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Appendix I

UNIFORM STANDARDS OF PROFESSIONAL
APPRAISAL PRACTICE

The Uniform Standards of Professional Appraisal Practice
(*“USPAP”) Copyright (¢) 1995 by The Appraisal Foundation, are re-
produced with permission of The Appraisal Foundation, All rights re-
served. No part of the USPAP may be reproduced without prior consent
of The Appraisal Foundation,

Copies of the USPAP {including advisory opinions and statements on
appraisal standards) are available from the Appraisal Foundation, 1029
y;;znznont Avenue, N.W., Suite 200, Washington, D.C. 20005, {202) 347-
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UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE

as promulgated by the
Appraisal Standarda Board of
Tha Appraisal Foundatlon

PREAMBLE

It is essential that a professional appraiser arrive at and communicate his or her analyses, opinlons,
and advice in a manner that will ba meanlngful to the client and will not be misleading in the
marketplace. These Uniform Standards of Professional Appraisel Practice reflect the current stan-
dards of the appraisal profession.

The imporiance of the rola of the appraiser places ethical obligations on those who serve in this
capacity. These Standards inelude explenatory comments and begin with an Ethics Proviston setting
forth the requirements for integrity, objectivity, independent judgment, and ethical conduct, In
addltion, these Standards include a Competoncy Provision which places an Immedlate responsibilicy
on the appraiser prior ta acceptance of an assignment. The Standards contein binding requirements,
as well as epecifio guidelines to which a Departure Provision may apply tinder certaln llmited
conditions. Definitions applicable io these Standards are also included.

These Standards deal with the procedures to be followed in performing an apprafsal, reviow or
consulting service and the manner in which an appraisal, review or consulling service {5 communi.
cated. Standards 1 and 2 relats fo the devafopment and communieation of a real property sppratsat,
Standard 3 establishes guidelines for reviewing an appraisal and reporting on that review. Standards
4 and 5 address the development and communication of various real estate or real property consulting
functions by an appraiser, Standard 8 sets forth criteria for the development aod reporting of mass
appralsala for ad valorem tax purposes or any other universe of properties. Standards 7and §establish
guldselinea for developing and communicaling personal property appralsals, Standards 9 and 10
ealablish guldelines for developing and communicating businesa appraisals,

These Standardsinclude Statements on Appralsal Standards issued by the Appraisal Standards Doard
* for the purpose of clarification, interpretation, explanation, or elaboration of & Standard or Standards
Rule. :

Thess Standards are for appraisers and the usors of sppraisal services, To maintain a high level of
professional practice, appraissra must observe these Standarde, The users of appraisal services should
demand work performed in conformance with these Standards.

Comment: Explanatory comments are an integral part of the Uniform Standards and should be
viewed as extensions of the provisions, definitions, and standards rules. Comments provide
interpretation from the Appraizal Standards Board concerning the background or application of
certain provisions, definitions, v stendards rules. There are no commenta for provisions, defini-
tions, and Standards Rules that are axiomatic or have not yeb required further explanation;
howerer, additional camments will ba developed and cthera supplemented or revised as the need

ArlEes.
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ETHICS PROVISION

Because of the fiduclary responsibllities inherent in professional appraisal practice, the appraiser
must obgerve the highest standards of professional ethics. This Ethics Pravision is divided into four
sections: Conduct, Manag=ment, Confidentialily, and Record Keeping.

Comment: This provision emphasizes the personal obligations and responsibilities of theindividual
appraiser. Howaver, it should slso be emphasized that groups and organizations engaged in
appraisal practice share the same ethical obligations,

Conduct

An pppraiser must perform ethically and competently In accordance with these standards and not
engage in conduct that {s unfawful, unethical, or fmproper. An appraiser who could reasonably be
perceived to act as a disinterested third party in rondering an unblased appraisal, raview, or conauit.
ing service must perform assignments with imparifality, objectivity, and independence and without
accommaodation of personal intereats.

Comment: An appraiser is required to avoid any action that could be considered misleading or
fraudulent. In particular, it {3 unethical for an appraiser ta use or tommunicate a misleading or
fraudulent repart or to knawingly permit an employee or other person t0 communicate a misleading
or fraudulent report.!

The development of an appraisal, review, or conaulting service based on a hypothetical condition
is unethical unless: I) the use of the hypothesis is ¢learly disclosed; 2) the assumption of the
hypothetical condition is clearly required for legal piirposes, for purposes of reasonable analyais,
or for purposes of comparison and would not ba mislesding; and 3} the report clearly describes the
rationale for this assumpticn, the nature of the hypothetical condition, and its effe¢t on the result
of the appraisal, review, or consulting service.

An individual appraizer employed by a group or organization which conducts itself in a manner
that does not conform to these standards should take steps that are appropriate under the
greumstances 1o ensure compliance with the standardas.

Management

‘The acceptance of compensation that is contlngent upon the reporting of a predetermined valus or
adirectionin valuethat favorsthe cause of theclient, the amount of the value estimate, the attainment
of a stipulated resulf, or the occurrence of a subsequent event is unethical,

The payment of undlaclosed fecs, commissions, or things of value in conneciion with the procuremaent
of appraisal, review, or consuliing assignments is unethical,

Comment: Disclosure of fees, commissicns, ¢r things of value connected to the proturement of an
assignment should appear in tha certification of a written report and in any transmittal leiter in
which conclusions are stated, In groups or organizations ¢ngaged in appraisal practice, intracompany
payments to employees for business development are not considered to be unethical. Competency,
rather than financial inceatives, should be the primary basis for awarding an assignment.
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ETHICS PROVISION (continued)
Manngement {continued}

Advertising for or sollelting appralsal assigaments in a manner which 18 false, misleading or exaggerated
is unethical.

Comment: In groupa or organizaiions engaged in appraisal practive, decisions concerning finder
or teferral fees, contingent compensation, and advertising may not be the responsibility of an
individual appraiser, but for a particular assignment, it is the responsibility of the individual
appraiser to ascertain that thers has been no breach of ethica, that the appraisal is prepared in
accordance with these Standards, and that the report can be properly certified as required by
Standards Rules 2-3, 3-2, §-3, 6-8, 8-3 or 10-3.

The restriction en contingent campensation in the fivst paragraph of this gecilon does nof apply to
consulting assignments where the appraiser is not acting in a disinterested manner and would not
reasonably ba perceived as performing a service that requires impartiality. This permifted contingent
compensation must be properly disclosed in the report.

Comment: Assignments where the appzaiser is not scting in & disinterested menner are further
discuszed in the General Comment {0 Standsrd 4. The preparer of the written report of such an
assignment must certify that the compenzation is contingent and muat explain the basis for the
contingency in the report (See S.R. 5-3) and in any transmittsl tetter in which conclusions are
stated.

Confidentiality’

An appralser must protect the confidential nature of the appraiser-cilent relationship.

Comment: An appraiser must nat discloze confidential factual data obtained from = cilent or the
results of an assignment prepared for & client ta anyone other than: 1) the client and persons
apecifically authorized by the client; 2) such third parties as may be authorized by due pretesa of
law; and 3) a duly authorized professional peer review committee, As a corellary, it is unethical
for a member of & duly autherized professions] peer Teview commitiee to disclose confidential
information or factual data presented to the committes.

Record Keeping

An appralser must prepare written records of appralsal, review, and consulting assignments—Including
oral testimony and reporis—and retain such records for a period of at least flve (5) years after
preparation or at least two (2) years after flosl disposttion of any Judicial proceeding in which
testimony waa given, whichever period expirea lnst.

Comment: Written recorda of sssignmeats include true copies of written reports, written summa-
ries of oral testimony and reports {or a transeript of testimeny), all data and statements required
by these Standards, and other information as may be required to support the findinga and
conclusions of the appraiser. The term written records also includes information stored on elec-
tronie, magnetic, or other media. Such records must be made availsbls by the appraiser when
required by due process of law or by a duly suthorized professional peer revisw committes.
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COMPETENCY PROVISION

Prior to accepling an aesignment or entering into an agreentent to perform any assignmeat; sn
appralser must properly tdentify the problem to be addressed and have the knowledge and experience
to completa the assignment competently; or alternatively:

1. disclose the teck of knowledge and/or experlence to the client before accepting the assignment;
and

2. take all steps necessary or appropriate to complete the assignment competeatly; and

3. describe the lack of knowledge and/or experience and the steps taken to complele the assignment
competently in the report,

Comment: The background end experience of apprajsera varles widely and a lack of knowledge or
experience can lead o inaceurate or inappraprists sppraisal practice. The Competeney Provision
requires an appraiser to have both the knowledge and the experiencs required to perform a apecifie
appraisal service compelently, If an appraiser is offered tha oppertunity to perform an appraisal
service but lecka the negessary knowledge o experience to completa it competently, the sppraiser
must discloze his or her lack of knowledge or experience 10 the client before accepling the
ssgignment and then take the necessary or appropriate steps to completa the appraisal service
competently. Thiz may bs atcomptished in various ways including, but net limited te, personal
study by the appraiser; association with an appraiser reasonebly believed to have the nesessary
knowledge or experience; or retention of others who poasess the required knowledge or experience.

Although this provision requires an appralser to identify the problem and disclose any deficiency
in competence prior to accepting an assignment, facis or conditions uncovered during the course
of an asalgnment could cause an appraieer to discover that he or she lacks ths required knowledge
ot experience to complete the assignment competently, At the point of such discovery, the appraiser
i9 obligated to notify the client and comply with itema 2 and 3 of the provision.

The concept of competency alse extends to sppraisers who are requested or required o travel {0
geographic areas wherein they have no recent apprafeal experience. An appraiser preparing an
appraisal In an unfamiliar kecstion must spend sufficient time to understand the nuances of the
Jocal market and the supply and demand factors relating to the apecific property type and the
keation involved. Such underatanding will not be imparted solely from a conaideration of specific
data such a3 demographica, costs, sales and rentals, The necessary understanding of local market
conditiona provides the bridge batween a sale and a comparable sale or a rental and & comparable
rental. Ifan appraiser is not in a position to spend the necessary amount of time in & market area
to obtain this underatanding, affiliation with & qualified local appraiser may be the appropriate
re3ponsa to encure the development of & eompetent appraizsl.
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DEPARTURE PRROVISION!

This provision permits limited departures from sections of the Uniform Standards that are classifled
as specific guldelines rather than binding requirements, The burden of proof is on the appraiser to
decide before accepting an assignment and invoking this provision that the result will not confuse
or mislead. The burden of disclosure {s also on the appraiser to report any departures from specific
guidelines,

An appraiser may enter into an agreement {o perform an assigement that calls for something less
thaen, or different from, he work that would otherwise be required by the specific guldelines, provided
that prior to entering {nto such an agreement:

1. the appralser has determined that the appraisal or consulting process to be performed ia not
so limited that the resufting assignment would tend to mislead or confuse the cllent or the
intended users of the report;

2. the appralser has advised the clent that the assignment calls for something less thasn, or
different from, the work required by the specific guidelines and that the report will clearly
identify and explain the departure(s); and

3 the client has agreed that the performance of a imited appraisal or consulting service would
be appropriate.

Exceptions to the following requirements are not permitted: Standards Rules 1-1, 1.5, 2.1, 2-2, 2.3, 2.5,
3-1,3-2, 4.1, 51, 5-3, 8-1, 8-, 6-8, 6.7, 6-8, 7-1, B-1, B-3, 8:G, -1, 8.3, 8-5, 10-1, 10-3 and 10-5, This restriciion
on departure is reiterated throughout the document with the reminder comment: Departure from
fhis binding requirement s nof permitied,

Comment: For the purpose of this provision, intended usera of the report might include parties
such as Yenders, employeea of government agencies, partnera of a client, and a clieat’s attomey
and accountant. In this context, the purpose and intended usa of the appraisal or consulting service
are critical.

If an appraiser enters into an 2greement ko perform an appraisal or consulting service that calle
for something Jesa than, or different from, the work that would otherwize be required by the specific
appra:sa! guidelines, Standards Rules 2-2{a)}xi), 2.2(b¥xi), 2-2{cKxd}, 6-2i}, 8-2(m), and 10-2h)
require that tha report dearly identify and explain departurels) from the specific guidalines.
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JURISDICTIONAL EXCEPTION

If any part of these standards {s contrary to the law or public peliey of any jurisdiction, only that
part shell be vofd and of no force or effect in that jurisdiciion.

Comment: The purpose of the Jurisdictional Exception is strictly limited to providing a saving er
severability clause intended to preserve the balance of USPAP if one or more of its parts are
determined a3 contrary te law or public policy of & jurisdiction. By logical extension, thers can be
no violation of USPAP by an appraieer diszegarding, with proper disclosure, only the part or parts
of USPAP thet are void and of no force and effect in a particular sssignment by operation of tegal
suthezity. It is misleading for an appraieer to disregard a part or parts of USPAP as void and of
no force and effect in a particular assignment without identifying the part or parts disregarded
and the legal authority justifying this action in the appraiser’s report.

As used in the Jurisdictional Exception, Jaw means a body of rules with binding legal force
established by controlling governmental authority. This broed meaning includes, without limita-
tion, the federsl and state constitutions, legislative and court made law, and administrative rules,
regutations, and ordinances. Public policy refers to mora or less well defined moral and ethical
standards of conduct, currently and generally accepted by the community as a whale, and recog-
nized by the courts with the aid of statutes, judicial precedents, and other similar availabls
evidence. Jurisdiction relates to the legal authority to legielate, apply, or interpret law in any form
at the federa, state, and local levels of government.

BUPFLEMENTAL STANDARDS

Thess Uniform Standards provide the common basis for all appraisal practice, Buppl tal stan.
dards applicable to appraisals prepared for specific purposes or property types may be lssued by
public agencies and ecertain client groups, e.g. regulatory agoncies, eminent domaln authoritles, asset
menagers, and finnocialinstitutions. Appraisers and cllents must ascertaln whether any supplemental
standards In addition to these Uniform Standards apply to the assignment boing considered.!

