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Sale Verification Overview – Basics and Best Practices 
 

Good and Bad Sales?  Good and Bad Ratios? 
 

Overview of Validation Guidelines from IAAO 
Standards on Ratio Studies 
 

Takeaways from the IAAO Assessment Practices 
Evaluation Guide 
 

Story Time – Share our Favorite Sale Verification 
Experiences 



Good vs. Bad Sales 
“How am I gonna 

I get this sale 
out?” 

Problem 
Solved! 



Good vs. Bad Sales 

Cherry-Picking:  
 
“Categorizing as usable only sales that are close to the 
assessor’s values” 

 
IAAO – Fundamentals of Mass Appraisal 

 
 

https://www.google.com/url?q=http://www.reddit.com/r/funny/comments/23a4rd/just_saying/&sa=U&ei=mnV6U8upKJKlyASa64DwDQ&ved=0CFQQ9QEwEzgU&usg=AFQjCNGeI7741Fowjg_FmqbeHGkDPfJz9Q


DOR DEFINITION OF A BAD SALE? 

• There isn’t one! 

 

• There is Reject Criteria 

– New Construction 

– Old Sales 

– Splits 

– Properties in  more than one county 

– Etc. 

http://www.semrush.com/blog/wp-content/uploads/2013/05/definition.jpg


“Good” and “Bad” Sales 

With 31 legitimate reasons, it’s 
sometimes possible to “make one fit”  

 

Don’t selectively include/exclude sales 
by altering verification practices 

Use change example 
agricultural land sold for 

development  
 



“Good” and “Bad” 
Sales 

Takeaways: 
 

• “Good” versus “Bad” may just be a label 
• Consider the purpose of the study/analysis 
• Are you looking at your state ratio or responding to market? Both? 
 

• Use all appropriate market data available 
• A “bad” sale may still tell you good information 
• A lack of a state study ratio doesn’t mean there shouldn’t be study 

 
• Communicate with your Property Tax Compliance Officer 

• The state’s ratio is what actually counts 
• That study may need sales added/removed 

 
 



DOES VALUE TODAY = VALUE AT 
PREVIOUS ASSESSMENT DATE? 

CRV 

100% 
Ratio!!! 

NAILED IT! 

$200,000 

$200,000 



“Good” and “Bad” Ratios 

 
• Consider unadjusted ratios of 100% vs. 80%, which is better? 

• Market conditions usually change over time 
• Assessors are not expected to predict the future 



“Good” and “Bad” Ratios 

Every ratio is telling you a story. If it’s way off it  
might be telling you a very important story!  

 

If a direct ratio is not at 100% don’t panic, if it is at 100% wait 
before patting yourself on the back.  

 

• Market conditions have changed 
• You have inaccurate property information recorded 
• People get good deals and bad deals 
• No valuation model is perfect – normal distribution 
• Your previous assessed valuation was not at 100% of market value 
• Etc. 



CONSIDER WHEN THE ASSESSMENT 
LEVEL IS MEASURED? 

Sales Occur 

Assessor Administers 
Changes  

DOR Measures 
Assessment Level 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Identify and 
Secure 

Sources of 
Sales Data 

Acquire the 
Required 

Information 

Confirm the 
Terms and 

Information 

Screen the 
Sales for 

Inclusion or 
Exclusion 

Make 
Adjustments 
as Necessary 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Identify and 
Secure 

Sources of 
Sales Data 

• CRV and eCRV 
• Multiple Listing Service 
• Real Estate Brokers 
• Government and Private Fee 

Appraisers 
• Attorneys 
• Appraisal Organizations 
• Other 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

• Full consideration involved 
• Names of buyer and seller 
• Addresses, phone numbers, other contact 

information, of parties involved 
• Relationship of buyer and seller 
• Legal description, address, parcel identification 
• Type of transfer 
• Time on market 
• Interest Transferred 
• Type of financing 
• Personal property 
• Date of transfer 
• Instrument number 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Time on market 
 
Sales that have been exposed to the open 
market too long, not long enough, or not at 
all may not represent market value 

When value opinions are based on market exposure that is 
inadequate or excessive, the value opinion is not market 
oriented. Improper identification of the reasonable Exposure 
Time in a market value opinion can lead to a value 
conclusion that is not credible.  



 
 

Acquire the 
Required 

Information 

The basis for an opinion of Exposure Time can include 
consideration of one or more of the following: 
 
• Statistical information about days on market for similar 
types of property  
• Information gathered through sales verification 
• Interviews of market participants 
• Market information from data collection services 

…an office building… could have been on the market for two years at a price of 
$2,000,000, which informed market participants considered unreasonable. Then the 
owner lowered the price to $1,600,000 and started to receive offers, culminating in a 
transaction at $1,400,000 six months later. Although the actual exposure time was 2.5 
years, the reasonable exposure time at a value range of $1,400,000 to $1,600,000 would 
be six months. 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Property Changes 
 

Sales data files should reflect the physical 
characteristics of the property when sold.  If 
significant legal, physical, or economic changes 
have occurred between the sale date and 
assessment date, the sale should not be used 
for ratio studies. 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Confirm the 
Terms and 

Information 

• Mailed questionnaires should include: 
• A postage-paid return envelope 
• Official stationary 
• Purpose for the questionnaire 
• Contact person 
• Authorized signature 

 
• Telephone interviews should have designed 

forms: 
• Name and phone number of contact person 
• Date of call 
• Interviewer name 
• Number of attempts made to contact each 

party 

https://www.google.com/url?q=http://wp.joshuatreestar.com/?p%3D3283&sa=U&ei=BSF8U6TUPMusyASgp4C4Bw&ved=0CEgQ9QEwDQ&usg=AFQjCNEDBrayfTkBHzQVCkfGaGRaaI2DcA
https://www.google.com/url?q=http://funny-pictures.picphotos.net/funny-cartoon-reindeer-clipart/images.christmastimeclipart.com*images*2*x0302899aa*img_large_watermarked.jpg/&sa=U&ei=PSF8U_zULcWwyASNk4CYDA&ved=0CFQQ9QEwEzg8&usg=AFQjCNHklgOK-8ru-OQXf2S6h22Rf1a7cw


Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Screen 
the Sales 

• Specific objectives are as follows: 
 

• To ensure that sales prices reflect to the 
maximum extent possible only the market 
value of the real property transferred and 
not the value of personal property, 
financing, or leases 
 

• To ensure that sales that occurred only 
during the period of analysis are used 
 

• To ensure that sales are excluded from the 
ratio study only with good cause (e.g., when 
they compromise the validity of the study) 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Screen 
the Sales 

Written Procedures and Policies 
 

To help analysts make wise and uniform 
judgments, screening procedures should 
be in writing. 
 

 
Who Should be Verifying Sales? 
 

Each sales analyst should be thoroughly 
familiar with these procedures as well as 
with underlying real estate principles. 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Screen 
the Sales 

Auctions? 
 

In general, auction sales tend to be at the 
lower end of the price spectrum. Auction 
sales that have been well-advertised and 
well-attended may be valid for 
consideration in ratio studies.  The seller 
must have the option to set a minimum 
bid on the property or the right of refusal 
on all bids (with reserve) in order for the 
sale to be considered valid. 

1. Well-advertised? 
2. Well-attended? 
3. Minimum bid option, or seller had right of refusal? 

https://www.google.com/url?q=http://meetmeinphiladelphia.blogspot.com/2013/03/everything-you-wanted-to-know-about.html&sa=U&ei=qSF8U6PKD8aeyATyzYLgCA&ved=0CDwQ9QEwBw&usg=AFQjCNHYCUlP5Q__kXmj4dM20REMCNiJsA


Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Screen 
the Sales 

Multiple Parcel Sales? 
 

If the appraiser needs to include multiple 
parcel sales, he or she should first 
determine whether the parcels are 
contiguous and whether the sale 
comprises a single economic unit or 
multiple economic units. 
 
Any multiple parcel sale that also involves 
multiple economic units generally should 
not be used in ratio studies because of the 
likelihood that these sales include some 
plottage value or some discount for 
economies of scale… 
 
 
 

https://www.google.com/url?q=http://www.republiccountykansas.com/page/housing-2/residentiallots.html&sa=U&ei=7SF8U-mjHMaoyATvjoG4Cw&ved=0CDYQ9QEwBA&usg=AFQjCNE1xB4AyofXndTm3G8hz2c9lZB0uw
https://www.google.com/url?q=http://dc.urbanturf.com/articles/blog/six_proposals_for_shaws_parcel_42_revealed/6299&sa=U&ei=ICJ8U-exB4ubyASwoYCoDw&ved=0CEIQ9QEwCg&usg=AFQjCNHZUEGvg-CqjZZimxmWXCJOdy923Q


Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Screen 
the Sales 

1031 Exchanges? 
 

1031 exchanges should be analyzed like 
any other commercial transaction and, 
absent conditions that would make the 
sale price unrepresentative of the market 
value, should be regarded as valid. 





Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Screen 
the Sales 

Internet Marketing? 
 

Property that sells on the internet and 
meets the criteria of being an open-
market, arm’s length transaction should be 
included as valid. 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Make 
Adjustments 
as Necessary 

Sales prices used in ratio studies may need to 
be adjusted for: 
 

• Financing 
• Assumed long-term leases 
• Personal property 
• Gift programs 
• Date of sale 
• Etc. 

 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Make 
Adjustments 
as Necessary 

If adjustments for more than one purpose are 
to be made, they should be made in this 
order: 
 

1. Adjustments that convert the price to a 
better representation of the market value 
as of the date of sale (financing, long-term 
leases) 

2. Adjustments that develop or isolate the 
price paid for taxable real property 
(personal property received by buyer, 
property taken in trade by the seller, 
combination of partial interest sales, 
incomplete or unbuilt common property) 

3. Adjustments for differences in market 
value levels between the date of the sale 
and the date of the analysis 



Sales Validation Guidelines: 

IAAO Standards on Ratio Studies 
 

Acquire the 
Required 

Information 

Make 
Adjustments 
as Necessary 

Adjustments for Assumed Leases 
 

The sale price of a property encumbered by a long-term 
lease of at least three years should be adjusted as 
follows: 
 

• If the contract rent differs significantly from 
market rent, then the sales price should be adjusted 
by the difference between the present worth of the 
two income streams. 
 
• If the contract rent exceeds market rent, the 
present worth of the difference in the two income 
streams should be subtracted from the sale price. 
 
• If the contract rent is less than current market 
rent, the present worth of the difference in the two 
income streams should be added to the sale price. 

https://www.google.com/url?q=http://blog.noktadomains.com/?p%3D1654&sa=U&ei=RCN8U4jfCsuayATB_YLABw&ved=0CC4Q9QEwAA&usg=AFQjCNElN5yAZ1J9r8Qokq2rsC2lJg_I-A


Is inspecting sold properties because they 
have sold sales chasing? 

It probably depends on whether or not new data being 
collected is utilized for modeling purposes only, or if the 
changes are being implemented in the CAMA system for the 
following assessment. 
 

Also dependent on whose definition you are utilizing. 

“Spearing” 



Sales Chasing:  
 

“…Reappraising properties that have been sold in a manner 
different than unsold properties…” 

 
IAAO – Fundamentals of Mass Appraisal 

“Sales Chasing” 

“Sales chasing is the practice of making 
any subjective change in value to a recently 
sold property, while not also reviewing and 
applying the same criteria to properties 
that have not sold.” 
 

-MN DOR 

Is inspecting sold properties because they 
have sold sales chasing? 



