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Determining how much a property will resell for after renovations is as much an art as it is a science.  Appraisers can spend years honing their skills at property valuation, and even many seasoned real estate agents can have a difficult time assessing the resale value of a property before it is rehabbed.  But, as a successful real estate investor, you will need to be able to determine what your properties will sell for, and you'll need to be able to do it reliably and consistently.  And I'm going to tell you how to do it, using a three step process:
Step #1:  Pulling "Comps"
This first step is on that you're likely going to need some help with.  You will need information about other properties that have sold in your area, and that information isn't always readily available.  While websites like Zillow.com and Trulia.com are useful, the best and most up-to-date information is generally found on the MLS, which you'll need a licensed real estate agent to access for you.  If you already have an agent you're working with to help you find properties, she should be happy to help you get this data; if you don't currently have an agent, this is your incentive to start building those relationships now.
Once you have an agent -- or someone else with access to the MLS -- who is willing to pull some data for you, you want to ask them to provide you a list of comparable properties (generally known as "comps").  Comps are other properties that are very similar to what your property will be after the rehab; the real estate market is relatively efficient, so if you can get a good idea of what similar properties have sold for, you should get a good idea of what your property will sell for.  It's a simple concept, even if it's not always simple to do.
Before I go any further, let me explain what I mean by "similar" property.  This is actually the biggest point of confusion for many new investors learning this process -- they assume that because both properties have a roof, a front door and a kitchen that they are "similar."  For the purpose of determining resale value,   nothing could be further from the truth.  When looking for comparable properties, here are the top 5 things you want to see:
· Time of Sale:  Most importantly, you are looking for properties that have sold within the previous 6 months (3 months is even better).  Notice I say "SOLD" properties, and not properties that are currently listed for sale.  Many investors assume that if there are 10 other properties listed for sale at about $150,000 in the same neighborhood that this must be an accurate representation of what the properties are worth.  Wrong!  If the properties were actually worth $150,000, they wouldn't all be for sale, would they?  Most likely, the properties will sell for less than the asking price, and maybe for a LOT less.  In fact, in a down market, many of these properties will not sell at all.  Perhaps all the neighbors bought at the height of the market, they all owe $150,000 or more on their properties, and they can't afford to sell for any less; does that mean they'll get $150,000?  Or course not.  Some of these houses may soon be foreclosed on, and instead of being your comps, they could end up being your competition.  So, when looking for comps, remember to ONLY use sold properties and stick to the previous 6 months.
 
· Location/Proximity:  You want to find properties that are close to your yours.  How close?  It depends.  If you're in a large city where real estate values can literally double from one street to the next, you're going to want to find other properties on the same street.  If you're in a sprawling suburban area with large homogenous neighborhoods (planned developments or communities), then you're going to want to find properties in or around the same subdivision.  And if you're in a rural area where there are many acres -- or even miles -- between houses, you'll probably be looking within several miles.  In general, for most properties in typical suburban areas or small cities, you'll be looking for properties that are within a half-mile of the subject property.

· Age and Style:  You want to find properties that are similar in age and style.  A 1967 brick ranch is unlikely to sell for the same price as a brand new two-story McMansion with a finished basement (in my area, the ranch would likely sell for more!).  The best case scenario when looking for comps is that your property is in a planned community, where most or all of the houses were built by the same builder within a year or two of each other.  But, even if you're not this lucky, you should still be able to find other properties that were built in the same time period and of similar style.
· Size:  When it comes to comps, size very much matters.  If your property is more appropriately sized for a single couple than for a family of 6, that's going to affect how much it's worth.  And when I say size, I'm not just talking about square footage.  I'm also talking about the number of bedrooms and bathrooms, as well as finished basement areas.  Best case, you should be looking for comps that have within 10% of the same finished square footage, the same number of bedrooms and the same number of bathrooms.  Of course, the more bedrooms and bathrooms your property has, the more room you have for variance.  In other words, while the difference between a 2 bedroom/1 bath house and a 3 bedroom/2 bath house is huge, the difference between a 6 bedroom/5 bath house and a 7 bedroom/4 bath house is relatively minor.  Though even these small differences will ultimately play into your sales estimate.

