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FOREWORD

The Appraisal Standards Board (ASB) of The Appraisal Foundation develops, publishes, interprets, and
amends the Uniform Standards of Professional Appraisal Practice (USPAP) on behalf of appraisers and
users of appraisal services. Because USPAP will be used by state and federal regulatory agencies and
others, the ASB has adopted a publication policy to ensure that all interested parties are informed of
interpretations of or amendments to USPAP in a regular and timely manner. This 2005 edition is the
fourteenth annual publication of USPAP.

The ASB publishes USPAP in a bound annual edition that includes a Key Features section that chronicles
significant changes during the previous year. This 2005 edition of USPAP is divided into five sections:
“DEFINITIONS,” “PREAMBLE,” “Rules,” “Standards and Standards Rules,” and “Statements on
Appraisal Standards.”

In addition, for convenience of reference, this bound volume contains Advisory Opinions approved by the
ASB and an Index. These reference materials are forms of “Other Communications” provided by the ASB
for guidance only and are not an integral part of USPAP.

For clarification, the Statements and Advisory Opinions have been labeled as to their applicability to the
various appraisal disciplines.

It is important that individuals understand and adhere to changes in each annual edition of USPAP. This
edition becomes effective January 1, 2005. State and federal regulatory authorities enforce the content of
the current or applicable edition of USPAP.

Origin and History of USPAP

These Standards are based on the original Uniform Standards of Professional Appraisal Practice developed
in 1986-87 by the Ad Hoc Committee on Uniform Standards and copyrighted in 1987 by The Appraisal
Foundation. Prior to the establishment of the ASB in 1989, USPAP had been adopted by major appraisal
organizations in North America. USPAP represents the generally accepted and recognized standards of
appraisal practicein the United States.

At its organizationa meeting on January 30, 1989, the ASB unanimously approved and adopted the
original USPAP as the initial appraisal standards promulgated by the ASB. USPAP may be altered,
amended, interpreted, supplemented, or repealed by the ASB after exposure to the appraisal profession,
users of appraisal services, and the public in accordance with established rules of procedure.

Effective Date of Original Uniform Standards: April 27, 1987

The most recent amendments by the ASB, excluding administrative edits, are indicated below:

DEFINITIONS June 15, 2004
PREAMBLE June 27, 2003
ETHICSRULE June 27, 2003
COMPETENCY RULE September 15, 1999
DEPARTURE RULE September 16, 1998
JURISDICTIONAL EXCEPTION RULE July 19, 1994
SUPPLEMENTAL STANDARDS RULE June 12, 2001
STANDARD 1 June 11, 2002
STANDARD 2 June 27, 2003
STANDARD 3 June 11, 2002
STANDARD 4 July 10, 2000
STANDARD 5 July 10, 2000
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STANDARD 6
STANDARD 7
STANDARD 8
STANDARD 9
STANDARD 10

Statementson Appraisal Standards

June 12, 2001
June 11, 2002
June 27, 2003
July 10, 2000
June 27, 2003

Statements on Appraisal Standards are authorized by the by-laws of The Appraisal Foundation and are
specifically for the purpose of clarification, interpretation, explanation, or elaboration of USPAP.
Statements have the full weight of a Standards Rule and can be adopted by the ASB only after public
exposure and comment. To date the ASB has adopted ten Statements and retired three. The dates listed
below are the dates they were originally adopted and, if applicable, the date retired.

SMT-1

SMT-2

SMT-3

SMT-4

SMT-5

SMT-6

SMT-7

SMT-8

SMT-9

SMT-10

Appraisal Review - Clarification of Comment on
Standards Rule 3-1(g)

Discounted Cash Flow Analysis
Retrospective Value Opinions
Prospective Vaue Opinions

Confidentiality Section of the Ethics Rule

Reasonable Exposure Time in Real Property and
Personal Property Market VValue Opinions

Permitted Departure from Specific Requirementsin Real
Property and Personal Property Appraisal Assignments

Electronic Transmission of Reports

I dentification of the Client’s Intended Use in Devel oping
and Reporting Appraisal, Appraisal Review, or Appraisal
Consulting Assignment Opinions and Conclusions

Assignments for Use by a Federally Insured Depository
Ingtitution in a Federally Related Transaction

July 8, 1991,
retired September 15, 1999

July 8, 1991
July 8, 1991
July 8, 1991

September 10, 1991
retired June 12, 2001

September 16, 1992

March 22, 1994

July 18, 1995
retired June 12, 2001

August 27, 1996

July 10, 2000
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Advisory Opinions

In addition to Statements on Appraisa Standards, the ASB issues Advisory Opinions. These
communications by the ASB do not establish new Standards or interpret existing Standards. They are
issued to illustrate the applicability of Standards in specific situations and to offer advice from the ASB for
the resolution of appraisal issues and problems. To date the ASB has approved 27 Advisory Opinions and
retired two. The dates listed below indicate the dates they were approved and either last revised or, if
applicable, retired.

AO-1  SdesHistory December 3, 1990,
last revised June 11, 2002
AO-2  Inspection of Subject Property Real Estate December 4, 1990,
last revised September 16, 1998
AO-3  Update of aPrior Assignment March 5, 1991,
last revised June 11, 2002
AO-4  Standards Rule 1-5(b) June 3, 1991,
last revised June 11, 2002
AO-5 Assistancein the Preparation of an Appraisal May 1, 1992,
last revised September 15, 1999
AO-6 TheAppraisal Review Function June 2, 1992,
retired June 15, 2004
AO-7  Marketing Time Opinions September 16, 1992,
last revised September 15, 1999
AO-8 Market Valuevs. Fair Vauein September 16, 1992,
Real Property Appraisals last revised September 15, 1999
AO-9 TheAppraisa of Real Property That May Be December 8, 1992,
Impacted by Environmental Contamination last revised June 11, 2002
AO-10 The Appraiser-Client Relationship March 23, 1993,
retired June 27, 2003
AO-11 Content of the Appraisal Report Options of July 20, 1994,
Standards Rule 2-2 and 8-2 last revised September 15, 1999
AO-12 Useof the Appraisal Report Options of July 20, 1994,
Standards Rule 2-2 and 8-2 last revised September 15, 1999
AO-13 Performing Evaluations of Real Property July 18, 1995,
Collateral to Conform with USPAP last revised September 16, 1998
AO-14 Appraisalsfor Subsidized Housing July 19, 1995,
last revised September 16, 1998
AO-15 Using the DEPARTURE RULE in Developing July 26, 1996,

aLimited Appraisa
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AO-16

AO-17

AO-18

AO-19

AO-20

AO-21

AO-22

AO-23

AO-24

AO-25

AO-26

AO-27

Fair Housing Laws and Appraisal Report
Content

Appraisals of Real Property with Proposed
Improvements

Use of an Automated Vauation Model (AVM)
Unacceptable Assignment Conditionsin
Real Property Appraisal Assignments

An Appraisal Review Assignment That Includes
the Reviewer’s Own Opinion of Vaue

USPAP Compliance

Scope of Work in Market VValue Appraisal
Assignments, Real Property

I dentifying the Relevant Characteristics of the
Subject Property of a Real Property Appraisal
Assignment

Normal Course of Business

Clarification of the Client in a Federally Related
Transaction

Readdressing (Transferring) a Report to Another
Party

Appraising the Same Property for a New Client

June 10, 1996,
last revised September 16, 1998

July 26, 1996,
last revised September 26, 1998

July 9, 1997,
last revised September 16, 1998

September 15, 1999
July 10, 2000,
last revised June 11, 2002

July 10, 2000

last revised June 15, 2004

July 10, 2000

July 10, 2000

June 27, 2003

June 27, 2003

June 27, 2003

June 27, 2003

The 1992, 1993, 1994, and 1995 editions of USPAP included a midyear supplement. In order to clarify
public understanding of the effective dates of USPAP and the Advisory Opinions, in 1995 the ASB elected
to discontinue the midyear supplement for the 1996 edition and all subsequent editions.

The Appraisal Standards Board develops and amends appraisal standards through communications with
appraisers and users of appraisa services. If you have any comments, questions, or suggestions regarding
USPAP, please contact the ASB.

Appraisal Standards Board
The Appraisal Foundation

1029 Vermont Avenue, NW, Suite 900

Washington, DC 20005-3517

Phone: 202-347-7722
Fax: 202-347-7727

www.appraisalfoundation.org
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KEY FEATURESOF THE
2005 UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE (USPAP)

The 2005 edition of USPAP is the result of exposure drafts that occurred on February 17 and April 26, 2004. On
the basis of written responses, substantial public testimony at Appraisd Standards Board (ASB) public meetings,
and extensive ddiberation by the Board, the ASB formally adopted the 2005 USPAP on June 15, 2004. The
effective date of the 2005 USPAP is January 1, 2005.

KEY FEATURESOF THE 2005 USPAP AND ADVISORY OPINIONS

DEFINITIONS: The definition of APPRAISAL REVIEW was edited to clarify that appraisal review
applies only to the work of another appraiser in an appraisal, appraisal review, or appraisal consulting
assignment.

DEFINITIONS: The definition of CASH FLOW ANALY SIS was deleted because the term is not used in
USPAP.

DEFINITIONS: The Comment in the definition of REPORT was edited to delete the reference to the three
types of reports. The list was incomplete and was unnecessary.

STANDARDS, STATEMENTS ON APPRAISAL STANDARDS, AND ADVISORY OPINIONS:
Edits were made throughout the document regarding the term “purpose,” due to its varied intended
meanings. The edits result in more accurate language, including use of the terms “type and definition of
value,” “intended use,” and “problem to be solved.”

CITATION OF SOURCE FOR VALUE DEFINITION: Language was added to clarify the
requirements for reports to include citation of the source of the value definition used.