I
A
A
O 



1. Are all transfers of property (sales) uniquely identified and captured?  
2. Are real estate sales properly screened and appropriate adjustments made? 
3. Does the computer system in the assessment office maintain a snapshot of the property at the time of sale? 
4. Are sales used in valuation analyses and ratio studies adjusted to the valuation date (time-trended)? 
5. Has the assessment office stratified residential properties by market area and neighborhood?  
6. Are ratio studies conducted at timely intervals during the valuation process?  
7. Does the assessment office use ratio studies as a planning tool for both reappraisals and staff needs?  
8. Does the assessment office conduct ratio studies by property groups and subgroups?  
9. Does the assessment office have the capability of performing ratio studies by user-selected combinations of 

property characteristics?  
10. Does the statistical program used to produce the ratio study compute the IAAO standard measures of level 

(median, mean, weighted mean ratio), horizontal uniformity [coefficient of dispersion (COD)], and vertical 
uniformity [price-related differential (PRD)], along with confidence intervals? 

11. Does the software used for ratio studies have graphics capabilities?  
12. Does the assessment office test that sold and unsold properties have been appraised similarly (to prevent 

sales-chasing)?  
13. Does the oversight agency conduct an appraisal/sales ratio study? 

 



Are all transfers of property (sales) 
uniquely identified and captured? 

Excellence Checklist: 
 

• Does your office currently have a sales disclosure statute in place?  
• If yes, explain the process.  
• Provide a copy of the sales disclosure document.  
• Describe how each sale is uniquely identified and accounted for.  
• If the office is currently working without sales disclosure, how are sales 
identified?  

CRV and eCRV! 

https://www.google.com/url?q=http://www.survivingwrongfuldeath.com/pennsylvania-statute-of-limitations-for-wrongful-death.php&sa=U&ei=ho57U5eTLcuoyASfgoHYCA&ved=0CDoQ9QEwBg&usg=AFQjCNHVX87eOUWolsXdvUK7FlOWyGk1qA
https://www.google.com/url?q=http://tbdconsulting.com/courses/process-mapping/&sa=U&ei=nY57U6rkL4acyATBoIL4Dw&ved=0CDAQ9QEwAQ&usg=AFQjCNEM39a1EYgCNHEbs6uuivWp2qzyXw
https://www.google.com/url?q=http://www.franchise.net.au/inspire/franchisor/why-you-need-to-read-the-disclosure-document&sa=U&ei=u457U6iNNcGRyASd6oLYBQ&ved=0CDIQ9QEwAg&usg=AFQjCNGp-2xRKLU97ciVuUfN3STVWjdbmQ


Are real estate sales properly screened 
and appropriate adjustments made? 

Excellence Checklist: 
 

• Provide a description of your jurisdiction’s validation procedures.  
• Are written guidelines used for the validation process? If so, provide copies. 
• Are sale prices adjusted for items such as personal property in the CAMA 
system? 
• Does your jurisdiction have a unique coding system to identify those valid 
sales for which the sale price has been adjusted? If so, provide copies.  

1. Written procedures should be provided to all staff who are validating sales 
2. Your office should hold annual training sessions in sales validation 
3. Best practice is to have sales validation performed by a staff member different 

from the assigned field appraiser 
 

  

https://www.google.com/url?q=http://modernsurvivalonline.com/repost-survival-s-o-p-s/&sa=U&ei=5o17U77jEsakyATL6oG4Ag&ved=0CDgQ9QEwBQ&usg=AFQjCNHwIkutzFJ1UcGS8CUFNGaV_GtyKg
https://www.google.com/url?q=http://www.ariany.com/Education.aspx&sa=U&ei=-I17U9p-jqrIBJ6LgPAK&ved=0CD4Q9QEwCA&usg=AFQjCNGBUN2RwiOZpqW-rf__SY-5rko_8g
https://www.google.com/url?q=http://www.clker.com/clipart-desk-work.html&sa=U&ei=LI57U4LOIYadyASZo4L4Bg&ved=0CDwQ9QEwBw&usg=AFQjCNHPaz8GmzEQzrygUFYVS8E-u-8UKQ


Does the computer system in the assessment office maintain 
a snapshot of the property at the time of sale? 

Excellence Checklist: 
 

• Provide system documentation on how property characteristics data and sales 
data are merged and saved. 
• Provide sample sales reports to support that this objective has been met.   

The computer system should preserve a picture of a property’s data when it is sold 
so that the sale price and property characteristics can be properly matched during 
modeling. CAMA systems can accomplish this in a number of ways, including date-
stamping or maintaining a separate sales file that includes property characteristics 
at the time of sale. 
  

https://www.google.com/url?q=http://blog.sciencemuseum.org.uk/collections/2012/11/20/unpacking-bags-snapshot/&sa=U&ei=Yo97U6XeM8WRyATZ1YCwAg&ved=0CDgQ9QEwBQ&usg=AFQjCNHuYcnqY6c7_lqle0Q0V1PYczaorQ
https://www.google.com/url?q=http://teppak.com/residential-architecture-house-huwlambert-model/&sa=U&ei=jY97U_z1BsmvyASZ1YCQAg&ved=0CEQQ9QEwCw&usg=AFQjCNG4jwCiG3LDQSMs4VwxUthUx9wB9A


Are sales used in valuation analyses and ratio studies 
adjusted to the valuation date (time-trended)? 

Excellence Checklist: 
 

• What method(s) of time adjustment is used by your jurisdiction?  
• Provide sample trend analysis reports and reports showing methods of time 
adjustments.  
• Provide a description of these reports.   

To estimate property values and measure assessment performance accurately, 
sales must be adjusted for any significant time trends to the valuation date (or as 
near thereto as practical). Table 9-3 identifies ways to do this. Trends can be 
applied on a daily, monthly, or quarterly basis. For ratio study purposes, trends 
should always be applied prior to trimming of outlier ratios.  

