d

OB~ (

5

An evaluation report should include calculations, supporting assumptions, and, if utilized, a
discussion of comparable sales. Documentation should be sufficient to allow an. institution to
understand the analysis, assumptions, and conclusions. An institution’s own real estate loan
portfolio experience and value estimates prepared for recent loans on comparable properties mlght
provide a basis for evaluations. .

An‘evaluation should provide an estimate of value to assist the institution in assessing the
soundness of the transaction. Prudent practices also require that as an institution engages in more
complex real estate-related financial transactions, or as its overall exposure increases, a more
detailed evaluation should be performed. For example, an evaluation for a home equity loan might

be based primarily on information derived from a sales data services organization or current tax ... .
assessment information, while an evaluation for an income-producing real estate property should
fully describe the current and expected use of the property and include an analysis.of the
property’s rental income and expenses,

Appraisers need to be aware that lenders regulated by different agencies may have different interpretations of the
Agencies’ Guidelines. Lender institutions may have developed different requirements for evaluations based on their
interpretations of the agencies’ guidelines. It is critical that the appraiser and the client have a mutual understanding
of the nature and scope of the assignment. One way to enhance this mutual understanding is for the appraiser to
request copies of the institution’s evaluation standards or requirements pertinent to the assignment.

ASB Opinion ydn Evaldatiohs of Real Property Collateral

Appraisers operating under USPAP may accept all requests for evaluations of real propérty collateral as long as the
appraiser’s work meets minimum USPAP requirements.

When an evaluation assignment includes a request for an opinion of value, under USPAP the evaluation becomes an
appraisal, which USPAP defines as “the act or process of developing an opinion of value; an opinion of value.”

Any request for an opmxon of value of real property calhng for somethmg less than or dlffcrent from, the work
required by the specxﬁc requirements of STANDARD 1 (Standards Rules 1-2, 1-3, and 1-4) can be performed as a
Limited Appraisal when the DEPARTURE RULE is properly invoked by the appraiser. (Reportmg the results of the
assignment is a separate issue discussed later in this document.) To properly invoke the DEPARTURE RULE, an
appraiser practicing under USPAP must believe that the valuation method(s) used in a Limited Appraisal are of
primary relevance to the valuation of the type of real property involved. The limitations on the appraisal process
requested by a client may extend to specific requirements other than those related to valuation methods (Standards
Rule 1-4(a), (b), or (c)). For example, an appraiser might be requested to appraise a property while not considering
the impact of an easement associated with the property (Standards Rule 1-2(e)(iv)).

Whatever the request, the three conditions of the DEPARTURE RULE must be satisfied for the appraiser to
properly invoke the DEPARTURE RULE and accept the assignment as a Limited Appraisal.

A client’s request for an evaluation may also present a-situation where no limitations on the appraisal process are
involved. In such a case, a Complete Appraisal can be performed. An example of this might be an appraisal of
undeveloped land. The elimination of the Cost Approach, in this example, may not be a departure because the cost
approach is ordinarily not used in this type of appraisal assignment.

If the evaluation request does not call for an opinion of value of a specific property, the appraiser may consider the
request as a real estate or real property consulting service under STANDARDS 4 and 5 of USPAP. Examples of
requests for services that do not require a value conclusion of a specific property include, without limitation:

— providing sales and rent data, listings, assessments and other similar information, without adjustments

to indicate the value of a specific property; and
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— providing data describing a neighborhood, community, or any other real ‘estate market segment and
analyses on real estate market trends. ‘

Appraisers who believe certain requests for evaluations of real property collateral are inconsistent with USPAP or
contrary to law should explain their concerns to the potential client. If necessary, additional information and advice
may be obtained from the appropriate federal regulator regarding the Agencies’ Guidelines. Issues regarding state
law should be dlrected to those state govemment regulators with Junsdlctlon ;

Illustrations
Scenario #I Market Value

A potentlai chent requests two evaluations of real property collateral The client wants as httle as
possible in writing on the current market value of the fee simple interest for each property. The
chent is knowledgeable about the market for the type(s) of property involved.

| In either case, the appraiser should decxde whether the DEPARTURE RULE can be properly
' invoked to develop a Limited Appralsal under STANDARD 1 before considering the reportmg
‘options of STANDARD 2. :

One evaluation is for an existing smgle family residential fee simple property in connection with a
real estate loan of $250,000 or less. The client requests only the sales comparison approach for this
residential evaluation.

If market experience reasonably supports the view that the sales comparison approach is of
primary relevance in the valuation of the residential property, then an evaluatxon based solely on
- thls evxdence can quahfy asa lelted Appraisal. ,

The other evaluation is for an existing office building, occupied by the owner (without a lease).
The lender is considering a business loan of $1,000,000 or less that is not dependent on the sale of
or rental income derived from real estate as the primary source of repayment. The client requests
only the income capitalization approach for this office building evaluation. &

If market experience supports the view that the income capitalization approach is of primary
relevance in the valuation of the office building property, then an evaluation of this property based

solely on this ev1dence could quahfy asa Lmnted Appraxsal

Scenario #2: Value/Assessments

The potential client requests evaluations, including value conclusions, of the same two prcperties
based only on their current assessments for real estate taxation purposes.

In the example of the" residential evaluation, the -appraiser should first verify the processes,
accuracy and reliability of the assessing agency. Assuming these are sound, the appraiser may be
able to accept the assignment as a Limited Appraisal if the appraiser is competent to employ
sales/assessment ratio techniques and employs-a valid sales/assessment ratio analysis as part of the
evaluation.

" “In the example of the office building evaluation, if the income approach is not used in determining
the assessed value, the assessment analysis alone would not appear to be sufficient as a-Limited
Appraisal.

In either case, the appraiser must be sufficiently diligent to ensure that any value opinion will not
result in significant errors of omission or comumission.
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Scenario #3: Consulting

The potential client requests a residential or office property evaluation, but asks for an opinion on
market trends or conditions and not an opinion of value. These assignments may be completed
under STANDARDS 4 and 5. As examples and without limitation, the appraiser may provide in a
consulting assignment information and/or conclusions on:

® Rent, sale, or assessment levels, for such purposes as to address a client’s need for market trend
conclusions;
¢ Sales and/or assessment levels at various or certain pomts in time, for such purposes as to address
 sales/assessment ratio or loan portfolio ratio questions;
®  The rate of market absorption of new or existing propemes, such as time from hstmg to sale or lease of
a property, a set of properties, or a volume of space, for such purposes as to address questions on
market supply/demand balance. :

The above are examples of only a few of the many situations when an appraiser may best serve the
client’s evaluation-related needs under STANDARDS 4 and 5 by providing market information
without indicating a value conclusion of a specific property. -

Scenario #4: Subdivision Lot

The potential client requests an evaluation on a vacant residential subdivision lot where many
‘nearby lots have been sold and improved with new homes within recent years.

If a value opinion for a specific lot is requested, the evaluation could be performed and reported as
an appraisal assignment under STANDARDS 1 and 2 of USPAP. According to Statement No. 7,
an opinion of value may be cxpresscd as a smgle point value, a range in value or a Value
relationship. , :

If a value opinion for a specific lot is not required, an evaluation could be performed and reported
as a consulting assignment under STANDARDS 4 and 5 of USPAP. The appraiser could provide a
variety of market data, including a listing of sales that have occurred in the subdivision; or a set of
comparable assessment values ~ v

Reportmg the Results of an Evaluatmn

When reporting evaluations, appraisers need to be aware that the evaluatlon content, descnbed in the Agencies’
Guidelines, differs from the contents required for appraisal reports under STANDARD 2 and consulting reports
under STANDARD 5 (see Statement on Appraisal Standards No. 7 (SMT-7) and Advisory Opinion AO-11). It is
important that appraisers take care that the contents of their reports satisfy the requirements of STANDARDS 2 or 5.
When reporting the results of an evaluation that includes a value conclusion, an appraiser would typically use the
Summary Appraisal Report format, as described in Standards Rule 2-2(b). In some instances, and dependmg on the
client’s needs a Self- Contamcd ora Resmcted Use Appralsal Report may-also be appmpnate

This Advzsory Opzmon is based on presumed conditions Without znvestzgatzon or verzf cation. of actual
circumstances. There is no assurance that this Advisory Opinion represents the only poss:ble solution to the
problems dzscussed or that it applzes equally to seemingly similar situations. s

Approved July 18 1995
Revised September e, o : 1998
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ADVISORY OPINION 14 (AO-14)
This communication by the Appraisal Standards Board (ASB) does not establish new standards or interpret existing
standards. Advisory Opinions are issued to illustrate the applicability of appraisal standards in specific situations
and to offer advice from the ASB for the resolution of appraisal issues and problems. They do not constitute a legal
opinion of the ASB.

SUBJECT: Appraisals for Subsidized Housing

THE ISSUE:

Preparation of appraisals for subsidized housing in compliance with the Unifofm Standards -of Professional
Appraisal Practice (USPAP) requires knowledge and experience that goes beyond typical residential appraisal
competency. What guidance does USPAP provide for the appraisal of subsidized housing?

ADVICE FROM THE ASB ON THE ISSUE:

Relevant USPAP References ;

The COMPETENCY RULE requires the appraiser to “...properly identify the preblem to be addressed...” and (in
- the Comment) “...understand the nuances of the local market and the supply and demand factors relating to the
specific property type and the location involved.” «

The Comment to Standards Rule 1 1(a) states “Important . changes in the cost and manner of constructing and
marketing commercial, industrial, and residential real estate as well as changes in the legal framework in which real
property rights and interests are created, conveyed, and mortgaged have resulted in-corresponding changes in
appraisal theory and practice. Social change has also had an effect...

Standards Rule 1 2, particularly (a), (b), (c)(iv), (¢) and ); Standards Rule 1-3(a) and (b); and Standards Rule
1-4(g).

Identification of Subsidized Housing

Subsidized housing may be defined as single- or multifamily residential real estate targeted for ownership or
occupancy by low- or moderate-income households as a result of public programs and other financial tools that
assist or subsidize the developer, purchaser, or tenant in exchange for restrictions on use and occupancy. The United
States Department of Housing and Urban Development (HUD) provides the primary definition of income and asset
eligibility standards for low- and moderate-income households. Other federal, state, and local agencies define
income eligibility standards for specific programs and developments under their jurisdictions.