Standards Rules 1-3(b) and 6-2(k): Edits were made to remove the requirement to always value land as if
vacant and available for development in accordance with its highest and best use, as this is considered
methodology and not a part of standards.

Standards Rules 2-1, 2-2, 3-2, 5-1, 5-2, 6-7, 8-1, 8-2, 10-1, 10-2, and STATEMENT ON APPRAISAL
STANDARDS NO. 10 (SMT-10): New language requires “clear and conspicuous” disclosure of
extraordinary assumptions and hypothetical conditions rather than disclosure “in conjunction with” each
opinion or conclusion. Language was deleted requiring the appraiser to indicate the “impact on value” of
an extraordinary assumption or hypothetical condition and was replaced with language requiring disclosure
that use of the extraordinary assumption or hypothetical condition might have affected the assignment
results.

Standards Rules 2-2, 6-7, 8-2 and 10-2: Edits were made to clarify reporting requirements for
reconciliation.

Standards Rules 2-3, 5-3, 6-8, 8-3 and 10-3: Edits were made to the requirements for certifications when
multiple disciplines are involved in an assignment. These changes are designed to clarify an appraiser’s
responsibility in an assignment.

STANDARD 3: Edits were made to clarify that appraisal review applies only to the work of another
appraiser in an appraisal, appraisal review, or appraisal consulting assignment.

STATEMENT ON APPRAISAL STANDARDS NO. 6 (SMT-6): The requirement to report exposure
time was deleted from SMT-6. This was done because disclosure of exposure time is not necessary for all
assignments. This change does not affect the requirement for the appraiser to develop an estimate of
exposure time in market value assignments.
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VIII

STATEMENT ON APPRAISAL STANDARDS NO. 7 (SMT-7): Edits were made to more accurately
address levels of reliability. The previous language incorrectly stated that a Complete Appraisal is always
more reliable than a Limited Appraisal.

Advisory Opinion 6 (AO-6): AO-6, The Appraisal Review Function, was retired as more recent guidance
has been issued by the Appraisal Standards Board, including AO-20, the newly revised AO-21, and
Frequently Asked Questions.

Advisory Opinion 21 (AO-21): AO-21 was re-titled “USPAP Compliance” and has been revised with the
intent of providing greater clarity asto an appraiser’s obligation for complying with USPAP.

NOTE: A new topical index was added, and administrative edits were made to appropriate sections of the
document to improve consistency. In addition, edits were made where appropriate throughout the
document for conformity with the changes approved or adopted on June 15, 2004.

USPAP STRUCTURE AND USABILITY FEATURES:

Each STATEMENT and Advisory Opinion is labeled as to its applicability to the various appraisal
disciplines. These labels are located at the beginning of each SMT and AO as well as in the Table of
Contents. The abbreviations are:

Real Property — RP
Personal Property — PP
Business—IP

*No IP (Intangible Property, which includes business interests) abbreviations are utilized since all
STATEMENTS and Advisory Opinions that apply to Intangible Property also apply to Real Property and
Personal Property, and are thus part of the “ALL” label.

All disciplines- ALL
ASB WORK IN PROGRESS

Over the years, the USPAP document has evolved in content, form, and organizational structure. It is a
work in progress, with an overall goal of Standards becoming more stable over time and guidance in the
form of Statements and Advisory Opinions appearing as required. Toward this end, the ASB has devel oped
aprocess for developing both Standards and guidance text based, in part, on written comments submitted in
response to exposure drafts and oral testimony presented at public meetings. This process requests input on
proposed changes to USPAP from all interested parties, including professional appraisers and professional
appraisal organizations, users of appraisal services, educators, regulators and state enforcement agencies. In
July 1998, the ASB established a mechanism for organizations to interact with the ASB and present official
positions on USPAP topics during the research phase of the exposure draft process. Known as “work
groups,” these entities, which are registered with The Appraisa Foundation, may develop
recommendations for consideration by the ASB prior to its dissemination of proposed changes through the
exposure draft process.
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UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE

as promulgated by the
Appraisal StandardsBoard of
The Appraisal Foundation

DEFINITIONS

For the purpose of the Uniform Standards of Professional Appraisa Practice (USPAP), the following
definitions apply:

ADVOCACY: representing the cause or interest of another, even if that cause or interest does not
necessarily coincide with one’s own beliefs, opinions, conclusions, or recommendations.

APPRAISAL: (noun) the act or process of developing an opinion of value; an opinion of value.
(adjective) of or pertaining to appraising and related functions such as appraisal practice or
appraisal services.

Complete Appraisal: the act or process of developing an opinion of value or an opinion
of value developed without invoking the DEPARTURE RULE.

Limited Appraisal: the act or process of developing an opinion of value or an opinion of
value developed under and resulting from invoking the DEPARTURE RULE.

Comment: An appraisal must be numerically expressed as a specific amount, as a range
of numbers, or as a relationship (e.g., not more than, not less than) to a previous value
opinion or numerical benchmark (e.g., assessed value, collateral value).

APPRAISAL CONSULTING: the act or process of developing an analysis, recommendation, or opinion
to solve a problem, where an opinion of value is a component of the analysis leading to the assignment
results.

Comment: An appraisal consulting assignment involves an opinion of value but does not
have an appraisal or an appraisal review asits primary purpose.

APPRAISAL PRACTICE: vauation services performed by an individual acting as an appraiser,
including but not limited to appraisal, appraisal review, or appraisal consulting.

Comment: Appraisal practice is provided only by appraisers, while valuation services are
provided by a variety of professionals and others. The terms appraisal, appraisal review,
and appraisal consulting are intentionally generic and are not mutually exclusive. For
example, an opinion of value may be required as part of an appraisa review and is
required as a component of the analysisin an appraisal consulting assignment. The use of
other nomenclature for an appraisal, appraisal review, or appraisal consulting assignment
(e.g., analysis, counseling, evaluation, study, submission, or valuation) does not exempt
an appraiser from adherence to the Uniform Standards of Professional Appraisal
Practice.

APPRAISAL REVIEW: the act or process of developing and communicating an opinion about the quality
of another appraiser’s work that was performed as part of an appraisal, appraisal review, or appraisa
consulting assignment.

Comment: The subject of an appraisal review assignment may be all or part of a report,
workfile, or a combination of these.
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APPRAISER: one who is expected to perform valuation services competently and in a manner that is
independent, impartial, and objective.

Comment: Such expectation occurs when individuals, either by choice or by requirement
placed upon them or upon the service they provide by law, regulation, or agreement with
the client or intended users, represent that they comply. (See PREAMBLE.)

APPRAISER’S PEERS: other appraisers who have expertise and competency in the same or a similar
type of assignment.

ASSIGNMENT: avaluation service provided as a consegquence of an agreement between an appraiser and
aclient.

ASSIGNMENT RESULTS: an appraiser’s opinions and conclusions developed specific to an assignment.

Comment: Assignment results include an appraiser’s:

= opinions or conclusions developed in an appraisal assignment, such as value;

= opinions of adequacy, relevancy, or reasonableness developed in an appraisal review
assignment; or

= opinions, conclusions, or recommendations developed in an appraisa consulting
assignment.

ASSUM PTION: that which istaken to be true.

BIAS: a preference or inclination that precludes an appraiser’s impartiality, independence, or objectivity in
an assignment.

BINDING REQUIREMENT: all or part of a Standards Rule of USPAP from which departure is not
permitted. (See DEPARTURE RULE.)

BUSINESS ENTERPRISE: an entity pursuing an economic activity.

BUSINESS EQUITY:: the interests, benefits, and rights inherent in the ownership of a business enterprise
or a part thereof in any form (including, but not necessarily limited to, capital stock, partnership interests,
cooperatives, sole proprietorships, options, and warrants).

CLIENT: the party or parties who engage an appraiser (by employment or contract) in a specific
assignment.

Comment: The client identified by the appraiser in an appraisal, appraisa review, or
appraisal consulting assignment (or in the assignment workfile) is the party or parties
with whom the appraiser has an appraiser-client relationship in the related assignment,
and may be an individual, group, or entity.

CONFIDENTIAL INFORMATION: information that is either:
= identified by the client as confidential when providing it to an appraiser and that is
not available from any other source; or
= classified as confidential or private by applicable law or regulation*.

*NOTICE: For example, pursuant to the passage of the Gramm-Leach-Bliley Act in November 1999, some
public agencies have adopted privacy regulations that affect appraisers. As a result, the Federal Trade
Commission issued a rule focused on the protection of “non-public personal information” provided by
consumers to those involved in financial activities “found to be closely related to banking or usual in
connection with the transaction of banking.” These activities have been deemed to include “appraising real
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or personal property.” (Quotations are from the Federal Trade Commission, Privacy of Consumer Financial
Information; Final Rule, 16 CFR Part 313.)

COST: the amount required to create, produce, or obtain a property.
Comment: Cost is either afact or an estimate of fact.

EXTRAORDINARY ASSUMPTION: an assumption, directly related to a specific assignment, which, if
found to be false, could alter the appraiser’s opinions or conclusions.

Comment: Extraordinary assumptions presume as fact otherwise uncertain information
about physical, legal, or economic characteristics of the subject property; or about
conditions external to the property, such as market conditions or trends; or about the
integrity of data used in an analysis.

FEASIBILITY ANALYSIS: astudy of the cost-benefit relationship of an economic endeavor.

HYPOTHETICAL CONDITION: that which is contrary to what exists but is supposed for the purpose of
andyss.

Comment: Hypothetical conditions assume conditions contrary to known facts about
physical, legal, or economic characteristics of the subject property; or about conditions
external to the property, such as market conditions or trends; or about the integrity of data
used in an analysis.

INTANGIBLE PROPERTY (INTANGIBLE ASSETS): nonphysical assets, including but not limited to
franchises, trademarks, patents, copyrights, goodwill, equities, securities, and contracts as distinguished
from physical assets such as facilities and equipment.