TCALC! 



Does the assessment office test that sold and unsold 
properties have been appraised similarly  

(to prevent sales-chasing)?  

Excellence Checklist: 
 

• Describe how sold and unsold properties are analyzed to show equity between 
sold and unsold properties.  
• Provide sample analysis reports.   

http://eliteanalysis.com/wp-content/uploads/2014/04/home-inspection.jpg


SALE VERIFICATION STORIES? 

Two men charged with fraud relating to sale 
of Prior Lake condos  

“Two Prior Lake men and a California man each were charged with 15 counts of fraud in federal court April 21 for allegedly 
scamming lenders out of $3.1 million.  The men allegedly solicited buyers and then created false mortgage loans to 
purchase Prior Lake condominium units at inflated prices…. 
 
…To secure investors, Gensmer and Kennedy allegedly told buyers they would not have to pay for the units and promised to 
give them money for down payments, closing costs and monthly mortgage payments. The Prior Lake duo told potential 
investors that the units would be rented out for a while, but ultimately sold for profit that would be shared with them, the 
indictment states…. 
 
…However, contrary to their promises to buyers, Gensmer and Kennedy allegedly didn’t pay for the investors’ monthly 
mortgage payments – causing the buyers to default on mortgage loans…. 
 
…If convicted, the defendants face a maximum penalty of 20 years in federal prison on each wire fraud count, 20 years on 
the conspiracy count and 10 years on each of the money-laundering counts…. 
 
…The Prior Lake Police Department, the Federal Bureau of Investigation and the Internal Revenue Service-Criminal 
Investigation Division investigated the case. It is being prosecuted by Assistant U.S. Attorney Tracy L. Perzel.” 

 

https://www.google.com/url?q=http://www.albuquerquehiphop.com/2013/03/dahhm-life-get-your-handcuffs-ft-def-i.html&sa=U&ei=gRx8U_DEM46oyASwiILoCw&ved=0CDAQ9QEwAQ&usg=AFQjCNG0HnU1sRSS00RbVNEvHUiZAwohDQ
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Access Database for Sales Verification 

Jason McCaslin 



Sale Verification Overview – Basics and Best Practices 
 

Access Database for Sales Verification 
 

Commercial and Industrial Verification Problems 
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DOR Sales Verification Memo 

 
DOR Reject Codes Discussion 



Intangibles and 
Personal Property 
Present or Not Present? 

Adjust or Not to Adjust? 

 



General Property Classes 

• Real Property 
      Includes Fixtures - Items that have been installed or attached to the land or 

building in a permanent manner-(plumbing, lighting, heating). 

• Personal Property 
      Movable items of property that are not permanently affixed to, or part of, the real 

estate. 

• Intangible property or assets 
      Those assets that are not tangible real property, tangible personal property , or 

financial assets.  An intangible is something that is not material, not corporeal, not 
substantially real. 

 
 



Sale Verification Questions 

Intangibles  

• Did the sale (or purchase) 
include any non real property 
assets?   

 

• EG: Business lists, trademarks, 
patents, brands, franchise, 
non-compete agreements, 
others. 

 

• Did your analysis of the value 
of the assets being sold or 
purchased include analysis of 
real and non-real assets? 

Personal Property (IAAO Sales 
Ratio Standard) 

• 5. Was any personal property 
(such as furniture, equipment, 
machinery, livestock, 

• crops, business franchise or 
inventory, etc.) included in the 
sale price? o Yes o 

• No 
• If yes, please describe 

_________________________
________________________ 

• Estimated value of all personal 
property items included in the 
sale price $_____ 



Mn Sales Ratio  Study Criteria 

• 17. Excessive non-real property: Non-assessed and significant 
or unknown non-realty sales including: 

• Sales in which a significant, but unknown portion of the total 
price is non-realty, such as personal property, business value, 
franchise fees, etc. 

• Sales in which there is a significant, known amount (50% or 
more) of non-realty included in the sale price, such as personal 
property, franchise fees, etc. If the sale includes a large but well-
documented non-realty portion, it may be used in the sales ratio 
study. 

• Sales of non-assessed property such as cemetery lots. 
 
 

• Mn Reject Code 17 



Types of Personal Property 

• Residential Property Examples*: 

      Appliances 

      Window Treatments 

      Furniture and furnishings not built into the structure 

 

*Determine if listed on separate Bill of Sale 

• Commercial Property Examples: 

      Inventory 

      Restaurant Equipment  

 Trade Fixtures  

 Business Equipment 

 Pollution Control Equipment 

 



Real or Personal? 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&docid=QNlk9FGjJw5TgM&tbnid=NA-sXm35qJ9cNM:&ved=0CAUQjRw&url=http://rgkt.biz/restaurant-equipment-repair/&ei=Dw91U-30AoqPqgag_4LAAQ&psig=AFQjCNGhikjT3lv3pdXjppksJzLuo7JW-Q&ust=1400266877146630


CRV Deductions for Personal Property 

Allowed – Personal property: 
Above ground pool  

Boats and docks  

Crops  

Display cases  

Drapes  

Free standing appliances  

Fireplace equipment  

Farm machinery  

Furniture  

Fuel tanks  

 

 

 

 

Garden equipment  

Portable dehumidifiers  

Portable humidifiers  

Swing set  

Signs for commercial enterprises  

Shelves  

Satellite Dishes  

Trash compactor  

Throw or area rugs  

Television  

Window air conditioner  



CRV Deductions for Personal Property 

Not Allowed –
(Fixtures) 

 

Awnings  
Attached grill or barbecue  
Attic fans - air cleaners  
Built-in appliances  
Built-in vacuum cleaners  
Central air conditioner  
Garbage disposal  
Gates and fences  
Garage door openers  
Installed carpeting (indoor-outdoor)  
 

 
 
