The “inaugural” meeting of the Lambda Alpha Technical Working Group was held on the evening of Wednesday, May 2, 2007, in the board room of Draper and Kramer.  Ely Chapter members and their guests totaling about 12 persons attended a presentation by Ely Chapter member McKim Barnes, Draper and Kramer’s VP of Research and Analysis.  Rachel Weber brought 3 of her UIC colleagues, including Nathan Anderson and John McDonald of the UIC Department of Economics, who responded to Kim’s presentation.  Lambda Alpha attendees included Jim Stoller, Ted Swain, Margery and Suhail Al Chalabi, Michael Truesdale, and Bruce Martin.  

Kim described and demonstrated the regression method that he has developed for ascertaining the price level in a condominium market.  Among other things, the method shows the degree to which prices proposed for a new development or for a condominium conversion are within the market range.  Kim claimed that the method is superior to the “adjustment grid” method more commonly used by appraisers because it 

1. Maximizes market coverage through large sample sizes, which discourage “cherry picking” transactions that support a desired result.

2. Confirms whether the variables proposed for price adjustment do indeed influence condominiums prices and what the functional form of that relationship might be.

3. Provides an objective calculation of how condominium prices respond to a change in relevant variables (adjustment factors).

4. Isolates the effect of a single variable while taking account of all other variables simultaneously.

5. Provides a measure of how well the derived prediction rules (the model) do their job.

6. Provides a confidence interval for predicted values.

7. Deters subjectivity and has replicable results.

8. Has graphically communicable results.

The “conventional wisdom” among real estate appraisers and investors is that price per SF decreases as unit size increases.  But one result of Kim’s work is that the opposite is true in some markets and that clinging to the “cw” where it doesn’t hold can be very costly.  Kim suggested that a positive relationship between price per SF and unit size occurs in highly affluent and land constrained sub-markets like Chicago's Near North and south Florida.  
Kim proposed these additional implications.

· Over 90% of the variation in condominium prices can be explained by only a few variables – such as size, age, floor level, location.  This further suggests that such “features” as floor and counter top materials, views, and amenity packages have, at most, only marginal influence.  
· Unit size has overwhelmingly the most important influence on a condominium’s price, which suggests that accurate measuring of all residential units should be a mandatory step in the sale process.  After all, a site survey showing land area is universally required. Why shouldn’t internal area of a house or condominium be subject to the same scrutiny?  Further, it should be mandatory to include a close estimate of unit size, or the number reported in a previous survey, in information about a dwelling listed for sale.
· Lenders can use the regression method to calculate a confidence interval for each predicted unit value, which they then can use to calculate a loan-to-value “safe zone.”  Lenders might follow a policy of lending no more than the lower bound of the 95% confidence interval surrounding that predicted market value.  
· Condominium prices seem to contain a large component that is truly random.  Kim supported this assertion with an analysis of “flip” sale prices from 55 E. Erie.  The magnitude of the random component is such that an actual selling price has a 95% chance of falling within -15% to +19% of a predicted market value.  So, “a point estimate” of a market value reported in appraisals is really inadequate information.  A confidence interval is also necessary.
In his response, Nathan Anderson of UIC warned that the creators of “hedonic price indices” must recognize that markets can be very different and that these differences can lead to very different values for each component of a dwelling unit.  This statement is consistent with Kim’s assertion that the relation between price per SF and unit size in dense, affluent markets can be very different from the relationship in lower density, middle income markets.  