Comment: The purpose of the Supplemental Standarda section is to provide a reasonable means
ta augment USPAP with additionnal requirementa set by clients, employers, governmental entities
and/or professional appraisal organizations. Suppl tal Standards cannot diminish the purpose,
intent or content of the requirements of USPAP.

By certifying conformity with USPAP for an assignment in which an appraiser eatisfied a profes-
sional appraisal ethics or practice standard nat in USPAP, the appraiser acknowledges that this
supplemental standard adda to but does not diminieh the purpese, intent or content of USPAP,
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BEFINITIONS
For the purpose of these Standards, the following definitions apply:
APPRAISAL: {noun) the act or process of estimating value; an estimate of value.
{adjective) of or pertalning to appraising and related funcilons, e.g. appraisal practice,

appraisal services.

Complete Appraisalr the act or process of estimating value or an estimate of vaiue performed
without invoking the Depariure Provision.

Limited Appraisal: the act or process of estimating value or an estimate of value performed
under and resuliing from inveking the Departure Provision.

AFPPRAISAL PRACTICE: the work or services performed by appraisers, defined by three terms in
these standards: appraisal, review, and consulting.

Comment: Thesa three terms are intentionslly generic, and not mutually exclusive. For example,
&n estimate of value may be required as part of a review or consulling secvice. Tha use of other
nomentelature by an appraiser (¢.g. analysia, counseling, eveluation, study, submission, valuation)
does not exempt an appraiser from adherence to these standards,

BINDENG REQUIREMENT: all or part of a standards rule of USPAP from which departure [s not
permitted, (See DEPARTURE PROVISION)

BUSINESS ASSETS: tangible and intangible resources that are employed by a business enterprise in
its operations. -

BUSINESS ENTERPRISE: a commerckal, Industrial or servics organization pursulng an economic activity.
BUSINESS EQUITY) the interests, benefits, and rights inherent In the ownership of a business
eaterprise or & part thereof in any form (including but not necessarily limited to capital stock,
partnership interests, cooperatives, sole propristorships, options, and warrants).

CASH FLOW ANALYSIS: a study of the antfcipated movement of cash into or out of an investment,
CLIENT: any party for whom an appraiser performs a service,

CONSULTING: the act or process of providing information, analysis of real estato data, and recom-
mendatlons or conclusions on diversificd problems in real estate, other than estimaiing value,

FEASIBILITY ANALYS18: a study of the cost-benefit relationship of an ic endeavor.

INTANGIBLE PROPERTY {INTANGIDLE ASSETSh non physleal assets, inctuding but not imited to
franchises, trademarks, patents, copyrights, goodwill, equities, mineral rights, securitics, and con-
tracts, =6 distinguished from physical assets such as fucilii{es and equipment.

INVESTMENT ANALYSIS: a study thai refiecis the relatlonship between acquisltion price and
anticipated future heneflts of a real estate investment.

MARKET ANALYSIS: a study of real estate market conditions for a specific type of property.
MARKET VALUE;: market value is the major focus of most real property appraisal assignments, Both
economic aud legal definitions of market value have been developed and refined. A current economio

definitlon agreed upon by agencies that regulate federal financlal Institutions in the United States
of America 1st
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DEFINITIONS (continued)
MARKET VALUE {continued)

The most probable price which a property should bring in a cotnpetilive and opon market
under all conditions reguisite to a fair sale, the buyer and seller exch acting prudenily and
knowledgeably, and assuming the price is not affected by undue stimulus, implieit in this
deflnition ia the consummation of a sals as of a specified date and the passing of title from
geller to buyer under condlitions whereby:

1. buyer and seller are Lypically motivated;

2. both parties are well Informed or well advised, and acting in what they conalder their
best interests;

3. a reasonable time is allowed for exposure in the open market;

4. payment {5 made in terms of cash in United States dollars or In terms of financial
arrangements comparable thereio; and

8, the price vepresents the normal consideration for the property sold unaffected by
special or creative financing or sales concessions granted by anyone assoctated with
the sale,

SBubstitution of another currency for United States dellars in the fourth condition is appropriate in
other countriss or In reporis addressed fo clients from other countries.

Porsons performing appralsal services that may be subject to litigation are cautioned {o seek the
exact legal definition of market value In the jurisdiction in which the services are being porformed.

MASSAPPRAISAL: tho process of valuing a universe of properties as of a given date utilizing standard
methodology, employing common data, and alfowing for statistical teating.

MASS APPRAESAL MODEL: & mathematical expression of how supply and demand factors interact
in a market,

PERSONAT, PROPERTY: identifiable portable and tangible objects which are considered by the
general publio as being “personal,” e.g. furnishings, artwork, antigues, gems and jewelry, collectibles,
mechinery and equipment; afl property that is not classified as real estate,

REAL ESTATE: an identifled parcel or tract of land, including improvements, if any.

REAL PROPERTY: the interests, bonefits, and rights Inherent in the ownership of real estate.
Comment: In some juriedictions, the terms real estate and real property have the same legal
meaning. The separate definitions recognize the traditional distinction between the two concepta
in appraisgl theory, -

REPORT: any communicatlon, written or oral, of an appraisal, review, or consulling service that Is
iransmitted {o the cllent upoen completion of an assfgnment.

Comment: Most reperis are writtan and most clients mandate written reports. Qral report guide-

lines (Sea Ethica Provision: Record Keeping) are included to cover court testimony and cther azal
sommunications of an appraisal, review or consulting service.
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DEFINITIONS (continued)
REPORT (continued)
The types of written reports listed below apply to real property appralsala:

Self-Contained Appraisal Report: & wiillen report prepared under Standards Rule 2.2(a) of &
Complete or Limited Appraisal performed under Standard 1.

Summary Appraisal Report: a written report prepared under Standarda Rule 2.21bY of a
Complete or Limited Appraisal performed under Standazd 1.

Restricted Appraisal Report: a writlen repart prepared under Standards Rule 2-2{c) of a
Complete or Limlted Appraiaal performed under Stendard 1.

REVIEW: the act or process of critically studying a report prepared by another.

SPECIFIC GUIDELINE; all or part of a slandards rule of USPAP from which departure 1s permitted
undet certain limited conditlons. ($ee DEPARTURE PROVISION)
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STANDARD 1

In developing & veal property appraisal, an appraiser must be aware of, understand, and correctly
employ those recognlzed methods and techniques that are necessary o produce a credible appralsal.

Comment: Standard 1 is dirested toward the substantive aspects of developing a competent
appraisal. The requirements set forth in Standards Rule 1-1, the appraisal guidelines set forth in
Standards Rule 1-2, 1.3, 1-4, and the requirements set forth it Standards Rule 1.5 mirror the
appraisal process in the order of topics addressed and can be used by appraisers and the usera of
appraisal services a3 a convenient checklist.

Standards Rute 1.1

In developing s real property appraisal, an appralser musts

(a)

b}

(e}

be aware of, underatand, and correcily employ those recognized methods and techniques that
are necessary to produce a credible appratsaly

Comment: Departure from this binding requirement is not permitted. Thia rule recognizes that

the principle of chenge continues to affect the manner in which appraisers perform appraisal
services. Changes and developments’in the real estate field have a substantial impact on the
appraisal profeasion. Important changes in the cost and manner of construeting and marketing
commercial, industrial, and residential real estate and changes in the legal framework in which
real property righis and interests are created, conveyed, and morigaged have resulled in corre-
sponding ¢hangea in appraisal theory and practice. Sociel thange has also had an effect on appraisal
theary and practice. To keep abreast of these changes and developments, the sppraisal profession
is congtantly reviewing and revizing appraisal methods and techniques and devising new methods
and techniques to meet new circumstancea, For this reason it is not sufficient for appraizers to
simply maintain the skilla and the knowledge they pessess when they become appraisers. Each
appraiser must continuously improve his or her skills to remaln proficient in real property
appraisal.

natecommit asubatantial eiror of omission or commission that significantly affects an appralsal;

Cemment: Departure from this binding vequirement is not permitted. Tn performing appraisal

serviced an appraiser must be certain that the gathering of factual information §a tonducted in &
manner that is sufficiently diligent to ensure that the deta that would have a material or significant
effect on the resulting opinions or conclusions are conaidered. Further, an appraiser must use
sufficfent care in analyzing such data to aveid ercora that would significantly affect his or her
apinions and conclusions.

not render appralsal services In a careless or negligent manner, such as a series of errors that,
considered individually, may not significantly affect the resulis of an appraisal, but which,
when considered {n the aggregate, would be misleading.

Comment: Departure from this binding requirement is not permitied. Perfection is impossible to

attain and competence does not require perfection. However, an appralser must not render
appraisal servi¢es in a cazeless or negligent manner. This rule requires an appraiser to use due
diligence and due care. The fact thet the carelessness or negligence of an appraiser has not cansed
an error that significantly affects his or her opinions or conclusions and thereby zeriously harms
a client or a third party does not excuse auch carelessness or negligence.
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STANDARD 1 {continued)
Standards Rule 1-2

Tn developing a real property appraissl, an appraiser must observe the followlng specific appraisal
guidelines:

{a} adequately identify the real estate,’ identify the real property inlerest, consider the purpose
and intended use of tha appraisal, conslder the extent of the data ¢ollecilon process, identify
any epecial limiting conditions, and Identify the effective date of the apprateal;?

{b) define the value being considered; Lf the value ta be estimated Is market value, the appraiser
must clearly indicate whether the estimate is the most probable price:

i in terms of cash; or

(41 in terms of financial arrangements equivalent to cash;or

(i)  in such olher terms as may bo precisely deflned; if an estimate of valus Is based on
submarket finan¢ing or financing with unusual conditions or In¢entlves, the terms of
such financing must be clearly set forth, thelr contributions to or negative nfluenca on
value must be described and estimated, and the markei data supporting the valuation
estimate must be described and explained)

Comment: For certain types of appraiesl assignmanta in which a legal definition of market value
has been established and takea precedencs, the Juriadictional Exception may apply to thia guide-
line. i

When estimating market value, the appraiser should be specific as to the estimate of cxposure
titme linked to the value estimate.

(L)) consider easements, resirictions, encumbrances, leases, reservations, covenanis, coniracis,
declaratfons, speclal assessments, ordinances, or other items of a similar nature;

(d} consider whethor an appraised fractional Intereat, physical segment, or partial holding con-
tributes pro rata to the value of the whole;

Comment: Thia guideline does not require an appraizer 1¢ vakue the whole when the aubject of
the appraisal is & fractional interest, a physical segment, or a partial holding, However, if the
vajue of the whols is not considered, the appraisal must clearly reflect that the value ofthe property
being apprafsed eannot be used to estimata the value of the whole by mathematital extension.

(Y] identify and consider the eifect on value of any personal property, irade fixtures ¢r Intangible
items that are not real property but are included in the appraisal.

Comment: This guideline requirea the appraiser 10 recognize the inclusien of iteme that are not
real property in an overall value estimate. Additional expertise in parsonal property {Seo Standard
7) or business (See Standard 9) appraisal may be required ¢ alltcate the overall valae to ita
various components, Separate valuation of such items ia required when they are significant to tha
overall value.

Register, July, 1995, No, 475



REGULATION AND LICENSING 195
Appendix

STANDARD 1 (continued)

Standards Rulo 1-3

In developing & real property appraisal, an appralser must ohserve the following specific appralsal
guldelines:

(a}

(b)

consider the effect on use and value of the following factors: exlsting land use regulations,
reasonably probable modifications of such land use regulations, economic demand, the physical
adaptability of the real esiate, neighborhoed trends, and the highest and best use of the real
estate]

Comment: This guideline sets forth a list of factora that affect use and value. In considering
neighborheod trends, an appraiser must avoid atereotyped or biased assumptions relaking to race,
age, color, religion, gender, or national origin or an sssumption that racial, ethnie, or religious
homogeneity is necessary to maximize value in a neighborhood. Further, an appraiser must avoid
making an unsupported assumption or premise about nelghborhoad decling, effectiva age, and
remaining life. In idering highest and best use, an appraizer zhould develop the concept to
the extent that ia required For a proper solution of the apprajsal problem being considered. :

recognize that land s apprafsed as though vacant and avatlable for development to its highest
and best use and that the appraiaal of Improvemanis is based on their aciual contribution to
the site.

Comment: This guideline may be modified {0 reflect the fact that, in varicus legal and praciical
situations, a site may have a contributary vaiue that differs from the value a3 if vacant.

Standards Rule 14

In devefoping a real property appraisal, an appralser must observe the following specific appratsal
guldelines, when applicable:

{a}
)

value the site hy an appropriate sppraisal method or technique;
collect, verify, analyze, and reconcile!

) such comparable cost data an are avallable to estimate the cost new of the improvemenis
(it any};

[ei0] such comparable data as are available to estimate the difference between cost new and
the present worth of {he improvements {(accrued depreeiationl;

(If)  such comparahle sales data, adequately identifled and described, as are availabla to
indlcate a value lusion;

{iv)  such comparable rental data as are avallable 10 estimate the market renial of the
properiy being appraised;

v} auch comparable operating expense data ag are avallable to est!mate the operating
expenses of the property being apprafeed;

{¥l}  such comparable data as are avallable to estimate rates of capltallzation and/or rates
of discount,

Comment: This rule covera the three appmac}'les to value. See Standarda Rules 2-2(aXx), 2-2(bXx},
and 2.2(c)1) for correspending reporting requirements.
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STANDARID 1 {continued)
Standarda Rule 14 {continued)
{0) bese projections of future rent and expenses on reasonably clear and appropriate qﬁdence;’

Comment: This guideline requires an appraiser, in developing income and expense statements
and cash flow projections, to weigh historical information and trends, current market factora
affecting such trends, and znticipated events such as ¢competition from developments under
construction.

(d} when estimating the value of a leased feo estatn or a leasehold estate, consider and analyze
the effect on value, if any, of the terms and conditions of the loase{s};

(e} consider and analyzs the effect on value, if any, of the assemblage of the various estates or
component parts of & property and refrain from estimating the value of the whole selely by
adding together the individual values of the various estates or component parts;

Comment: Although the value of the whole may be equal to the sum of the separata estates er
parts, it also may be greater than or less than the sum of guch ¢states or parts. Therefore, the
vatue of the whole must ba tested by referencs to appropriate market data and supported by an
appropriate analysis of such data.