Light fixtures  
Music/intercom system  
Solar panel  
Smoke or security detectors  
Screen or storm windows or doors  
Sun deck or porch  
Sheds or storage buildings  
Water Softener  
 



Adjusting for Personal 
Property 
• Adjust based on 

depreciated cost not 
RCN 

• Adjust based on 
confirmation from 
both seller and buyer 

• be aware that their 
interests may differ 
(taxes) 

• Be consistent 

• Be fair 

• Do not ever 
automatically accept 
PP value as reported 
on the CRV  

•  Consider what is 
typical 

 



Intangibles 

• Franchises Fees, 
Contracts 

• Patents, Trademarks 
Copyright 

• Permits, Entitlements 

• Assembled Work Force 

• Trade Name, Hotel Flag,  

• Market position of 
Anchor Tenant  

• Goodwill 

• Customer Lists 
 









PROPERTY TYPES THAT ARE 
PROSPECTS FOR INTANGIBLES 

• Restaurants 

• Car Washes 

• Hotels/Motels 

• Health Care 

• Shopping Malls? (Misc income, anchors) 

• Special Purpose – Quarry, Landfill, Billboard 

• Others???? 



Terminology is Changing 

• Blue Sky 

• Going Concern Value (GCV) – Total 
value of all 

• Business operation assets 

• Business Value (BV) – Intangible 
increment 

• Real Estate (RE) 

• Personal Property (PP) – FF&E, trade 
fixtures 

• Intangible Assets (IA) – Liquor 
license, franchise, 

• Hotel flag, superior management, 
workforce 

• Goodwill – Accounting term for an 
intangible 

• Market Value Total Assets of the Business 
(MVTAB)  - replaces Going Concern Value 

• Business Enterprise Value (BEV) = 
Business Value 

• Total Tangible Assets (TTA) = R.E. + P.P. 

• Total Intangible Assets (TIA) = Identifiable 
Intangible Assets (IIA) + Residual 
Intangibles (RIA) 

• RIA may include Capitalized Economic 
Profit (CEP) 

• CEP definition, A BEV Anthology, p. 164, 
not in The Dictionary of Real Estate 
Appraisal 13th or 14th 

• OLD TERMINOLOGY • NEW TERMINOLOGY 

Capitalized economic profit (CEP) -CEP from 12th Edition  The Present Worth of an entrepreneur’s economic (pure) 
profit expectation from being engaged in the activity of acquiring an asset or collection of assets at a known price 
and then selling or being able to sell the same asset or collection of assets  at future uncertain price.   



CAPITALIZED ECONOMIC 
PROFIT (CEP) 
 
• PV of “excess” profit 

• Results from superior management or monopoly 

• Innovation may generate superior profits (Apple) 

• Typically, competition will drive down profit 

• Perfect competition will allow only normal profit 

• Perfect competition does not exist 

• Monopoly and/or large corps diminish competition 

• Difficult to measure excess profit in RE asset 



EXTRACTING ECONOMIC PROFIT 
 
• Reduce revenue (room rates, % rent) 

•  Deduct amortization expense(s) 

• Deduct BV expense 

• Increase cap rate (Why if R.E. is low risk?) 

• One or more of the above 

• Does the market consider/recognize? 



Sale Verification Overview – Basics and Best Practices 
 

Access Database for Sales Verification 
 

Commercial and Industrial Verification Problems 
 

DOR Sales Ratio Team – Criteria Update 
 
DOR Sales Verification Memo 

 
DOR Reject Codes Discussion 



Sales Ratio Update 
Minnesota Department of Revenue 
Data and Analysis Unit 
Amanda Imes and Angela González 
May 21, 2014 
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Objectives 

Sales verification and the sales ratio study 

Where are we now? 

Trimming Extremes 

New Agriculture and Residential Regions 

Changes to Ratios and Trends 

Why adjust for market conditions (time)? 63 



SALES VERIFICATION AND THE SALES 
RATIO STUDY 

64 



Arms-length sales in the study 

 

• The better the information we receive, the better the 
information we can provide.  

 

• The sooner we have verified sales, the more reliable 
preliminary and final ratios will be. 

 

• All sales should be verified prior to receiving preliminary 
ratios.  
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Where are we now: 

• 2014 Sales Ratio Study Criteria will be 
released at State Boards on June 11, 2014. 

• PACE module on market condition 
adjustments (time trends). 

• 2014 first sales listing ready for edits by 
mid July, 2014. 

• Residential and ag adjustment regions will 
be going through revision in August, 2014. 
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Proposed Timeline for 2014 
Study 

68 

Item Due Date 

First “quarterly” sales listing July 

Second “quarterly” sales listing September 

Final flat file submission November 10th no later than November 14th  

Sales Ratio issues sales listings (no 
preliminary ratios or time trends) 

As soon as all flat files are submitted. Target: 
November 21st 

Thanksgiving November 27th-28th  

Edits complete Target: December 5th  

Time Trends Issued Target: December 12th  

Deadline for appeals documentation 
from counties 

Target: December 15th  

Preliminary Ratios and Final Time 
Trends Issued 

Target: January 15th  



Noteworthy updates for 2014 

• New method for trimming outliers (extreme 
ratios) 

• New agriculture and residential regions 

• Commercial/Industrial ratios and trends will no 
longer be calculated together. 

• Water influence 

• New construction – Net construction 

• Res/SRR will no longer be calculated separately. 

oRatios will be calculated based on water 
status. 
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HOW TO TRIM FOR OUTLIERS. 
INTERQUARTILE RANGE 
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How to trim outliers 

Current Methodology 
 

In the past, sales with ratios less than 50% or over 200% 
were considered outliers and will be considered extreme 
ratios.  

 

Now, we use the IAAO recommend method of trimming based 
on the interquartile range.  
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72 
Using the old methodology, many good sales would 
have been considered outliers when they actually 
indicate movement in the market.  

