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HOW TO DETERMINE
MARKET VALUE

of a residential property
Proper evaluation of a residential property is essential to ensuring you don’t pay
more than market value. All residential properties are valued using Fair Market
Value, or FMV, which is the price someone else would pay for it on the open market.
To determine a residential property’s Fair Market Value there are two very important
considerations: comparables and an appraisal. 

Comparables are properties that have SOLD (not listed, or pending sale) within the
prior 6-12 months that match the same property type, location and of similar
composition - same style, same bed/bath count, approximately same lot size and
same amenities. 

A more precise approach to determining fair market value is by hiring a licensed
appraiser to provide an unbiased professional opinion of the property's value. A
purchaser will bear the cost of the appraisal - and if financing, an appraisal is usually
necessary. 

Before you determine whether an appraisal is necessary it is best to estimate the
Fair Market Value of the property - should an appraisal come back lower than
expected, it could affect the deal entirely and leave you, the potential buyer, footing
the bill for the appraisal. 

To determine Fair Market Value BEFORE hiring an appraiser: 

1. Run Comps. 
EXACT style, bed/bath count, lot size and zip code that sold within the last 6-12
months. For more volatile times such as now due to COVID-19, you’ll want to
focus on the last 6 months or less to get a more accurate value as pricing is
consistently changing. 

2. Compare Comps to Reduce or Increase Value. 
Comparisons between your property and similar properties in your area based on
things like age, size, updates or renovations made, amenities such as a pool,
fireplace, guest house etc. should be taken into consideration.

3. Review ALL Expenses. 
Make sure you have ALL expenses accounted for including insurance, property
taxes, utilities and trash removal.  



For more information visit our website at www.velocecapital.com, call us
at (201) 786-6300 or email us at info@velocecapital.com

Location of the property
Year the property was built
What type of foundation was the property built on?
What structural improvements have been made?
Is the property located in a flood zone?
Condition of utilities on the property
Condition of the basement, attic, windows, appliances and doors
What amenities does the property have? Pool, deck, fireplace, etc.
Are any additional repairs or improvements needed?

Attached you’ll find a Uniform Residential Appraisal Report which can be used as a
guide to evaluate the most important features and determine a property’s fair
market value.

This Report is essentially a checklist of the things appraisers are looking for,
including:

As an investor evaluating real property for cash flow purposes, there are three
common ways to determine the market value of an investment property:
Capitalization of Income, Comparable Sales, and Replacement Cost.

Capitalization of Income
The capitalization of income (or cap rate) values an investment property based on
the expectation of income. As an investor, this valuation method is preferred. This
method relates the property's value to the market rent that can be expected. One
MUST have a clear picture of a property’s Net Operating Income in order to properly
determine the cap rate for an investment property.

Comparable Sales
The comparable sales approach compares a specific property to other similar
properties with the same characteristics that have recently sold in the same area.
This method takes into account all the specifics of the property, for example its size,
the lot size, the number of bedrooms and bathrooms, and any amenities or features
that influence the overall property value.

Replacement Cost
The replacement cost method determines the current cost of constructing a similar
property, using the same construction materials and adhering to the same floor
plan/layout and design standards.
