A similar procedura must be followed when the value of the whele has been eatablished and the
appreiser seeks to eslimnte the value of A part. The value of any such part must be tested by
reference to appropriate market data and supported by an appropriata analyais of such data.

N consider and analyze the effect on value, if any, of anticipated public or privaie improvements,
Tocated on or off the siie, to the extent that market actions reflect mich anticipated improvements
as of the effeclive appraiaal date;

Comtment: In condemnation valugtion ssslgnments in certain jurisdiclions, the Jurisdicticaal
Exception may apply 1o this guidelines.

{g) [dentity and consider the appropriate procedures and market information required to perform
the appraisal, including all physical, functional, and external market factors as they may affect
the appraisal;

Commenk: The appraisal may require a complete market analyaia (Sea Standards Rule 4-4).

(h) appraize propossd {mprovements only after examining and having available for future
expmination:

[{H] plans, specifications, or other documentation sufficient to identify the scope and character
of the proposed improvements;

{if) evidence indicating the probable time of complation of the proposed improvements; and

{lif}) . reasonably clear and appropriale evidence supporiing development costs, anticipated
earnings, occupancy projections, and the anticipated competition at the time of completion.

Comment: The evidence required Lo ba ¢xamined and maintained under this guideline may include
such ftems as contractor's estimates relating to cost and the time required to complete construction,
market, end feasibility studies; operating cost data; and the history of recently compleled similar
developments. The appraisal may require a complets {easibility analysis (See Standard Rule 4-6).
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STANDARD  (continued)

Standards Rule 1-4 {continued)

[t}]

All pertinent information In ltems (a) through (h) above shall be used in the development of
an apprafsal.

Comment: See Standards Rules 2-2{alixi}, 2-2(b)xi), and 2-2(c¥xi) for corresponding reporting
requirements.

Standards Rule 1.5

In developing a resl properiy appraisal, an appraiser must:

{a}

(b}

(e}

consider and analyze any current Agreement of Sale, option, or listing of the property being
appraised, if such information is available to the appraiser in the normal course of business;

consider and analyze any prior sales of the property being appraised that occurred within the
following time perfods:*

[{}] one year for one-to-four family residential property; and
{il}  three years for all other property types;

Cornment: Tha intent of this requirement {s ta encourage the research and analysis of prior sales
of the subject; the Hime frames ciled are minimuma.

consider and reconcile the quality and quantity of data available and annlyzed within the
approaches used and the applicabllity or suitability of the approaches used.

Comment: Departure from binding requirementa (a) through (c) is not permitted. See the Com-
ments to Standards Rules 2-2(aXxi}, 2-2(bXxi), and 2-2({cXxi) for corresponding reporting

requirementa,
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STANDARD 2

In reporting the results of a real property appraisal an appralser must communieates each analysis,
apinion, and conclusion in & manner that iz not mislead{ng. .

Comment: Standard 2 governs the form and content of the report that communicates the results
of an appraisal.

Standards Rule 2-1
Each wrltlen or oral real properiy appralsal report musts

@) clearly and accurately set forth the apprafsal in a manner that will not be misteading;

Comment: Departure from this binding requirement is not permitted.

{b}  contain sufficlent information to enable the person(s) who are expected to recelve or rely on
the report to understand 1t properly;

Comment: Departure from this binding requirement i not permitted. The parson{a} expected to
vecelve or rely on & Self-Contained or Summary Appraisal Report are the client and intended

users. Only the client ia expected to recelve or rely on the Restricled Appraisal Report.

(2) clearly and accurately disclose auy extraordinary assumption or limiting conditfon that di-
rectiy affects the appraleal and Indicats [ta impact on value,

Comment: Depsrture from this binding requirement is not parmitted. Examples of extraordinary
assumptions or conditions might include items such 15 the execution of a pendinglease agreement,
atypical Anancing, a known but not yet quantified environmental issue, or completion of onsite or
offsite improvements, In a written report the disclosure would be required in eonjuncticn with
statements of each opinion or conelusion that {s affected.

Standards Rule 2-2
Each written real property appralsni report must ba prepared under ono of the folfowing three options
and prominently state which aption is used: Self-Contained Appraisat Report, Bummary Appraisal
Report or Restricted Appralsal Rteport.! ]
Comment: Tha essential differenico among the three optlona is in the uss and spplication of the
terms deseribe, summarize and state, Describe ia used to connate a comprehenaive level of detail
in the presentation of information. Summarite is used to connote a more conclse presentation of
information. State is used to connole the minimal presentation of information.
(a}  The Self-Contained Appralsal Report musi:
[ty ldectify and describe the real estate being appraised;’

()  state the real property interest being appralsed;
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STANDARD 2 (conlinued)
Standards Rule 2-2(a) {continued}

Comment on (i) and (ii): Identifying the real estate can be accomplished by any combination of a
tegal description, address, map reference, copy of a survey or mag, property skeich andfor photo-
graphs. A property sketch and photographs afsa provide some description of the resl estate in
addition to written comments about the physical attributes of the real estate, The statement of
the real property rights being appraésed must be substantiated as nesded by ¢opies or summariea
of legal descriptions or other de¢uments that set forth any known encumbrances,

{ili)  state the purpose and intended uss of the appraisal;
{iv)  define the value to be estimated;
{v) state the effective date of the appraisal and the date of the report;!

Comment on (iil), {iv) and {v): Thesa three requirements call for clear disclosure {0 the reader of
a report the “who, why, what and when” surrounding the sppraizal. The purpose and intended
use of the appraisal are critical to the identification of any inteaded users of the report. Intended
users of the report might include parties such as lenders, employees of government agencies,
partners of a ciient, and a ¢lient's atiormey and accountant. Pefining the value to be estimated
requires both an appropriately referenced definition and any comments needed ta dearly indicate
1o the reader how the definition is being applied {See Standards Rule 1-2(b}L* The effective date
of the appraisal establishes the context for the value estimats, while the date of the report indicates
whether the perepective of the appraiser on the market conditions as of the effective date of the
appraisat was proepective, current, or ratrospestive, Reiteration of the dete of tha report and the
effectiva date of the appraisal at various gtages of the report in tandem is important for the clear
understanding of the reader whenever market conditions on the date of the report are different
from market conditions on the effective date of the appraisal.

(vi}  atate the extent of the process of collecting, confirming, and reporting data;

Comment: This requirement is designed to inform the client and intended users whose expected
reliance on an appraisal report may bo affected by the extent of the appraiser’s inveatigation; i.e.,
the process of collecting, confirming and reporting data,

Standards Rule 2-2 (a¥vi} only requirea that the extant of the process of collecting, confirming,
and reporting data be stated, since the full extent of the process shoutd be apparent to the reader
in the ¢ontenta of the report.

(vil} state all agsumptions and lmitiog conditlons that affect the analyses, opinlons, and
conclusions;

Comment: Whila typical or ordinary assumptions and Himiting conditions maybe grouped together
in an identified section of the report, S8R 2-1¢) requirea that an ertraordinary assumption or
limiting condition must be diselosed in conjunction with statements of each ¢pinion or conclusion
that is affected.

{viil} describe the information considered, the appralsal procedures followed, and the yea-
soning that supports the analyses, opinions, and conclusions;

Register, July, 1995, No. 476



200 — WISCONSIN ADMINISTRATIVE CODE
ppendix

STANDARD 2 {conlinued)
Standards Rule 2-2(a} (continued)

Comment: This requirement calls for the appraiser to describe the data considered and the
procedures that were followed. Each item must be addressed in the depth and detail required by
its significance 1o the appraizal. The appraiser must be certain that sufficieat information is
provided sa that the client and the intended users of the report will understand it and will not be
misled or confused. The substantive cortent of the repott, not ita size, determines ita compliance.

{ix) describe the appraiser's opinion of the highest aod best use of lhe real estate, when
siuch an opinion 1s necessary and appropriate;

Comment: This requirement calls for a report to contain the appraizer's opinion as to the highest
and best use of the real estate, unless an opinion as 1o highest and hest use i3 unnecessary, e.g.
insurance valuation or value in use appraizals, If an opinion as to highest and best use i3 required,
the ressoning in support of the opinion must also be described in the depth and detail required
by its significance to the appraisal.

{x) explalun and support the exclusion of any of the usual valuation approaches;

(xd)  deactibe any additional information that may be approprists to show compliance with,
or clearly ldentify and explain permiited departures from the specific guidelines of
Standerd 13

Comment: This requirement calls for a Self-Contained Appraizal Report to include sufficlent
information to indicate that the appraiser complied with the requitements of Standard I, including
the requirements geverning any permitied departures from the appraisal guidelines. The amount
of detail required will vary with the aignificance of the information to the appraisal.

When the Departure Provision is invoked, the assignment is deemed to be a Limited Appraisal.
Use of the ferm Limited Appraizal makes it clear that the sssignment involved something less
than, ¢r different from the work- required by the specific guidelines. The report of a Limited
Appraisal must contain a prominent section that clearly identifies the extent of the appraisal
process performed and the departures taken.

The relisbility of the results of a Complete Appraisal or Limited Appraisal developed under
Standard 1 is not affected by the type of repart prepared under Standard 2. The extent of the
appraisal procesa performed under Standard 1isthe basis for the reliability of the value tonelusion.

Information considered and analyzed in compliance with Standards Rule 1-5 is significant infor-
mation that deserves comment In any report. If such information is unobtainable, comment on
the efforts underiaken by the appraiser to obtain the information is required.

(xit} include a signed certification In accordance with Standards Rule 2-3,

Comment: Departure from binding requirements {i) through (xit} sbove is not permitted.
(b) The Summary Appraisal Report mustt

Comment: The essential difference between the Self-Contained Appraleal Report and the Summary
Apprmsa[ Report is the level of detail of presentation. As examples: a twe-page nayrative section
with conclusion in a Self-Contained Appraizal Report might translate to  two paragraph section
with the same conclusion in a Summary Appraisal Report; narrative presentation of data in &
Self-Contained Appraisal Report might translate to tsbuler presentaticn of data in a Summary
Appraisal Report.
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BSTANDARD 2 (continued)

Siandards Rute 2-2(b} (continued)
{i) Identify and provide a summary description of the real estate being appraised;’
133 atate the real property interest being appraised;

Comment on (i) and (ii}: Identifying the real estate can be accomplished by any combination of &
legal description, address, mnp reference, copy of a survey or map, property sketch andfor photo-
graphs. A property sketch and photographs also provide some description of the real estate in
&ddition to written commenta about the physical atiributes of the real estate. The statement of
tha real property righta being sppraised must be substantisted as needed by copies of summaries
of legal descriptions or other detuments that set forth any known encumbrandes.

(i)  state the purpose and intended use of the appraisal;
{iv} define the value to be estimated;
¥) state the effective date of the appraisal and the date of the report;®

Corment on (iii), {iv) acd {v): These threo requirements ¢all for clear disclosure to tha reader of
a report the “who, why, what and when® surrdunding the appraisal. The purpose and intended
use of the appraisal are critical to the identification of any intended users of the report. Intended
users of the report might include partica such as lenders, employees of government agenties,
partoers of 2 client, and & client's alorsey and accountant. Defining tha value to ba estimated
requires both an appropriately referenced definition and any commenta needed to slearly indicate
to the reader how the definition {s being applied {8ea Standards Rule 1-2(b)L.° The effective date
of the appraisal establishes the context for the valua eatimate, while the date of the report indicates
whether the perspective of the appraiser on the market conditions as of tha effective date of the
appraisal was prospective, current, or retrospective. Reiteration of the date of the report and the
effective date of the appraisal at various stagea of the report in tandem is important for the clear
understanding of the reader whenever market conditions on the date of the report are gdifferent
from market conditions on the effective data of the appraisal.

(vi) summarize tha ¢xtent of the proceas of collecting, confirming, and reporting dats;

Comment: This requirement is designed to inform the client and intended users whoses expected
reliance ¢n an appraiesl report may be afected by the extent of the appraiser’s investigation;i.e.,
the process of collecting, confirming and Teporting data,

Standards Rule 2-2 (bXvi) requires that the extent of the procesa of collecting, confirming, and
reporting data be summarized, since the fill extent of the process may not ba spparent to the
reader in the contents of the report.

{vii) state all assumptions and mitlng condillons that affect the analyses, opinions, and
conclusions; .

Comment: Whila typical or ordinary assumptions and Hmiting conditions may be grouped together
in an jdentified section of the report, SR 2-1(c) requires that an extrsordinary assumption or
limiting condition must be disclosed in conjunction with statemants of each opinion or conclusion
that is affected.
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STANDARD 2 {continued}
Standards Rula 2-.2{b) {continued}

{vill} summarize the Information constdered, tha appraisal procedures followed, and the
reasoning that supports the analyses, apinions, and conclusions;

Comment: Thia requirement calls for the appraiser to summarize the deta considered and the
procedures that were followed. Each item must be sddressed in the depth and detail required by
its gignificance to the appraisal. The appraiser must ba certain that the summary is sufficient
enough that the client and the intended users of the repert will understand it and will net be
misled or confused. The aubstantive content of the report, not its size, determines its complisnce.

{ix) summarize the appraiser's oplofon of the highest and hest use of the real esiate, when
such an opinion is necessary and approprinfe;

Comment: This requirement calls for 8 report to contain the appraiser’s opinion as to the highest
and best use of the real estate, unless an opinien as te highest and best use is unnecessary, e.g.
inguranca valuation or value in use appraisals. If an oplnien &s to highest and beat use ia required,
the reasoning in support of the opinion must also be summarized in the depth and detail required
by ita significance to the apprajzal.

