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What are we going to discuss?

▪ Cost Approach Overview

▪ Different Cost Methods

▪ Calculating Adjustments

▪ Case Study



What  is the Cost Approach?



The Appraisal Process Flowchart



Cost Approach Pros

▪ Easy to understand

▪ Great for new construction valuation

▪ Reliable for special use properties

▪ Transparent for partitioning of land & hard 
and soft costs.

▪ Detection of market anomalies

▪ Useful for determining adjustments



Cost Approach Cons

▪ Not so good for valuing old properties

▪ Ignores Market Conditions

▪ Disregards Future Income Potential

▪ Depreciation Calculation Difficulties

▪ Doesn’t well with market volatility



Definition:  Cost

“The total expenditure to develop an 
improvement”

AI The Dictionary of Real Estate 
Appraisal  8th Edition



Definition:  Price
“The amount a particular purchaser agrees (or has agreed) to 
pay and a particular seller agrees (or has agreed to pay to 
accept under the circumstances surrounding their transaction.”

    AI TARE, 16th Edition



Definition:  Value

The most probable price, as of a specified date, in cash, or in terms equivalent to cash, 
or in other precisely revealed terms, for which the specified property rights should sell 
after reasonable exposure in a competitive market under all conditions requisite to a 
fair sale, with the buyer and seller each acting prudently, knowledgeably, and for self-
interest, and assuming that neither is under undue duress.”

    AI TARE, 16th Edition



Cost Approach Overview



Cost Approach Overview

Core Idea:

 Value = Site + Contributory value of 
improvements



Cost Methods

▪ Comparative-Unit Method

▪ Unit-In-Place Method

▪ Quantity Survey Method



Depreciation Methods

▪ Market Extraction

▪ Economic age-life

▪ Breakdown



What’s cost got to do 
with adjustments??



Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 



▪ Porch

▪ Patio

▪ Fireplace

▪ Garage Stalls

Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 

https://craftsman-book.com/books-and-software
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Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 

▪ $650,900.53 with a porch

▪ $634,724.25 without a porch



Cost Adjustments – Case Study #1 

▪ $650,900.53 - $634,724.25

▪ $16,176.28 - Difference

▪ $16,200 – Porch adjustment



Cost Adjustments – Case Study #1 
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Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 

▪ $638,830.71 - $636,746.89

▪ $2,083.82 - Difference

▪ $2,100 – Patio adjustment



Cost Adjustments – Case Study #1 
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Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 

▪ $629,179.14 - $618,241.98

▪ $10,937.16 - Difference

▪ $10,900 – Fireplace adjustment



Cost Adjustments – Case Study #1 
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Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 

▪ $630,950.34 - $616,922.60

▪ $14,027.74 - Difference

▪ $14,000 – Garage adjustment



Cost Adjustments – Case Study #1 



Cost Adjustments – Case Study #1 



Cost Adjustments – Validation 



Questions?
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