Competency Issues

Appraisers should be aware that the competency required to appraise subsidized housing extends beyond typical
residential appraisal competency. Subsidized housing appraisals require the appraiser to understand the various
programs, definitions, and pertinent tax considerations involved in the particular assignment applicable to the
location and development. An appraiser should be capable of analyzing the impact of the programs and definitions
in the local subsidized housing submarket, as well as the general market that is unaffected by subsidized housing
programs. Appraisers should also be aware of possible political changes that will affect the durability of the benefits
and restrictions to subsidized housing projects and fully understand interpretation and enforcement of subsidy
programs. An appraiser’s lack of knowledge and understanding of the impact of the various influences that affect
subsidized housing projects could lead to misleading conclusions. For example, subsidized housing projects may
have differences in income, expenses, and rates of returns when compared with nonsubsidized housing projects.
Appraisers should reflect the actions of the participants in the market and avoid any stereotyped or biased
assumptions. '
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Property Rights Issues

Subsxdles and incentives that encourage housmg for low- and moderate -income households may create intangible
property rights in addition to real property rights and also create restrictions that modify real property rights. The
appraiser should demonstrate the ability to discern the differences between the real and intangible property rights
and value the various rights involved. Low-Income Housmg Tax Credits (LIHTCs) are an example of an incentive
that results in intangible property rights that are not real property but might be included in the appralsal Project-
based rent subsidies are an example of a subsidy accompanied by restrictions that modify real property. rights.
Appraisers should be aware that tenant-based rent subsidies do not automatically result in a property right to the
owner or developer of subsidized housing.

Standards Rule I-Z(e) allows the mclusxon of mtanglble assets that are not real property in the appralsal If they are
SIgmﬁcant to the overall value, the value of the intangibles should be devclcped and reported separately, as required
by Standards Rule 1-4(g). One way to measure the significance of the intangible asset’s value is to develop a value
opinion including the intangibles and to compare the results with an opinion of value excluding the mtangﬂ)les
Additional guidance is provided in the Comment section of Standards Rule 1-4(g).

A cntlcal factor in all subsuhzed housmg appralsals is the analysxs of whether or not the various. subsidies,
incentives and restrictions remain with the real property following a sale or foreclosure and are marketable property

rights to be included in the appraisal.

Value Definition Issues .

The value dcﬁmuon in any appralsal is a controlling factor of the bundle of rights to be considered in the valuation.
Standards Rule 1-2(c) requires an appraiser to define the value being considered. Standards Rule 1-2(c) further
states, if the value opinion to be developed is market value, that the appraiser must ascertain Whether the value is the
most probable price: .

(i) in terms of cash; or

(ii) in terms of financial arrangements equivalent to cash; or

(iii) in such other terms as may be precisely defined; and ~

(iv)  if an opinion of market-value is to be based on non-market financing with unusual conditions or

incentives, the appraiser must clearly 1dent1fy the terms of such financing and develop, by analysis
- of relevant market data, the appraiser’s opinion of their contributions to or negative influence on
value.

If the apprazsal of a subsidized housing asmgnment is for market value, the appraiser must determme 1f requirement
(i), (ii), (iii) or (iv) above applies to the specific definition selected or required by the client. The appraiser can then
determine if the programs and intangible assets created by the programs affecting the subject property qualify under
the selected or required market value definition. This determination requires competent knowledge of the programs
and whether the programs qualify under (i), (ii), (iii) or (iv) above.

USPAP does not mandate market-value appraisals, but it does require that the value be defined. If the defined value
for the total property (real property and intangible assets) is not market value, then (i), (ii), (iii), and (iv) above may
not be applicable. Additional guidance is provided in the Comment section of Standards Rule 1-4(g).

The Glossary of USPAP recognizes there aré numerous definitions of market value. The Glossary includes one
commonly used market value definition, which is the definition agreed upon by agencies that regulate federal
financial institutions in the United States. Implicit in this definition is the consummation of a sale under a condition
that the price represents the normal consideration for the property sold unaffected by special or creative financing or
sales concessions granted by anyone associated with the sale.
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In appraisal of subsidized housing, the value definition selected or required by the client and the reporting
techniques should be discussed with the client prior to the acceptance of the assignment because the analyses may be
based on general market terms subsidized housmg submarket financing with unusual condxtmns or incentives, both,
or some other deﬁned premise.

Because Standards Rule 1-2(c) also states that the terms of submarket financing or financing with unusual
conditions or incentives must be clearly set forth their contnbutxons to or negatlve influence on value must be
developed by analysxs of" relevant market data

Subsidies and incentives should be explained in the appraisal report, and their impact on value, if any, needs to be
reported in conformity with the Comment to Standards Rule 1-4(g), which states in part: “A separate valuation,

developed in comphance with the Standard pertinent to the property type involved, is required when the value of a
nonrealty 1tem or combination of such items is significant to the overall value.”

Appraisers should be aware that appraisal of subsidized housing usually requires more than one value analysis
predicated on different scenarios. In appraisal of subsidized housing, value conclusions that include the intangibles
arising from the programs will also have to be analyzed under a scenario without the intangibles in order to measure
their mﬂuence on value and report the rcsults mthout mlsleadlng the mtended user.

Market Analysis Issues

Certain specific steps should be taken when appraising subsidized property. Research with housing organizations
and public agencies should be completed to find appropriate data on financing, rental and occupancy restrictions,

resale restrictions, and sales of comparably subsidized or restricted properties. Knowledge of the general markets
and the subsidized housing submarkets should be evident in all analyses. The market analyses should also address
the subject’s ability to attract a sufficient number of subsidized tenants. Reversion projections should be based on
interviews with market participants; any factual information from developments that have reached the expiration of
their subsidies, incentives, and restrictions; and other relevant information.

Legai J uris'dicti,ons

Appraisers_ should be aware that some jurisdictions may have laws, administrative rules, regulations, or ordinances
that snpulate requirements in the valuation of subsidized housing within their jurisdiction. If so, appraisers, who are
bound to utilize these requirements, comply with USPAP under the JURISDICTIONAL EXCEPTION RULE.

This Advisory Opinion is based on presumed conditions without investigation or verification of actual
circumstances. There is no assurance that this Advisory Opinion represents the only possible solution to the
problems discussed or that it applies equally to seemingly similar situations.

Approved July 19, 1995
Revised September 16, 1998
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_ ADVISORY OPINION 15 (AO-15) .
This communication by the Appraisal Standards Board (ASB) does not establish new standards or mterpret axlstmg
standards. Advisory Opinions are issued to illustrate the applicability of appraisal standards in specific situations
and to offer advice from the ASB for the resolution of appraisal issues and problems. They do not constitute a legal
opinion of the ASB.

SUBJECT. Usmg the DEPARTURE RULE m Developmg a Lumted Appralsal

THEISSUE o

The DEPARTURE RULE permite appkropfkijate eXceptioxis from all or part of a standards rule that is a speeiﬁc
requirement. (Departure is never permitted from binding requirements.) How can use of the DEPARTURE RULE
assist appraisers complying with the Uniform Standards of Professional Appraisal Practice (USPAP) in providing
credible, cost-efficient, and timely services?

ADVICE FROM THE ASB ON THE ISSUE

Relevant USPAP References

The DEPARTURE RULE dwunguxshes between the standards rules that are bmdmg requu'ements and those that are
specific requirements of USPAP. It discusses the circumstances under which an appraiser may agree to perform an
assignment that calls for something less than or different from work that would otherwise be performed in the
development of a Complete Appraisal ~ :

STANDARD 156 contains the rules for development of a real property value opxmon uuder USPAP An appraxser
may depart from specific requirement rules of STANDARD 1, but must always meet the bmdmg requirement rules.

STANDARD 2 ’detai‘ls feal propeity 'apprai'sel reporﬁng 'rules,' There is no depétmre frbﬁi the bmdmg ;equifemeht
rules in STANDARD 2, or in any of the other reporting standards.

This Adv1sory Opmmn does not address 51tuat10ns where the IURISDICTIONAL EXCEPTION RULE apphes By
definition, jurisdictional exception renders a specific portion of USPAP void and of no force or effect; therefore, for
purposes of that assignment, the excepted portion of USPAP does not exist and so cannot be subject to the
DEPARTURE RULE.

The Appralsal Assxgnment

Appraisers need to be familiar w1th the DEPARTURE RULE because lt isa powerful tool that allows the extent of
appraisal analysis or development (conducted under STANDARD 1 or 7) to be varied as appropriate for the
appraisal assignment. Appropriate use of the DEPARTURE RULE prov1des appraisers with an effective means to
compete in an increasingly competitive market. , , :

In accepting an appraisal assignment, an appralser needs to make two 1mmed1ate decisions:
L What is the appropriate level of analy31s to develop the value opinion?
and
2. Which report option of STANDARD 2 is to be provided? . .
The first question is addressed in this document :Selecting tlie approprlate report option for the assignment is

discussed in STANDARD 2 and Statement on Appraxsal Standards No. 7 (SMT-7). Additional guidance is provided
in Advisory Opinions AO-11 and AO-12.
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It is important to view development of a value opinion and reporting of that opinion as two dlstmctly separate
components of an a531gmnent

Using the DEPARTURE RULE

Appraisers strive to offer a variety of appraisal services and products in response to clients’ needs. Some appraisers
attempt to achieve this by conducting all of the analysis typically performed under STANDARD' 1 (performing a
Complete Appraisal)s7 and delivering as brief an appraisal report as possible. However, appraisers generally spend
far more time in developing, rather than reporting, a value opinion. Attempts to condense a report do not usually
allow an appra1ser to markedly reduce the total tlme he or she dedwates to an assignment.

An effective means to satisfy client needs for a credible, cost-efficient, timely service lies in appropnate use of the
DEPARTURE RULE in development of a value opinion under STANDARD lor7

For example, using a real property appraisal assignment as a model, no departure is permitted from Standards Rule
1-1, which discusses appraiser competency and ethics, or from Standards Rule 1-2, which addresses identifying the
scope of work and other assignment criteria. Departure is also not permitted from Standards Rule 1-5, which
requires consideration of the subject property’s current and past sale as well as reconciliation of the data and
approaches used. Appraisers must meet the requirements of these standards rules in all assignments. However,
Standards Rules 1-3 and 1-4 contain development requirements from which departure is permitted.

