Replacement 

Cost 
Effective 

Age 

Total 
Economic 

Life 
Percent 

Depreciation 
Amount 

Depreciation 

Floor covering $9,900 5 15 33.3% $  3,300    

Plumbing Fixtures           11,500 5 20 25.0% 2,875 

Heating unit 13,200 5 20 25.0% 3,300 

Roof cover 15,400 5 25 20.0% 3,080 

Electrical Fixtures 5,500 5 15 33.3% 1,815 

Interior hardware 1,650 5 25 20.0%       330 

Total short-lived $57,150    $14,700 

 

 Computation of cost of incurable physical (long-life) items and depreciation 

 Replacement cost new of building ......................................................... $240,900 
 Less: curable physical items .................... $ 11,687 
 Less short-lived items .............................. $ 57,150 ................................ $ 68,837 
  
 Cost of long-lived items ........................................................................ $ 172,063 

 .............................................................................................................................  
 Total economic life, 60 years; effective age, 6 years 
 Percent incurable physical deterioration….6/60 = 10% 
 $172,063 x 0.10 ...................................................................................... $ 17,206 
 Plus:  short-lived items .............................................................................. 14,700 
  
 Total incurable physical deterioration ..................................................... $ 31,906   



CASE PROBLEM 7-3 

CURABLE FUNCTIONAL OBSOLESCENCE 

MODERNIZATION AND SUPERADEQUACY 

 

Using the observed condition method in valuing a residence by the cost approach, you 

have included the following cost and diminished utility measurements in your data: 

 

Component Cost New Life Expectancy Effective Age 

Plumbing Fixtures  $2,875 25 years 15 years 

Furnace  $3,750 20 years 15 years 

 

Having looked at the plumbing fixtures, you believe they are out-of-date and functionally 

inadequate.  You know that the cost to install modern fixtures, as of the date of 

appraisal, would be $3,150. 

 

You also observe that the furnace has a BTU output rated considerably in excess of that 

needed for this size residence.  From a heating contractor you find that the cost of 

installing a normally adequate (standard size) furnace would be $2,700. 

 

PROBLEM: 

 

 1. Compute the value loss to the residence resulting from the out-of-date 

plumbing (modernization). 

 

 2. Compute the value loss to the residence resulting from the superadequate 

furnace (Superadequacy). 

 

  



CASE PROBLEM 7-3 

CURABLE FUNCTIONAL OBSOLESCENCE 

MODERNIZATION AND SUPERADEQUACY 

 

SOLUTION: 

 

1. Modernization: 

  

  Cost of installing new plumbing fixtures as of the appraisal date ......... $3,150 

  

  Plus depreciated value of the existing fixtures: 

        15 
   25 
 

   $2,875 - $1,725 =........................................................................ $1,150  

 

 Value loss from curable functional obsolescence (modernization) ............... $4,300 

 

2. Superadequacy: 

 

  Cost new of superadequate furnace .................................................... $3,750 

   

  Less physical deterioration already charged: 

   15 
   20 
 

 Plus cost to install normally adequate furnace ............................................. $2,700 

 

 Value loss from curable functional obsolescence (superadequacy) ............. $3,637 

  

X $2,875 = $1,725   

X $3,750 = $2,813 ............................................................................... $2,813 



 

CASE PROBLEM 7-4 

ECONOMIC OBSOLESCENCE – GRM 

 

The house you are appraising is located adjacent to a service station and rents for $850 

per month.  Comparable houses in the area, not next to service stations, rent for $875 

per month. 

 

You have found the following recent sales of comparable houses: 

 

Sale Monthly Rent Sale Price 

1 $885 $101,775 

2 $870 $  99,770 

3 $875 $ 100,900 

4 $880 $ 101,200 

 

The land to building ratio in the area for this type of property is 1:4. 

 

 

PROBLEM: 

 

Estimate the economic (locational) obsolescence suffered by the subject 

improvement. 

  



CASE PROBLEM 7-4 

ECONOMIC OBSOLESCENCE – GRM 

 

SOLUTION: 

 

 

Sale Monthly Rent Sale Price GRM 

1 $885 $101,775 115.0 

2 $870 $  99,770 114.7 

3 $875 $100,900 115.3 

4 $880 $101,200 115.0 

 

                                           Area GRM is estimated to be 115. 