(x) explatn and support the exclusion of any of the usual valuation approaches;

(xi} summarize any additionel information that may be appropriate to show compliance
with, or clearly identify and explain permiited departures from the apectfic guldelines
of Standard 1

Comment: Thisrequirement callsfor a Summary Appraisal Report to include sufficient information
to indicate that the appraiser complied with the requirementa of Standard 1, including the
requirements governing any permitted departures from the appreisal guidelines. The amount of
detail required will vary with the significance of the information to the appraisal,

When the Departure Provision iz invoked, the assignment is deemed to ba a Limited Appraisal.
Use of the term Limited Appraisal makes it clear that the assignment involved something lesa
than, or different from the work required by the specific guidelines. The report of a Limited
Appraisal must contain a prominent section that clearly identifies tha extent of the appraisal
procesa performed and the deparfures taken,

The relizbility of the results of a Complete Appraisal or Limited Appraisal developed under
Standard 1 iz not affected by the type of report prepared under Standard 2. The extent of the
appraisal process performed under Standard 1 is the basis for the reliability of the value contluaion.
Informeation considered and enalyzed in compliance with Standards Rule 1-5 is significant infor-
mation that deserves comment in any report. If such information iz unobtainable, comment on
the efforts undertaken by the appraiser ta obtain the information is reguired.

(xtl}  imcludes slg‘nedeertﬂ'icﬂlion 1n accordance with Standards Rule 2-3.
Comment: Departure from binding requirements (i} thraugh (xii) above fa not permitted.
(e} The Restricted Appraisal Report musi
Comment: The essential difference between the Self-Contained end Summary Appraizal Reports
and the Reatricted Appraizal Report is both the level of detail of presentation and a use restriction

that limits the teliance on the report to the client and considers anyone else using the report an
unintended user.
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ATANDARD 2 (continued}
Standards Rule 2-2(c) (continued}
4] identlty tho real estate belng appraised;'

Commeny;: Identifying the real eatate can b¢ accomplished by a legal descriplion, address, copy of
# survey, or property sketch.

L) state the real property Interest heing appralsed;
{lii}  siate the purpose and intended uee of the apprafsal;

Comment; The intended use of the sppraisal musk be consistent with the use resiriction on ths
report. {Sea Standards Rule 2-2(c)xd) below.)

{iv) sfate and refarence a deflniticn of the value to be estimated;
v} state tha effective date of the appraisal and 1he date of the report;®

Comment: The ¢ffe¢tive date of the appraisal establishes the context for the value estimate, while
the dnte of the report indicates whether the perspactive of the appraiser on the market conditions
as of the effective date of the appraisal was prospective, current, or retrospective,

{vi)  describe the extent of the process of collecting, confirming, and reporiing data;

Comment: This requirement i3 designed to inform the client whose expectad reliance on an
appraisal report may be affected by the extent of the appraiser’s Investigation; i.e., the process of
collecting, confirming and reporting data.

Standards Rule 2-2 {cXvi) requires that the extent of the process of collecting, ronfirming, and
reporting data be described, since the extent of the proesss will not ba apparent to the reader in
the contenta of the report,

(vil) state alt assumptions and Hmiting condiiions that affect the anafyses, opinions, and
conclusfons;

Commeant: Whils typical or ordinary assumptions and limiting conditions may be grouped together
in en identified section of the report, SR 2-1¢) requires that an extraordinary assumption or
limiting sadition must be disclosed in conjunction with statements of each opinion or conclusion
that is affected.

(vill) slate the appraisal procedures followed, stata the value conclusion and reference the
exiastence of specifio file informatlon in support of the conclusion;

Comment: An appraiser must maintain a specific, coherent Ble in support of a Restricted Appraisal
Report. The contents of the file should mirror the contents of a Self-Contained Appraisal Report.
The file should be available for ingpection by the client, such third pariies as may be suthorized
by due process of law, and a duly authorized professional peer review committee.

{ix)  state the appraiser’s opinion of the higheat and best use of the real estats, when such
an opinion 18 necessary and appropriate;
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STANDARD 2 (continued}

Standards Rule 2-2(¢) (continued)

Comment; This requirement calls for a report to contain a statement of the appraiser’s opinion as
16 the highest and best use of the real estate, unless an opinion as to highest and best use ia
unnecessary, e.g. insurance valuation or value in use appraisals,

{x}

{=i)

state the exclusion of any of the usual valuation approaches;

contakn & provinent use restriction that limits rellance on the report to the ctient and
warns that the report that cannot be understood properly without addliionat informa.
tion in the workdlle of the appraiser, and clearly Ideatify and explain any permitted

depariures from the speclfic guidelines of Standard 1;

Comment: The Restricted Appraisal Report is intended for use only by the ctient. Before entering
into an agreement, tha appraiser should estsblish with the client the situations where this type
of report is ta be used, and should ensure that the client understanda the restricted utility of the
Restricted Appraisal Report.

When the Departure Provision is invoked, the assignment is deemed to be a Limited Appraigal.
Use of the term Limited Appraisal makes it clear that the assignment involved something less
than, or different from the work required by the specific guidelines. The report of a Limited
Appraizal must contain a promineat section that clearly jdentifies the extent of the appraizal
protess performed and the departures taken.

Information considered and anzlyzed in compliance with Standards Ruls 1.5 is significant infor-
mation that deservea comment in any report. If such information is unobtainable, comment en

the efforts undertaken by the appraiser to obtain the information is required.

iy

include a signed certification in sccordance with Standards Rule 2-3.

Comment: Departuze from binding requirersents (i through (xii) above is not permitted.
Standards Rule 2-3

Fach written real property appraisal report muat contain a certification that is eimilar in content to
the following form: -

I certify that, {o the best of my knowledge and bellef:

the statements of fact contalned in this report are true and correct.

the reported analyses, opinions, and conclustons are Hmited only by the reporied
assumptions and limiting condltions, and are my personal, unbiased professional analyses,
opinions, and conclusions,

f have no {or the specified) preaent or prospective Interest In the property that s the
subject of this report, and I have no (or the specified) personal interest or bias with
respect to the parties involved.

my compensation {s not contingent wpon tha reporting of a predetermined value or
direction in value that favors the cause of the cHent, the amount of the value estimate,
the attalnment of a stipulaied result, or the oecitrrence of a subsequent event.

my snxlyses, opintons, and conclusions were developed, and this report has been pre-
pared, in conformity with the Uniform Standards of Professional Appraisal Practice.
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STANDARD 2 {continued)
Standards Ruls 2-8 {vontinued)

—_ I have {or have not) made a personal jnspeciion of the property that 1s the subject of
thia report. (if more than one person signs the -eport, thia certification must clearly
specify which tndividuals did and which lndividuals did not make a personal inspeciion
of the appraised property.)!

— no one provided significant profesilonal assistance to the person signing this report.
(If there are exceptions, the name of each individual providing sigalficant professional
assistance must be stated.}

Comment: Departure from this binding requirement is net permitted.
Standards Rule 2-4

To the extent that it i¢ both posailble and appropriate, each oral reul property appraisal report
(including expert (estimony) must address the substantive matters sot forth in Standards Rule 2-2(h),

Comment: In sddition to complying with the requirements of Standards Rule 2.1, an appraiser
making an oral report must use his or her best efforts lo address each of the substantive matters
in Standsrds Rule 2-2(b).

Testimony of an appraiser concorning his or her analyzes, opinions, and conclusions js an oral
report in which the appraiser must comply with the requirements of this Standards Rule,

Bea Regord Heeping under the ETHICS PROVISION for corresponding requirements,
Standards Rute 2-§

An appraiser who signs a real property apprafsal report prepared by anothet [n any capacity accepts
full responstbllity tor the appralsal and the contents of the appraisal peport?

Comment; Departure from this binding requirement fa not permitied.

‘This requirement is directed {0 an appraiser acting a3 an employer or supervisor signing a report
of an employes or subcontractor. The employer oz supervisor signing the report ia as reaponsible
ag the individual preparing the appraizal for the content and conclusfons of the appraizal and the
repart. Ueing a conditional tabel next to the signature of the employer or supervisor dees not
exempt that individual from adherence Lo these standards.

This requirement dees not address the reaponsibilities of & review appraiser, the subject of
Standard 3.
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STANDARD 3

Inreviewing ap appraisal and reporling the resulls of that review, an appraiser must form an ¢plnlon
as {o the adequacy and appropriateness of the report being reviewed and must elearly disclose the
nature of the review process undertaken,'

Comment: The function of reviewing an appraizal requires the preparation of a separate report
or a file memorandum by the appraiser performing the review setting forth the results of the
review process. Review appraisers go beyond checking for a tevel of completeness and consistency
in the report under review by providing comment on the content and conclusions of the report.
They may or may not have first-hand knowledge of the subject property of or data in the report.
The COMPETENCY PROVISION applies to the appraiser performing the review as well as the
appraiser who prepared the report under review.

Reviewing is a distinctly different function from that addresszad in Standards Rule 2-5. In accor-
dance with Standards Rule 2-5, any appraizer who signs the appraizal report accepts full respon-
sibility for the appraisel and appraisal report. To avoid confusion between thess two funetiona,
review appraicers should not sign the report under review unless they intend o take the respan-
sibility of a cosigner.

Review appraisers must take appropriate steps toindicate the precise extent of the review process.
A zeparate report or letter i3 one method. Another appropriate method is & form or check-list
prepared and signed by the appraiser tonducting the review and attached to the report under
raview. It is also possible that a stamped impression on the appraisal report under review, signed
or initialed by the reviewing appraiser, may be an appropriate method for separating the review
funetion from the achzal signing of the report. To ba effective, however, the stamp must briefly
indicate the extent of the review progess and refer to a fife memorandum that clearly outlines the
review procesa conducted.

The review appraiser must exercize extreme care in ¢fearly distinguishing between the review
process and the appraisal or consulting processes. Original work by the review appraicer may be
governed by STANDARD 1 or STANDARD 4 rather than this standard, A misleading or fraudutent
review and/or report violates the ETHICS PROVISION.

Standards Rule 3-1

in reviewing an appraisal, an appralser must:

(a)

(b}
(o¥

(d)

Identify the report under raview, the real estate and real property Interest being appralsed,
the effective date of the opinfon in the report under raview, and the date of the review;

Comment: The review should be conducted in the context of market conditions as of the effective
date of the opinion in the report being reviewed,

identify the extent of the review process {o be conducted;

form an opinion 83 to the completeneas of the report under review ln light of the requirements
in these standards;

Comment: In real property appraisals, review appraisers are required to form an opinion as to the
completenesa of the report under review within the conlext of the reporting requirements for the type
of report submitted for review: Self-Contained Appraizal Report (Standards Rule 2-2(a}), Summary
Appraisal Report (Standards Rule 2.2(h)) or Restricted Appraisal Report {Standards Ruls 2-2(c)).

form an oplnlon as to the apparent adequacy and relevance of the data and the propriety of
any adjustments to the data;
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STANDARD 3 {(continued) -
Standards Rule 3-1 (contnued}
form an oplnion as to the appropriat of the appraisal methods and fechnfques uséd and

(6]

davelop the reasons for any disagreement;

form an oplnlon as to whether the analyses, opinfons, end conclusions in the report under
review are appropriate and reasonable, and develop the reasons for any disagreement.

Comment: Departure from binding requirements (a) through (f) above is not permitted.

An opinion of g different estimate of value from that in the report under review may be expressed,
pmwded tha review appraiserc

2.
3

zatisfies the requirements of STANDARD 14

identifies and seta forth eny additional data relled upon and the reasoning and basis for
the different estimate of value; and,

clearly identifies and discloses ali assumptions and limitations connected with the different
estimate of value to avold confusion in the marketplace.

Standards Rule 3-3

In reporting the results of an appraizal review, an appralser must:

(a)
)]
{e}
i
(e}

disclose the nature, extent, and detall of the review process undertaken;

disclose the informetion thal must be considered in Standards Ruls 3-1 {a) and (b);

sot forth the opinlons, reasons, and conclusiona required in Standards Rule 3-1 {c), (d}, {e} and {;

include all known pertineat information;

include a signed certification stmilar in content to the following:

I certify that, to the best of my knowledge and belief:

tho facts and data reported by the review appraiser and used in the review process ars
true and ¢orrect.

the analyses, opinfons, and concluaions in this review report are limited only by the
assumptions and Lim{ting conditions atated in this review report, and are my perdonal,
unbiased professional analyses, apintons and conciusions.

E have no {or the specified) present or prospective interest in the properiy that is the
subject of this report and I have no {or the specified) personal interest or bias with
respect fo the parties involved.

my P tion is not tingent on an action or event resulting from the analyses,
opinlons, or conclusions in, or the use of, this review report.

my analyses, opinions, and concluslons were developed :md tlﬂs Toview report was
prepared in conformity with the Uniform Standarda of Pr ional Appralisal Practi

I did not (did) personally inspect the subject property of the report under review,

na one provided significant professional asslstance to the person signing this review
report. (If there are exceptions, the name of each individual providing sigmificant
professional assistance must be stated.)

Comment: Departurs from binding requirementa {s) through (e} above {a net permitied.
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STANDARD 4

Tn performing real estate or real property consulfing services, an apprai.ser must be aware of, under.
stand, and correctly employ those recognized methods and techniques that are necessary to produce
a credible result.

Comment: Standard 4 {s directed toward the same subztantive napects of professionat practice set
forth in Standard 1. but addresses the performance of consulting services by an appraiser.
Consulting is a broad term that is applied to studies of real estate other than estimating value.
Land utilizetion studies; highesat and best nse analyses; marketability, feasibility, or investment
studies: and other research-related studies are examples of consulting assignmenta. An appraiser
must have the ability ta develop an analysisresearch program that is responsive to the clieat’s
objective; to perform primary research; to gather and present secondary and tertiary data; and ta
prepare a decumented written report.

Standard 4 addresses the concepl of idenlifying the client's objective. There is an important
difference between performing an impariial consulting service as a disintereated third party that
respsnds {0 the client’s stated objective and performing & consulting service that is intended to
facifitate the schievernent of the client's objective. While botk are legitimate business activities
within the realm of professionsl eppraizal practice, the appraiser must recognize the distincton
and the consequent obligations.

An appraiser retained ta act a9 a disinterested third party {or reasonably perceived by the public
&8 acting as a disinlerested third party) in performing an unbiaszed consulting service cannot be
compensated in & manner that is contingent on the results. However, an appraiser retained to
perform ategitimate service such as brokerage, mortgage banking, tax counseling, or zoning advice
may b compensated by a fee contingent on the resulls achieved, but only when a proper disclosure
of the role being performed by the appraiser is made.