In this example, deciding whether to exercise the DEPARTURE RULE regarding any part of the specific
requirements of Standards Rules 1-3 or 1-4 depends on the nature of the particular assignment. An appraiser should
examine the conditions of the DEPARTURE RULE in light of the requirements for a particular assignment and
identify appropriate departure(s), if any.

The following excerpt from the DEPARTURE RULE mdlcates the condmons under which appraisers may depart
from specific requirements:

An appraiser may enter into an agreement to perform an assignment in which the scope of work is
less than, or different from, the work that would otherwise be required by the specific
requuements provided that prior to entering into such an agreement

1. the appraiser has determined that the appraisal or consulting process to be performed is not so limited
that the results of the assignment are no longer credible;

2. the appraiser has advised the client that the assignment calls for something less than, or different from,
" the work required by the specific requxrements and that the report will clearly identify and expiam the
departure(s) and

3. the client has agreed that the performance of a limited appraisal or consulting service would be
appropriate, given the intended use.

An appraiser can invoke and properly use the DEPARTURE RULE when he or she elects not to perform analysis
that otherwise could be performed in the context of a particular assignment. Elimination of an approach to value
constitutes departure only when that approach is applicable and is typically used in developing the value opinion.
Typical practice for an assignment is measured by:

*  the expectations of the participants in the market for appraisal services, and
*  what an appraiser’s peers’ actions would be in performing the same or a similar assignment.
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For example, consider the appraisal of a newly constructed detached single-family home located in-a predonnnantly
owner occupied neighborhood with few rentals. When the sales comparison approach is necessary in order to
produce credible results, eliminating it would be inappropriate, and departure from this approach would not be
permitted. Eliminating the income approach in this example would not typically constitute departure because it is
not “typical practice” and generally would not produce meaningful results for this type of assignment. However,
eliminating the cost approach in the same example would typically constitute departure because the cost approach is
generally considered “typical practice” for newly constructed detached smglc famﬂy homes. - ;

Workﬁle and Report Considerations

The requirements for preparation of a Self-Contained Appraisal Report, a Summary Appraisal Report, and a
Restricted Use Appraisal Report require that all departures be clearly identified. (See Standards Rules 2-2 and
8-2(a)(xi), (b)(xi), and (c)(xi).)

Appraisers who elect to use the DEPARTURE RULE need to ensure that the appraisal report contains information
indicating satisfaction of the requirements of the DEPARTURE RULE. It is important to understand that neither the
workfile nor the report needs to contain evidence of analytical consideration of the particular item from which the
appraisal departs. Departure from a specific requirement of STANDARD 1 means that the value opinion is
developed without consideration of the analysis item from which the appraiser departed. An appraiser may depart
from one or more of the specific requirements of STANDARD 1 as appropriate for an assignment, but he or she
must be aware that the DEPARTURE RULE requires that elimination of any analysis items must not result in a
value opinion that is not credible.

Ilustrations

1. An opinion of market value is requested by a prospective buyer of a special-purpose property to be
sold at a foreclosure auction the next day. Could an appraiser depart from consideration of the sales
comparison approach and perform only the cost approach? 0

This could be a legitimate means to complete the assignment assuming the following:

the sales comparison is applicable but not necessary in order to produce results that are credlble,
the income approach is not applicable to this particular assignment;

the appraiser is familiar with and regularly performs the cost approach to develop an opinion of
market value;

the resulting value opinion will be credible;

the client agrees that the performance of a Limited Appralsal is approprxate,

and the appraisal report clearly identifies the departures.

2. The same situation occurs, except the property to be auctioned is a single-family residence in a
neighborhood where similar residences are bought and sold on a regular basis.

Departure in the form of eliminating the sales comparison approach would not be appropriate in this instance
because actions of both market participants and local appraisers suggest that the sales comparison approach is
necessary.

3(4). A client telephones an appraiser and requests information about a condominium project, including the
number and size of the project’s units, as well as demographic information about the surrounding
community. After the appraiser provides the requested information orally, the client asks the appraiser
to provide an oral opinion of value of units within the project. The appraiser has appraised other units
in this project and is familiar with the market for this type of condominium units. The sales comparison
approach was found in those prior appraisals to be the only approach that provided meaningful results.
Can the appraiser provide the value opinions by using departure?
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The appraiser can complete this assignment without invoking the DEPARTURE RULE. Because the income and
ccst approaches are not apphcablc there is no need to dcpart from Standards Rules 1-4(b) or (c)

The appraiser must 1dent1fy the scope of wm’k to be apphed in accordance wath Standards Rule 1-2(1). Scope of
work includes'the degree to which a property inspection (if any)-is perfonned In this case, the scope of work will
include the application of prior knowledge about the subject condominium project, as opposed to knowledge
obtained through a current inspection of the unit appraised. The appraiser must ascertain with the client that this
scope of work is adequate, given the intended use of the appraisal. However, the lack of a property inspection with
this assignment does not constitute a departure from any standards rule. :

The value opinions ‘can be ngen oraﬂy, pr0v1ded the appralser comphes with the requlrements of Standards Rule
2-4 regarding oral reports. B

3(B). The same situation occurs but the appraiser has not seen the specific units and has no first-hand
‘knowledge of the project except what the clienthas said over the teiephone The appraxser is, howcver
“familiar thh the market for thxs type of condominium unit. ;

In thls case, the scope of work, whxch would lack a pmperty inspection or apphcatxon of prior lmowledge about the
property, would be inadequate for an appraiser to develop a credible value opinion. The appraiser would not be able
to complete this assignment without first gathering sufficient information, via a property inspection or otherwise, to
meet the requirements of Standards Rule 1-2(e). , ‘

However, the appraiser could develop the appraisal on the basis of extraordinary assumptions about the missing
information, as long as the requirements of Standards Rule 1-2(g) can be met, If this is done, it is critical that the
client be made fully aware of the impact of such extraordinary assumptions on the value conclusion. The appraiser
and the chent must agree that such an appralsal is appropriate, given the mtended use.

Competency To Use the DEPARTURE RULE

Use of the DEPARTURE RULE allows appraisers to vary the extent of the analyses conducted in developing a
value ~opinion as appropriate for each particular appra1sa1 asmgnment It is important to realize that some
assignments can be most practically completed by departing from some of the analysis normally conducted under
specific requirements of STANDARD. 17or 7. The DEPARTURE RULE is a useful tool that enables appraisers to
provide reliable; timely, and cost-efficient services.

This Advisory Opinion is based on presumed conditions without investigation or verification of actual
circumstances. There is no.assurance that this Advisory: Opinion represents the only possible solutzon to the
problems discussed or that it applies equally to seemingly similar situations. ~

Approved July 26, 1996
Revised September 16, 1998 : : :
Revised September 15, 1999
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- ADVISORY OPINION 16 (AO-16) . :
This commumcatmn by the Appraisal Standards Board (ASB) does not estabhsh new standards or mterpret
ex:stmg standards. Advisory Opinions are issued to 1llustrate the apphcabxhty of appraisal standards in
specific situations and to offer advice from the ASB for the resolution of appraisal issues and prohlems. They
do not constitute a legal opinion of the ASB. , :

SUBJECT Fair erousing Laws and Appraisal Repyort Content 'k
THE ISSUE:

In developing and reporting an appraisal, appraisal review, or consulting assignment, what should an appraiser
consider to comply with current fair housing laws?. ‘

BACKGROUND:

Fair housmg law(s) prccludc the use of certam specxﬁc mformatwn or supportcd conclusmns related to protected
group(s) in some assignments. Accordingly, an appraiser should be k:{mwlcdgeable about the laws that affect the
subject property of an assignment. Laws and pubhc policy on fair lendmg and fair housmg (such as the Fair Housmg
Act, the Equal Credit Opportunity Act (ECOA), and the iaws and public pohcy of apphcable federal, state, and local
jurisdictions) continue to evolve. Further, appraisers: m;.xst continue to provide appraisals that do not ﬂlegally
discriminate or contribute to illegal discrimination. The Conduct section of the ETHICS RULE states in part: “An
appraiser must not use or rely on unsupported conclusions relating to characteristics such as race, color, religion,
national origin, gender, marital status, familial status, age, receipt of public assistance income, handicap, or an
unsupported conclusion that homogeneity of such charactenstics is necessary to maximize value (emphasxs added).

In some cases, even supported conciusmns in assxgnments relanng to charactenstlcs such as race, color rehg;on,
national origin, gender, marital status, familial status, age, receipt of pubhc assistance income, handicap, or group
homogeneity cannot be used because they are preciuded by applicable law.

, ADVICE FROM THE ASB ON THE ISSUE

Relevant USPAP References

1) The Preamblc states: “It is essential that professional appraisers develop and communicate their analyses,
opinions, and conclusions in a manner that is meaningful and not misleading.” :

2) The Conduct section of the ETHICS RULE states: “An appraiser must perform assignments ethically and
competently in. accordance with these standards, ‘and must not engage in criminal conduct. An appraiser
must perform asmgnments with impartiality, objectivity, and independence, and wnhout accommodation of
personal interests.” , gy

3) The COMPETENCY RULE states: “...an appraiser must ptoperly identify the probiem to be addressed and
have the knowledge and experience to complete the assignment competently...

4) The Comment to Standards Rule 1-1(a) states: “Social change has also had an effect on appraisal theory

- and practice. To keep abreast of these changes and developments, the appraisal profession is constantly
reviewing and revising appraisal methods and techniques and developing new methods and techmques to
meet new circumstances. For this reason, it is not sufficient for appraisers to simply maintain the skills and
knowledge they possess when they become appraisers. Each appraiser must contmuously improve his or
her skills to remain proficient in real property appraisal.”

5) Standards Rule 2-1(a) states: “Each written or oral real property appralsal report must clearly and
accurately set forth the appraisal in a manner that will not be misleading.”

6) The content of the certification in Standards Rules 2-3, 3- 2(f) 5-3,6-8, 8- 3 and 10—3 requlres the following
disclosures: “I certify that, to best of my knowledge and behef . the reported analyses, opinions, and
conclusions are my personal, impartial, and unbiased professmnal analyses, opinions, and
conclusions...[and] my analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal Practice.”
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7) The Conduct section of the ETHICS RULE states: “An appraiser must not use or rely on unsupported
conclusions reiating to characteristics such as race, color, religion, national origin, gender, marital status,
familial status, age, receipt of public assistance income, handicap, or an unsupported conclusion that
homogeneity of such characteristics is necessary to maximize value.”