· Condition:  The last very important criteria for assessing a comp is the condition.  A fully renovated property in move-in-ready condition will most certainly sell for more than a run-down, ready-to-be-foreclosed on house that hasn't been updated since the 1970s.  While you may be hard-pressed to find comparable properties that have been fully remodeled (unless you're looking in an area that has lots of other investors), you at least want to find properties that are in good shape, move-in-ready and have the same level of finishes that yours does.  Along with the condition of the property, you also want to ensure that the comparable was not a distressed sale; in other words, if a house sold as a short-sale or a foreclosure -- even if it was in good condition -- it's not a comparable for your property.  This last point is very important...don't forget it.
Now, your job is to find at least three other properties that meet all the requirements above.  In many areas -- and especially in a down housing market where there aren't many houses selling -- it may be difficult to find three other properties that are good comps for your property.  
If you absolutely can't find three properties that meet the criteria, it's okay to expand your search a bit -- we'll account for that in the next step.  Start by going back 9 months instead of 6; if necessary, go out a mile from the subject property instead of a half-mile.  Perhaps find a house that's a few years older, has a few hundred more square feet or isn't in quite as good of condition.

Step #2:  Adjusting Your Comps
At this point, you should have at least three good comps to use for your analysis.  For this next step, there is a little bit of math involved, but it's pretty straightforward, and if you can add, subtract, multiple and divide, you should have all the tools you need.
The purpose of this step is to adjust the value of the comps to ensure that they resemble the subject property as closely as possible.  Remember, the goal of a valuation or appraisal is to have an apples-to-apples comparison of your subject property with the comp properties -- if the properties are different, you'll need to adjust their values to make them apples-to-apples.
For example, let's say your subject property and one of the comp properties are nearly identical, except that the subject property has 3 bedrooms and the comp property has 4 bedrooms.  Clearly, if this is the only difference, then the comp property is going to be considered MORE VALUABLE than the subject property, as it has an extra bedroom.  So, if the comp property had recently sold for $150,000, then it's likely that your subject property is worth a little bit less than $150,000.  In other words, the 3-bedroom property is worth less than the 4-bedroom property.
In order to do your adjustments, you must compare each of the comp properties -- one at a time -- to the subject property, and perform an adjustment on each of the comps to determine an apples-to-apples value.  Note that I said to "adjust the comps" -- what this means is that we need to determine what the comp property likely would have sold for had it been equivalent to the subject property.  In the example above, where the comp sold for $150,000, but had an additional bedroom than the subject property, we'd have to adjust the $150,000 sale price DOWNWARDS to achieve an apples-to-apples comparison.
In my area, an extra bedroom may be worth about 3% more in sales price, so for this adjustment, we'd subtract about 3% from the comp sale price to get an apples-to-apples comparison.  Subtracting 3% from the $150,000 sales price would put the comp value at about $145,500.  There are no hard-and-fast rules about how much various property features are worth -- this is going to be highly dependent on the level of house, the area, what is typical for local properties, etc.  
It's sometimes confusing to figure out which direction to adjust the comp values, but remember, the goal is always to try to figure out what the comp WOULD HAVE sold for had it been equivalent in features to the subject property.  Here is a list of features you should consider when doing your adjustments, and also how the differences should be adjusted for:
· Date of Sale:  If the comparable sale was more than 6 months old, the value may need to be adjusted depending on how the market has changed since the sale.  If the market has improved, the comp value may be adjusted upwards; if the market has declined, the comp value should be adjusted downwards.
· Age:  If the comp is older than the subject property, the comp value may be adjusted upwards; if the comp property is newer than the subject property, the comp value may be adjusted downwards.
· Condition:  If the comp is in worse condition than the subject property, the comp value should be adjusted upwards; if the comp is in better condition than the subject property, the comp value should be adjusted downwards.
· Living Area Square Footage:  If the comp is has less square footage of living area than the subject property, the comp value should be adjusted upwards; if the comp less square footage than the subject property, the comp value should be adjusted downwards.  Also note that living area above grade (above ground level) is generally worth more than living area below grade.  So, an extra room on the second floor of the house would generally be worth more than a similar sized extra room in the basement.  Lastly, note that unfinished area may be worth a little extra, but not nearly as much as finished living area.
· Bedrooms/Bathrooms:  If the comp fewer bedrooms/bathrooms than the subject property, the comp value should be adjusted upwards; if the comp more bedrooms/bathrooms than the subject property, the comp value should be adjusted downwards.  Note that extra bedrooms and bathrooms are not worth as much as extra square footage, but certainly add value.  Also note that the fewer bedrooms and bathrooms the subject property has, the more the comp adjustment should be (in other words, going from 2 to 3 bathrooms is going to be much more valuable than going from 5 to 6 bathrooms).
· Garage/Carport/Driveway:  If the comp has less garage space, carport space or general parking area than the subject property, the comp value should be adjusted upwards; if the comp less garage space, carport space or general parking area than the subject property, the comp value should be adjusted downwards.  Again, the value difference is going to depend on the relative differences, not just the absolute difference; for example, going from a carport to a 2-car garage is going to be more valuable than going from a 3-car garage to a 5-car garage.
· Porches/Patios/Decks:  If the comp has less desirable outdoor spaces than the subject property, the comp value should be adjusted upwards; if the comp has more desirable outdoor spaces than the subject property, the comp value should be adjusted downwards.
· Fireplaces:  If the comp has fewer fireplaces than the subject property, the comp value should be adjusted upwards; if the comp has more fireplaces than the subject property, the comp value should be adjusted downwards.
Let's look at an example of an actual property that I recently did a valuation on... 
We are trying to determine the value of our subject property that has the following features:
	Age
	12 Years