INTENDED USE: the use or uses of an appraiser’s reported appraisal, appraisa review, or appraisal
consulting assignment opinions and conclusions, as identified by the appraiser based on communication
with the client at the time of the assignment.

INTENDED USER: the client and any other party as identified, by name or type, as users of the appraisal,
appraisal review, or appraisal consulting report by the appraiser on the basis of communication with the
client at the time of the assignment.

JURISDICTIONAL EXCEPTION: an assignment condition that voids the force of a part or parts of
USPAP, when compliance with part or parts of USPAP is contrary to law or public policy applicable to the
assignment.

MARKET VALUE: atype of value, stated as an opinion, that presumes the transfer of a property (i.e., a
right of ownership or abundle of such rights), as of a certain date, under specific conditions set forth in the
definition of the term identified by the appraiser as applicable in an appraisal.

Comment: Forming an opinion of market value is the purpose of many real property
appraisal assignments, particularly when the client’s intended use includes more than one
intended user. The conditions included in market value definitions establish market
perspectives for development of the opinion. These conditions may vary from definition
to definition but generally fall into three categories:

1 the relationship, knowledge, and motivation of the parties (i.e., seller and buyer);
2. the terms of sale (e.g., cash, cash equivalent, or other terms); and
3. the conditions of sale (e.g., exposure in a competitive market for a reasonable

time prior to sale).
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Appraisers are cautioned to identify the exact definition of market value, and its
authority, applicable in each appraisal completed for the purpose of market value.

MASS APPRAISAL: the process of valuing a universe of properties as of a given date using standard
methodology, employing common data, and allowing for statistical testing.

MASS APPRAISAL MODEL: amathematical expression of how supply and demand factors interact in a
market.

PERSONAL PROPERTY: identifiable tangible objects that are considered by the general public as being
“persona” - for example, furnishings, artwork, antiques, gems and jewelry, collectibles, machinery and
equipment; all tangible property that is not classified asrea estate.

PRICE: the amount asked, offered, or paid for a property.

Comment: Once stated, price is a fact, whether it is publicly disclosed or retained in
private. Because of the financial capabilities, motivations, or specia interests of a given
buyer or seller, the price paid for a property may or may not have any relation to the
value that might be ascribed to that property by others.

REAL ESTATE: anidentified parcel or tract of land, including improvements, if any.
REAL PROPERTY: the interests, benefits, and rights inherent in the ownership of real estate.

Comment: In some jurisdictions, the terms real estate and real property have the same
legal meaning. The separate definitions recognize the traditional distinction between the
two conceptsin appraisal theory.

REPORT: any communication, written or oral, of an appraisal, appraisal review, or appraisal consulting
service that is transmitted to the client upon completion of an assignment.

Comment: Most reports are written and most clients mandate written reports. Oral report
requirements (see the Record Keeping section of the ETHICS RULE) are included to
cover court testimony and other oral communications of an appraisal, appraisal review, or
appraisal consulting service.

SCOPE OF WORK: the amount and type of information researched and the analysis applied in an
assignment. Scope of work includes, but is not limited to, the following:

= the degree to which the property is inspected or identified;

= the extent of research into physica or economic factors that could affect
the property;

= theextent of dataresearch; and

= thetype and extent of analysis applied to arrive at opinions or conclusions.

SIGNATURE: personalized evidence indicating authentication of the work performed by the appraiser and
the acceptance of the responsibility for content, analyses, and the conclusionsin the report.

Comment: A signature can be represented by a handwritten mark, a digitized image
controlled by a personal identification number, or other media, where the appraiser has
sole personal control of affixing the signature.

SPECIFIC REQUIREMENT: all or part of a Standards Rule of USPAP from which departure is
permitted under certain limited conditions. (See DEPARTURE RULE.)
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SUPPLEMENTAL STANDARDS: requirements issued by government agencies, government sponsored
enterprises, or other entities that establish public policy which add to the purpose, intent and content of the
requirements in USPAP, that have a material effect on the development and reporting of assignment results.

Comment: Supplemental standards are published in regulations, rules, policies, and other
similar documents, and have the same applicability to all properties or assignmentsin a
particular category or class regardless of the contracting entity.

Contractual agreements that are unique to the contracting entity and that apply
specifically to a particular property or assignment are not supplemental standards.

VALUE: the monetary relationship between properties and those who buy, sell, or use those properties.
Comment: Value expresses an economic concept. As such, it is never a fact but always an
opinion of the worth of a property at a given time in accordance with a specific definition
of value. In appraisal practice, value must always be qualified - for example, market
value, liquidation value, or investment value.

VALUATION SERVICES: services pertaining to aspects of property value.

Comment: Valuation services pertain to all aspects of property value and include services
performed both by appraisers and by others.

WORKFILE: documentation necessary to support an appraiser’s analyses, opinions, and conclusions.
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PREAMBLE

The purpose of the Uniform Standards of Professional Appraisal Practice (USPAP) is to promote and
maintain a high level of public trust in appraisal practice by establishing requirements for appraisers. It is
essential that appraisers develop and communicate their analyses, opinions, and conclusions to intended
users of their servicesin a manner that is meaningful and not misleading.

The Appraisal Standards Board promulgates USPAP for both appraisers and users of appraisal services.
The appraiser’s responsibility is to protect the overall public trust and it is the importance of the role of the
appraiser that places ethical obligations on those who serve in this capacity. USPAP reflects the current
standards of the appraisal profession.

USPAP does not establish who or which assignments must comply. Neither The Appraisal Foundation nor
its Appraisal Standards Board is a government entity with the power to make, judge, or enforce law.
Compliance with USPAP is required when either the service or the appraiser is obligated to comply by law
or regulation, or by agreement with the client or intended users. When not obligated, individuals may till
choose to comply.

USPAP addresses the ethical and performance obligations of appraisers through DEFINITIONS, Rules,
Standards, Standards Rules, and Statements.

= The DEFINITIONS establish the application of certain terminology in USPAP.
= The ETHICS RULE sets forth the requirements for integrity, impartiality,
objectivity, independent judgment, and ethical conduct.
= The COMPETENCY RULE presents pre-assignment and assignment conditions for
knowledge and experience.
= The JURISDICTIONAL EXCEPTION RULE preserves the balance of USPAP if a
portion is contrary to law or public policy of ajurisdiction.
=  The SUPPLEMENTAL STANDARDS RULE provides the means for government
agencies, government sponsored enterprises, and other entities that establish public
policy to augment USPAP.
= The ten Standards establish the requirements for appraisal, appraisa review, and
appraisal consulting service and the manner in which each is communicated. Each
Standard includes a series of Standards Rules that contain binding requirements, as
well as specific requirements to which the DEPARTURE RULE may apply under
certain conditions.
- STANDARDS 1 and 2 establish requirements for the development and
communication of areal property appraisal.
- STANDARD 3 establishes requirements for the development and
communication of an appraisal review.
- STANDARDS 4 and 5 edtablish regquirements for the development and
communication of areal property appraisal consulting assignment.
- STANDARD 6 establishes requirements for the development and
communication of a mass appraisal.
- STANDARDS 7 and 8 edtablish reguirements for the development and
communication of a personal property appraisal.
- STANDARDS 9 and 10 establish requirements for the development and
communication of abusiness or intangible asset appraisal.
= Statements on Appraisal Standards clarify, interpret, explain, or elaborate on a Rule
or Standards Rule.
= Comments are an integral part of USPAP and have the same weight as the
component they address. These extensions of the DEFINITIONS, Rules, and
Standards Rules provide interpretation and establish the context and conditions for
application.
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ETHICSRULE

To promote and preserve the public trust inherent in professional appraisal practice, an appraiser
must observe the highest standards of professional ethics. This ETHICS RULE is divided into four
sections: Conduct, M anagement, Confidentiality, and Record Keeping. The first three sections apply
to all appraisal practice, and all four sections apply to appraisal practice performed under
STANDARDS 1 through 10.

Comment: This Rule specifies the personal obligations and responsibilities of the
individual appraiser. However, it should also be noted that groups and organizations
engaged in appraisal practice share the same ethical obligations.

Compliance with USPAP is required when either the service or the appraiser is obligated by law or
regulation, or by agreement with the client or intended users, to comply. In addition to these
requirements, an individual should comply any time that individual represents that he or she is
performing the service asan appraiser.

An appraiser must not misrepresent his or her role when providing valuation services that are
outside of appraisal practice.

Comment: Honesty, impartiality, and professional competency are required of all
appraisers under these Uniform Standards of Professional Appraisal Practice (USPAP).
To document recognition and acceptance of his or her USPAP-related responsibilities in
communicating an appraisal, appraisal review, or appraisal consulting assignment
completed under USPAP, an appraiser is required to certify compliance with USPAP.
(See Standards Rules 2-3, 3-3, 5-3, 6-8, 8-3, and 10-3.)

Conduct:

An appraiser must perform assignments ethically and competently, in accordance with USPAP and
any supplemental standards agreed to by the appraiser in accepting the assignment. An appraiser
must not engage in criminal conduct. An appraiser must perform assignments with impartiality,
objectivity, and independence, and without accommodation of personal interests.

In appraisal practice, an appraiser must not perform as an advocate for any party or issue.

Comment: An appraiser may be an advocate only in support of his or her assignment
results. Advocacy in any other form in appraisal practice is a violation of the ETHICS
RULE.

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

An appraiser must not communicate assignment results in a misleading or fraudulent manner. An
appraiser must not use or communicate a misleading or fraudulent report or knowingly permit an
employee or other person to communicate a misleading or fraudulent report.?

An appraiser must not use or rely on unsupported conclusions relating to characteristics such as
race, color, religion, national origin, gender, marital status, familial status, age, receipt of public
assistance income, handicap, or an unsupported conclusion that homogeneity of such characteristics
isnecessary to maximize value.

! See Advisory Opinion AO-21. Referencesto Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.