8) Appraisers must be aware that jurisdictions have laws or public policy that may affect the consideration of
certain information in the development and reporting process. In some of these cases the
JURISDICTIONAL EXCEPTION RULE may apply. '

Appraisal Report Content

An appraiser must ensure that his or her appraisal, appraisal review, or consulting opinions and conclusions are
impartial, and objective, and do not illegally discriminate or contribute to illegal discrimination through subjective
or stereotypical assumptions.

The use of terms or descriptive phrases in place of factual information in a report imposes particular obligations on
an appraiser to ensure that the user properly understands the report and is not misled. An appraiser needs to have,
and should report wherever possible and appropriate, factual information to support the use of terms or descriptive
phrases that reflect a scale or rating of a market or property that affects value or marketability conclusions. If such
factual information is absent, an appraiser should clearly disclose that the rating or descriptive phrase is the
appraiser’s opinion but that no factual information was available to support that rating or descriptive phrase and
ensure that the use of the term or descnptwe phrase is not 1llegally dxscnnunatory

An appraiser should research the actions of participants in the subject’s market to identify factors having a direct
favorable or unfavorable influence on marketability or value. Failure to extract pertinent market information (e.g.,
sales, rents, occupancy rates, expense ratios, capitalization or discount rates, construction costs, depreciation, or
exposure times) from' the subject’s market could produce conclusions that are misleading and/or ﬂlegally
discriminatory.

Appraisers should exercise care that comments made in a report will not be perceived as illegally biased or
discriminatory. Factual descriptions, rather than subjective phrases, allow the user of a report to draw his or her own
conclusions. The use of terms that reflect a scale such as “high,” “low,” “good,” “fair,” “poor,” “strong,” “weak,”
“rapid,” “slow,” “average,” or the like should also provide contextual information that properly explains the frame
of reference and the relative position of the subject property on the scale. For example, if absorption is stated as
“rapid,” the context of the rating should be cited as well (“rapid,” relative to what?).

Appraisers should be aware that some jurisdictions may have laws, administrative rules, regulations, or ordinances
that stipulate requirements within their jurisdiction that address discrimination issues that may affect the information
an appraiser may consider in developing opinions or conclusions in an assignment. In some such cases, the
JURISDICTIONAL EXCEPTION RULE may apply.

Comnetencz

Situations such as those listed below requ:re specific research and competency to avoid the use of unsupported
conclusions:

the property is designed to suit the needs of a protected group;

there is little or no transaction information available on similar properties;

market settings where similar properties have not previously existed;

market conditions are not similar to the conditions prevailing during the time frame in which previous
market transactions occurred; or

* there are ﬁnanmally subsidized rental or ownership prcgrams

e & o o

ILLUSTRATIONS:
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1. An appraiser is completing an assignment in an area where crime activity has recentiy been pubhcu:ed The
appraiser considers the use of the term “high-crime area.”

This is a subjective term that may be understood by the appraiser but may nuslead the chent ThlS term does not
provide the evidence that the appraiser used in making the observation. The appraiser may provide a specific
reference that is factual and objective (e.g., one crime per 100 people, or one crime per 1,000,000 people) but may
still mislead the client. If the appraiser is to be competent with these types. of statistics, the crime ratio should be
correlated to the actions of the market in reflecting a valuation adjustment or other indication of property demand. If
all of the comparables used by the appraiser are from a market sharing the same crime characteristic, the appralser
should question whether the term or the statistic is relevant to the appraisal assignment.

2. A religious organization requests an appraiser to determine if a.facility offering unique services to specific
religious members is feasible. The appraiser must research a geographic market and identify concentrations
of individuals that are members of that specific religion. Is the appraiser permitted to complete the
assignment under USPAP?

The assignment is not covered by ECOA or the Falr Housmg Act. Under USPAP, the appralser must comply with
the ETHICS RULE concernmg dzscmmnation

The key in thxs case is not to use or reiy on unsupported conclusmns If the appraiser can 1dent1fy the market
behavior of the religious members and relate that behavior to the assngnment the appraiser is not in violation of
USPAP. : ; : ; :

3. An appraiser is requested to review a portfolio of apartment appraisal reports in a market area where
apartments with public: rent subsidies also exist. How does the Conduct section of the ETHICS RULE
affect the appraisal reviewer’s actions?

The review and conclus:on of acceptance or rejectlon of the reports should not rely on the appralsal reviewer’s
unsupported conclusions regarding public assistance projects. ,

4. An appraiser is requested to appraise a house with specific features (i.e., ramps, wider doorways and
special plumbing fixtures) designed to accommodate handwapped individuals. How does the apprazser
analyze the unique improvements? ,

The appraiser should reﬂect market preferences for the components of the structure. However, the appralser should
not draw an unsupported conclusion that the fixtures either enhance or diminish value.

This Advisory Opinionis based on presumed conditions without investigation or verification - of actual
circumstances. There is no assurance: that this Advisory Opinion represents the only possible solution to the
problems discussed or that it applies equally to seemingly similar situations. :

Approved June 10, 1996
Revised September 16, ~ = 1998
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~ADVISORY OPINION 17 (AO-17)~ el
This communication by the Appraisal Standards Board (ASB) does not establtsh new standards or interpret existing
standards. Advisory Opinions are issued to illustrate the applicability of appraisal standards in specific situations
and to offer advice from the ASB for the resolution of apprazsal issues. and problems Y hey do not constitute a legal
opmwn of the ASB S :

SUBJ ECT Apprmsals of Real Property wath Proposed Impmvements
THE ISSUE:

Can either a current or a prospective value opinion for a property subject to completion of proposed improvements
be prcwded in comphance with the Umform Standards of Professional Appmzsal Practice (USPAP)?

BACKGROUND'

An appraisal of real property with proposed improvements presents complex analysis and extraordinary reporting
issues because some portion of the property appraised does not exist at the time of the appraisal. Consequently, an
appraiser must use particular care when performing an appraisal of such property to ensure that the results are
credible and the appraisal report is not tmsleadmg

A chent may have a lcgmmate need for either a current or a prospective opinion of value (or both) concerning
proposed improvements to real property. This kind of appraisal may be performed for a variety of client types, such
as lenders; developers, private investors, trusts, attorneys, government agencies, or insurance compames Further,
such an appraisal may be for purposes other than providing an opinion of market value. -

Many real property appraisers, particularly those with residential practices, have been uncertain whether a current
value opinion, rather than a prospective value opinion, may be provided in compliance with USPAP for a property
subject to completion of proposed improvements and, if so, which portions of USPAP are most relevant to the
assignment.

Statement on Appraisal Standards No. 4 (SMT-4) addresses how an appraiser may provide a prospective value
opinion in a manner that is not misleading. This Advisory Opinion provides guidance in performing an assignment
involving proposed improvements to real property, whether the purpose of the assignment is to develop a current
value opinion or to develop a prospective value oplmon -

The value opinion in an appraisal assignment involving proposed improvements is developed on the basis of one or
more hypothetical conditions. Using a hypothetical condition always requires specific reporting steps. An appraiser
must properly address the requirements set forth in Standards Rule 1-4(h) related to use of a hypothetical condition
in developing an appraisal, and Standards Rules 2-2(a)(viii), (b)(viii), and (c)(viii) in reporting the appraisal
opinions and conclusions so as to ensure that the results are credible and not misleading.

ADVICE FROM THE ASB ON THE ISSUE:

Relevant USPAP References

The following USPAP references are applicable when completing an assignment involving proposed improvements
to real property:

— COMPETENCY RULE, as it relates to the complexity of an appraisal assignment involving proposed
improvements.

— SUPPLEMENTAL STANDARDS RULE, particularly as to when and under what conditions a client’s
requirements may augment USPAP.

—  JURISDICTIONAL EXCEPTION RULE, pamcularly when applicable law requires use of a hypothetical
condition that is not consistent with the highest and best use of the subject property.
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— STANDARD 1, particularly Standards Rules 1-1(a); 1-2(d); 1-2(e); 1-2(f); 1-3(a); and 1-4(h).
— STANDARD 2, particularly Standards Rules 2-1(a); 2-1(c); and Standards Rule 2-2.

Additional Standards information is provided in these Statenienté on Appréisﬁal Standards:

—  No. 2 (SMT-2), addressing discounted cash flow analysis; - :

—No. 4.(SMT-4), explaining that three categories of effecnve apprarsal dates may be used — retrospectlve
current, or prospective — according to the purpose and function of the appraisal assignment, and
addressing how an appraisal can be prepared and presented in a manner that will not be xmsleadmg when a
prospective value opinion is required; - ‘

— No.: 6 (SMT-6), addressing reasonable exposure time in market value opinions; and

— No.7 (SMT-?), addressmg pemntted departure from specxﬁc requirements for real property appraxsal

Addrtronal gurdance also appears in Advisory Opmron AO-7, Whlch addresses marketmg tlme oprmons

General Comments

Both current and prospective value appraisals subject to completion of proposed improvements to real property are
permitted under USPAP. As noted in Statement on Appraisal Standards No, 4 (SMT-4); a current value appraisal
occurs when the effective date of appraisal is contemporaneous with the date of the report, and a prospecuve value
appraisal occurs when the effective date of appraisal is after the date of the report , :

Development of value opinion(s) for a subject property with proposed improvements in a current value appraisal
involves at least-one hypothetical condition, specifically that the described improvements have been completed as of
the date of value. The use of a hypothetical condition, in turn, imposes extraordinary reporting requirements as set
forth in Standards Rule 1-2(h), and Standards Rules 2-2(a)(viii), (b)(viii), and (c)(viii).The extraordmary reporting
requirements-are to ensure that a report user clearly understands that:

@) the unproved subject property does not yet in fact exist as of the date of appralsal

(b) the analyses performed to develop the opmlon of value are based on a hypothesrs specrﬁcally that the -
nnproved subject property is assumed to exist, when i m fact it does not exist;

(c) certain events need to occur, as disclosed in the report before the property appraised with the proposed
improvements will in fact exist; and e

(d) the appraisal does not address unforeseeable events that could alter the proposed pmperty unprovemcnts
and/or the market conditions reflected in the analyses. : ;

Development of a value opinion based on a hypothetical condition is addressed in Standards Rule. 1-2(h). Use of a
hypothetical: condition is  permitted when it is clearly required for legal purposes, for purposes of reasonable
analysis, or for purposes of comparison. An analysis based on a hypothetical condition must not result in an
appraisal; appraisal review, or consulting report that is misleading. The hypothetical condition must be clearly
disclosed in the report with a description of the hypothetrcal condmon, the rationale for its use, and its effect on the
result of the assignment: :

Clients may have supplemental standards that affect how and when a hypothetical condition may be used in an
appraisal assignment.. An appraiser should consider a client’s supplemental standards, but must make certain that
developing and reporting either ‘a' current or a prospective value -opinion under a hypothetical condition in
accordance with a client’s supplemental standards still results in an appraisal that comphes with USPAP.