Siandards Rute 4-1

In performing real estate or real property consulilng services, an appraiser musi:

’ {a) be aware of, understand, and correcily employ those recognized consuliing methods and
techniques that are necessary to produce credible resulis;

b} not commit a substantiel error of omission or commission thet significantly affects the results
of a consulling service;

()] not render consulting services in & carcless or negligent manner, such as a serles of errors
that, considered individually, may not signiffcantly affect the results, but which, when considered
in the aggregate, would be mialeading. .

Commant: Standards Rule 4-1 3 identieal in scope and pirpose {6 Standards Rule §-1, Departure
from binding requirements (a), {b), and (¢} is net permitted.

Standards Rule 4-2

In performing real estaie orreal property consiulling services, an appraiser must observe the following
specific guidelines:

{a} clearly ldentify the client's objective;
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STANDARD 4 {(continued)

Standards Rule 4-2 {continued)

{b) define the problem to ba considered, define the purpose and intended use of the consulting
service, consider the extent of the data collection process, adequately identify the real estate
andfor property under consideration (if any), deseribe any specinl limiting ¢conditlons, and
identify the effective date of the consulting service;

(e) colleck, verify, and reconcils such data as may ba required to completo the consniting service;

) if the market value of a specific property is pertinent to the consulting assignment, an
appralaal in conformance with Standard 1 must be included i the data coltectlon;

all pertinent information shall be included;

Comment: IT an appraisal is perdinent, the appraicer performing the consulting eervics should
carefully review tha BETHICS PROVISION and the explanatory comment at the beginning of
STANDARD 4 to ensure that any personal interests of the appraiser or contingent compensation
for the consulting service do not conflict with tha independence required of the appraisal funciion.

The appralser performing the consulting service may find it necessary to retain {or suggest that
the client retain) ancther appraiser ta perform the appraisal.

(d)  apply the eppropriate consulting tools and techniques to the data collected;

(o} base all projections on reasonably clear and appropriate evideace.
Comment: A consuliing scrvice must begin with a clearidentification of the client’s cbjective, which
may not bz explicit in tha client's etatement of the assignmert. The appraiséz should precisely
defina tha nature of the problem the client faces and the purpose of the consulting service, If the
consulting service invelves specific real eatate or properly, the appraiser must shtain a legal

description, street address or other means of specifically and adequataly identifying the real estate
or property. -

The appraiser musi asseas the overall range of work for solving the problem, the methedoclogies
to be uged, and the specific research data directly relevant to the consulting service.

Standards Rule 4-3

In performing real estats or real property consuliing services, an appraiser musi observa the following
specific guldelines when a concluston or recommendation [s required by the nature of the asaignment:

{a) identify alternaiive courses of aclion io achieve ihe client’s objective, and analyze their
implcalions;

)  identify both known and anticipated constraints to each aliernative and consider their probabla
{mpact;

{c) identify the resources actually or expectad to be available to each aliermative and consider
their probable impact;

d) {dentffy the optimum course of action ta achieve the cllent’s obfective.
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BTANDARD 4 (continued}

Standards Rule £-8 (continued}

Comment: After proper consideration of all alternative courses of action, the appraiser should
identify the optimum course of action in terms of the client's objective and forecast the likelihood
it can be achieved. Alf conclusions must be logically related to the resources availabls and the
constraints that may Hmit any of the alternatives.

Standards Rule 4-4

In performing a markel analysis, an appralser must observe the following specific guidelines when

applleables

{a} define and delineate the market area;

(1] tdentify and analyze the current supply and demand conditions that make up the specific real
estate markets

{c) identify, measure, and forecaat the eifect of anticipated development or other changes and
future supply;

() [dentify, measure, and forecast tho effect of anticipated economic or other changes and future

demand.

Comment: The appraiser should carefully define and delineats the pertinent market area for the
analysis, Supportive reasoning for the zelection of the boundaries must be stated. The appraiser
should identify the specific class(es) of real estats under consideration and analyze the forces that
are likely to affect supply/demand relationships.

The appraiser is expected to provide a comprehensive physical and economic description of the
existing supply of apace for the specific use within ths defined market ares, an explanation of the
competitive position of the subject, and a forecast of how anticipated changes in future supply
(additions to or defetions from the inventory) may affect the subjest property.

The appraiser is expected to project the quantity and peice or rent [evel of space that will be
demanded within the particular sub-market. The capture or penetration rates of compatitive
projects ghould be examined in sufficient detail 4o lead to a reasoned conclusion as to the forecasted
prics or rent lavels at which the market is likely to accept the subject space and the estimated
absorption oz rent.up time peried.

The analysis of economi¢ changes in the market in which the property is located may include the
following determinants of demand: population, employment, ard income chazacteristics; interest
rates; zoning and other regulations; rents and/or sales; new construction planned or underway;
vacant siles as potential competition to the subject; transportation; taxes; and the cost and
adequacy of sewer, water, pawer, and other utilities. Forecasting techniques should be relevant,
reasonable, practical, and supportable, Regardless of the forecasting models empleyed, the ap-
prafser is expected to provide a ¢lear and concise explanation and description of the models and
moethodologies.
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STANDARD 4 (contlaued)

Standards Rule 4-5

Indeveloping a cash flow and/or investment analysis, an appraiser must obzarve the following specifie
guidelines when applicable:*

(a)
(b}
(e}
(d}

(e}

consider and anelyze the quantily axd quality of the income siream;
consider and analyze the history of expenses and reserves;

consider and analyze financing availabiility and terms;

select and support the appropriate method of processing the income stream;

consider and analyze the cagsh flow return{s) and reversion(s) to the specified Invesiment
positlon over a projected time period(s),

Comment: Sinee real estate investment decisions are predicated on fnancial implications, the
congulting service should defina the clients investmert criterin, consider major variables in the
real ¢stats end Anancial markets, and forecast the antidpated results. Definitlons of the finaneial
indices wsed (such aa internal rate of return) and explanations of the financial analysis techniques
and ¢computer programs employed ehould be inciuded. The ETHICS PROVISION and COMPE-
TENCY PROVISION are especially important ta Standarda Rule 4-5 with regard to hypothetical
conditions and technical proficiency.

Btandards Rule 4.8

In developing a feasibility analysls, an appraiser must observe the following specific guldelines when
applicable

(a)
(b}

prepare a complete market analysis;

apply the resulls of the market analysis to alternative courses of action to achlave the client’s
objective;

(i) conslder and analyze the probable costs of esch alternative;
({)  consider and analyze the probabliity of ultering any constraints to each alternative;
(11} consider and analyze the probable outcoma of each alternative.

Comment: An important step in feasibllity analysis is to complets a market acalysis.

Tha appraizer shoutd compare the following eriteria from the client's project to the resulta of the
market analysis: the project budget {all construction costs, fees, carvying costa, and ongeing
property operating expenses); the time sequence of activitfes (planning, construction and market-
ing); tha type and cost of Bnancing obtaineble; and cash flow [ ta over the development andfor
holding period; and yield expectations. The appraiser ghould have encugh data to estimate whethar
the project will develop according to the expectations of the client and is economically feasible in
accordance with the client's explicitly defined Gnancial objectives.
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STANDARD 5

In reporting the results of a real estate or real property consulting service, an appraiser must
communicate each analysls, opinion, and conclusion In a manner that is not misleading.

Comment: Standard 5 is fdentical in intent and purpose to the appraieal reporting requirements
in Standard 2. An appraiser must explain legically and convincingly the reasoning that leads to
hiz or her conclusions. The flow of information should be orderly and progressive, leading from
the broadest to the most specific leve] of anslysis possible. Those topics most critical to the
consulting conclusions should receive the most detailed emphasis.

In many business situations involving consuliing services, the role of the appraiser carries with
it an implied impartizlity, For this reason, an appraiser must exercisa extreme caution in under-
taking assignments that inveolve the achievement of the apecific goals of a clisnt. A clear and
complete discloaure of the role being performed by the appraiser must be part of any written report
that results from the acceptance of suth an assignment, The disciosure must be stated in any
letter of transmiital, statement of assumptions and limiting conditions, and executive summary.
In this connection, the appropriate uss of the Certification in S.R. 5.3 is also required, but it is
not sufficlent in and of itself. A timely and completa disclosure is required in any oral report.

Standards Rule 5.1

Each wriiten or oral consulting report must:

(a}
t]

(e}

clearly and aceurately set forth the consuliing service In a manner that will not ba misleading;

contaln suffictent Information to enable the person(s) who recelve or rely on the report to
understand it properly;

clearly and acecurately disclose any exiraordinary assumption or lmiting conditfon that
directly affects the consulting eervice and indicate its impact on the final conciusion or
recommendation (if any).

Comment: Departure from binding requirements (a), (b), and ¢} is not pgm:utted A consulting

report must be sufficienily comprehensive so the client tan visualize the problem and follow the
reasoning through each step of the analytical proceas. It is essential that throughout the report
the data, analyses, assumptions and tonclusions are fogical and adequately supported. Basic
analytical and statistical principles, legics] reasoning, and sound professional fudgment are es-
sential {ngredienta of the report.

Standards Rule 6-2

Each written consulting report must comply with the following specific reporting guidelines:

(a}
{b)
{c)
(&)
(e}

define the problem to be considered;

state the purpose of the consulting service;

identify and describe the real estate and/or property under consideration iif any);
set forth the effective date of the consulting service and the date of the report;

describe the overall range of work and the extent of the dair collection process;

Register, July, 1995, No, 475



REGULATION AND LICENSING 208-5
. Appendix

STANDARD & (coptinued)
Standards Rula 5.2 (continued)

fr set forth all assumptions and limiting conditions that affect the analyses, opinions, and
conclusions;

{2 sel forth {he information considered, the consulting procedures followed, and the reasoning
that supports the analyses, opinions, and conclusions;

t:1] set forth the appraicer’s final coneluslons or recommendations (if any);

{H zet forth a'ny additlonal fnformation that mey ba appropriate o ¢how compliance with, or
clearly {dentify and explain permitted departures from, the requirements to Standard 4;

{ inctude a signed certification in accordance with Standards Rule 5-3.

Comment: The appraizer must set forth ali of the assumptions and limiting conditions under which
the conaulticg service is made, and support their validity. Specifie assumptions or condiliona
imposed by the client must be clearly st forth aa part of the identification of the objective of the
consulting service. Tha appraiser must investigata the vatidity of auch assumptions or conditions
and give reasons for finding them realistic.

It is improper to omit any of the requirements from a ceneulting repert transmitted fo the elient
without good cause. Any departure from normal procedures and the effect of any unusual fectors
or conditions in connection with the problem must ba expleined. A misleading or fraudulent report
violetes the ETHICS PROVISION as well as this Standard.

Standards Rule 5.3

Each written consulling report must contain a certification that is similar in content to the following
form:

1 certify that, {0 the best of my knowledge and helief:

—_— the statements of fact coniained in this report are true and correct,

— the reperied analyses, opinions, and conclusions are lmiled only by the reported
assumptions and imiting conditions, and are my personal, unbiased professional analyses, -
apinions, and conclusions,

— I have no (or the specified) present or prospective interest in the property (if any) that
1a the subject of this report, and I have no {or the specified) porsonal Interest or bias
with reapect to the partiea involved.

— my compensation s not {or 18) contingent on an actfon or event resuliing from the
analyses, opinions, or conclustons in, or the uso of, this report, (If the compensation is
contingent, the basis of such contingency must be disclosed in this cerilfication and in
any letter of transmitial and executive summary.}

— my analyses, oplnlons, and conclusions wero developed, and this report has been pre-
pared, in conformity with the Uniform Standards of Professional Appraisal Practice,

—_ I have (or have not) made a personal inspectlon of tho property {If any) that {s the
suhject of this report. (If mora than one person signs the report, this certification must
clearly specity which individuals did and which individuals did not make a personsl
inspection of the property.)’

— no one provided significant profeasionsal assist ithe p signing this report.
(If there are exceptions, the name of each individual providjng significant professional
assistance must be stated.)
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STANDARD 5 {continued)
Standards Rule 5.3 {continued)
Comment: Departure from this binding requirement js not permitted.

Standards Rute §-4

‘To the extent that it is both possible and appropriate, each oral consulting report (fncluding expert
testimony) must address the substantlve matters set forth [ Standards Rule 5-2.
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STANDARD &

Tn develeping a mass appraisal, an appraiser must be aware of, understand, and correctly employ
those generally accepted methods snd technfques necessary to produce and communicate credible
appralsals.

Comment: Standard 6 is directed toward the substantive aspects of developing and commundcating
competent analyses, opinions, and conclusions in the sppraizal of a universe of propertics. Mass
appraisals are used primarily for purposes of ad valorem taxation. But depending upon the purpose
of the appraisal and the availability of statistical data, mass appraisal procedures may also be
appropriste for the valuation of any universe of properties, but only when written reports are
medea and the resulls of stalistical testing ere fully disclosed and explained. The reporting and
jurisdictional excepiions applicable to publie mass appraisals prepared for purposea of &d valorem
taxaticn do not apply ta mass appraizals prepared for other purposes.

Mass appraisals can be prepared with or without computer assistance and are often developed by
teams of people. The validity of mass appraisal conclusions is frequently tested or contested by
single-property appraisale. Single-property appraizals should conferm te Standards 1 and 2 for
real property and Standards 7 and 8 for persoral property. In the context of Standerd 6, the terms
appraizal and masa sppraisal both refer to the appraisel of a universe of properties, whether real
property, personel preperty, or both.

The Juﬁsniittioml Ex¢eption en Page 6 may apply to several sections of Standard 6 because ad
valorem tax edministration is stibject fo various siate, county, and municipal [aws.

