Land Mix: The Appraiser's Puzzle
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A 10-piece puzzleis simple to look at and complete, whereas you look at 1,000 piece puzzle and you
wonder, where do | start? No two puzzles are the same, nor are two farmsidentical. The difference in many
cases isthe land mix. If the farm isin amarket area where land can vary significantly from highly
productive tillable cropland to less productive pasture and recreational land, the question is often asked, how
do I analyze and value each piece of the farm? Or how do | analyze and value the whole farm?

The appraiser’ s answer can liein studying the local market, analyzing each component, and breaking it
down based on an equivalency ratio, also known as (ER) in the Sales Comparison Approach. The appraisal
theory of equivalency ratios (ER) are found in appraisal problems across all types of properties. commercial,
residential and agricultural land. It is appraisal theory to demonstrate that the unitary whole value may not
equal the sum of itsindividual parts. To put it smply, it would be too easy to apply value to the individual
piece of the puzzle and add them together.

The ASFMRA (American Society of Farm Managers and Rural Appraisers) and the book: Valuing Rural
America: Foundations of Data Analysis, teaches the Land Mix: Equivalency Ratio theory with the
application of ‘ contributory values for mixed properties versus those prices paid for puritan tracts because
management requirements are more complex.

A puritan sale isaone land class property (and very minimal non-productive acres). Example (A), shown
below, is an 80-acre farm that sold for $784,000 with 98% tillable acres (78.4 acres of cropland and 1.6 acres
in non-productive). The land class- Cropland, would suggest the 100% value to be $10,000/ acre, then CRP
at 80%, Pasture and Recreational Land at 50%, and so on.



(Puritan Sale - Example A)

The percentages or $/acre for CRP, pasture, recreational land etc. can come from other puritan salesin the
local market area. These percentages are not universal and can vary throughout the market and are driven by
the local market forces.

Ratios are important tools that can be used to allocate sale prices in most markets. The overall blended price
of the unitary wholeisaratio of the land type identified as the 100% land class in each market. Thisis
further demonstrated by the sale’s equivalency. Within the Sales Comparison Approach, the comparable
sales are adjusted (positive or negative) to the subject based on their land mix and equivalency. Thisis also
known as proportional adjustments.

In another example (B) below shows a picture of a 231.66 acre subject property with varying land mix. The
subject is analyzed by land mix equivalent acres (units) and how four sales are adjusted in a $/unit to the
subject shown on the sales comparison grid.




(Land Mix - Example B)

Subject's Land-Mix Analysis

Land Use Hatio Aores Unk Size  Unk Type Equiv, Unis
Cropland 100% TT.28 Tr.28
CRP BO% 1147 854
Pasture B0 000 9453 4727
Hacraabonal =y 3868 18,54
Buikding 5 ile 100% 6.0 604
Honproductive 0% .00
Total 231 66 158 33
ER Land Use Egurv. Unis + Eff Unk Sce= ER Factor
C ropland 15833 + 232 E
Total Land Top SCAGHd
Ef Uni Land Blanded Slpcated Equivalent Sale Subject Langd-Mix &dj
Calam Size ICganEribiuation SUni e Units ER Factor |ER Faclar 0% (SWnd)
1 160.00 S552 950 56,208 832985 120 5% I =8.00% 5455
2 181.85 51,454 500 50,000 SO 6T2 AT 150,54 3% 9% ~16.879% =51, 350
3 22200 51,720 458 &7, 750 S8.TTE.50 1685 38 B8N B4 -21.584% -81,673
4 27400 51,881,283 55,083 $8.812.00 185.08 E5% 59% 0.00%

These four sales are then adjusted to ‘equalize’ their land mix to the subject.




LAND & IMPROVEMENT ADJUSTMENTS

Land Impwt Land Impit Land Impvt Land Imipit
CEVPrice / Acres 56,206 06,000 57,750 36,063
Adjustment =496 =31,350 51,673 =0
Adjusted Price 35,710 36,650 36,077 36,0683

These land mix adjustments narrow down the adjusted comparable sale prices.

There would be obvious additional stepsto take if the property has building improvements with contributory

value, but for simple demonstration, they are not included.

By analyzing and taking an objective view of the land mix of the subject property and the comparable sales,
it further validates how the equivalency ratio (ER) can help appraisers value the subject property and

complete the land mix puzzle.