The JURISDICTIONAL EXCEPTION RULE may apply in assrgnments when a value opmron based on a
hypothetical condition is required by applicable law or public policy.
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Assignment Considerations

An appraiser asked to complete an assignment involving proposed improvements to real property should consider
and discuss with the client: '

the purpose and intended use of the appraisal report; -

* _theeffective date of appraisal and the date when the proposed 1mprovements are expected to be complete;
the physical and economic changes to the existing property, and in the market for the property, that may
result from completion of the proposed improvement; and -

* the possible change in market competltlon from other propemes over the time frame of the improvement

pro_]ect

It is important for an appraiser to ensure that the client knows that the difference in the information considered in the
two types of analyses can result in significant differences between a current and a prospective value opinion
concerning the same subject property.

Taken together these factors and the client’s needs detemnne whether it is most appropraate to develop:

* a current value opinion on the basis of a hypothetical condition that the proposed improvements already
have been completed, or :

* aprospective value opinion on the basis of an extraordmary assumptxon that the property will be improved
as of a future date, as proposed.

If a prospective value opinion is the most appropriate, the appraiser must ensure that the requirements set forth in
Statement on Appraxsai Standards No. 4 (SMT-4) are properly met in-the course of completing the assignment.

As stated in the General Comments above, an appraisal of a property subject to completion of proposed
improvements with a current date of value always involves use of at least one hypothesis (i.e., that the proposed
improvements have been completed as of the date of value), and this always requires reporting that the proposed
improvements are appraised as if completed as described in the report, as of the date of value.

In an appraisal with a prospective date of value, the extraordinary assumption that the proposed improvements are
complete as of that future date must_be disclosed each time the appraiser expresses an opinion or conclusion that is
affected by the assumption. The appraiser also should report any extraordinary assumption’s impact on each affected
opinion and conclusion, and each extraordinary assumption’s effect on the appraisal’s results should be disclosed.

An appraiser should carefully review Standards Rule 1-4(h) and determine whether the information available for
analysis is sufficient to identify the scope and character of the proposed improvements. If sufficient information is
not available, an appraiser may have to (1) invoke the DEPARTURE RULE and, for purposes of reasonable
analysis, (2) use an extraordinary assumption about the scope and character of the proposed improvements. In an
appraisal with a prospective date of value, the_extraordinary assumption about the scope and character of the
improvements is in addition to the extraordinary assumption about those improvements_being completed on the
future date of value.

A current value opinion assignment does not require an appraiser to provide a prospective value opinion. However,
so as to not be misleading, the appraisal report should clearly indicate the fact that the value of the property that
actually exists as of the date of the report would be different from the value concluded for the property with the
proposed improvements completed as described in the hypothetical condition(s) used in the appraisal.
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IHustrations:

1. A client is considering financing the construction of a single-family residence. Construction is
expected to be complete in six to eight months from the date of the appraisal report. No significant changes in
market conditions are foreseeable during the construction period. The client requests a current value opinion, based
on the hypothetical condition that the improvements are complete as of the current date. Can such an appraisal be
provided in.compliance with USPAP?

Yes, provided sufficient information about the scope and character of the proposed improvements
is available or can be reasonably assumed under a hypothetical condition used for purposes of
reasonable analysis in this case, given the client’s intended use of the appraisal (construction
financing) and the lack of significant change in the market conditions during the construction
period, in this case, a current value appraisal would not be misleading solely on the basis of the
hypothetical condition that the improvements are complete as of a current date.

2. A client requests an appraisal to assist in establishing contract rent in a build-to-suit agreement. The
agreement stipulates that contract rent will be based upon a stated percentage of the market value of the
property as if it were completed as of a current date. The client requests a current value opinion based on
the hypothetical condition that the improvements are complete as of the current date. Can such an appralsal
be provided in compliance with USPAP? . :

Yes. Given the client’s intended use of the appraisal, the use of the hypothetical condition is
necessary for purposes of reasonable analysis and would not in itself result in a misleading
appraisal.

3. A client is considering financing a proposed office tower with a loan commitment based on the value of the
property as though the improvements were complete and occupancy is at stabilized market level. Because
of the amount of vacant office space available in the subject’s market area, it is anticipated that the subject
property will take five years to reach stabilized occupancy. The client requests a current value opinion that
assumes the property is complete and at stablhzed occupancy. Can such an appraisal be prov1ded n-
comphance w1th USPAP?

No. Because of the combination of the intended use of the appraisal and the market conditions that
are expected to affect the subject property, the resulting appraisal would most likely be
misleading. ‘A prospective value opinion could be provided, with an effective date of appraisal as
of the date when stabilized occupancy is expected to be achieved. This would more clearly reflect
the market conditions affecting the subject, when completed.

4. A client is considering construction of a large apartment complex. The client expects construction to be
complete in about two years. Currently, demand for similar apartment units is strong, but because of the
amount of new construction under way or planned in the near future, vacancy levels are expected to rise
from the current level (below 1 percent) to about 20 percent in two years.

A. The client requests an appraisal with a current value opinion for use in obtaining financing from a
nonregulated financial institution, based on the hypothetical condition that the apartment complex is
complete and at stabilized occupancy. Can such an appraisal be provided in compliance with USPAP?

No, because given the intended use and the foreseeable changes in market competition during the course of
construction, a current value opinion for the property, as if complete, would most likely be misleading. A
prospective value opinion, with an effective value date as of the expected completion date, would more
realistically reflect market conditions affecting the subject property as proposed.
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B. The client requests an appraisal with a current value opinion for use in testing project feasibility or
investment alternatives, based on the hypothetical condition that the apartment complex is complete
and at stabxhzed occupancy Can such an appraisal be prov1ded in compliance with USPAP? -

Yes, because the mtended use of the appraisal is for investment feasibility analysis, and the hypothesis, in
this type of assignment, is for purposes of reasonable analysis and comparison. However, so as not to be
misleading, the appraisal analyses should reflect the market risk resulting from the foreseeable trend in
vacancy and its probable impact on cash flow and market competltlon and the appraisal report must clearly
mchcate the purpose and mtended use of the appraisal. ~

An appraiser should not provxde unless required to do so under law or pubhc policy by proper application of the
JURISDICTIONAL “EXCEPTION RULE, a current or prospectlve value opinion concerning proposed
improvements under either of the followmg conditions:

1. the resulting value opinion would be misleading; or
2. the actions orffevcnts'required ‘to meet the extraordinary assumptions would be illegal.

Tlus Advzso;y Opinion is based on presumed conditions without investigation or verification of actual
circumstances. There is no assurance that this Advisory Opinion represents the only possible solution to the
problems discussed or that it applies equally to seemingly similar situations.

Approved Juiy 26 1996 G
Revised : September | . oos

Draft of May 17, 2000
Page 162



ADVISORY OPINION 18 (AO-18) : ;
This communication by the Appraisal Standards Board (ASB) does not establzsh new slandards or interpret exlstmg
standards. Advisory Opinions are issued to illustrate the applicability of appraisal standards in specific situations
and to offer advice from the ASB for the resolution of apprazsal issues and problems. T hey do not constitute a legal
opmzon of the ASB. : : s \

SUBJECT Use of an Automated Valuatmn Model (AVM)

THE ISSUE

What steps should an appraiser take when using an AVM as a tool in the development of appraxsal appralsal review,
or consulting opinions and conclusions concerning an individual property?

In addition, what steps should an appraiser take when he o she is using an AVM only to process information and
communicate the AVM’s output but is not performing an appraisal, appraisal review, or consulting assignment?

BACKGROUND:
This Advisory Opinion addresses how an appraiser may use an AVM.

An AVM is a computer software program that analyzes data usmg an automated pmcess For cxample AVMs may
use regression, adaptive estimation, neural network; expert reasoning, and artificial intelligence programs.

The output of an AVM is not, by itsélf an appraisal. An AVM’s output may become a basis for appraisal, appraisal
review, or consulting opinions and conclusmns if the appraiser believes the output to be credible and reliable for use
in a specific assignment.

An appraiser can use an AVM as a tool in the development of appraisal, appraisal review,y or consultﬁig opinions énd
conclusions. However, the appropriate use of an AVM is, like any tool, dependent upon the skill of the user and the
tool’s suitability to the task athand. ;

This Advisory Opinion appliés when an appraiser uses an AVM in connection with an individual property. This
Advisory Opinion does not apply to mass appraising.

An appralser nceds to know, before usmg an AVM, whether it is to be used:

1. to perform an apprarsal appralsal review, or consultmg service, or
2. solely to prov1de the client with AVM output

thn an appraiser uses an AVM to develop his or her own opinions or conclusions in an appraxsal appraisal
review, or consulting assignment, all of the USPAP rules governing that assignment apply, and all of this Advisory
Opinion is relevant.

An;appraiser is not performing an appraisal, appraisal review, or consulting assigninent when he or she simply runs
an AVM by using information provided by the clientand: .

1. does not alter the mput or affect the output of - the AVM and
2. does not communicate his or her own appraisal, appraisal review, or consulting opinions or conclusions
regarding the AVM’s output.