Standards Ruls 6-1
in developing a mass appraisal, an appraiser must:

(a) be awars of, understand, and correctly employ those generally accepted methods and techniques
necessary to produce a credible appraisal;

Comment: Departure from this binding requirement is not permitted. Mass appraisal uses:
Division of {asks,

2 Standardized data collection and analyais,

3. Properly specified and calibrated valualion medels, and

4. Standards and measurements of the accuracy of the data sollected and values produced.

=

This rule recognizes that the principle of change continues to affect the manner in which appraisers
perform mass appraisals. Changes and developmenta in the real estats field have a substantial
impact on the appraisal profession. Revisions in appraisal theery and practice result from:

changes in the cost and manner of conatructing and marketing commercial, industriel,
residential, and other types of real estate;

changea in the legal framewark in which real property rights and interests are ereated,
conveyed, mortgaged, and taxed;

corresponding changes in appraisal theory and practice; and,

social and economie changes.

Tao keep shreast of these changes and developments, the appraisal profession is constantly reviewing
and revising appraizal methods and techniques and devising new methods and techniques to meet
new circamstances. For this reason it is not sufficlent for appraisers to simply maintain the skitls
and the knowledge they possess when they become appraisers, Mass appraisers must continucusiy
improve their skills to remain proficlent.
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STANDARD 8 {continued)

Standards Rule 8-1 {continued)

{b)

{o)

not commit a substantial error of omission or commisslon that significantly affects a mass

appraisal;

Comment: Departure from this binding requirement is not permitted. Standards Rule 6-I(b} ia
identical in puzposa to Standards Rule 1.1(b},

not render a masgs appratsal in a ¢caretess or negligent manner;

Comraent: Departurs from this binding requirement i3 not permitted. Standards Rule 6-1(¢) is
identical in purpose to Standards Ruls §-1{c).

Standards Rule 6-2

Indeveloping a mass appraisal, an appraiser must ohserve the following specific appraisal guidelines:

(a}
()

)

)

{e)

consider the purpose and Intended use of the appralsal;
tdentify any special limiting conditions;

Comment: Although appraigers in ad velorem taxation shoutd nat be held accountsable for limita-
tions beyond their control, they are required by this guideline to identify cost constraints and to
take appropriate steps to secure sufficient funding to proeduce appraisals that comply with these
standards.

Expenditure levels for assessment administration are a function of a numbser of facters, Fiscal
congirainks may impact data completeness and accuracy, valuation methads, and valuation accu-
racy, While appraisers should seek adequate funding and disclose the impact of fiscal ¢onsirainta
on the mass appraisal proceas, they are not responsible for constraints beyond their control.

. ideniify the effective date of the appraisal;

define the value being considered; if the valua to ba estimated iz market value, the appraiser

musi clearly indicate whelher the eatimate iz the most probable price:

[(}] in terms of cash;i or
() in terms of financial arrangements equivalent to cashy or

[siiH]

in such other terms as may be precisely defined; If an estimate of value is based on
helow-market financing or finaneing with unusual conditions or incentives, the terms
of such financing must be clearly set forth, their contributions to or negative influence
on value mustbe described and estimated, and the markel data supporting the valuation

estimate must be described and explained;

Comment: For certain typea of appraisal assignmenta in which a Jegal definition of market value
has been established and takes precedence, the Juriadictional Exception may apply.

identify the real estate and personal property, as applicable;
Comment: The universs of propertiza should be identified in genoral terms and each jndividuak

property in the universe should be identified with the information on ita ideatity stored or
referenced in its property record.

Register, July, 1995, No, 475



REGULATION AND LICENSING 208-9
Appendix

STANDARID 8 {continved)

Standards Rule 6-2 {(continued)

n

'y

h}

L63]

in appralsing real properiy:

{0 identify and consider any personsal praperty, trade fixtures, or intangible items that are
rot real property but are included in the appraisal;

Comment: This guideline requires the appraiser ta recognize the inclusion of items that are not
real property in the overall value estimate. Expertise in personal property {see Standard 7} or
business {see Standard 9) appraisal may be required to allocats each overail value to jta various
companents. Separate valuation of such jtems is required when they are significant to the overail
value.

{n congider whether an appraised physical segment contributes pro rata to the value of
the whole;

Comment: This guideline does not require the appraiser to value the whole when the subject of
the appraizsl is a physical segment. However, if the valus of the whola ia not considered, the
appraisal must clearly recognize that the vatue of the property being appraised cannol be uzed to
estimate the value of the whole by mathematical extension.

identify the property interesi{s);

[t1] consider known easements, restrictions,encumbrances, leases, reservations, covenants,
contracts, declarations, special assessments, ordinances, or other llems of similar nature;

{1 consider whether an appraised fractional interest or partial holding contribufes pro
rata to the value of the whole; .

Comment: This guideline does not require the appraiser to value the whole when the subject of
the appraisal is a fractional interest or a partial holding. However, if the value of the whole ia not
considered, the appraisel must clearly reflect that the valua of the property being appraised cannot
be used to estimate the value of the whole by mathematical extension.

in appraising real property, consider the effect on use and vatue ¢f the following facfors:
exlsting land-use regulations, reasonably probable modifications of such regulations, economic
suppty and demand, the physical adaptability of the property, nefghborhood treunds, and the
highest and best use of the properiy; and

Comment: This guideline sels forth a Hat of factora that affect use and value. In consideriog
nelghborhood trends, an appraiser must avoid stereotyped or binsed assumptions relating to race,
age, color, gender, or national origin ¢r an agsumption that race, ethnic, oz religious homogenelly
is necessary to maximize value in a neighborhood. Further, an appraiser must avoid making an
unsupported assumption or premise about neightwrhood decline, effective age, and remaining life,
In censidering highest and best use, an appraiser should develop the concept to the extent required
for & proper solution of the apprajsal problem. :

recognize that land s appraised as though vacant and available for davelopment to its highest
and hest use and that the appraisal of improvements 1s based on thelr actual contribution to
the site.

Comment: This guideline may be modified to reflect the fact that, in various market situations, a
site may have a contributery value that differs from the value as if vacant.
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STANDARD 8 (continuzed)
Standards Rule 83

In developing & mass appralsal, an appraiser musts

s}

{b)

(e}

identify and constder the appropriate procedures and murket informatlon required {0 perform
the appraisal, including all physical, funciional, and ¢xternal market factord as they may affect
the appraisal;

Compsent: Such efforts customarily include the devefopment of standardized data collection forms,
procedures, and training materials which are used uniformly on the universe afproperhu under
consideration.

employ generally accepted techniguea for specifylng property valuation models; and

Comment: The formal development of a mode! in a statement or equetion is called model specifi-
cation. Mass appraisers must develop mathematical models that, with reasoneble sccuracy, rep.
resent the relationship between property value and supply and demand facors, a3 represented by
quantitative and qualitative property charatteristics. The modela may be apecified using the cost,
sales comparison, or income approaches to value. The specification format may be tabular, math-
ematical, linear, non-linear, or any other structurs suitable for representing the relationship
between market value and cbservable property characteristics. Tha appropriats approaches should
be used In appraising a class of propertiea, The concepts of accepted techniques apply to both real
and personal property valuation models,

] ted techni for calibrating mass appraisal models.

P

'Y & ¥ H 1

Comment: Departure from binding requirements(a) threugh {c)is mot permitted. Calibration refers

te the process of analyzing sets of property and market data to datermine the specific parameters
of a model. The teble entries in & cost manusl are examples of calibrated parameters, as well as
the coefficients in a linear or nonlinear model, Models should be calibrated using generally
accepted tethnlques, ncluding, but not limited to, multiple linear regression, non-linear reg-resalon,
and adaptlve eatimation.

Standards Rulg 8-4

Indeveloping a mass appraisal, an appraiser must observe the following specific lppnlnl. guidelines,
when applicable:

(a)

collect, verify, analyze, and reconcile such data as are necessary and appropriats to:

i
L1103
(h
(53]

estlmate coat new of the improvements;

estimate acerued depreclation

estimate value by salea of comparable properiles;

estimate value by capitalization of income, i.e. rentals, oxpenses, interest rates, capital.
1zatlon rates and vacancy data.
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STANDARD 6 (continued)

Standards ule §-4 (continued)

)

(e}
{d}

Comment: This ruls requires appraisers engaged in mass appraisal to take reasonable steps ta
ensure that the quantity and quatity of the factual data that are collected are sufficient to produce
¢redivle appraisala. For real property, systems for routinely collecting and maintaining ownezrship,
gaographic, sales, Income and expense, cost, and property characteristics data should ba estab-
lizhed. Geographic data should be eontained in & completa set of cadastral maps compifed according
o current standards of detail and aceurscy, Sales data should be eollected, confirmed, screened,
adjusted, and filed according to current standards of practice. The sales file should contain, for
each sale, property characteristics data that are contemporaneous with the date of sale. Property
characteristica data should be sppropriate to the mass appraisal models being used, The property
charscteristics data file should contain data contemporaneous with the date of appraisal, It may
contain histsrical data on sales. The data collection program should incorporate a quality control
program, including checka and sudits of the data ta ensure current and consistent records.

hase projections of future rental rates, expenses, interest rates, caplialization rates, and
vacancy rates on reasonable and appropriate evidence,

Comment: This guideline requires an appraiser, in developing income and expense statements
and cash flow projections, ta weigh historica! informstion and trends, current market factors
affecting such trends, and reasonably anticipated events, such as compedition from developments
either planned or under construction.

conslder and analyze terms and conditions of any available lezses.

conslder the need for and extent of any physical inspection.

Standards Rule 8.5

In applying a calibrated mass appralsal mode! an appraiser musi:

(a}

(b}

e}

()

value improved parcels by accepled methods or techniques based on the cost approach, the
sales comparison approach, and income approach, as applicable;

value altes by generally accepied methods or techniques; such lechnlques Include but are not
limited {o the sales comparison approach, allocation method, abstraction method, capitatization
of ground rent, and fand residual technique;

when estlmating the value of a leased fee estate or a leasehold eatate, consider and analyze
the effect on value, if any, of the terms and conditions of the lease;

Comment: In ad valorem taxstion the appralser may be required by rules or law to appraise the
property as ifin fee simple, as though unencumbered by existing leases. In such cases, market
rent would be used in the appraisal, ignoring the effect of the individual, actual contract rents.

constder and analyze the effect on value, if any, of the assemblage of the various parcels, divided
{nteresis, or component parts of a property; the value of the whole should not be estimated by
adding together the individual values of the various parcels, divided lnterests, or component
parts; and

Comment: When the valus of the whole has been eatablished and the appraiser seeka to estimate

the value of a part, the value of any such part must be tested by reference to appropriata market
data and supported by an appropriate analysis of such data.
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STANDARD @ (contlaued}
Standards Rule 8-6 {continued)

(o) consider and analyze the effect on value, if any, of anticipated public or private improvements,
tocated on or off the slte, to the extent {that market actions reflect such anticipated improve.
ments as of the effective appraisal date; appralse proposed improvements only after examining
and haviag avaifable for future examination;

) plana, speclfications, or other documentation sufficient to {dentify the scope and
character of the proposed improvements;

(i)  evidence indicating the probable iime of completion of the proposed improvements; and

dil)  reasonably clear and appropriate evidence supportiug development costs, antfcipated
esrnings, occupancy projections, and the anticipated competition at the time of
completion.

Comment: Ordinarily, proposed improvements are not appraised for ad valorem tax purpozes.
Apprajsers, however, are sometimes asked to provide estimates of value of proposed improvements
s0 that developera can estimate future property tax burdens, Sometimes condominiums ang units
in planned unit developments are gold with an interest in unbuilt community property, the pro
rata value of which, if any, should be considered in the analysis of sales data.

Standards Rule 8-8

In reconclling a masy appraisel an appralser musts

(a) consider and reconclle the qualily and quantity of data available and analyzed within the
appronches used and the applicability or sultability of the approaches used; and

(b} employ generally accepted mass appralsal testing procedures and techniques 0 ensure that
standards of accuracy are malnialned.

Comment: Departurs from binding requirementa (a) and (b} is not permitted. It is impticit in mass
appraisal that, even when properly specified and calibrated masq appraisal models are used, some
jndividual value estimates will not meet standarda of reasonablenees, consistency, and accuracy,
However, appraisers eugaged in mass appraisal have a professional respensibility to ensure that,
on an overall basis, models produce value estimates that meet attainable standarda of aceuracy,
‘This responsibility requires appralsers to evaluats the performanes of medela, wsing techniques
including, but not limited to, govdness-of-fit atatistics, hold-out samyples, enalysis of residuals, and
appraisal-to-sale ratio data, They alao should review individual vatue estimates hefore they are used.

Standards Rule §-7

A written summary report of a maes appralsal for ad valorem taxation or a written report of 4 mass
appraisal for any other purposo should elesrly communicate the elements, results, opinions, and value
concluslons of the appraisal.

Documentation for a mass appraisal for ad valorem taxation may be In the form of (1) property records
(2) reports, (3) manuals, (4) regulations, (5) atatutes, and (6) other acceptable forms.

Esch wrilten report of a mass appralsal for any purpose other than ad valorem taxation mist;
(A) clearly and aceuraiely set forth the appraisal in a manner that will not be misleading;

(B} contain sufiicient information to enable tha person(s) who recelve or rely on the report to
underatand it properfy;
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STANDARD 6 (continued)

Standards Rule 8-7 {continued)

{Cy

clearly and accurately disclose any extra ordinary asasumptions or limiting condition that
directly affecis the appralaal and Indfcate iis impact on value.

