Price Per Square Foot An Outdated Measure Of Value

February 11, 2007

Dear Dave: I am a family man with a wife and three children to care for. We are looking at an existing home in the Jewel Lake area, but the price per square foot seems outrageous at $174. What is a fair price per square foot for an existing home in Anchorage?

Answer: You will excuse me for a moment to chuckle privately here. Many people, including some Realtors, are so hung up on this obtuse mathematical equation that I have to laugh!

Price per square foot, except when estimating for new construction cost, is an outdated measure of value. It’s almost as inane as quoting a municipal assessment as a valuation of your property. Both bear little resemblance to the true market value of real estate.

Here’s why price per square foot is of no interest to me when valuing a single family home. First, it takes no account of whether the property has a one, two or three car garage, or no garage at all – I think you would agree that this would have a bearing on the value of a home! The square footage in MLS, used for ‘price per square foot’ calculations, is the ‘estimated’ size of the living area only. By the way, that estimate will be different depending on who measures the home. Indeed, there may be some valuable space in the property that does not qualify as ‘living space’, but has value nevertheless. Some homes may have technical ‘living space’ that consists of studs and insulation only, which further reduces the equation to the ridiculous.

Price per square foot takes no account of the size of the lot or the location of the lot, its landscaping, privacy and appeal. Price per square foot does not tell you anything of the quality of the construction, how well the house is maintained or whether its fixtures are upgraded. It takes no account, for comparison purposes, of the age of the house. It also bears no relation to the general ambience and layout of the home, which can vary from flat out ‘funky’ to well organized and flowing.

Price per square foot takes no account of the size of individual rooms – the bedrooms, for example, which may be totally inadequate, or a dining area that barely accommodates your dining table. The value of a home is determined by a hundred things that appeal, or don’t appeal, to buyers – convenience for schools and shopping, crime rate in the area, color and design, not to mention the view – which can be worth $30,000 or more on its own, irrespective of the structure. How does price per square foot help you here?

In short, when shopping for a home, your calculator should be left in the office, or given to one of those engineering type people who just tinker with numbers for entertainment. Some buyers, and sellers, enjoy starting a good argument over price per square foot, it may even appear on your ‘Broker’s Opinion’, but it has almost no relevance whatsoever to the value of real estate!

Real estate has a market value determined by what market conditions exist for that property’s unique characteristics. After all, it’s not like a motor vehicle that can be exchanged within 30 days if you don’t like it for a similar vehicle. Every piece of real estate which I have ever listed is as unique as each of those dear children you mention that you care for. Each has its own special value that cannot be identified by price per square foot or by any other magic mathematical exercise, even with the assistance of the world’s best computer. 

The current value of a home is determined by one thing only – that is, what the market will pay! Your qualified, professional real estate licensee understands this, will provide you with their best judgement, and advise you accordingly.

Dear Dave: We are buying a house in Birchwood and the well produces 0.58 gallons per minute. This apparently meets the city code but doesn’t sound very good to me. Do we have to go ahead with the purchase of the home?

Answer: Let’s talk about the second half of your question first. Whether you have to proceed with the purchase of the home depends entirely upon what you agreed to in your contract.

The standard MLS Agreement to Purchase in the Anchorage area says nothing about the well testing, except who pays for it (usually the seller). The financing of your home is most likely dependent on municipal approval of the system. However, the conditions under which you, the buyer, should accept the well test results may be entirely different, and your Realtor should address this issue in your offer.

Many wells (and septics) pass the municipal standard but may be highly marginal for future use. A way of covering this possibility is to make your offer contingent upon your review and acceptance of the engineer’s test results. The municipal requirement for a private well is 150 gallons per day per bedroom. If we assume that the home you are buying has 3 bedrooms, this equates to a 0.3125 gpm flow rate. The test you mention resulted in a reading of 0.58 gpm and, therefore, the well is qualified for a Health Authority approval certificate.

However, there are other issues that can affect the adequacy of the well. One is the size of the water storage tanks in the house, and the other is the static water level in the well. For example, if the home has a large storage capacity in the pressure tank plus any supplementary tanks, this eases the strain on the well. Further, if the well is 100 feet deep and the static level of water in it is 20 feet, you have a strong supply in terms of volume when the pump activates.

On the other hand, if your in-home storage is modest and there is only 2 feet of standing water in the well casing, your 0.58 gpm water system is going to be struggling. Homebuyers should always make their offers, where a well and/or septic is involved, subject to their own review and approval of test results.

The issues referred to with a well are not dissimilar to those impacting a septic system. A septic system can pass municipal exams but may fail shortly thereafter. Guess who will be paying $20,000 for a new one? When well and septic results are determined by the appointed engineer, buyers should discuss those results with the engineer, and ask how the results were achieved. Sometimes, for example, a septic system will fail testing once, or even twice, but a third alternative testing method can ‘squeak’ the system by to a passing grade.

Due to the significant cost of replacing wells and septics, if in fact possible at all on the particular lot, buyers should exercise extreme caution and ask their Real Estate Licensee to protect their interests.