2 See Advisory Opinion AO-5. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto the
Standards Rules.
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Comment: An individual appraiser employed by a group or organization that conducts
itself in a manner that does not conform to these Standards should take steps that are
appropriate under the circumstances to ensure compliance with the Standards.

M anagement:

The payment of undisclosed fees, commissions, or things of valuein connection with the procurement
of an assignment is unethical.

Comment: Disclosure of fees, commissions, or things of value connected to the
procurement of an assignment must appear in the certification and in any transmittal
letter in which conclusions are stated. In groups or organizations engaged in appraisal
practice, intra-company payments to employees for business development are not
considered unethical. Competency, rather than financial incentives, should be the primary
basis for awarding an assignment.

It isunethical for an appraiser to accept an assignment, or to have a compensation arrangement for
an assignment, that is contingent on any of the following:

the reporting of a predetermined result (e.g., opinion of value);

adirection in assignment resultsthat favorsthe cause of the client;

the amount of a value opinion;

the attainment of a stipulated result; or

the occurrence of a subsequent event directly related to the appraiser’s opinions and specific
to the assignment’s pur pose.

ghrwdNpE

Advertising for or soliciting assignments in a manner that is false, misleading, or exaggerated is
unethical.

Comment: In groups or organizations engaged in appraisal practice, decisions concerning
finder or referral 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 there has been no breach of
ethics, that the assignment is prepared in accordance with these Standards, and that the
report can be properly certified when required by Standards Rules 2-3, 3-3, 5-3, 6-8, 8-3,
or 10-3.

Confidentiality:

An appraiser must protect the confidential natur e of the appraiser-client relationship.

An appraiser must act in good faith with regard to the legitimate interests of the client in the use of
confidential infor mation and in the communication of assignment results.

An appraiser must be aware of, and comply with, all confidentiality and privacy laws and regulations
applicablein an assignment*.

An appraiser must not disclose confidential information or assignment results prepared for a client
to anyone other than the client and persons specifically authorized by the client; state enforcement
agencies and such third parties as may be authorized by due process of law; and a duly authorized
professional peer review committee except when such disclosure to a committee would violate
applicable law or regulation. It is unethical for a member of a duly authorized professional peer
review committee to disclose confidential information presented to the committee.
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Comment: When all confidential elements of confidential information are removed
through redaction or the process of aggregation, client authorization is not required for
the disclosure of the remaining information, as modified.

*NOTICE: Pursuant to the passage of the Gramm-Leach-Bliley Act in 1999, numerous agencies have
adopted new privacy regulations. Such regulations are focused on the protection of information provided by
consumers to those involved in financial activities “found to be closely related to banking or usual in
connection with the transaction of banking.” These activities have been deemed to include “appraising real
or personal property.” (Quotations are from the Federal Trade Commission, Privacy of Consumer Financial
Information; Final Rule, 16 CFR Part 313.)

Record Keeping:

An appraiser must prepare a workfile for each appraisal, appraisal review, or appraisal consulting
assignment. Theworkfile must include:

= thename of the client and theidentity, by name or type, of any other intended users;
= truecopiesof any written reports, documented on any type of media;

= summaries of any oral reports or testimony, or a transcript of testimony, including the
appraiser’ssigned and dated certification; and

= all other data, information, and documentation necessary to support the appraiser’s
opinions and conclusions and to show compliance with this Rule and all other applicable
Standards, or referencesto the location(s) of such other documentation.

An appraiser must retain the workfile for a period of at least five (5) years after preparation or at
least two (2) years after final disposition of any judicial proceeding in which the appraiser provided
testimony related to the assignment, whichever period expireslast.

An appraiser must have custody of his or her workfile, or make appropriate workfile retention,
access, and retrieval arrangementswith the party having custody of the wor kfile.

Comment: A workfile preserves evidence of the appraiser’s consideration of all
applicable data and statements required by USPAP and other information as may be
required to support the appraiser’s opinions, conclusions, and recommendations. For
example, the content of a workfile for a Complete Appraisal must reflect consideration of
all USPAP requirements applicable to the specific Complete Appraisal assignment.
However, the content of a workfile for a Limited Appraisa need only reflect
consideration of the USPAP regquirements from which there have been no departure and
that are required by the specific Limited Appraisal assignment.

A photocopy or an electronic copy of the entire actual written appraisal, appraisa review, or
appraisal consulting report sent or ddlivered to a client satisfies the requirement of a true copy.
As an example, a photocopy or eectronic copy of the Sdlf-Contained Appraisa Report,
Summary Appraisal Report, or Restricted Use Appraisal Report actually issued by an appraiser
for areal property appraisal assignment satisfies the true copy requirement for that assgnment.

Care should be exercised in the selection of the form, style, and type of medium for
written records, which may be handwritten and informal, to ensure that they are
retrievable by the appraiser throughout the prescribed record retention period.
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A workfile must be in existence prior to and contemporaneous with the issuance of a
written or oral report. A written summary of an oral report must be added to the workfile
within a reasonable time after the issuance of the oral report.

A workfile must be made available by the appraiser when required by state enforcement
agencies or due process of law. In addition, a workfile in support of a Restricted Use
Appraisal Report must be sufficient for the appraiser to produce a Summary Appraisal
Report (for assignments under STANDARDS 2 and 8) or an Appraisa Report (for
assignments under STANDARD 10), and must be available for inspection by the client in
accordance with the Comment to Standards Rules 2-2(c)(ix), 8-2(c)(ix), and 10-2(b)(ix).
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COMPETENCY RULE

Prior to accepting an assignment or entering into an agreement to perform any assignment, an
appraiser must properly identify the problem to be addressed and have the knowledge and

experience to complete the assignment competently; or alter natively, must:

1. disclose the lack of knowledge and/or experience to the client before accepting the

2.
3.

assignment;
take all steps necessary or appropriate to complete the assignment competently; and

describe the lack of knowledge and/or experience and the steps taken to complete the

assignment competently in the report.

Comment: Competency applies to factors such as, but not limited to, an appraiser’s
familiarity with a specific type of property, a market, a geographic area, or an analytical
method. If such a factor is necessary for an appraiser to develop credible assignment
results, the appraiser is responsible for having the competency to address that factor or
for following the steps outlined above to satisfy this COMPETENCY RULE.

The background and experience of appraisers varies widely, and a lack of knowledge or
experience can lead to inaccurate or inappropriate appraisal practice. The
COMPETENCY RULE requires an appraiser to have both the knowledge and the
experience required to perform a specific appraisal service competently.

If an appraiser is offered the opportunity to perform an appraisal service but lacks the
necessary knowledge or experience to complete it competently, the appraiser must
disclose his or her lack of knowledge or experience to the client before accepting the
assignment and then take the necessary or appropriate steps to complete the appraisal
service competently. This may be accomplished in various ways, including, but not
limited to, personal study by the appraiser, association with an appraiser reasonably
believed to have the necessary knowledge or experience, or retention of others who
possess the required knowledge or experience.

In an assignment where geographic competency is necessary, an appraiser preparing an
appraisal in an unfamiliar location must spend sufficient time to understand the nuances
of the local market and the supply and demand factors relating to the specific property
type and the location involved. Such understanding will not be imparted solely from a
consideration of specific data such as demographics, costs, sales, and rentals. The
necessary understanding of local market conditions provides the bridge between a sale
and a comparable sale or a rental and a comparable rental. If an appraiser is not in a
position to spend the necessary amount of time in a market area to obtain this
understanding, affiliation with a qualified local appraiser may be the appropriate response
to ensure development of credible assignment results.

Although this Rule requires an appraiser to identify the problem and disclose any
deficiency in competence prior to accepting an assignment, facts or conditions uncovered
during the course of an assignment could cause an appraiser to discover that he or she
lacks the required knowledge or experience to complete the assignment competently. At
the point of such discovery, the appraiser is obligated to notify the client and comply with
items 2 and 3 of this Rule.
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DEPARTURE RULE?®

This Rule permits exceptions from sections of USPAP that are classified as specific requirements rather
than binding requirements. The burden of proof is on the appraiser to decide before accepting an
assignment and invoking this Rule that the scope of work applied will result in opinionsor conclusonsthat
are credible. The burden of disclosure is also on the appraiser to report any departures from specific
requirements.

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

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

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

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

Comment: Not all specific requirements are applicable to every assignment. When a specific
requirement is not applicable to a given assignment, the specific requirement is irrelevant
and therefore no departure is needed.

A specific requirement is applicable when:
= it addresses factors or conditions that are present in the given assignment, or
= it addresses analysisthat istypical practice in such an assignment.

A specific requirement is not applicable when:
= it addresses factors or conditions that are not present in the given
assignment,
= it addresses analysisthat is not typical practicein such an assignment, or
= it addresses analysis that would not provide meaningful results in the given
assignment.

Of those specific requirements that are applicable to a given assignment, some may be
necessary in order to result in opinions or conclusions that are credible. When a specific
requirement is necessary to a given assignment, departure is not permitted.

Departure is permitted from those specific requirements that are applicable to a given
assignment but not necessary in order to result in opinions or conclusions that are
credible.

A specific requirement is considered to be both applicable and necessary when:
= it addresses factors or conditions that are present in the given assignment, or
= it addresses analysisthat istypical practice in such an assignment, and
= lack of consideration for those factors, conditions, or analyses would
significantly affect the credibility of the results.

% See Statement on Appraisal Standards No. 7 (SMT-7). Seeaso Advisory Opinion AO-15. Referencesto Advisory Opinionsare for
guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.
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Typical practice for a given assignment is measured by:
= the expectations of the participants in the market for appraisal services, and
= what an appraiser’s peers’ actions would be in performing the same or a
similar assignment.