 

 

Comparable rent in unaffected location .................................................................. $ 875 

 Less subject rent ............................................................................................... 850 

Rent loss due to service station .................................................................................. 25 

 Gross rent multiplier ....................................................................................... x 115 

Value loss of building and land ............................................................................. $2,875 

 Land to building ratio 1:4 ............................................................................... x 0.80 

       (Building value is 80% of property value.) 

Economic obsolescence of building ..................................................................... $2,300 

 

 

  

  



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

You are appraising a twelve-year old single-family residence and have developed the 

following estimates of Replacement cost new (including all direct and indirect costs) for 

the structure’s components. 

Components Costs 

Excavation and backfill $ 1,500 

Iron and steel 1,950 

Footings, piers, foundations 10,500 

Rough-in framing 45,000 

Concrete floor and slabs 3,600 

Exterior siding 6,900 

Finish millwork 19,200 

Lathe and plaster 16,800 

Finish flooring, hardwood 6,600 

Kitchen floor covering 2,100 

Roof covering 6,000 

Plumbing (piping only) 7,800 

Plumbing fixtures 8,400 

Water heaters 825 

Insulation 2,250 

Electrical 7,500 

Furnace 8,400 

Sheet metal (flashings, gutters, downspouts, etc.) 1,950 

Painting exterior 4,200 

Painting interior 8,100 

Hardware 900 

Kitchen equipment 5,100 

TOTAL ESTIMATED REPLACEMENT COST NEW $175,575 

  



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

(Continued) 

 

You have also found the following types of depreciation: 

 

CURABLE PHYSICAL DETERIORATION (DEFERRED MAINTENANCE) 

 

 Cost to Cure Replacement Cost New 

Paint interior  $8,400  $8,100 

Replace kitchen floor covering  2,250  2,100 

Paint exterior  4,500  4,200 

 

 

INCURABLE PHYSICAL DETERIORATION (short-lived items) 

 

Component Effective Age Total Economic Life 

Roof covering 12 20 

Water heaters 12 15 

Plumbing fixtures 12 20 

Electrical 10 30 

Furnace 12 20 

Sheet metal 10 20 

Kitchen equipment 10 15 

 

INCURABLE PHYSICAL DETERIORATION (long-lived items) 

 

After curing the items of deferred maintenance (above) you estimate that the house will 

have an effective age of ten years.  Houses of this type in the neighborhood are 

estimated to have an economic life new of fifty years. 



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

(Continued) 

 

CURABLE FUNCTIONAL OBSOLESCENCE (deficiency) 

 

By current standards this residence suffers a deficiency in that it has only two 

bathrooms.  New similar houses in the area are constructed with three-and-a-half baths 

(complete baths and powder room). 

 

The cost of adding a complete bath and powder room to the subject property is 

$11,100.  If the powder room had been included in the house when it was built twelve 

years ago, the estimated Replacement cost new as of the date of appraisal would be 

$9,900. 

 

INCURABLE FUNCTIONAL OBSOLESCENCE (deficiency) 

 

The subject has crawl space and a slab floor instead of a full basement.  This is a 

deficiency in relation to similar properties.  Analysis of similar properties indicates that 

properties with full basements rent for $1920 per month, whereas you estimate the 

subject property would rent for $1695 per month due to the lack of a full basement.  The 

cost to cure this deficiency would greatly exceed the value gained.  A gross rent 

multiplier of 120 has been derived for this type of property. 

 

  



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

(Continued) 

 

ECONOMIC OBSOLESCENCE 

 

In your opinion the subject property suffers an additional rent loss by $90 per month as 

a result of its location on a busy street.  Comparable properties have a land-to-building 

ratio of 1:4, as does the subject property. 

 

 

PROBLEMS: 

 

1. Compute the value loss accruing to the residence resulting from curable physical 

deterioration. 

2. Compute the value loss to the basic structure resulting from incurable physical 

deterioration. 

3. Compute the value loss accruing to the residence resulting from curable functional 

obsolescence. 

4. Compute the value loss accruing to the residence resulting from incurable 

 functional obsolescence. 