If the appraiser-uses an AVM only to provide the client with the AVM output, only the references to-the Conduct
section of the ETHICS RULE and the “Communicating the AVM Output” section in this Advisory Opinion are
relevant.
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ADVICE FROM THE ASB ON THE ISSUE:

\Relevant USPAP References

Conduct section of the ETHICS RULE: “An appraiser must perform assignments ethically and competently in
accordance with these standards, and must not engage in criminal conduct. An appraiser must perform assignments
with impartiality, objectivity, and independence, and without accommodation of personal, interests.” Further, “An
appraiser must not communicate assignment results in a misleading or fraudulent manner. An appraiser must not use
or communicate a misleading or fraudulent report or knowingly permit an employee or other person to communicate
a mlsleadmg or fraudulent report

COMPETENCY RULE: “prior to accepting an assignment or entering into an agreement to perform any
assignment, an appraiser must properly identify the problem to be addressed and have the knowledge and experience
to complete the ass;gnment competentiy :

DEPARTURE RULE: “An appraiser may enter into an agreement to perform an assignment in which the scope of
work is less than, or different from, the work that would otherwise be required by the specific requirements. ..

Standards Rule 1-1(a): An appraiser must “be aware of, understand, and correctly employ those recognized methods
and techniques that are necessary to produce a credible appraisal.”

Standards Rule 1-1(b): An appraiser must “not commit a substantial error of omission or commission that significantly
affects an appraisal.”

Standards Rule 1-1(c): An appraiser must “not render appraisal services in a careless or negligent manner, such as
by making a series of errors that, although individually might not significantly affect the results of an appraisal, in
the aggregate affect the credlblhty of those results.”

Standards Rule 1-5 (c): An appraiser must “reconcﬂe the quality and quantity of data available and analyzed w1fhm
the approaches used and the applicability or suitability of the approaches used.”

STANDARD 2: “In reporting the results of a real property appraisal, an appraiser must communicate each analysis,
opmlon, and conclusion in a manner that is not misleading.”

STANDARD 3: “In performing an appraisal review assignment involving a real property or personal property
appraisal, an appraiser acting as a reviewer must develop and report a credible opinion as to the quality of another
appraiser’s work and must clearly disclose the scope of work performed in the assignment.”

Statement on Appraisal Standards No. 7 (SMT-7), quoting from the DEPARTURE RULE: “The burden of proof is
on the appraiser to decide before accepting an assignment and invoking this rule that the scope of work applied will
result in opinions or conclusions that are credible.”

Statement on Appraisal Standards No. 9 (SMT-9): “Although an appraiser bound by the Uniform Standards of
Professional Appraisal Practice must identify and consider the client’s intended use of the appraiser’s reported
appraisal, appraisal review, or consulting opinions and conclusions, an appraiser must not allow a client’s intended
use or the requirements of any user of the report to affect the appraiser’s independence and objectivity in performing
an assignment. An appraiser must not allow a client’s objectives to cause the analysis or report to be biased.”

Competency

When an appraiser is asked to use an AVM in an assignment, the appraiser must ensure that he or she can comply
with the requirements of the COMPETENCY RULE both prior to accepting the assignment and in the course of
performing it.
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In an appraisal assignment, an appraiser must have a basic understanding of how the AVM works in order to
reasonably determine that:

1. use of the AVM is appropriate for the assignment;
the output of the AVM is credible for use in the assignment; and :
3. the AVM does not exclude relevant market measures or factual mformatmn necessary for a crechblc
: ,calculat;on ;

A client may suggest or request the use of an AVM in an appraisal, appraisal review, or consulting assignment, but
ultimately the appraiser is responsible for the decision to use or not use the AVM and its output. The appraiser must
be able to reasonably conclude that the AVM’s output is credible before deciding to use the AVM or rely on its
output. For example, in an appraisal assignment, the credibility of the AVM output may be established by
comparison to the subject market. If the appraiser concludes that using the AVM output in an assignment would be
misleading, the appraiser should either use other tools to perform the analysis or decline the assignment.

If use of the AVM mvolves mvokmg departure, the DEPARTURE RULE requires the appralser to advise the chent
of the appraisal’s limitations, and to: disclose those: hmxtatxons in the report, provided the client has agreed that the
limited service is appropriate. , -

Uﬁder What Conditions May AVMs Be Used?

There are five critical questions to which the appraiser should answer “yes” before deciding to use an AVM in an
appraisal, appraisal review, or consulting assignment:

Does the appraiser have a basic understanding of how the AVM works?

Can the appraiser use the AVM properly?

Are the AVM and the data it uses appropriate given the intended use of assignment results?
- Is the AVM output credible? :

Is the AVM output sufficiently reliable for use in the assignment?

B ol

The answers to these kquesrions may be affected by the degree to which the appraiser can intéract with the AVM. The
‘decision to use an AVM may also be affected by support information supplied by the AVM’s developer, the
appraiser’s previous experience in using the AVM, or other available information.

Database
Credibility of the AVM output depends on the quality of its database and how well the AVM is designed to analyze
that database. When using an AVM in an appraisal, appraisal review, or consulting assignment, the appraiser must

have reason to believe the AVM appropriately uses data that are relevant.

Understanding and Contrdl of the AVM

When using an AVM in an appraisal, appraisal review, or consulting assignment, an appraiser should have a basic
understanding of how the AVM analyzes data to determine whether the AVM measures and reflects market activity
for the subject property. The appraiser does not need to know, or be able to explain, the AVM’s algorithm or
intricacies of its statistical or mathematical formulae. However, the appraiser should be able to describe the AVM’s
overall process and verify that the AVM is- consistent in producing results that accurately reflect prevailing market
behavior for the subject property.

AVMs differ in the number and type of data characteristics as well as the volume of data analyzed. The appraiser
should know which characteristics (e.g., size, location, quality) are analyzed and how the analysis is tested for
accuracy and reasonableness. The appraiser should ascertain that the characteristics analyzed are those to which the
market responds.
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Some AVMs allow the appraiser to select the data analyzed, on the basis of, for example, distance from subject,
size, or age of the improvements. An appraiser’s ability to change the AVM’s selection parameters may affect the
appraiser’s decision to use or rely on the AVM output.

The appraiser should be aware that the AVM may not perform consistently given the same input criteria. The
appraiser should be confident of the AVM’s credibility when applied to a specific property. The appraiser decides
whether to rely on the AVM output, regardless of the AVM’s overall test performance. In some cases, the appraiser
may accept the AVM’s output, while in other cases that same AVM’s output would not be acceptable.

Communicating the AVM Output

An appralser must ensure that hls or her commumcauon of an AVM s output is not mlsleadmg

An AVM’s output is not, by itself, ‘an appralsal and communication 0f an AVM’s output is not, in 1tself an
appraisal report. When an AVM is used in an appraisal, appraisal review, or consulting assignment, information
furnished about an AVM i in the appraiser’s report must satisfy the reporting requirements applicable to the type of
report provided (e.g., in the case of a real property appraisal, a Self-Contained, Summary, or Restricted Use
Appraisal Report). The appraiser should cite the name and version of the AVM software and provide a brief
description of its methods, assumptions, and level of allowed user intervention. The report should to the extent
possible, identify the database (e.g., Multiple Listing Services) and the data analyzed

An appraiser bound by USPAP may be asked to run an AVM and communicate its output without performing an
appraisal, appraisal review, or consulting assignment. For example, an appraiser may be asked to simply enter
property characteristics provided by the client, but not alter the input or affect the AVM’s output. In this specific
instance, the appraiser is not acting in the capacity of an appraiser but rather is functioning only as an AVM
operator. In such a situation, an appraiser must carefully avoid any action that could be considered misleading or
fraudulent in that communication. The appraiser should take steps to ensure that communication of the AVM’s
output is not misconstrued as an appraisal, appraisal review, or consulting report For example, the appraiser should:

1. not communicate his or her oplmons or conclusmns as an appralser regardmg the crechbxhty or rehablhty of
 the AVM’s output; :
2. not provide an appraiser’s cemﬁcatlon or statement of hmmng conditions in ‘connection w1th the AVM’s
output; and ~ :
3. ensure that his or her role as only an AVM operator is clearly indicated if his or her signature or other
identification marks appear on document(s) used to communicate the AVM’s output.

Analyzing an AVM’s Effectiveness

An appraiser may be asked to analyze and comment on the effectiveness of an AVM for a stated intended use. This
is a consulting assignment under USPAP. In order to accept such an assignment, an appraiser bound by USPAP
must ensure compliance with the COMPETENCY RULE and STANDARDS 4 and 5. To meet the COMPETENCY
RULE, at a minimum, the appraiser should also have a basic understanding of how the AVM works.

Rev:ew of the Output of an AVM

An appraiser may be asked if the output of an AVM is reliable  for a specific property; given the purpose and
intended use of the AVM’s output. Making this determination is a consulting assignment under USPAP The
appraiser must ensure compliance with the COMPETENCY RULE and STANDARDS 4 and 5.
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Review of an Appraisal Repart Containing Output of an AVM

An appralser may be asked to review an appraisal report that mcludes an opmlon of value based on the output of an
AVM. This kind of appraisal review assignment may be accepted if the appraiser performing the review
(1)_understands how the AVM works and (2) can form an opinion as to the adequacy and relevancy of the data and
the appropnateness of the analysm ‘based on the mfomlatlon provided in the report under review. :

Use of an AVM in an Appra:sai Rev:ew Assxgnment

An AVM may be used in the process of reviewing a real property appraisal report. The appraisal reviewer may use
the AVM to test the reasonableness of the value conclusion in the report under review if the appraisal reviewer (1)
has a basic understanding of how the AVM works, (2) can use the AVM properly, (3) determines that use of the
AVM is appropriate for the appraisal review assignment, and (4) believes the AVM ouiput is. credible and
sufficiently reliable for the appra1sal review assignment. «

ILLUSTRATIONS:

1A. Staff Appraiser D, who has access to market databases, is asked to use an AVM to process information.
When Appraiser D runs the AVM, she has done no other appraxsal research. Appraiser D does not apply
any of her appraisal knowledge or judgment in operating the AVM. _Appraiser D has entered only property
characteristics provided by the client and does not know how the AVM analyzes the data
Is the AVM output an appraisal? i i .y

No. The AVM output by itself is not an appraisal. Appraiser D did not apply her appraisal
knowledge, Judgment or expertlse nor did she represent that the output was her own opinion of
value G s s e i o

Appralser D must be very'carefui in cbmmunicatihg the AVM dulput to ensure that there is no
misunderstanding as to her role in operating the AVM or. communxcatmg its output, For example,
Appralser D shouid , , » , ~ £

1. not commumcate her opuuons or conclusmns as an appralser regardmg the credlblhty or rehabxhty of .
the AVM’s output;

2. not provide an appraiser’s certification ‘or statement of limiting condmons in connection with the
AVM’s output; and

3. ensure that her role as only an AVM operator is clearly md;cated 1f her SIgnature or other identification
mark appears on documents used to communicate the AVM’s output.