Outlier 



73 With the new method we will trim the outlier but not 
the ratios above 200%. 

Outlier 



IAAO Guidelines for Trimming Extreme 
Ratios 

Pros Cons 

• Would bring us into 
compliance with IAAO 
standards. 

 
• The guidelines 

specifically caution 
against using arbitrary 
limits, such as all ratios 
less than or greater than a 
certain percentage.  
 

• Will increase the level of 
accuracy of time trends.  

 
 

 

• Less clear for 
counties to 
replicate. 
• Interquartile Range using 

the new T-Calc 

• Teaching IQR trimming at 
PACE and SBE 

74 



NEW AGRICULTURE AND RESIDENTIAL 
REGIONS 
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Median Price Per Acre 
2013 Study Year 

21 months   
 
 

Price per acre is reported for all sales, not just those that are 75% tillable or more. Because 
we used the median, the difference is not going to be significant. 



Crop Productivity Index   
 
 

 

 

Info from Minnesota Land Economics 



Water Erosion   
 
 

Info from Minnesota Land Economics.  Indicates potential erosion in tons/acre/year. 



How do I know the trend for 
my res region? 

79 The column called Trend Applied tells you where the trend is coming from. It 
could be County (county wide), Region (individual Region) or No trend.  



How do I know the trend for 
my res region? 
• You can also find your region on T-calc 

• You have the opportunity to revise the 
regions in August, 2014.  

• Present your suggested changes to your 
PTCO for review. 

• Things to consider: county seat, joint 
cities, water influence, etc. 

80 



CHANGES IN RATIOS AND TRENDS 81 



Commercial/Industrial trends 

• Commercial/Industrial ratios and trends will no 
longer be calculated together. 

 
According to M.S. 273.1325, separate sales ratios must 

be calculated for commercial property and industrial 
property when feasible . These two classes may only be 

combined in jurisdictions in which there is not an 
adequate sample of sales in each class.  

 

• Currently working with MAAO to study the best 
way to determine commercial and industrial 
time trends. 
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Reported Ratios 

• We will no longer report separate ratios for PT 
01 (Residential) and PT 03 (Non-Commercial 
Seasonal Recreational Residential), we will 
only report the combined ratio (PT 
aggregation 91)  

• We will report the combined 91 ratio based on 
water status.  
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Water Status 

• Water status is conditional upon the parcel being located on, 
or having immediate access to, one of the four valid water 
types. Parcels that would be located on the water in the 
absence of a road or public easement would be considered 
on water.  

• L- Lake 

• R- River or Stream 

• S- Swamp or Slough 

• O- Other Water 

• Parcels with a water status of ‘S’ or ‘O’ will not be 
considered “on-water” for the 2014 study.  

• All parcels with an ‘L’ or an ‘R’ will be considered on-water.  84 



Neighborhood Code  

• Counties have the option to use neighborhood codes 
to identify specific neighborhoods within state 
assigned cities/townships.  

• This field has not been utilized by Sales Ratio in the 
past, but we’d like to begin using this field as a way to 
hone in on specific markets. For example, an assessor 
may be aware of a “neighborhood” market that exists 
around one specific lake. If all the parcels affected by 
that market have one neighborhood code, we could 
consider that region separately for time trends instead 
of using the current method.  
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Neighborhood Code 
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WHY DO WE ADJUST FOR MARKET 
CONDITIONS? 

87 



Preliminary vs. Final Ratios 

Preliminary ratios reflect the following formula: 
2014 𝐸𝑀𝑉

𝑁𝑒𝑡 𝑠𝑎𝑙𝑒𝑠 𝑝𝑟𝑖𝑐𝑒 𝑓𝑜𝑟𝑤𝑎𝑟𝑑 𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑡𝑜 𝐽𝑎𝑛 2, 2015
 

 

Final ratios will reflect the following formula:  
2015 𝐸𝑀𝑉 − 𝑛𝑒𝑤 𝑐𝑜𝑛𝑠𝑡𝑟𝑢𝑐𝑡𝑖𝑜𝑛

𝑁𝑒𝑡 𝑠𝑎𝑙𝑒𝑠 𝑝𝑟𝑖𝑐𝑒 𝑓𝑜𝑟𝑤𝑎𝑟𝑑 𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑡𝑜 𝐽𝑎𝑛 2, 2015
 



Why do we adjust for market 
conditions?  
• The IAAO identifies market conditions 

adjustments as a necessary component of any 
sales ratio study.  

 

• Minnesota Statutes, section 270.12, 
subdivision 2 requires that the department 
follow the standards set by the IAAO whenever 
practical.  
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Why do we adjust for market 
conditions?  
• As of 2008, 43 states were conducting sales 

ratio studies 

• 23 states adjust for market conditions (time) 
and 12  adjust for terms 

• Of the 23 adjusting for market conditions, 15 
use a methodology similar to the methodology 
used by the Minnesota Department of 
Revenue.  
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Why do we adjust for market 
conditions?  
The IAAO recognizes five methods of calculating time 
adjustments: 

• Paired Sales Analysis 

• Resale Analysis 

• Sales Ratio Time Trend Analysis 

• Multiple Regression Analysis 

• Comparing Per-Unit Values Over Time 

 

Tracking sales ratios over time is a common method of 
determining market conditions adjustments (used in 15 
states as of 2011) and is the current methodology used 
by Minnesota Department of Revenue. 
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Why do we adjust for market 
conditions? (using the ratio) 

When we divide the sales price by the Estimated Market Value 
(EMV), we standardize the information so that sales are comparable 
despite different characteristics in each property. 

 

For example, imagine there are two adjacent homes. The first home 
has an attached garage and the second has no garage but is located 
on a popular recreational lake.  
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Home One Home Two 



Why do we adjust for market 
conditions? (Using the inverted ratio) 

• Home One sells at the beginning of the year for $300,000.  