	Condition
	Excellent

	Square Footage
	1940 SF

	Beds
	3

	Baths
	2.5

	Parking
	2 Car Attached Garage

	Porches/Decks
	Front Porch/Back Patio

	Fireplaces
	1 



We have found three properties in within 1 mile of the subject property that we believe are good comparables and should give us a decent idea of what our property should resell for.  The three comparables have the following features:
	
	Comp 1
	Comp 2
	Comp 3

	Age
	12 Years
	12 Years
	5 Years

	Condition
	Excellent
	Excellent
	Good

	Square Footage
	1854 SF
	1875 SF
	2650 SF

	Beds
	3
	3
	4

	Baths
	2.5
	2.5
	3

	Parking
	2 Car Attached Garage
	2 Car Attached
	2 Car Attached

	Porches/Decks
	Front Porch/Patio
	Front Stoop/Patio
	Front Stoop/Patio

	Fireplaces
	1 
	1
	1



Now it's time to do our adjustments of the comps to give an apples-to-apples comparison of each of them to the subject property (remember, this was the actual analysis I recently did for one of my properties, and the values below are the values I assigned based on my experience):
	
	Subject Property
	Comp 1
	Comp 2
	Comp 3

	Age
	12 Years
	SAME
	SAME
	- $3000

	Condition
	Excellent
	SAME
	SAME
	+ $5000

	Square Footage
	1854 SF
	+ $1000
	+ $1000
	- $8000

	Beds
	3
	SAME
	SAME
	- $1500

	Baths
	2.5
	SAME
	SAME
	- $1500

	Parking
	2 Car Attached Garage
	SAME
	SAME
	SAME


	Porches/Decks
	Porch/Patio
	SAME
	+ $1000
	+ $1000

	Fireplaces
	1 
	SAME
	SAME
	SAME


	TOTAL ADJUSTMENTS:
	+ $1000
	+ $2000
	- $8000



What this chart is telling us is that our Comp #1 is very close to our subject property in terms of features, and if we added $1000 to the price it sold for, that should give us a good idea of the value of our subject property.  Likewise, with Comp #2, if we added $2000 to its sales price, we'd get a good idea of the value of our subject property.  And lastly, with Comp #3, if we subtracted $8000 from its sales price, we should get a good idea of the subject property value.
Step #3: Determining The Value of the Subject Property
Now that we have our comps, and we've adjusted them against our subject property, it's time to use this information to determine a reasonable valuation for our subject property.  Remember, we determined above that if we take the actual sales prices of the comparables and adjusted them using our adjustment values, we should get a good idea of the valuation of our subject property.
Here are the actual sales prices of the comparables, along with the adjustments and the final adjusted value:
	