Furthermore, each writien report of a maas appraisal for any purpose other than for ad valorem
taxation, and, when provided, a written summary report ¢f a mass appralsal for ad valorem taxsiion

must:

(&}
(b)

(o)

(d)
(e}

®)

(h}

staie the purpose and intended use of the appraisal;

dis¢lose any assumptions or Umiting condiilons that result in deviation from gemerally
accepted methods and techuniques or that affect snalyses, opinions, and conclusions;

Commenrt: One limiting condition that must ba dizclesed iz whether or not any physical inspection
wa9 made.

set forth the effective date of the appraisal;

Comment: In ad valerem taxation the effective date of the appraisal may be prescribed by law. If
no ¢ffective date is prescribed by law, the effective date of the appraisal, if not stated, is presumed
1o be contemporaneous with the deta and apprafsal conclusions.

define the value o be estimated;
identity the propertles appratsed including the property rights;

Commient: The repert should document the sources for locating, describing, and listing the property,
When applicable, include referentea Lo legal descriptions, addresses, parcel identifiers, photos, and
building sketches. In mass appraisal this information is often included in propezty records. When
the property rights to be appraised are specified in a statuts or court yuling, tha law should be
referenced.

describe and justify tho model specification{s) considered, data requirements, and the modols
chosen;

Comment: The user and affected parties must have confidence that the process and procedures
veed conform fo accepled methods and result in credibls value estimates, In the case of mass
appraizssl for ad valorem taxation, stability end accuracy are important to the credibility of value
estimates. The summary report zhould include a dizcuzsion of the rationals for each model, the
calibration techniques to be used, and the performance measures to be used.

describe the procedure for collecting, valldating, and reporting data;

Comment: The summary report ehould deseribe the sources of data and the data collection and
validation protessas, Reference 1o detailed data collection manuals should be made, including

-where they may be found for inspection.

describe calibration methods considered and chosen, including the mathematical form of the
final model{s); describe how value estimates were reviewed; and, If necessary, describe the
avatlability of individual value estimates;
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STANDARD 8 (continued)

Standards Rule 6-7 {continued)

(1]

in the cass of real property, discuss how highest and best use was determined;

Comment: The mass appraisal summary report should reference case law, statute or publie palicy
that describea higheat and best use requirements. When actual usa is the requirement, tha report
should discuss how use-values were eatimated.

413 tdentify the appraisal performance teats used and set forth the performance measures attained;

(k) provide any additionat information necessary to more fully explain the appraisal including
‘departures permitted by the Departure Provision; and

1)} contaln a signed certification by the appraiser in a manner conststent with applicable laws,
rules or regulations and generally accepted appraisal practices for mass appraisals prepared
for ad valorem taxation; and for masa appraisals prepared for other purposes, contain a signed
cerilfication in accordance with Standards Rule 6.8,
Comment: Departure from bloding requirements (a) through (1) ja oot permitied.

Standards Rule 88

Bach written mass appraisal for purposes other than ad valorem tazation must contain a signed
cortification that is slmilar in content io the following form:

I certify thaf, to the beat of my knowledge and belief

— the statements of fact contained in this report are true and correct.

— the reported analyses, oplnions, and conclualons are llmiled only by the reported
assumptions and miting conditions, and are my p nal, 1 analyses,
opiulons, and conclusions,

—_ ¥ have no {or the specified) pressnt or prospective interest in the property that is the
subject of this report, and [ have no {or tha specified} personal Interest or hias with
respect to the partles involved,

— my compensation {s not contingent upen the reporting of a predetermined valus or
direction in value that favors the cause of the client, the amount of the value estimate,
the attainment of a stipulated result, or the ocourrenca of a subsequent event,

— my analyses, opinions, and conclustons were developed, and this report has been
prepared, in conformity with the Uniform Standawdsof Professional Appralsal Praclice,

— I have (or have uot) made & personal Inspection of the property that Is the subject of
this report, (If more than one person signe the report, this certificatlon muat clearly
apeclly whichindividuals did and which individuels d{d not make a personat inspection
of the sppreised property.)

—_ no one provided significant professional assistance to the person signing this report,
([ there are exceptions, the name of each indlvidual providing significant professional
asslatance must be stated.)

Comment: Departure front thia binding vequirement {s not permitied.
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STANDARD 7

In developing a personal property appralsal, an appraiser must be aware of, understand, and correctly
employ these recognized methods and techniques that are necessary to produce & credible appralsal,

Comment: Standard 7 i3 directed toward the same substaniive aspects set forth in Standard 1,
but addresses the appraisa) of personal property.

Standards Rule 7-1
In developing a personal property apprateal, an appraizer must:

{a) e aware of, understand, and correctly employ those recognized methods and techniques that
are necesaary te produce a credible appralsal;

Comment: Departure from this binding requirement is not permitted. This rule recognizes that
the principle of change continues to affect the manner in whith appraisera perform appraisal
services. Changes and develepmants in personal property pratiics have 2 substantlal impact upen
the apprataal profession. Important changes In the cost and manner of producing and marketing
personal property and changes in the legal framework in which property rights and interests are
created, conveyed, and financed have resulted in ¢arresponding changes in appraizal theory and
pragtice, Social change has also had an effect on appraisal theory and practice. To kesp abreast
ofthese thanges and developments, the appraisal profession reviews and revises appraizal methods
and techniques and devises methods and techniques to meet new circumstances. For this reason,
it 13 not sufficient for appralsers to simply maintain the ekills and the knowledge they possess
when they become appraisers. Each appraiser must continuously improve his or her ekills to
remain proficient in personal property appraieal.

(b} notcommit a substantial errorof omisslon or commissionthat significantly affects an appralsal;

Comment: Peparture from this binding requirement is not permitted. In performing appraisal
services an appraiser must be certain that the gathering of factual information is conducted in a

menner that is sufficlently diligent to ensure that the data that weuld have 2 material or significant
effect on the resuling opinlons or conclusions are ¢onsidered, Further, an appraiser must use
sulficient care In analyzing such dada to avold errors that would slgnifisantly affect his or her
opinions and conclustons.

(o} not render appraisal services in a careless or negligent manner, such as a series of errors that,
considered indlvidually, may not significantly affect the results of an appraisal, but whlch,
when consldered in the aggregate, would be misteading.

Comment: Departure from thia hinding requirement is not permitted. Perfection is impossible to
attain and competence doea not require perfection. Howaver, an appraiser must not render

appraiaal servicea in a careless or negtigent manner, This rnla requires an appraiser ta usa due
diligence and due care, The fact that the | or of an appraiser has not caused
an error that significantly affecks his or her opinions or conclusions and therehy seriously harms
a client or third party does not excuse such carelessness or negligence.
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STANDARE 7 (continued)

Standards Rule 7-2

In developing & personal property appraisal, an appraiser must consider the purpose and intended
use of the appraisal and chserve the following specifio appralsal guidelines:

{a) adequately {dentify the property to be valued, including the method of identification;

Comment: This guidsline 19 an essential element in all appraisals. An adequate jdentification of
property should accurately describe property as understood within its market.

(b}  definethe purpose and Intended useof tho appraieal, including abl general and specific limiting
conditions;

{e) identify the effective dala of the appralsal;
(d) setect and define the valus to be considered consfetznt with the purpose of the appraisal;

Comment: Iftha value to be estimated ja market value, the appraiser must clearly indieats whether

the estimate i3 the most probable prics:

1. i terms of cash; or

2. in terms of financisl arrangedients equivalent to cash; or

4, in such other terms as may be precisely defined; if an cstimate of value is based on
submerket financing or inancing with unusual tonditions or incentives, Lhe terms of auch
Gnancing must be tlearly set forth, their coatributions to or negative influence on value
must be described and estimated, and the market data supporting the valuation estimate
must be described and explained;

{(e) collect, verily, analyze and reconeile such data as are available, edequately identified and
described, to indicate a value ¢conclusion; :

i valug the property by an appropriate appraisal methed or !e::_hn.lque;

{g) . all pertinent information in ftems (s) through () above shall be used In the development of a
personal property appraisal.

Stapdards Rule 7-3

I developing s personal property appraisal, un appraiser must consider the purpose and lntended
use of the appraisal and obsarve the following specific appraisal guidelines:

(a) conafder the effect of highest and best use by measurlng and analyzing the ¢urrent use and
alternative uses to encompase what Is profitable, possible, legal and physically possible, as
relevant fo the purpose and intended use of the appraisal;

i) personal property has several measurable marketplaces, and the appralser muat identify,
define, and analyze the appropriate market consistont with the purpose of the appralsal;

Comment: The appraiser must retognize that there are distinet levels of trade and each may hava
its own market value. For example, a property may have distinct value at a wholesale level of
trade, a retail lavel of trede, or a value under varying auction conditions. Therefore, the appraiser
must consider the subject property within the correct market context.

{¢) consider the mrrket conditions at the {ime of the valuation including market aeceptability of
the property ns well as supply, demand, scarcity or rarity;
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STANDARD 7 {continued}
Standards Rule 7-3 {continued)

(d} consider a sufficlent quantity of dala and any prior sales of the subject wilhin a sufficient
period of occurrence to reach an appropriate estimate of value;

{e} consider the cost, Incornae, and salea comparison approaches and their degree of applicabllity
in the vatuation of personal property. Tha selection of valuntion approzches to be used should
he based on the availability of data and the purpose of the appraisal;

2 consider the effects on value caused by attribules such as condition, style, quality, manufacturer,
author, materlals, origin, age, provenance, ellerations and restorations;

g identify any real estate, real property, frade fixtures or intangible items that are not personal
property but are fncluded in the appraisal,

Comment: Addilional expertise in real property (see Standard 1) or business (see Standard 9)
appraical may be required in valuation assignmenta that invelve more than personal property.

th) all pertinent informatlon in items (s) through () above shall be used In the development of a
personal property appralsal,
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STANDARD 8

In reporting the results of a personsl property appraisal, an appraiser must communicate each
analysie, opinlon, and conclusion in & manner that is not misleading,

Standards Rule 8-1

Each written or oral personal property appraisal report muat:

(1)

(b)

{e}

clearly and accurately set forth the appraisal In a manner that will not be misleading;

Comment: Departure from this binding requiremert is not permitted. Since most reports are used

and relied upen by third parlies, communications considered adequate by the appraisers client
ray not be sufficient. An appraiser musl take extrema care to make certain that his or her reports
will not be mislending to various users of the appraianl repert.

eontain sufficlent information to enable the porson(s} who receive or rely on the report to
undersiand it properly;

Comment: Departure from this binding requirement fs not permitted. A failure to observe this

rule could cause a cllent or other users of the report ta make a serious error even though each
analysis, opinion, and conclusion in the report is clearly and accurately stated. To avoid this
problem and tho dangers it presenta to elients and other users of reports, this rule requires an
appralser to include in each report sufficient information to enable the reader to understand it
properly. All reports, both written and orel, must clearly and accurately present the analyses,
opinions, and conelusions of the appraiser in sufficient depth and detail to addresa adequately the
significance of tha specific appraizal problem.

clearly and accurately disclose any extraordinary assumption or Hmliting condltion that
directly affecta the appratasl, and [ndicats [ts impact ox value.

Comment: Departure from this bindipg requirement {3 not permitted. Third party use of an

appraieal is subject to the defined pusposs and intended 152 of an appraisal, including assumptions
and llmiting cenditions, In & written report, the disclosure would be required in conjunction with
statements of ¢ach opinion or Tusion that is affected.

Standards Rule 8-2

Each written personal property appraisal report must conply with the following specific reporting
guldelines by providing or including:

{a)
(b}

(e}
(d)

descriptlve identification of the personel property belng appralsed;

identification of the ownership interest being appralzed;

Comment on (&) and (b): These two guidelines are essentinl elements in any report. Identifying
tha property righta being appraised requires a direct statement substantiated a3 needed settng
forth any known encumbrances.

& stafement of the purpose and intended use of the appraisal;

a definition of the value belng considered that {s consistent with the purpose of the appralsal;
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STANDARD 8 {eontinued)

Standards Rule 8-2 (¢ontinued)

{e)

B

(h)

i1

]
(k)
m
(m)

(m)

the effective date of the appraisal and the date of the reporty

Comment on {¢), {d), and (e): These three guidelines require clear disclosure to the reader of a
report seiting forth the “why, what and when® surrcunding the appraisal. The purpose of the
appraizal i used generically to includa both the task involved and the rationale for the appraisal
{purpoze and intended use). Defining the value to be estimated requires both an appropriately
referenced definition and any comments needed to clearly indicata to the reader how the definition
is being appiied {See Standards Rule 7.2). The effective date of the appraisal establishes the context
for tha value estimete, wkile the date of the report indicatea whether the perapective of the
appraisar onthe market conditions as efthe effectivedate of the appraisal was prospective, current,
or retrospactive. Reiteration of the date of the repori and the effective date of the appraisal at
various etages in the report ia important for clarity,

a description of the extent of the process of colleeting, confirming, and reporiing data;
Comment: This guideline in intended ta provide the reader with an understanding of the appraisal
process and protect third parties whoee reliance on an appraisal report may be affected by tha
appraleer’s investigation; .., the process of collecting, confirming and reporting data.

all assumptions and lim{ting conditions that affect the analyses, opinions, conclusions and
valuations;

the information considered, the appraisat procedures followed, and the reasoning that supports
the analyses, opinions, conclustons and valuations;

Comment: This guideline calls for the appralser io summariza the data considered and the
procedures that were followed. The appraiser must be certain that theese pointa ara covered in
gufficient depth and detail so that the client, and the various users of the appraisal report, wilk
undsratand it end will not be mieled or confused. The substantive centent of the report, not ita

size, determines its compliance with thia specific reporiing guideline.

where appropriale, comparable szles date, auction resulis, offers from reputable firms or other
statistice; if not ncluded in the narrative of the report, they must be referenced ln the report
and maintained with the field notes. (See ETHICS PROVISION, Record Keeping.)

where appropriate, an expienation and support of the analysis of the highest and best use;
where appropriate, an explanation and support of the analysls of the appropriate marked;

an ¢xplanation and support of the exclusion of any of the usual valuation approaches;

any additional information that may be appropriate to show compliance with, or clearly
fdeatity and explain permitted departures from, the requirements of Standard 7.