If an appraiser enters into an agreement to perform an appraisal service that calls for
something less than, or different from, the work that would otherwise be required by the
specific requirements, Standards Rules 2-2(a)(xi), 2-2(b)(xi), 2-2(c)(xi), 6-7(p), 8-
2(a)(xi), 8-2(b)(xi), 8-2(c)(xi), 10-2(a)(x), and 10-2(b)(x) require that the report clearly
identify and explain departure(s) from the specific requirements.

Departure from the following development and reporting Standards Rules is not
permitted: Standards Rules 1-1, 1-2, 1-5, 1-6, 2-1, 2-2, 2-3, 3-1, 3-2, 3-3, 4-1, 4-2, 5-1, 5
2,53, 6-1, 6-3, 6-6, 6-7, 6-8, 7-1, 7-2, 7-5, 7-6, 8-1, 8-2, 8-3, 9-1, 9-2, 9-3, 9-5, 10-1, 10-
2, and 10-3. This restriction on departure is reiterated throughout the document with the
reminder: “This Standards Rule contains binding requirements from which departure is
not permitted.”

The DEPARTURE RULE does not apply to the DEFINITIONS, PREAMBLE, ETHICS
RULE, COMPETENCY RULE, JURISDICTIONAL EXCEPTION RULE or
SUPPLEMENTAL STANDARDS RULE.

Electronic USPAP 2005 Edition — Not for Distribution
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Jurisdictional
Exception Rule

455  JURISDICTIONAL EXCEPTION RULE

456 If any part of USPAP is contrary to the law or public policy of any jurisdiction, only that part shall
457 bevoid and of noforceor effect in that jurisdiction.

458 Comment: The purpose of the JURISDICTIONAL EXCEPTION RULE is drictly
459 limited to providing a saving or severability clause intended to preserve the balance of
460 USPAP if one or more of its parts are determined to be contrary to law or public policy of
461 ajurisdiction. By logical extension, there can be no violation of USPAP by an appraiser
462 disregarding, with proper disclosure, only the part or parts of USPAP that are void and of
463 no force and effect in a particular assignment by operation of legal authority. It is
464 misleading for an appraiser to disregard a part or parts of USPAP as void and of no force
465 and effect in a particular assignment without identifying in the appraiser’s report the part
466 or parts disregarded and the legal authority justifying this action.

467 As used in the JURISDICTIONAL EXCEPTION RULE, law means a body of rules with
468 binding legal force established by controlling governmental authority. This broad
469 meaning includes, without limitation, the federal and state congtitutions; legislative and
470 court-made law; and administrative rules, regulations, and ordinances. Public policy
471 refers to more or less well-defined moral and ethical standards of conduct, currently and
472 generally accepted by the community as a whole, and recognized by the courts with the
473 aid of statutes, judicial precedents, and other similar available evidence. Jurisdiction
474 refers to the legal authority to legislate, apply, or interpret law in any form at the federal,
475 state, and local levels of government.

14 Electronic USPAP 2005 Edition — Not for Distribution
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SUPPLEMENTAL STANDARDSRULE

USPAP provides the common basis for all appraisal practice. Supplemental standards applicable to
assignments prepared for specific purposes or property types may be issued (i.e., published) by
government agencies, government sponsored enterprises, or other entities that establish public
policy. An appraiser and client must ascertain whether any such published supplemental standards
in addition to USPAP apply to the assignment being considered.*

Comment: The purpose of the SUPPLEMENTAL STANDARDS RULE is to provide a
reasonable means to augment USPAP with requirements that add to the requirements set
forth by USPAP.

Supplemental standards cannot diminish the purpose, intent, or content of the
requirements of USPAP.

Upon agreeing to perform an assignment that includes acceptable supplemental
standards, an appraiser is obligated to competently satisfy those supplemental standards,
as well as applicable USPAP requirements.

An appraiser who represents that an assignment is or will be completed in compliance
with agreed-upon supplemental standards and who then knowingly fails to comply with
those supplemental standards violates the ETHICS RULE, or who then inadvertently fails
to comply with those supplemental standards violates the COMPETENCY RULE. (See
the ETHICS RULE and the COMPETENCY RULE.)

4 See Advisory Opinions AO-7 and AO-8. See also Statement on Appraisal Standards No. 10 (SMT-10). References to Advisory
Opinions are for guidance only and do not incorporate Advisory Opinions into Standards Rules.
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STANDARD 1: REAL PROPERTY APPRAISAL, DEVELOPMENT

In developing areal property appraisal, an appraiser must identify the problem to be solved and the
scope of work necessary to solve the problem, and correctly complete resear ch and analysis necessary
to produce a credible appraisal.

Comment: STANDARD 1 is directed toward the substantive aspects of developing a
competent appraisal of real property. The requirements set forthin STANDARD 1 follow
the appraisal development process in the order of topics addressed and can be used by
appraisers and the users of appraisal services as a convenient checklist.

Standards Rule 1-1 (This Standards Rule contains binding requirements from which departure is
not permitted.)

In developing areal property appraisal, an appraiser must:

(a) be aware of, understand, and correctly employ those recognized methods and techniques
that are necessary to produce a credible appraisal;

Comment: This Rule recognizes that the principle of change continues to affect the
manner in which appraisers perform appraisal services. Changes and developmentsin the
real estate field have a substantial impact on the appraisal profession. Important changes
in the cost and manner of constructing and marketing commercial, industrial, and
residential real estate as well as changes in the legal framework in which real property
rights and interests are created, conveyed, and mortgaged have resulted in corresponding
changes in appraisal theory and practice. Social change has also had an effect on
appraisal theory and practice. To keep abreast of these changes and developments, the
appraisal profession is constantly reviewing and revising appraisal methods and
techniques and devising new methods and techniques to meet new circumstances. For
this reason, it is not sufficient for appraisers to simply maintain the skills and the
knowledge they possess when they become appraisers. Each appraiser must continuously
improve his or her skillsto remain proficient in real property appraisal.

(b) not commit a substantial error of omission or commission that significantly affects an
appraisal; and

Comment: In performing appraisal services, an appraiser must be certain that the
gathering of factual information is conducted in a manner that is sufficiently diligent,
given the scope of work as identified according to Standards Rule 1-2(f), to ensure that
the data that would have a materia or significant effect on the resulting opinions or
conclusions are identified and, where necessary, analyzed. Further, an appraiser must use
sufficient care in analyzing such data to avoid errors that would significantly affect his or
her opinions and conclusions.

(© not render appraisal servicesin a carelessor negligent manner, such as by making a series of
errorsthat, although individually might not significantly affect the results of an appraisal, in
the aggr egate affects the credibility of those results.

Comment: Perfection isimpossible to attain, and competence does not require perfection.
However, an appraiser must not render appraisal services in a careless or negligent
manner. This Standards Rule requires an appraiser to use due diligence and due care.
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Standards Rule 1-2 (This Standards Rule contains binding requirements from which departure is

not permitted.)

In developing areal property appraisal, an appraiser must:

(@)
(b)

(©)

(d)
(€)

identify the client and other intended users; °
identify the intended use of the appraiser’s opinions and conclusions;

Comment: Identification of the intended use is necessary for the appraiser and the client
to decide:

= the appropriate scope of work to be completed, and
= thelevel of information to be provided in communicating the appraisal.

An appraiser must not alow a client’s objectives or intended use to cause an analyss to be
biased.

identify the type and definition of value and, if the value opinion to be developed is market
value,® ascertain whether thevalueisto bethe most probable price:

0] in termsof cash; or

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

(iii) in other precisely defined terms; and

(iv) if the opinion of value is to be based on non-market financing or financing with
unusual conditions or incentives, the terms of such financing must be clearly
identified and the appraiser’s opinion of their contributionsto or negative influence

on value must be developed by analysis of relevant market data;

Comment: When developing an opinion of market value, the appraiser must also
develop an opinion of reasonable exposure time linked to the value opinion.”

identify the effective date of the appraiser’s opinions and conclusions;®

identify the characteristics of the property that are relevant to the type and definition of
value and intended use of the appraisal, ? including:

0] itslocation and physical, legal, and economic attributes;
(i) thereal property interest to be valued;

(iii) any personal property, trade fixtures, or intangible itemsthat are not real property
but areincluded in the appraisal;

> See Statement on Appraisal Standards No. 9 (SMT-9).
See Advisory Opinion AO-8. Referencesto Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto

. the Standards Rules.
See Statement on Appraisal Standards No. 6 (SMT-6). See aso Advisory Opinions AO-7 and AO-8. Referencesto Advisory Opinions
arefor guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.

9 See Statement on Appraisa StandardsNo. 3 (SMT-3).
See Advisory Opinion AO-2. Referencesto Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.
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(iv) any known easements, restrictions, encumbrances, leases, reservations, covenants,
contracts, declarations, special assessments, ordinances, or other items of a similar
nature; and

(v) whether the subject property is a fractional interest, physical segment, or partial
holding;

Comment on (i)—(v): If the necessary subject property information is not
available because of assignment conditions that limit research opportunity (such
as conditions that preclude an onsite inspection or the gathering of information
from reliable third-party sources), an appraiser must:

= obtain the necessary information before proceeding, or
= where possible, in compliance with Standards Rule 1-2(g), use an
extraordinary assumption about such information.

An appraiser may use any combination of a property inspection and documents,
such as a physical legal description, address, map reference, copy of a survey or
map, property sketch, or photographs, to identify the relevant characteristics of
the subject property. Identification of the real property interest appraised can be
based on a review of copies or summaries of title descriptions or other
documents that set forth any known encumbrances. The information used by an
appraiser to identify the property characteristics must be from sources the
appraiser reasonably believes arereliable.

An appraiser is not required to value the whole when the subject of the appraisal
isafractional interest, a physical segment, or a partia holding.

()] identify the scope of work necessary to complete the assignment; ™
Comment: The scope of work is acceptable when it is consistent with:

= the expectations of participants in the market for the same or similar appraisal
services; and

= what the appraiser’s peers’ actions would be in performing the same or a similar
assignment in compliance with USPAP.