1B. Staff Appraiser D receives: AVM output from a ca*worker who is not an_ appraiscr Appraiser D is
requested to-determine if the AVM output is reliable, given the intended use.

What cén Appraiser D do?

‘Appraiser D should not express an opinion regarding value. Appraiser D can indicate if the AVM
output is reliable. However, this service is a consulting assignment because it consxders the quality
of the output relative to the client’s intended use. Appraiser D must; therefore, ensure compliance
with the COMPETENCY RULE and STANDARDS 4 and 5.

1C. After staff Appraiser D has received the AVM outbut, can she igcorporaté the i,nfoﬁnatien into the
appraisal process?

Yes. However, Appraiser D must be able to understand how the AVM works and determine that

the information analyzed is credible and reliable.
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2.

3A.

3B.

4A.

Appraiser V provides residential appraisals to Client A, whose intended use is to document security for
equity lines of credit. Appraiser V has determined that Orange Box AVM is sufficiently reliable to use as a
tool in these appraisals. Orange Box AVM was rccenﬂy used by Appraiser V on a house in a suburban
smgle-famlly remdentlal subdlvmon

Client B -requests Appraxser 'V 'to use Orange Box AVM, alone, for a relocatlon appraisal
assignment on an identical house in the same subdivision. Can Appraiser V use Orange Box AVM
alone, in this relocation appraisal assignment? , :

" Not without further investigation, because assumptions made by Appraiser V in qualifying the
AVM itself and the AVM output for Client A’s needs may not be appropriate for Client B’s needs.

" Client A’s intended use of the appraisal is to document security for an equity line of credit.

Typically, Client A’s lending decision is based primarily on the homeowner’s capacity to pay the
debt and only secondarily on the value of the house. The reliability expectation of the value
opinion needed by Client A is relatively low. '

"The intended use of the relocation appraisal for Client B is to develop an opinion of a sale price of
‘the house under very specific conditions. Typically, the reliability expectation of the opinion

needed by Client B is relatively high because his or her intended use involves a near-term transfer
of the house, with immediate financial implications. Appraiser V must determine if Orange Box
AVM'’s output is sufficiently reliable to meet Client B’s expectations.

Appraiser A developed a regression analysis model that suggests a relationship between the size of a
residence and the price per square foot of similar residences in a specific market. This relationship has been
confirmed by market behavior, and the database used is believed to be reliable. Can the appraiser use the
regression analysis model in other appraisal assignments of similar properties in the same market?

Yes, because the appraiser knows how the regression analysis model works, has independently
tested the conclusions it provides, and believes the database is reliable. However, the appraiser
must consider whether the AVM output is credible and rehable for each assagnment on a case-by-

“case basis:

Appraiser A’s friend, Appraiser B, works in a different market area. Appraiser B is impressed with
Appraiser A’s model and wants to use the model in Appraiser B’s market area. Can Appraiser B use
Appraiser A’s model? ,

Yes, if Appraiser B understands how Appraiser A’s model works and verifies by independent
testing that the model produces reliable results in Appraiser B’s market area and that the database
used by Appraiser B reflects behavior in Appraiser B’s market area. However, the appraiser must
consider whether the AVM output is credible and reliable for each assignment on a case-by-case
basis.

A client of Appraiser A requests that Appraiser A use Blue Box AVM. The client says, “Since we are only
doing residential appraisals you can skip the cost and income approach. To lower the cost of the appraisal
just use the Blue Box AVM results as the basis for your value conclusion.” The client also says, “Blue Box
AVM makes 13 adjustments, and that is all that the appraiser needs to be concerned with.” The Blue Box
AVM developer feels that appraisers cannot understand this new technology and that appraisers do not
need to know how the 13 adjustments are made.

What should Appraiser A do?

Appraiser A should:
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4B.

g

learn how the Blue Box AVM works;
- determine if he can use the AVM properly; -

[y

3. given the intended use, determine if the output of Blue Box AVM is credlbie and sufﬁcxenﬂy rehable

for use in the assignment; and
4. review the DEPARTURE RULE to determine whether not performmg the cost and income approaches
would result in a Limited Appralsal assxgnment

If Appralser A cannot understand how the Blue Box AVM works or concludes that the results are
unreliable, given the intended use, Appraiser A should discuss the issue with the client. This
discussion may result in a modified assignment or in the appraiser’s declining the assignment.

Another client requests that Appraiser A consider Green Box AVM. The client indicates that Appraiser A
can modify 6 of the 13 items analyzed in Green Box AVM, such as the distance within which the
comparables are selected and the size range (square footage) of the comparables. The developer of Green
Box AVM will also describe how the AVM works and provxde the results of test data, which indicate that
the model is reliable. - ; ; ,

What should Appraiser A do?
Appraiser A needs to follow the same steps as indicatéd in 4A.

Appraiser C’s client has licensed the Red Box AVM. The client requests that Appraiser C use the Red Box
AVM as a tool in a consulting assignment. The client knows that Appraiser C has a reliable internal
residential database. The client also knows that Appraiser C has tested Red Box AVM and has found it to
be reliable. Further, the software developer of Red Box AVM has given Appralser C mformatlon about
how Red Box AVM works and test data showing its results.

Can Appraiser C apply the Red Box AVM in the Consulting assignment?
Yes, 1f the Red Box AVM is used for that part of the process for Whlch it has been detcrmmed to

be credible and reliable. However, the appralser must consider whether the AVM output is
credible and reliable for each assignment. i e

This Advisory Opinion is. based on presumed conditions without investigation. or. verification of actual
circumstances. There is no assurance that this Advisory Opinion represents the only possible solution to the

problems discussed or that it applies equally to seemingly similar situations.

Approved July 9, 1997
Revised September 16,
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ADVISORY OPINION 19 (AO-19) &
This communication by the Appratsal Standards Board (ASB) does not establish new standards or interpret existing
standards. Advisory Opinions are issued to illustrate the applicability of appraisal standards in specific situations
and to offer advice from the ASB for the resolution of appraisal zssues and problems They do not constitute a legal
opinion of the ASB.

SUBJECT: Unacceptable Assignment Conditions in Real Property Appraisal Assignments
ISSUE:

All real property appraxsals assignments involve condmons that affect the appralser s scope of work and the type of
report. What types of condltxons are unacceptable‘?

BACKGROUND.

Many residential property appraisers report requests for service where the caller includes statements or information
in the request similar to the following:

We need comps for (property description) that will support aloan of ; can you provide them?
Sales Price ‘ :

Approximate (or Mlmmum) value needed

Amount needed '’

Owner’s estimate of value.

If this property will not appraise for at least -, stop and call us immediately.

Please call and notify if it is NOT possible to support a vaiue at or above , BEFORE YOU
PROCEEED!!!!

N R W

Appraisers report that the caller usually makes it clear that they do not want the appraiser to do any fieldwork. Some
callers refer to the service requested as a “comp check” while others refer to it as a “preliminary appraisal” or use
some terms other than appraisal (such as preliminary evaluation, study, analysis, etc.). Some callers indicate that, if
the numbers won’t work, the appraiser can send a bill for research services or a “preliminary” inspection. Other
callers promise future assignments if the appraiser can make the present deal work.

Appraiser’s ask “Can I respond to such requests without violating USPAP and, if so, how?”
ADVICE FROM THE ASB ON THE ISSUE:

Relevant USPAP References:

Appraisers receiving requests for services that include the kind of information and situations described in the
BACKGROUND section of this Advisory Opinion should carefully review:

* the Conduct and Management sections of the ETHICS RULE, particularly in regard to assignments offered
under condition of “predetermined opinions or conclusions” or compensation conditioned on the reporting
of a predetermined value, or a direction in value that favors the cause of the client, or the amount of the
value opinion, or the attainment of a stipulated result, or the occurrence of a subsequent event directly
related to the value opinion.

* The Definitions of “Appraisal,” “Appraisal Practice,” Assignment” and “Scope of Work” in USPAP.

* Standards Rule 1-1(b), particularly as it relates to diligence in the level of research and analysis necessary
to develop credible opinions and conclusions.
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* Standards Rules 1-2(f), (g) and (h), regarding identification of the scope of work necessary to complete an
: as51gnment and any extraordmary assumptlons or hypothetxcai conditions nec;:ssary in an asmgnmem

® Standards Rule 1—5(a) and (b), regardmg the analysis of current or hxstoncal market activity regardmg the
property appraised.

¢ the DEPARTURE RULE,; with particular attention to:the appraiser’s burden of proof in connection with the
appraiser’s scope of work decision and burden of disclosure in connection with any departures from
spec1ﬁc requlrements ~ ;

. Statement on Appralsal Standards No 7 (SMT-?), pamcularly the Scope of Work and Levels of Rehablhty
sections. ,

o as guidanée,’Advis'o'ry Opinions AO-11, 12, 13, and 15.

Unacceptable Conditions:

Certain types of conditions are unacceptable in any-assignment because performing an assignment under such
condmons violates USPAP Spemfically, an assxgnment condition is:unacceptable when it; ~

. precludes an appraiser’s unpartiahty. Such a condition destroys the- ob}ectivity and independence
required for the development and communication of credible results.
® - limits the scope of work to such a degree that the assignment results are not credible, given the purpose
. of the-assignment and the intended use of those results. i
- ® ' limits the content of a rcport in'a way that results in the report bemg mlsleadmg

Acceptmg Assignment Cendltmns

The pulpose of an asmgnment and the intended use of the assxgnment results affect Whether assxgnment conditions
are acceptable. Some assignment conditions may be acceptable in one type of a551gmnent but not in another. An
appraiser should carefully consider the information provided by the client in a pmspectlve ass:gnmcnt bcfore
accepting or declining the assignment. (See Statement on Appralsal Standards No 9) :

In the highly competitive financial services market, cost versus benefit is always an issue. Residential appraisers,
particularly, have seen an increase in the use of sophisticated loan application screening tools by their lender-clients.
Many lenders believe an appraiser can enhance their screening efforts by doing “preliminary work” which they do
not view as an “appraisal.” :

Other client groups also ask appraisers to provide services under conditions that limit the appraiser’s scope of work.
Investors, trust administrators and portfolio account managers often require opinions and data from appraisers in
order to make decisions. Attorneys often rely on appraisers in counseling their clients and in preparing for litigation.