• Home Two sells 6 months later for $375,000.  

• We don’t know if the change from $300,000 to $375,000 is due to 
the different characteristics of each home, or if it is due to a 
change in market conditions.  

 

Dividing by the assessment allows us to make an apples-to-apples 
comparison because the assessor will have taken into account the 
value of the garage.  

 

Calculating market conditions adjustments with the inverted ratio 
allows us to isolate the effect of prices. Time trends work best when 
the uniformity of the assessment is acceptable. 

  

93 



EMV= $310,000 

Sale Price=$300,000 

Inverted Ratio=0.96 

EMV= $387,500 

Sale Price=$375,000 

Inverted Ratio=0.96 

 

In this scenario, there is no evidence of a change in 
market conditions. The inverted ratio did not change 
over time. Now let’s imagine…   94 



EMV= $310,000 

Sale Price=$300,000 

Inverted Ratio=0.96 

EMV= $387,500 

Sale Price=$400,000 

Inverted Ratio=1.032 

In this scenario, there is evidence to support an 
increasing market because the relationship between 
the ratios is no longer 1 to 1.   95 



Often, ratios are not perfectly 
1:1. We can only establish the 
presence of a change in 
market conditions over time 
if there are enough sales to 
support statistical evidence 
that the market conditions 
are in fact changing.  96 



Why do we adjust for market 
conditions?  
Adjusting for market conditions ensures: 

• Equity of assessment  

 

• With market adjustments we are able to make apples-
to-apples comparisons 

 

• Comparisons based on raw ratios might have a 
combination of quality of assessment and market 
conditions all together. 
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Sale Verification Overview – Basics and Best Practices 
 

Access Database for Sales Verification 
 

Commercial and Industrial Verification Problems 
 

DOR Sales Ratio Team – Criteria Update 
 
DOR Sales Verification Memo 

 
DOR Reject Codes Discussion 



The reliability of any valuation model or sales ratio 

study depends on the quality and quantity of its data 



 Real estate sales form the backbone of the valuations 

for property tax. 

 It is important assessors examine and confirm the details 

of the sales. 

 Creating a sales verification process. 

 Ensure that sale data is consistent, documented, and 

reproducible. 

 With ecrv, the ability to share sales data statewide – 

Sales data should be relied upon. 

 

 

 

 

 

 



 Your property tax compliance officer (PTCO) may 

ask for the sale verification documentation. 

 

 Sale verification should be done on all ag, 

commercial, industrial, and apartment sales. 

 

 At a minimum, residential and seasonal sale 

outliers need to be verified. 

 

 Review sales before end of study period. 



 Sales must be verified at the county level.  

  

 The DOR screens and conducts computer edits 

on all sales to help identify and flag sales that 

require additional review.  

 

 The PTCO must agree with the verification before 

some sales may be considered as good or as bad. 

 



 The primary responsibility of the assessor is 
estimating the market value of each property. 
 

 The integrity of the property tax is dependent on 
the accuracy by analyzing market data  
 

 Only sales that meet the definition of market value 
are used in developing these market values. 
 

 Accuracy is dependent upon proper verification 
and adjustment of sales data. 

 

 





 Sales involving government agencies 

 Sales involving charitable, religious, or educational 

institutions. 

 Sales involving financial institutions as buyer or 

seller 

 Sales between relatives or between corporate 

affiliates 

 Sales settling an estate 

 Forced sales resulting from a judicial order 

 Sales of doubtful title 

 



 Reject 05 – Use Change 

 Reject 09 – Trade; Gift; or Estate Sale  

 Reject 26 – Not Typical Market - 

 Reject 15 verses 21- Forced Sale VS Bank Sale 

 1031 Exchanges 

 Reject 31- Assemblage  (not farm or timber sales) 

 

 



 Use Change: Sales involving change of use from one legal 
property class to another.  

 Exceptions 
◦ Residential to Seasonal-Recreational  
◦ Bare Land of 34.5 acres or more will NOT be excluded if the class 

changes are among Agricultural, Seasonal-Recreational, or Timber 
Classes. 
 Property will remain in class it was in before the sale 

 

 Use Change Examples: 
◦ Change from Residential to Commercial 
◦ Change from Apartment to Residential 
◦ Change from any Use (with buildings) to a Bare Land Use and vice versa 

 

 Use Change Examples that DO NOT QUALIFY: 
◦ Office converted to Restaurant 
◦ Commercial to Industrial and vice versa 

 
 



 Are not a trade or transfer involving no monetary items. 
 

 These transactions allow the taxpayer to defer capital gains 
tax on the sale of a business use or investment property.  
 

 Accumulate more assets. 
 

 A certain amount of undue stimuli may be present as this 
time lapses. 
 

 They are a very formal, regulated, can be costly process. 
Acquire and close on Replacement Property within 180 
days of relinquished property closing. IRS prefers in same 
tax year. 
 
 
 



A. These sales should be analyzed like any other   

commercial transaction. 

B. Were there other similar properties for sale at 

the same time? 

C. Did the 1031 influence the purchase price? 

D. Was there an extension for the 1031? 

 

ARE NOT AUTOMATICALLY REJECTED!! 

Verify!! 



 Sales of doubtful title or other non-arms-length or 

non-typical market transactions.   

    

 A sale with a Reject Code 26 with no explanation 

will not be accepted. 

  Additional documentation will be required. 

 

 The following three tests will help determine if the 

sale should be rejected or accepted.  



 Was the sale marketed?  

 How was it marketed? 

 

 

 

 

 If YES, the sale SHOULD NOT be rejected as a 

Reject Code 26. 

 If NO, go to Test 2. 

 



 Auctions 
 For sale by owner (FSBO) 
 Internet marketing (craigslist) 
 Newspaper advertisements 
 Sealed bids 
 Word-of-Mouth  

 
 Sales that are not advertised, listed, or promoted to 

potential buyers.* 
◦ * Not all submarkets fall under this broad category.  Examples: 

 Farms 
 Timber 
 Apartments 

 



 Was an appraisal done prior to the sale to 

establish the sale price or to be used as a starting 

point for negotiations?  