& slgned certification in accordance with Siandards Rule 8.3,
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STANDARD 8 (continued)

Standards Rule 8-3

Each written personnl properiy appraisal must contaln a certificatign that fs similar in content to
the following form:

1 cerilly that, to the best of my knowledge and bellef:

the stalementa of fact contained in this report are true and correct.

the reported analyses, oplnions, and conclusions are Himited only by the reported
assumptions and limiting conditions, and are my 1 nl, unbinsed professional analyses,
oploions, and conclusions,

I'have no (or the specified) present or prospective interest in the property that 1s the
subject of this report, and I have no (or the speclfied} personal Interest or hias with
respect to the pariies involved,

my compensation 18 not ¢contingent upon the reporting of a predefermined value or
direction in value that favors the cause of the client, the amount of the value estimate,
the attainment of a stipulated result, or the occurrence of a subsequent event,

my analyses, opinions, and conclusions were developed, and this report has been pre-
pared, in conformily with the Uniform Standards of Professional Appralsal Practice,
I have {or have not) made a personal inspection of the property that ia the subject of
this report, (If more than one person signs tho report, this certification must clearly
specify which Individuals did and which individuats did not make a personal inspection
of the appralsed property.)

no one provided significant professtonal assistance to the person signing this report,
(H there are exceptions, the name of each individual providing significant profesastonal
assistance must be stated.}

Comment: Departure from this binding requirement is not permitted.
Standards Rule 34

Ta the extent that it is both possible and appropriate, each oral personal property appralsal repori
(including expert testimony) must address the substantive matters set forth in Standards Rule 32
and state conformity with Standards Rule 83,

Standards Ruls 85

An appraiser who signs a personal property appraisal report prepared by another, even under the
label of “review appralser™, must accept full responsibility for the contents of the report.

Commeat: Departure from this binding requirement is not permitted.

This requirement is directed to the employer or supervisor signing the report of an employee or
subcontractor, The employer or superviser signing the report is as responsible as the {ndividual
preparing the appraiss! for the content and cenclusions of the appraizal and the report, Using a
conditione] label next to the signature of the employer or supervisor or signing a form report on
the line over the words "review appraiser® docs not exempt that individual from adherence to these
standards.

This requirement does not address the responsibllities of a review appraiser, the subject of
Standards Rule 3.
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STANDARD 9

In developing a business or intangible asset appraisal, an appraiser must be aware of, understand,
and correctly employ those recognized methods and procedures that are necessary to produce a
credible appraisal,

Comment: Standard 9 i3 directed toward the same substantive aspects set forth in Standard 1,
but addresses business and intangible asset appraizsal.

Standards Rule 8:1
in developing a business or intangible asset appraisal, an appraiser must:

(a} be aware of, understand, and correctly employ those recognized methods and proq-:edures that
are necessary ta produce a credible appraizal;

Corment: Departure from this binding requirement is not permitted. Changes and developments
in the economy and in investment theory have a substantial impact on the business appraisat

profeasion. Important chenges in tha financial arena, securities regulation, tax law end major new
eourt decisions may result in correspending changes in business appraisal practice.

) not commit asubstantial error of omission or commission that significantly affects an appratsal;

Comment: Departure from this binding requirement is not permitted. In performing appraisal

services an appraiser must be certain that the gathering of factual information is condueted in a
manner that is sufficieatly diligent to reasonably enaare that the data that would have & material
or significant eifect on the resulting opinions or conclusions are considered. Further, an appraizer
must use sufficient care in analyzing such data to aveid errora that would signifieantly affect his
or her cpinions and conclusions.

{c} not render appraisanl services in a careless or negligent mauner, such as a series of errors that,
comsidered [ndividunlly, may not significantly alfect the reaults of an appraisal, but which,
when considered {n the aggregate, would be mialesding.

Comment: Departura from thia binding requirement is not permitted. Perfection is impossible s

attain and ¢ompetence doea not require perfection. However, an appraiser must not render
apprajsal senvices in acareless ornegligent manner. This rule requires an appraiser touse diligence
and care. The fact that the carel or peglig of an appraiser has not caused an error that
significantly affects his or her opinions or conclusions and thereby sericusly harms a client does
not excuse such carelessness or negligence.

Standards Rule 8.2

Indeveloping a businessorintangible asset appraisal, an appraiser muat ohaerve the followlngspecifio
appralsal guldelines:

{a) adequately Identify the business enterprise, assels, or equity under consideration, define the
purpese and the intended use of tho appralsal, consider the elements of the appraisal investi.
gation, consider any special limiiing conditions, and identify the effective date of theapprafsal;

[t define the value being considered.
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STANDARD ¢ (continued)
Standards Rule 9.2 (continued)

[{}] if the appralesl concerns a business enterprise or equity interests, consider any buy-sell
agreements, Investment letter stock restrictions, restrictlve corparate charter or part.
nership agreemeont clauses, and any slmilar features or factors that may have an influence
on vaiue,

{ii} it the appraisal concerns assets, the appraiser must consider whether the nssets are:
(1) appralsed separately; or
(2} appralsed as paris of a golng concern.

Comment: The value of assets held by a business enterprise may change significantly depending
on whether the basis of valuation is acquisition or replacement, continued use in place, or
tiquidation.

{il}  if the appraisal concerns equity interests in a business enterprise, consider the extent
to which the inferests do or do not contain elements of ownership control.

Comment: Special attention should be paid to the attributea of the interest being appraised
including the rights and benefits of awmership. The elements of control In a given sitvation may
ba affected by law, distribution of ownership interests, contractusl relationships, and many other
factora. As & ¢onsequence, the degres of contrel o lack of it depends on & broad varisty of facts
and cirqumatancea which must be evaluated in the apecific aituation. Equity interests in a business
enterprisa are not necessarily worth the pro rata share of the business enferprisa velue as & whole.

Conversely, if the value of the whole is not considered, the value of the business enterprise ia not
netessarily a direct mathematical extension of the value of the fractionsl interesks.

Stan Rule 8.3

I develeping a business or intangible asset appralsal relating to an equity interest with the abiiity
to cause Hquidation of the ¢nterprise, an appraiser must investigate the porsibtlity that the buainess
enterprise may have a higher value in liquidation than for continued operation a5 a going concern
abgent contrary provisions of law of a competent jurlsdiction. If Uguidation is the indicated basis of
valustion, any real estate or personal property to be liguidated must be valued under the appropriate
standard.

Commeont: Departare from this binding Tequirement iz pot permitied. This rule requires the
appraiser to recsgnize that continued operation of 4 business is net alwaya the best premise of

valua a3 liquidation may result in a higher value, It should be noted, however, that this should

ba considered caly when the busineas equity being appraised s in a posilion to cause liquidation.

1§ Hguidation is the approptiate premise of value, then assets such es real estate and tangible

personal property must be appraised under Standard 1 and Standard 7, respectively.
Standards Rule 8-4

Indevelopling s business or intangible asset appralsal, an appralser must observe the following specific
appraiszl guldelines when applicable:

(a}  consider all appropriate valuation methods and procedures.

(b} collect and analyze rolavant data regarding:
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STANDARD 8 {continued)

Standards Rule 84 {continued)

0] the nature and history of {he business;

1) financia] and economic conditions affecting the business enterprise, its industry, and
the general economy;

(iit}  past resulls, current operations, and future prospects of the businesa enterprise;

{ivl  past sales of capital slock or other awnership interests in the business enterprise belng
appraised;

(v} sales of similar businesses or capital stock of publicly held similar businesses;

(vl)  prices, terms, and conditions affecting past sales of similar business assets;

Comment: This guideline directs the appralder to study the prospective and relrospective aspects
of the husineas enterprise and fo study it in terms of the economic and industry environment
within which it operates. Further, sales of securities of the business jtsalf or similar businesses
for which sufficient information is available ehould afso be constdered.

In certain <ircumstances, the business appraiser may slso collect and analyze data regarding
functional and/or ic utility or obsal. of the business assets,

Econernie cbaolescence I3 a roajor consideration when nssets are considered as parts of a going
concern. It may also be one of the criteria in deciding that liquidstion {a the appropriate premise
for valuation.

Standards Hule 8-5

In developing & business or intangible asset appraisal, an appraiser musts

(a)

(b}

select and employ one or more approaches that apply to the specific apprafsal assignments,

Comment: This rule requires the appraiser to use all relevant approachea for which sufficient
relishle data are available, However, it does not mean that the sppraiser must use all approaches
in order ta cemply with the rule if certain approaches are not applicable.

considor and reconeile the indications of value resulting from the varfous approaches to arrive
at the value conclusion.

Comment: Departure from this binding requirement i3 not permitted. The appraieer must avaluate

the relative reliabiiify of the various indications of value, The appraiser should consider quality
and quantity of dats leeding to each of the indications of value. The value conclusion is the result
of the appralser’s judgment and not necessarily the result of a mathematical process.
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STANDARD 10

In reporting the resukts of a business or intangible assel appraisal an appralser must communleata
each analysis, opinlon, and conclusion In a manner that s not misleading.

Standards Rule 10-1

Each written or oral business or infangible rsset appraisal report must:

(a}

-4

(o)

clearly and accurately set forthk the appraisal in a manner that will not be misleading.

Comment: Departure from thig binding requirement is not permitted.

contain sufficlent Information te enable the intended user(s) to understand it, Any specific
limiting conditions concerning information should be noted.

Commenf: Departure from this binding requirzment i3 not permitted. Any specific limiting con-
ditions should be noted in the engagement letter as well asin the report itsalf. A fallure to chserve

this rule could cause the intended users of the report to make & serious error even though each
analysis, opinion, and conclusion in the report is clearly and accurately stated.

clearly and accurately disclose any extraordinary assumpiion that direcily affects the
appraisal and Indleate its impact on value.

Comment: Departure from this binding requirement i3 not permitied. This rule requires a clear
and accurate disclosure of any extrsordinary assumptions or conditiona that directly affect an

analysis, opinion, or conelusicn, Examplea of such extraordinary assumptions or conditions might
inelude iterns such as the exetution of a4 pending leass agreement, atypleal financing, infusion of
edditional working capital or makicg other capital sdditions, or compliance with regulatory
euthority rules. The report should indicate whether the extracrdinary assumpiion or condition
has = positive, negative or neutral impact on value.

_Standards Hule 10-2

Each wriiten business or intangible asset appratsal report must comply with the following specific
reporting guidelines:

(a}
(b)
&)
(d)

{a)

identify and describe the business enterprise, asseis or equity being appraised.

stata the purpose and intended use of the appralsal,

define the value to be estimaled.

set forth the effectivo date of the appralsal and the date of the report.

Comment: F the appraisal cencerns equily, it s not enough to identify the entity in which the
equity ja being appraised without also identifying the nature of the equity, for example: the number
of shares of common or preferred stock. The purpose may be to express an opinion of value but
the intended use of the appraisal must atso be stated.

The report date is when the report la submitted; the appraizal date or dats of value {a the effective
date of the value conclusion.

describe the extant of the apprafsal process employed;

set ferth all assumptions and limiting conditions that affect the analyses, opinions, and conclusions,
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STANDARD 10 (coniinued)
Standards Hule 10-2 (coniinued)

g set forth the infarmation considered, the apprafsal procedures followed, and the feascning
that supports the analyses, epinions and concluslons,

{h) get forth any sdditional information that may be appropriate 1o show compltance with, or
clearly identity and explain permitted departures from, the requirements of Standard 8.

1] s&f forth the rationsle for the valuallon methods and procedures considered and employed.
[41] include a certification [n gccordance with Standards Rule 10-3.

Standards Rule 10-3

Each written businesa or intangible azsot appralaal report must contaln a certlfication that is similar
in content to the following:

1 certify that, to the best of my knowledge and belief:

—_ the statements of fact conlnl.ned in this report are true and correct,

— the reported analyses, opini and lusfons are limited only by the reported
assumptions and limiting mndltiom, and are my personsl, unhiased professlonal analyses,
opinfons, and conclusions.

— I have no (or the specified) present or prospeclive interest {n the property that is the
stibject of this report, and I have no {or the speclfied) pereonal interest or blas with
reapect 1o the pariies involved,

—_ my compensation 1 not contingent on an hetlon or event resulting from the analyses,
oplnions, or ¢conclusions in, or the use of, this report

—_ my sanalyses, opinions, and conclisions were developed, and this report has been pre-
pared, {n conformity with the Uniform Standards of Professional Appraisal Practice,

— no one provided significant professtonel asalsfance to the person signing this report,
(I there are exceptions, the name of each individual providing significant professlonal
asslslance must be stated.)

Comment: Departure from thia binding requirement i3 not pecmitted.
fitandards Rule 10-4

To the extent that it {s both pessible and appropriste, each orat business or intangible asset appraisal
raport {including expert testimony} musi address the substantive maiters set forth in Standards Rule
10-2 and state conformity with Standards Rule 10-3.

Standards Rule 105

An appraiser who signs a business or intangible asset appraisal roport prepared by another, even
under the label “review appraiser”, must accept full reaponsibiliy for the contents of thia report.

Comment: Beparture from this binding requirement is not permitted. This requirement isdirected
to the employer or supervisor signing the report of an employee or subcontractor. The employer

or superviser signing the report is &9 responsible as the individusl preparing the appraisal for the
content and conelusions of the appreisal and the report. Using a conditional label next to the
signature of the employer or supervisor or signing & form report on tha line over the words “review
apprajzer” does not exempt that individual from adherence to these Standards.

This requirement dees nol address the responsihilities of a review appraiser, the subject of Standard 3,
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Origin and History of USPAP

These standards are based on the sriginal Uniform Standards of Professional Appralsal Practice developed
in 1986-87 by the Ad Hoc Committee on Uniform Standards and copyrighted in 1987 by The Appraisal Foundation.
Prior to the eatablishmment of the ASD in 1989, USPAP had bean adopted by major appraisal organizations in

North America and became recognized as the generally accepted standarda of appraizal practice.

At its organizational meeting on January 30, 1489, the ASB unanimously approved and adopted the original
USPAP asthe initial appraisal standards promutgsted by ths ASB, USPAP may be altered, amended, interpreted,
supplemented, or repealed by the ASB after exposure to the appraisal profession, usera of sppraisal services and

the public in accordance with established rules of procedure.
Eflectiva Date of Originel Uniform Standards:
Amendments by the Appralzal Standards Board to Date:

Preamble

Ethics Provision

Competency Provision

Departure Provision

Jurisdictionat Exception and Supplemental Standards sections
Definitlons sestion :
Standard 1

Standard 2

Standard 3

Standards 4 and 5

Standard €

Standards 7 and 8 .
Standards ¢ and 10
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April 27, 1987

April 20, 1990
December 4, 1889
April 20, 1980
March 22, 1994
July 19, 1994
March 22, 1994
April 20, 1990
March 22, 1994
March 22, 1984
June 5, 1990
September 10, 1991
March 3, 1992
September 16, 1992
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