An appraiser must have sound reasons in support of the scope of work decision and must
be prepared to support the decision to exclude any information or procedure that would
appear to be relevant to the client, an intended user, or the appraiser’s peers in the same
or asimilar assignment.

An appraiser must not allow assignment conditions or other factors to limit the extent of
research or analysis to such a degree that the resulting opinions and conclusions developed
in an assignment are not credible in the context of the intended use of the appraisal.

(9) identify any extraordinary assumptions necessary in the assignment; and

Comment: An extraordinary assumption may be used in an assignment only if:

= itisrequired to properly develop credible opinions and conclusions;
= theappraiser has areasonable basis for the extraordinary assumption;

10 See Statement on Appraisal Standards No. 7 (SMT-7) and Advisory Opinions AO-15, AO-19, and AO-22. Referencesto Advisory
Opinions are for guidance only and do not incorporate Advisory Opinions into the Standards Rules.
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(h)

= useof the extraordinary assumption resultsin a credible analysis; and
= the appraiser complies with the disclosure requirements set forth in USPAP for
extraordinary assumptions.

identify any hypothetical conditions necessary in the assignment.
Comment: A hypothetical condition may be used in an assignment only if:

= use of the hypothetical condition is clearly required for legal purposes, for purposes
of reasonable analysis, or for purposes of comparison;

= useof the hypothetical condition resultsin a credible analysis; and

= the appraiser complies with the disclosure requirements set forth in USPAP for
hypothetical conditions.

Standards Rule 1-3 (This Standards Rule contains specific requirements from which departure is

permitted. Seethe DEPARTURE RULE.)

When the value opinion to be developed is market value, and given the scope of work identified in
accordance with Standards Rule 1-2(f), an appraiser must:

(@)

(b)

identify and analyze the effect on use and value of existing land use regulations, reasonably
probable modifications of such land use regulations, economic supply and demand, the
physical adaptability of thereal estate, and market area trends; and

Comment: An appraiser must avoid making an unsupported assumption or premise about
market area trends, effective age, and remaining life.

develop an opinion of the highest and best use of thereal estate.

Comment: An appraiser must analyze the relevant legal, physical, and economic factors to the
extent necessary to support the appraiser’s highest and best use conclusion(s).

Standards Rule 1-4 (This Standards Rule contains specific requirements from which departure is

permitted. Seethe DEPARTURE RULE.)

In developing a real property appraisal, an appraiser must collect, verify, and analyze all
information applicable to the appraisal problem, given the scope of work identified in accordance
with Standards Rule 1-2(f).

(@)

(b)

(©

When a sales comparison approach is applicable, an appraiser must analyze such
comparable sales data as ar e available to indicate a value conclusion.

When a cost approach is applicable, an appraiser must:
0] develop an opinion of site value by an appropriate appraisal method or technique;

(i) analyze such comparable cost data as are available to estimate the cost new of the
improvements (if any); and

(i) analyze such comparable data as are available to estimate the difference between
the cost new and the present worth of the improvements (accrued depreciation).

When an income appr oach is applicable, an appraiser must:
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(d)

()

(f)

(9)

(h)

0] analyze such comparable rental data as are available and/or the potential earnings
capacity of the property to estimate the grossincome potential of the property;

(i) analyze such comparable operating expense data as are available to estimate the
operating expenses of the property;

(iii) analyze such comparable data as are available to estimate rates of capitalization
and/or rates of discount; and

(iv) base projections of future rent and/or income potential and expenses on reasonably
clear and appropriate evidence.**

Comment: In developing income and expense statements and cash flow
projections, an appraiser must weigh historical information and trends, current
supply and demand factors affecting such trends, and anticipated events such as
competition from developments under construction.

When developing an opinion of the value of a leased fee estate or a leasehold estate, an
appraiser must analyze the effect on value, if any, of theterms and conditions of the lease(s).

An appraiser must analyze the effect on value, if any, of the assemblage of the various estates
or component parts of a property and refrain from valuing the whole solely by adding
together theindividual values of the various estates or component parts.

Comment: Although the value of the whole may be equal to the sum of the separate
estates or parts, it also may be greater than or less than the sum of such estates or parts.
Therefore, the value of the whole must be tested by reference to appropriate data and
supported by an appropriate analysis of such data.

A similar procedure must be followed when the value of the whole has been established
and the appraiser seeks to value a part. The value of any such part must be tested by
reference to appropriate data and supported by an appropriate analysis of such data.

An appraiser must analyze the effect on value, if any, of anticipated public or private
improvements, located on or off the site, to the extent that market actions reflect such
anticipated improvements as of the effective appraisal date.

An appraiser must analyze the effect on value of any personal property, trade fixtures, or
intangibleitemsthat are not real property but areincluded in the appraisal.

Comment: Competency in personal property appraisal (see STANDARD 7) or business
appraisal (see STANDARD 9) may be required when it is necessary to alocate the
overall value to the property components. A separate appraisal, developed in compliance
with the Standard pertinent to the type of property involved, is required when the value of
anon-realty item or combination of such items is significant to the overall value.

When appraising proposed improvements,'? an appraiser must examine and have available
for future examination:

() plans, specifications, or other documentation sufficient to identify the scope and
character of the proposed improvements;

! See Statement on Appraisal Standards No. 2 (SMT-2).
12 See Advisory Opinion AO-17. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.
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(i) evidence indicating the probable time of completion of the proposed improvements;
and

(iii) reasonably clear and appropriate evidence supporting development costs,
anticipated earnings, occupancy projections, and the anticipated competition at the
time of completion.

Comment: Development of a value opinion for a subject property with proposed
improvements as of a current date involves the use of the hypothetical condition
that the described improvements have been completed as of the date of value
when, in fact, they have not.

The evidence required to be examined and maintained may include such items
as contractors’ estimates relating to cost and the time required to complete
congtruction, market and feasibility studies, operating cost data, and the history
of recently completed similar developments. The appraisal may require a
complete feasibility analysis.

Standards Rule 1-5 (This Standards Rule contains binding requirements from which departure is
not permitted.)

In developing a real property appraisal, when the value opinion to be developed is market value, an
appraiser must, if such information is available to the appraiser in the normal cour se of business:®

(a analyze all agreements of sale, options, or listings of the subject property current as of the
effective date of the appraisal; and

analyze all sales of the subject property that occurred within the three (3) years prior to the
b I Il sales of th bj h ed within the th 3 i h
effective date of the appraisal.™

Comment: See the Comments to Standards Rules 2-2(a)(ix), 2-2(b)(ix), and 2-2(c)(ix) for
corresponding reporting requirements relating to the availability and relevance of
information.

Standards Rule 1-6 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing areal property appraisal, an appraiser must:

(a) reconcile the quality and quantity of data available and analyzed within the approaches
used; and
(b) reconcile the applicability or suitability of the approaches used to arrive at the value

conclusion(s).

Comment: See the Comments to Standards Rules 2-2(a)(ix), 2-2(b)(ix), and 2-2(c)(ix)
for corresponding reporting requirements.

13 See Advisory Opinion AO-24. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.

14 See Advisory Opinion AO-1. Referencesto Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.
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STANDARD 2: REAL PROPERTY APPRAISAL, REPORTING

In reporting the results of a real property appraisal, an appraiser must communicate each analysis,
opinion, and conclusion in a manner that is not misleading.

Comment: STANDARD 2 addresses the content and level of information required in a
report that communicates the results of area property appraisal.

STANDARD 2 does not dictate the form, format, or style of real property appraisal
reports. The form, format, and style of a report are functions of the needs of users and
appraisers. The substantive content of a report determines its compliance.

Standards Rule 2-1 (This Standards Rule contains binding requirements from which departure is
not permitted.)

Each written or oral real property appraisal report must:
(a) clearly and accurately set forth the appraisal in a manner that will not be misleading;

(b) contain sufficient information to enable the intended users of the appraisal to understand the
report properly; and

(© clearly and accurately disclose all assumptions, extraordinary assumptions, hypothetical
conditions, and limiting conditions used in the assignment.

Comment: Examples of extraordinary assumptions or hypothetical conditions might
include items such as the execution of a pending lease agreement, atypical financing, a
known but not yet quantified environmental issue, or completion of onsite or offsite
improvements.

Standards Rule 2-2 (This Standards Rule contains binding requirements from which departure is
not permitted.)

Each written real property appraisal report must be prepared under one of the following three
options and prominently state which option is used: Self-Contained Appraisal Report, Summary
Appraisal Report, or Restricted Use Appraisal Report.™

Comment: When the intended users include parties other than the client, either a Self-
Contained Appraisal Report or a Summary Appraisal Report must be provided. When the
intended users do not include parties other than the client, a Restricted Use Appraisal
Report may be provided.

The essential difference among these three options is in the content and level of
information provided.

An appraiser must use care when characterizing the type of report and level of
information communicated upon completion of an assignment. An appraiser may use any
other label in addition to, but not in place of, the label set forth in this Standard for the
type of report provided.

15 See Statement on Appraisal Standards No. 7 (SMT-7) and Advisory Opinion AO-12. Referencesto Advisory Opinions are for guidance
only and do not incorporate Advisory Opinionsinto the Standards Rules.

Electronic USPAP 2005 Edition — Not for Distribution
©The Appraisal Foundation



The report content and level of information requirements set forth in this Standard are
minimums for each type of report. An appraiser must supplement a report form, when
necessary, to ensure that any intended user of the appraisal is not misled and that the
report complies with the applicable content requirements set forth in this Standards Rule.

A party receiving a copy of a Self-Contained Appraisal Report, Summary Appraisal
Report, or Restricted Use Appraisal Report in order to satisfy disclosure requirements
does not become an intended user of the appraisal unless the appraiser identifies such
party as an intended user as part of the assignment.