 

 

 

 

 If YES, the sale SHOULD NOT be rejected as a 

Reject Code 26.If NO, go to Test 3. 

 



 Did the sale involve a willing and informed buyer 

and a willing and informed seller, neither of whom 

were under duress to buy or sell, and is the sale 

price typical of the market for this type of property 

in your assessment district? 

 

 

 If YES, the sale SHOULD NOT be rejected as a 

Reject Code 26. 

 If NO, the sale SHOULD be rejected as a 26. 

 



 Trades of properties or transfers in which nonmonetary items, such 
as stocks, bonds, or personal property are used as the medium of 
exchange. 
 

 Sales by representatives of estates to members of the immediate 
family. 
 

 Sales to a trustee for the benefit of some beneficiary.  
 

 Estate sales not exposed to the open market.  
In Residential & Seasonal Rec all estate sales are out automatically, unless all 
are verified throughout the county.  All probate deeds, trustee deeds, quit claim 
deeds.  
 

Property sold by the heirs after probate must be verified and may be rejected 
under other criteria. 

 

 



 Sales to avoid foreclosure, such as short sales or 

sales back to the bank. 

 

 Sales involving legal actions such as foreclosures, 

divorces, bankruptcies or sheriffs’ sales.  

 

 To be automatically rejected, a sale must be 

ordered by a court.  



 Any sale from a bank, HUD, FMHA, or any 

governmental lending institution, to a private party. 

 
◦ Resales of repossessed property may be considered for 

use in the study. Thorough verification is required before 

these sales can be used; they should only be used if the 

sale meets the “open market arms-length” test.  

◦ Resales of repossessed property by lending institutions will 

not be adjusted for financing terms. Only the most recent 

non-rejected resale will be considered. 

 

 





 Definition –  is the assembling of adjacent parcels of 
land into a single unit. Which also means Plottage 
 

 The process of putting together the purchase, or 
options for the purchase, of several small parcels from 
multiple owners in order to create a larger parcel of 
land.  
 

 The goal is to obtain enough land for a particular 
development in mind, or to conduct the assemblage 
as a speculative venture, in order to sell the larger 
parcel for more money than it cost to purchase the 
smaller parcels.  



 Values for new construction reported on the 

Market Value by Parcel file should reflect net 

changes in value instead of the gross value of new 

construction. 

 

 Example- if a homeowner demolished a garage 

valued at $35,000 and built a new garage valued 

at $65,000, then the amount of new construction 

reported should be $30,000.  

 



 When reviewing sale properties -- if the assessors 

estimated market value of the improvements are 

5% or more of the total estimated market value,  

 

Rejection Code 07 -Physical Change criteria 

should be considered 



 Sales of incomplete structures or structures that 

were assessed prior to completion.  

 Property largely improved between assessment 

date and sale.  

 Property damaged between the assessment dates  

 Sales in which the physical change is merely 

cosmetic – could be good sale 



Sale Date New Construction Status 

Oct 2013 – Dec 2013 Before sale date and after January 

2013 Assessment Date 

Reject for all 2014 studies 

After sale date but before January 

2014 assessment date 

Reject for all 2014 studies  

After sale date and after January 

2014 assessment date.  

Good for 12 and 9 month 

Tax Court Study and the 12 

Month State Board of 

Equalization Study if the new 

construction from the 2015 

Assessor’s Market Value is 

subtracted. 



Jan 2014-Sep 2014 Before sale date and after 

January 2014 assessment date 

Reject for all 2014 studies 

After sale date but before 2015 

assessment date 

Good for 12 and 9 month Tax 

Court Study and the 12 Month 

State Board of Equalization Study 

if the new construction from the 

2015 Assessor’s Market Value is 

subtracted. 



 Example 1: 

 Sale Date: Nov 2013 

  Sale Price: $100,000 

  New Construction: $70,000 structure added in May 2013 

  Status: Reject by PTCO 

 Explanation: This sale would be rejected because the new construction 
occurred between the Jan 2, 2013 assessment date and the Nov 2013 sale 
date. This sale would be considered invalid for all 2014 studies.  

 

 Example 2: 

  Sale Date: Nov 2013 

  Sale Price: $100,000 

  New Construction: $70,000 structure added in Dec 2013 

  Status: Reject by Regional Rep 

 Explanation: This sale would be rejected because the new construction 
occurred between the Nov 2013 sale date and the Jan 2, 2014 assessment 
date, making this sale invalid for all 2014 studies.  

 



 Example 3: 

  Sale Date: Nov 2013 

  Sale Price: $100,000 

  New Construction: $70,000 structure added in July 2014 

 Status: Sale is good for study but 2015 Assessor’s Market Value must be 
reduced by the amount of by new construction reported on the 
preliminary 2015 Market Value by Parcel file 

 

 Example 4: 

  Sale Date: Apr 2014 

  Sale Price: $100,000 

  New Construction: $70,000 structure added in Feb 2014 

  Status: Reject by Regional Rep 

 Explanation: This sale would be rejected because the new construction 
occurred between the Jan 2, 2014 assessment date and the Apr 2014 sale 
date, making this sale invalid for all 2014 studies. 

 

 



 Example 5: 

  Sale Date: Apr 2014 

  Sale Price: $100,000 

  New Construction: $70,000 structure added in Jul 2014 

 Status: Sale is good for study but reduce 2015 Assessor’s Market Value 

by new construction amount reported on the preliminary 2015 Market 

Value by Parcel file 

 



 Use your PTCO as a resource  
 
 

 Implement best practices in avoiding sales 
chasing and ensuring accurate sales screening 
 
 

 Process new construction sales early 
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