	Comp 1
	Comp 2
	Comp 3

	SALE PRICE
	$105,000
	$105,000
	$120,000

	ADJUSTMENTS
	+ $1000
	+ $2000
	- $8000

	ADJUSTED VALUE:
	$106,000
	$107,000
	$112,000



So, based on this analysis, it's likely that our subject property is worth somewhere between $106,000 and $112,000.  From here, depending on how conservative you want to be, I would suggest that you either assume your subject property is worth the lower of the three values ($106,000 in this case) or the average of the values (about $108,500 in this case).
Like I said, this was an exercise I did recently on an actual property with these characteristics and the actual comps I used for my analysis.  In the end, the property sold for $110,000, and when the buyer's appraiser did his appraisal, he used the same three comps I did as his main comps.
Below is a copy of the adjustments page from the actual appraisal (with personal information blacked out).  As you can see, the appraiser uses several additional property features to do his adjustments (and is a lot more scientific about how he determines the adjustment values), but in the end, the appraiser came up with values that weren't too different than the quick and dirty analysis I provided above. 
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Uniform Residential Appraisal Report

Thereare 10 comparable propertes currently offered for sale in the subject neighborhood ranging in price from § 95,000 108 150.000
Thereare 31 _comparable sales in the subject neighborhood within the past twelve months ranging in sale price from § 105.000 108 135000
TEATURE SUBJECT COMPARABLE SALE # 1 COMPARABLE SALE # 2 COMPARRBLE SALE # 3
Austell, GA 30106 Austell, GA 30106 Austell, GA 30106 Austell, GA 30106
Proximity to Subject 0.11 miles SE 0.04 miles E 0.93 miles SE
Sale Price $ 110,000 $ 105,000] B 105,000] $ 120,000
Sale Price/Gross Liv. Area B 56.70 saft|$  56.63 sqft 56.00 sqft 45.28 sqft
Data Sours(s) |
Verficafion Source(s) Market Data Center Market Data Center Appraisal/Field
VALUE ADJUSTMENTS DESCRIPTION | DESCRIPTION [ +() § Adjustment | DESCRIPTION | +() § Adjustment | _DESCRIPTION | +() $ Adjustment
Sales or Financing ArmLth ArmLth Short
Concessions FHA:5395 Conv:4600 FHA:1500
Date of Sale/Time 503/11:c02/11 507/11:¢06/11 508/11:¢07/11
Locafion N:Res: N:Res: N:Res: N:Res:
Leasehold/Fee Simple Fee Simple |Fee Simple Fee Simple Fee Simple
Site 11326 s 9583 sf 0[10454 sf 0[10890 sf 0
View N:Res: N:Res: N:Res: N:Res:
Design (Style) Traditional | Traditional Traditional Traditional
Qualty of Construction Q4 Q4 Q4 Q4
Actual Age 12 12 12 5 0
Condition c3 c3 c3 c4 +3.500
Above Grade Total |Bdrms | Baths | Total [Bdrms. | Baths Total |Bdrms | Baths Total |Bdrms.| Baths
Room Count 731217 [3 (21 613 [21 of s[4 [30 -1.500
Gross Living Area 1,940 sqft 1.854 sqft +1,300 1.875 sqft +1,000] 2,650 sqft -10.700
Basement & Finished 0sf 0Osf osf 0sf
Rooms Below Grade
P Functional Utiity Average/Good | Average/Good Average/Good Average/Good
2 Heating/Cooling FWA/CA FWA/CA FWA/CA FWA/CA
f] Energy Efficient fiems Standard Standard Standard Standard
| Garage/Carport 2 Car Attached |2 Car Attached 2 Car Attached 2 Car Attached
] Porch/Patio/Deck FPch/Patio | FPch/Patio Stoop/Patio +2.500Stoop/Patio +2.500
fo4 Fireplaces 1 1 1 1
4 List/Sales Price Adjust(98.33%)
Net Adjustment (Total) X+ [O-18 13000 X+ [1-[8 3500 [1+ X-[$ -6.200
P Adjusted Sale Price: NetAdi  12% NetAd.  33% NetAdi  52%
] of Comparables Gross Adj.  12%]$ 106,300Gross Adi. ~ 33%/$ 108,500/ Gross Adi.  152%$ 113,800