When considering a request for service, appraisers should ascertain:
whether the service involves an appraisal;.
what levels of risk are associated with the service, and

¢ whether there are any unacceptable conditions attached to the assignment.

Appraisers should take care to communicate with prospective- clients to reach a' common understanding about
assignment conditions. Further, the appraiser and client need to recognize that:

1) the type of assignment in each request described in the BACKGROUND section of this Advisory

Opinion is an appraisal.
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If an appraiser is asked whether a specific property has a value (a point, a range, or a relationship to some
benchmark), that request is for an opinion of value (an appraisal). Appraisers, obligated to comply with USPAP,
must develop a real property appraisal in accordance with Standard 1. Commumcatmg that value opinion must be
accomplished in accordance with Standard 2. :

Appraisers, like other professionals, must ensure those who use their services recognize the amount of work
requlred—~and the expertise needed—to develop a credible value conclusion about a property.

However, this does not mean that the appraiser cannot provide an economic and competitive service. Indeed, the
Uniform Standards of Professional Appraisal Practice recognize the need for different kinds of appraisals. A
competent appraiser can vary the scope of work in an assignment, in accordance with the purpose and intended use
of the appraiser’s opinions and conclusions in the assignment, and remain in compliance with USPAP. (See
Statement 7, particularly the “Scope of Work”™ and “Levels of Reliability” sections, and Advisory Opinion AO-15,
particularly the sections on “The Appraisal Assignment” and “Using the Departure Rule”)

2) assignment limitations affect the level of risk accepted by each party in an assignment.

Appraisers and users of appraisals should recognize that assignment limitations affect the reliability of an appraiser’s
opinions and conclusions. In some assignments, an appraiser can reasonably apply extraordinary assumptions or the
DEPARTURE RULE to compensate for assignment limitations. In other situations, the use of the same assumptlons
or Departure may not be acceptable.

When the client’s intended use is to screen potential business for feasibility, a higher reliance on assumptions or
extraordinary assumptions is more appropriate than when the client’s intended use is for loan documentation or loan
settlement. While the client can accept a higher level of risk in different situations, an appraiser should take
reasonable care to inform the client of the risks involved with the assignment limitations.

3) assignment conditions that compromise an appraiser’s impartiality and objectivity in an assignment
are unacceptable. -

While a client may feel that offering preference in current or future assignments based on “making the numbers
work” in a specific assignment is appropriate, attaching such a condition to an assignment compromises an
appraiser’s impartiality and destroys the appraiser’s credibility.

The Uniform Standards of Professional Appraisal Practice is explicit about such matters. Accepting an appraisal
assignment under such a condition violates the Conduct section of the ETHICS RULE in USPAP, which states:

An appraiser must perform assignments ethically and competently in accordance with these

-standards, and must not engage in criminal conduct.- An appraiser  must perform
assignments with impartiality, objectivity, and independence and without accommeodation of
personal interests.

An appraiser must not accept an assignment that includes the reporting of predetermined opinions and conclusions.

Furthermore, accepting compensation for completing an appraisal assignment under such a condition violates the
Management section of the ETHICS RULE in USPAP, which states:

Whenever an appraiser develops an opinion of value, it is unethical for the appraiser to
accept compensation in developing that opinion that is contingent upon:

the reporting of a predetermined value, or

a direction in value that favors the cause of the client, or
the amount of the value opinion, or

the attainment of a stipulated result, or

Calb el
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5. the occurrence of a subsequent event directly related to the value opinion.

Tllustrations:

Some of the requests shown in the BACKGROUND section of thls Advxsory Oplmon share common charactenstlcs.
Possible responses to each common group of requests could be: : o

1.

We need comps for (a specific property) that will support a loan of ; can you provide them?

“Maybe, but I’ll need to research the market to know whether the “comps” will support a value.
range relative to the loan amount. In doing this, I will be deciding which sales are “comps” and
what those “comps” mean. Those decisions will result in a range of value for your prospective
borrower’s property, which is an appraisal.

You also need to recognize that there are risks in this kind of assignment. If I do what you ask, it will
be a limited appraisal. You should realize that my value conclusion could change if I subsequently
perform a complete appraisal. Under the research and analysis limitations you suggest; I would not
have verified some of the data and would have to use extraordinary assumptions about the market data
and your borrower’s property information. I would not have performed some of the analyses steps 1
might complete in an. appralsal assngnment without those limitations. If all of that is agreeable to you,
we can proceed.” : :

Sales Price

“So long as the amount is only to inform me of the pending contract [or of the sale price], and net
a condition for your placement of this assignment with me, we can proceed. However, if that
amount is a condition of this assignment, accepting an assignment under that condition violates
profcssxonai ethics.” o

Note: A sale price (in a pendmg or a settled transactmn) is part of the mfonnatlon an appraiser is
required to ascertain in accordance with Standards Rules 1-5(a) and (b). Receiving this
information with a request for service is appropriate, but accepting an assignment with the price in -
an Agreement of Sale, option or listing, or a Sale Price in a settled transaction, as an
predetermined value in the assignment violates USPAP.

Approximate (or Minimum) value needed

Amount needed

Owner’s estimate of value.

“So long as the amount is only to inform me of your objectives or someone else’s opinion, and not
a condition for your placement-of this assignment with-me, we can proceed. However, if that
amount is a condition of this assignment, accepting an assignment under that condition violates

professional ethics.”

If this property will not appraise for at least - - , stop and call us immedialely,

Please call and notify if it is NOT possxble to support a value at or above ’ , BEFORE YOU
~PROCEEED!!! o - :
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“Your request is acknowledged, but it is important for you to be aware that I 'must develop an
appraisal before I can tell you whether the property will support the value indicated. It is also
important for you to be aware that your statement of that amount with this request for service does
not, in my view, establish a “condition” for my performing the appraisal. If you intend it to be a
condition for performing the -assignment, I cannot accept the assignment ‘because it violates
professional ethics.” :

Research THustration:

The foregoing illustrations all include an appraisal assignment. In some situations, a client will request a service that
is not an assignment as that term'is deﬁned in USPAP. The service to be performed by the appraiser in the following
illustration is: : Lo ~

not an appraisal assignment (the appraiser does not develop a value opinion);
not a real property consulting assignment (the appraiser does not decide what data is relevant or the
‘meaning of that data in the context of the client’s intended use); and

® nota real proper{y appra;sal review (there isno appraxsal to review).

The caﬂer in this 111ustrat19n is usualiy in the process of making a business decision and needs impartial and
objective information; but has not yet decided whether to pursue the matter at hand. The caller knows there is the
potential for needing an appraisal, depending, in part, on what the sale data shows. The caller also believes that, if
the data indicates an appraisal is worthwhile, having that work completed by the appraiser in that subsequent
assignment will lessen the time required to perform an appraisal. The prospective client may ask:

We want you to check your data Fesources to see if there are sales within the past six months that
are wzthm one mile of [address] If you find some, we may order an apprazsal from you.

Possxble Rcsponse

“If what you want is only the sales of properties shown in the data bases available to me with the
criteria you specified, I can do that research and send you the result. Then, you can decide what
you think your cl;ent’ s property 1is worth If I do only ‘that, it is ;ust research and-is not an
appralsal

However, you need to recognize that there are risks if you decide to have the research done that
way. If you decide to limit my work to just gathering the sales data using the research criteria you
set, you are taking the risk that those criteria are both adequate and appropriate to find all of the
market data relevant to your client’s property. You also take the risk that any appraiser’s analysis
of that data would result in a value conclusion within the price range suggested by the sales data
assembled using your criteria. There is no assurance that such would be the case.”

Staff or Multi-Appraiser Firm Context:

The foregoing illustrations reflect communications between a client and an appraiser in the context of the appraiser
as an independent contractor (fee appraiser). ,

In a staff context, such as where the appraisal function is established as a business or agency unit, the part of the
entity that uses the appraiser’s opinions and conclusions is like the “client” (intended user) and the part that
completes the assignment is like the appraiser.

In that context, the “assignment” originates from the “intended user” part of the entity. The appraisal unit’s response
to an “intended user” in situations like those in the foregoing illustrations reasonably could be similar because
imposing assignment conditions that compromise an appraiser’s impartiality and objectivity is unacceptable,
whatever the setting.
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However, the example responses in the illustrations do not apply to the customary interaction and dialogue that
occurs between appraisers within organizations or peers in multi-appraiser firms. Such interaction and dialogue
within the unit or group that develops the opinions and conclusions in an assignment is not the same as
communicating opinions and conclusions to an intended user.

This Advisory Opinion is based on presumed conditions without investigation or verification of actual
circumstances. There is no assurance that this Advisory Opinion represents the only possible solution fo the

problems discussed or that it applies equally to seemingly similar situations.

Approved September 15, 1999

(END OF TEXT OF RULE)

The rules adopted in this order shall take effect on the first day of the month following
publication in the Wisconsin administrative register, pursuant to s. 227.22 (2) (intro.), Stats.

Dated Agency
: William Conway, Deputy Secretary
Department of Regulation and Licensing

FISCAL ESTIMATE

1. The anticipated fiscal effect on the fiscal liability and revenues of any Iocal unit of
government of the proposed rule is: $0.00. :

2. The projected anticipated state fiscal effect during the current biennium of the
proposed rule is: $0.00.

3. The projected net annualized fiscal impact on state funds of the proposed rule is:
$0.00.
INITIAL REGULATORY FLEXIBILITY ANALYSIS

These proposed rules will be reviewed by the department through its Small Business Review
Advisory Committee to determine whether there will be an economic impact on a substantial
number of small businesses, as defined in s. 227.114 (1) (a), Stats.

g:\rules\appl.doc
5/17/2000
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