5. Compute the value loss accruing to the residence resulting from economic 

obsolescence. 

6. Estimate the value of the subject property by the cost approach, using $10,000 as 

the value of depreciated on-site improvements (landscaping) and $75,000 as land 

value. 

  



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

SOLUTION: 

 

CURABLE PHYSICAL DETERIORATION (DEFERRED MAINTENANCE) 

 

Item Replacement Cost New Cost to Cure 

Painting interior  $8,100  $8,400 

Replacing kitchen floor covering  2,100  2,250 

Painting exterior  4,200  4,500 

Total  $14,400  $15,150 

 

 

INCURABLE PHYSICAL DETERIORATION (short-lived items) 

 

 
Component 

Replacement 
Cost New 

Life 
Expectancy 

Effective 
Age 

Percent 
Depreciated 

Amount 
Depreciated 

Roof covering  $6,000 20 12  60%  $3,600 

Water heaters  825 15 12  80%  660 

Plumbing Fixtures  8,400 20 12  60%  5,040 

Electrical  7,500 30 10  33.33%  2,500 

Furnace  8,400 20 12  60%  5,040 

Sheet metal  1,950 20 10  50%  975 

Kitchen Equipment  5,100 15 10 66.67%  3,400 

Total  $38,175     $21,215 
 

  



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

(Continued) 

SOLUTION: 

INCURABLE PHYSICAL DETERIORATION (long-lived items) 
 
Replacement cost new ..................................................................................... $175,575 

Less Replacement cost new of: 

  Curable physical ........................................ $14,400 

  Incurable physical (short-lived) .................... 38,175 

   
                                                                                                                                52,575 
Total cost of long-lived items ............................................................................. $123,000 

Effective age      10 years  
   Life Span         50 years 

 

                                                                                                                                 x 0.20 
Total incurable physical (long-lived) ................................................................... $ 24,600 

 

CURALBLE FUNCTIONAL OBSOLESCENCE 

Deficiency (addition of a bath and powder room) 

Cost if added now .............................................................................................. $ 11,100 

Present Replacement cost new 

 If included when structure was built ............................................................... -9,900 

Depreciation (excess cost) ................................................................................... $ 1,200 

 

INCURABLE FUNCTIONAL OBSOLESCENCE 

Deficiency (substructure) 

Rent loss ($1920 – 1695) .............................................................................      $       225 

GRM  .................................................................................................... x    120 

Total incurable functional obsolescence ..........................................................    $ 27,000 

  

= = 0.20 



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

(Continued) 

 

SOLUTION: 

 

ECONOMIC (LOCATIONAL) OBSOLESCENCE 

 

Rent loss ($1695 – 1605) ...................................................................................... $     90 

GRM ...................................................................................................................... x   120 

                                                                                                                         10,800 

Percent building value to property value ................................................................ x 0.80 

Economic obsolescence ....................................................................................... $ 8,640 

 

TOTAL ESTIMATE OF ACCRUED DEPRECIATION 

 

1. Physical deterioration 

  Curable........................................................ $ 15,150 

  Incurable—short lived .................................... 21,215 

  Incurable—long lived ...................................... 24,450 

 Total physical deterioration ........................................................................ $60,695 

 

2. Functional obsolescence 

  Curable........................................................ $   1,200 

  Incurable ........................................................ 27,000 

 Total functional obsolescence ...................................................................... 28,200 

 

3. Total economic obsolescence ........................................................................ 8,640  

Total accrued depreciation ................................................................................. $97,805  

  



CASE PROBLEM 7-5 

ACCRUED DEPRECIATION 

OBSERVED CONDITION (BREAKDOWN) METHOD 

 

(Continued) 

 

SOLUTION: 

 

VALUE ESTIMATE BY COST APPROACH 

 

Estimated Replacement cost new .................................................................... $175,575 

Estimated accrued depreciation ......................................................................... -97,805 

Estimated Replacement cost new less accrued depreciation ............................. $77,770 

Estimated depreciated value of landscaping ..................................................... + 10,000 

Estimated depreciated value of improvements ................................................... $87,770 

Estimated value of site ....................................................................................... +75,000 

Estimated value by the cost approach.............................................................. $162,770 

 

                                                      Rounded to ................................................. $162,800 

 