(a The content of a Self-Contained Appraisal Report must be consistent with the intended use

of the appraisal and, at a minimum:

(i)

(if)
(iii)

(iv)

(v)

state the identity of the client and any intended users, by nameor type;*

Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE. In those rare instances when the client wishes to remain
anonymous, an appraiser must still document the identity of the client in the
workfile but may omit the client’s identity in the report.

Intended users of the report might include parties such as lenders, employees of
government agencies, partners of a client, and a client’s attorney and accountant.

state the intended use of the appraisal;*’

describe infor mation sufficient to identify the real estate involved in the appraisal,
including the physical and economic property characteristics relevant to the

assignment;*®

Comment: The real estate involved in the appraisal can be specified, for
example, by a legal description, address, map reference, copy of a survey or
map, property sketch and/or photographs or the like. The information can
include a property sketch and photographs in addition to written comments
about the legal, physical, and economic attributes of the real estate relevant to
the type and definition of value and intended use of the appraisal.

statethe real property interest appraised,;
Comment: The statement of the real property rights being appraised must be
substantiated, as needed, by copies or summaries of title descriptions or other

documents that set forth any known encumbrances.

state the type and definition of value and cite the sour ce of the definition;

16 See Statement on Appraisal Standards No. 9 (SMT-9).
Y7 See Statement on Appraisal Standards No. 9 (SMT-9).

18 See Advisory Opinion AO-2 and AO-23. References to Advisory Opinions are for guidance only and do not incorporate Advisory

Opinionsinto the Standards Rules.
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Comment: Stating the definition of value also requires any comments needed to
clearly indicate to intended users how the definition is being applied.”

When reporting an opinion of market value, state whether the opinion of value
is:

= intermsof cash or of financing terms equivalent to cash, or
= based on non-market financing or financing with unusual conditions or
incentives.

When an opinion of market value is not in terms of cash or based on financing
terms equivalent to cash, summarize the terms of such financing and explain
their contributions to or negative influence on value.

(vi) state the effective date of the appraisal and the date of the report;

Comment: The effective date of the appraisal establishes the context for the
value opinion, while the date of the report indicates whether the perspective of
the appraiser on the market or property use conditions as of the 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 stages of the report in tandem isimportant for the clear understanding of
the reader whenever market or property use conditions on the date of the report
are different from such conditions on the effective date of the appraisal.

(vii) describe sufficient infor mation to disclose to the client and any other intended users
of the appraisal the scope of work used to develop the appraisal;*

Comment: This requirement is to ensure that the client and intended users whose
expected reliance on an appraisadl may be affected by the extent of the
appraiser’s investigation are properly informed and are not misled as to the
scope of work. The appraiser has the burden of proof to support the scope of
work decision and the level of information included in a report.

When any portion of the work involves significant real property appraisal

assistance, the appraiser must describe the extent of that assistance. The signing

appraiser must also state the name(s) of those providing the significant real

property appraisal assistance in the certification, in accordance with SR 2-3.
(viii)  clearly and conspicuously:

o stateall extraordinary assumptions and hypothetical conditions; and

o statethat their use might have affected the assignment results;

(ix) describe the information analyzed, the appraisal procedures followed, and the
reasoning that supportsthe analyses, opinions, and conclusions;

19 See Statement on Appraisal Standards No. 6 (SMT-6). See also Advisory Opinions AO-7, AO-8, and AO-22. Referencesto Advisory
Opinionsare for guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.

2 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).

2 See Statement on Appraisal Standards No. 7 (SMT-7) and Advisory Opinion AO-22. Referencesto Advisory Opinions are for guidance
only and do not incorporate Advisory Opinionsinto the Standards Rules.
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Comment: The appraiser must be certain the information provided is sufficient 815

for the client and intended users to adequately understand the rationale for the 816
opinion and conclusions, including reconciliation of the data and approaches, in 817
accordance with Standards Rule 1-6. 818
When reporting an opinion of market value, a summary of the results of 819
analyzing the subject sales, options, and listings in accordance with Standards 820
Rule 1-5 is required. If such information is unobtainable, a statement on the 821
efforts undertaken by the appraiser to obtain the information is required. If such 822
information is irrelevant, a statement acknowledging the existence of the 823
information and citing its lack of relevance is required. 824
(x) state the use of the real estate existing as of the date of value and the use of thereal =~ 8%
estate reflected in the appraisal; and, when reporting an opinion of market value, 8%
describe the support and rationale for the appraiser’s opinion of the highest and 827
best use of thereal estate; 828
Comment: The report must contain the appraiser’s opinion as to the highest and 829
best use of the real estate, unless an opinion as to highest and best use is 830
unnecessary, such as in insurance valuation or “value in use” appraisals. When 831
reporting an opinion of market value, the appraiser’s support and rationale for 832
the opinion of highest and best use is required. The appraiser’s reasoning in 833
support of the opinion must be provided in the depth and detail required by its 834
significance to the appraisal. 835
(xi) state and explain any permitted departures from specific requirements of 836
STANDARD 1 and the reason for excluding any of the usual valuation approaches, 837
and 838
Comment: A Self-Contained Appraisal Report must include sufficient 839
information to indicate that the appraiser complied with the requirements of 840
STANDARD 1, including any permitted departures from the specific 841
requirements. The amount of detail required will vary with the significance of 842
the information to the appraisal. 843
When the DEPARTURE RULE is invoked, the assignment is deemed to be a 844
Limited Appraisal. Use of the term “Limited Appraisal” makes clear that the 845
assignment involved something less than or different from the work that could 846
have and would have been completed if departure had not been invoked. The 847
report of a Limited Appraisal must contain a prominent section that clearly 848
identifies the extent of the appraisal process performed and the departures taken. 849
The reliability of the results of a Complete Appraisal or a Limited Appraisal 850
developed under STANDARD 1 is not affected by the type of report prepared 851
under STANDARD 2. The extent of the appraisal process performed under 852
STANDARD 1 isthe basis for the reliability of the value conclusion. 853
(xii) include a signed certification in accordance with Standards Rule 2-3. 854
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(b) The content of a Summary Appraisal Report must be consistent with the intended use of the
appraisal and, at a minimum:

Comment: The essential difference between the Self-Contained Appraisal
Report and the Summary Appraisal Report isthe level of detail of presentation.

0] state the identity of the client and any intended users, by name or type;*

Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE. In those rare instances when the client wishes to remain
anonymous, an appraiser must still document the identity of the client in the
workfile but may omit the client’s identity in the report.

Intended users of the report might include parties such as lenders, employees of
government agencies, partners of a client, and a client’s attorney and accountant.

(ii) state the intended use of the appraisal;?

(iii) summarize information sufficient to identify the real estate involved in the
appraisal, including the physical and economic property characteristics relevant to
the assignment; %

Comment: The real estate involved in the appraisal can be specified, for
example, by a legal description, address, map reference, copy of a survey or
map, property sketch, and/or photographs or the like. The summarized
information can include a property sketch and photographs in addition to written
comments about the legal, physical, and economic attributes of the rea estate
relevant to the type and definition of value and intended use of the appraisal.

(iv) statethe real property interest appraised,;
Comment: The statement of the real property rights being appraised must be
substantiated, as needed, by copies or summaries of title descriptions or other
documents that set forth any known encumbrances.

(v) state the type and definition of value and cite the sour ce of the definition;

Comment: Stating the definition of value also requires any comments needed to
clearly indicate to the intended users how the definition is being applied.®

When reporting an opinion of market value, state whether the opinion of value
is:

= intermsof cash or of financing terms equivalent to cash, or
= based on non-market financing or financing with unusual conditions or
incentives.

2 See Statement on Appraisal Standards No. 9 (SMT-9).

2 See Statement on Appraisal Standards No. 9 (SMT-9).

2 See Advisory Opinions AO-2 and AO-23. References to Advisory Opinions are for guidance only and do not incorporate Advisory
Opinionsinto the Standards Rules.

% See Statement on Appraisal Standards No. 6 (SMT-6). See also Advisory Opinions AO-7 and AO-8. Referencesto Advisory Opinions
are for guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.
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When an opinion of market value is not in terms of cash or based on financing 889

terms equivalent to cash, summarize the terms of such financing and explain 890
their contributions to or negative influence on value. 891
(vi) state the effective date of the appraisal and the date of the report;* 892
Comment: The effective date of the appraisal establishes the context for the 893
value opinion, while the date of the report indicates whether the perspective of 894
the appraiser on the market or property use conditions as of the effective date of 895
the appraisal was prospective, current, or retrospective. 896
Reiteration of the date of the report and the effective date of the appraisal at 897
various stages of the report in tandem isimportant for the clear understanding of 898
the reader whenever market or property use conditions on the date of the report 899
are different from such conditions on the effective date of the appraisal. 900
(vii) summarize sufficient information to disclose to the client and any intended uses of 901
the appraisal the scope of work used to develop the appraisal;*’ 902
Comment: This requirement is to ensure that the client and intended users whose 903
expected reliance on an appraisal may be affected by the extent of the 904
appraiser’s investigation are properly informed and are not misled as to the 905
scope of work. The appraiser has the burden of proof to support the scope of 906
work decision and the level of information included in areport. 907
When any portion of the work involves significant real property appraisal 908
assistance, the appraiser must summarize the extent of that assistance. The 909
signing appraiser must also state the name(s) of those providing the significant 910
real property appraisal assistance in the certification, in accordance with SR 2-3. o11
(viii)  clearly and conspicuously: 912
o stateall extraordinary assumptions and hypothetical conditions; and 913
o statethat their use might have affected the assignment results; 914

(ix) summarize the information analyzed, the appraisal procedures followed, and the 915

reasoning that supportsthe analyses, opinions, and conclusions; 916
Comment: The appraiser must be certain that the information provided is 917
sufficient for the client and intended users to adequately understand the rationale 918
for the opinions and conclusions, including reconciliation of the data and 919
approaches, in accordance with Standards Rule 1-6. 920

% See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
%" See Statement on Appraisal Standards No. 7 (SMT-7). See also Advisory Opinion AO-22. References to Advisory Opinions are for
guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.
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921 When reporting an opinion of market value, a summary of the results of

922 analyzing the subject sales, options, and listings in accordance with Standards

923 Rule 1-5 is required. If such information is unobtainable, a statement on the

924 efforts undertaken by the appraiser to obtain the information is required. If such

925 information is irrelevant, a statement acknowledging the existence of the

926 information and citing its lack of relevanceis required.

927 x) state the use of the real estate existing as of the date of value and the use of the real
928 estate reflected in the appraisal; and, when reporting an opinion of market value,
929 summarize the support and rationale for the appraiser’s opinion of the highest and
930 best use of thereal estate;

931 Comment: The report must contain the appraiser’s opinion as to the highest and

932 best use of the real estate, unless an opinion as to highest and best use is

933 unnecessary such as in insurance valuation or “value in use” appraisals. When

934 reporting an opinion of market value, a summary of the appraiser’s support and

935 rationale for the opinion of highest and best use is required. The appraiser’s

936 reasoning in support of the opinion must be provided in the depth and detail

937 required by its significance to the appraisal.

938 (xi) state and explain any permitted departures from specific requirements of
939 STANDARD 1 and the reason for excluding any of the usual valuation approaches,
940 and

941 Comment: A Summary Appraisal Report must include sufficient information to

942 indicate that the appraiser complied with the requirements of STANDARD 1,

943 including any permitted departures from the specific requirements. The amount

944 of detail required will vary with the significance of the information to the

945 appraisal.

946 When the DEPARTURE RULE is invoked, the assignment is deemed to be a

947 Limited Appraisal. Use of the term “Limited Appraisal” makes clear that the

948 assignment involved something less than or different from the work that could

949 have and would have been completed if departure had not been invoked. The

950 report of a Limited Appraisal must contain a prominent section that clearly

951 identifies the extent of the appraisal process performed and the departures taken.

952 The reliability of the results of a Complete Appraisal or a Limited Appraisal

953 developed under STANDARD 1 is not affected by the type of report prepared

954 under STANDARD 2. The extent of the appraisal process performed under

955 STANDARD 1 isthe basisfor the reliability of the value conclusion.

956 (xii) include a signed certification in accordance with Standards Rule 2-3.

957  (c) The content of a Restricted Use Appraisal Report must be consistent with the intended use of
958 the appraisal and, at a minimum:

959 (i) state the identity of the client, by name or type;®

8 See Statement on Appraisal Standards No. 9 (SMT-9).
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Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE. In those rare instances when the client wishes to remain
anonymous, an appraiser must still document the identity of the client in the

workfile but may omit the client’s identity in the report.

(ii) state the intended use of the appraisal;®

Comment: Theintended use of the appraisa must be consistent with the limitation on
use of the Regtricted Use Appraisal Report option in this Standards Rule (i.e, client

use only).

(iii) state infor mation sufficient to identify thereal estateinvolved in the appraisal; *°

Comment: The real estate involved in the appraisal can be specified, for
example, by a legal description, address, map reference, copy of a survey or

map, property sketch, and/or photographs or the like.
(iv) statethe real property interest appraised,;

(v) state the type of value, and cite the sour ce of its definition;*

(vi) state the effective date of the appraisal and the date of the report;®

Comment: The effective date of the appraisal establishes the context for the
value opinion, while the date of the report indicates whether the perspective of
the appraiser on the market or property use conditions as of the effective date of

the appraisal was prospective, current, or retrospective.

(vii) state the extent of the process of collecting, confirming, and reporting data or refer
to an assignment agreement retained in the appraiser’s workfile that describes the

scope of work to be performed;®

Comment: When any portion of the work involves significant real property
appraisal assistance, the appraiser must state the extent of that assistance. The
signing appraiser must also state the name(s) of those providing the significant
real property appraisal assistance in the certification, in accordance with SR 2-3.

(viii)  clearly and conspicuously:

o stateall extraordinary assumptions and hypothetical conditions; and

o statethat their use might have affected the assignment results;

2 See Statement on Appraisal Standards No. 9 (SMT-9).

% See Advisory Opinion AO-2. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto

the Standards Rules.

% See Statement on Appraisal Standards No. 6 (SMT-6). See also Advisory Opinions AO-7 and AO-8. Referencesto Advisory Opinions

arefor guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.
%2 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).

% See Statement on Appraisal Standards No. 7 (SMT-7). See also Advisory Opinion AO-22. References to Advisory Opinions are for

guidance only and do not incorporate Advisory Opinionsinto the Standards Rules.
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(ix)

)

(xi)

(xii)

state the appraisal procedures followed, state the value opinion(s) and conclusion(s)
reached, and reference the workfile;

Comment: An appraiser must maintain a specific, coherent workfile in support
of a Restricted Use Appraisal Report. The contents of the workfile must be
sufficient for the appraiser to produce a Summary Appraisal Report. The file
must be available for inspection by the client (or the client’s representatives,
such as those engaged to complete an appraisal review), state enforcement
agencies, such third parties as may be authorized by due process of law, and a
duly authorized professional peer review committee except when such
disclosure to a committee would violate applicable law or regulation.

When reporting an opinion of market value, information analyzed in compliance
with Standards Rule 1-5 is significant information that must be disclosed in a
Restricted Use Appraisa Report. If such information is unobtainable, a
statement on the efforts undertaken by the appraiser to obtain the information is
required. If such information is irrelevant, a statement acknowledging the
existence of the information and citing its lack of relevance is required.

state the use of the real estate existing as of the date of value and the use of the real
estate reflected in the appraisal; and, when reporting an opinion of market value,
state the appraiser’s opinion of the highest and best use of thereal estate;

Comment: The report must contain a statement of the property uses both as is
and as reflected in the appraisal and include the appraiser’s opinion as to the
highest and best use of the real estate, unless an opinion as to highest and best
use is unnecessary such as in insurance valuation or “value in use” appraisals. If
an opinion of highest and best use is required, the appraiser’s reasoning in
support of the opinion must be stated in the depth and detail required by its
significance to the appraisal or documented in the workfile and referenced in the
report.

state and explain any permitted departures from applicable specific requirements of
STANDARD 1; state the exclusion of any of the usual valuation approaches; and
state a prominent userestriction that limits use of the report to the client and warns
that the appraiser’s opinions and conclusions set forth in the report cannot be
understood properly without additional information in the appraiser’s workfile;
and

Comment: When the DEPARTURE RULE is invoked, the assignment is
deemed to be a Limited Appraisal. Use of the term “Limited Appraisal” makes it
clear that the assignment involved something less than or different from the
work that could have and would have been completed if departure had not been
invoked. 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 Restricted Use Appraisal Report is for client use only. Before entering into
an agreement, the appraiser should establish with the client the situations where
this type of report is to be used and should ensure that the client understands the
restricted utility of the Restricted Use Appraisal Report.

include a signed certification in accordance with Standards Rule 2-3.
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Standards Rule 2-3 (This Standar ds Rule contains binding requirements from which departureis not

per mitted.)

Each written real property appraisal report must contain a signed certification that is similar in
content to the following form:

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

the statements of fact contained in thisreport aretrue and correct.

the reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions and are my personal, impartial, and unbiased
professional analyses, opinions, and conclusions.

| have no (or the specified) present or prospective interest in the property that is
the subject of thisreport and no (or the specified) personal interest with respect to
the partiesinvolved.

| have no bias with respect to the property that is the subject of thisreport or to
the partiesinvolved with this assignment.

my engagement in this assignment was not contingent upon developing or
reporting predetermined results.

my compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that
favorsthe cause of the client, the amount of the value opinion, the attainment of a
stipulated result, or the occurrence of a subsequent event directly related to the
intended use of thisappraisal.

my analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

| have (or have not) made a personal inspection of the property that isthe subject
of this report. (If more than one person signs this certification, the certification
must clearly specify which individuals did and which individuals did not make a
per sonal inspection of the appraised property.) *

no one provided significant real property appraisal assistance to the person
signing this certification. (If there are exceptions, the name of each individual
providing significant real property appraisal assistance must be stated.)

Comment: A signed certification is an integral part of the appraisal report. An appraiser
who signs any part of the appraisal report, including a letter of transmittal, must also sign
this certification.

In an assignment that includes only assignment results developed by the real property
appraiser(s), any appraiser(s) who signs a certification accepts full responsibility for all
elements of the certification, for the assignment results, and for the contents of the
appraisal report. In an assignment that includes personal property, business or intangible
asset assignment results not developed by the real property appraiser(s), any real property
appraiser(s) who signs a certification accepts full responsibility for the real property
elements of the certification, for the real property assignment results, and for the real
property contents of the appraisal report.

When a signing appraiser(s) has relied on work done by others who do not sign the
certification, the signing appraiser is responsible for the decision to rely on their work.

3 See Advisory Opinion AO-2. Referencesto Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto

the Standards Rules.
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The signing appraiser(s) is required to have a reasonable basis for believing that those
individuals performing the work are competent and that their work is credible.®

The names of individuals providing significant real property appraisal assistance who do
not sign a certification must be stated in the certification. It is not required that the
description of their assistance be contained in the certification, but disclosure of their
assistance is required in accordance with SR 2-2(a), (b), or (c)(vii), as applicable.

Standards Rule 2-4 (This Standards Rule contains specific requirements from which departure is
permitted. See DEPARTURE RULE.)

An oral real property appraisal report must, at a minimum, addr ess the substantive matters set forth
in Standards Rule 2-2(b).

Comment: Testimony of an appraiser concerning his or her analyses, opinions, and conclusions
is an oral report in which the appraiser must comply with the requirements of this Standards
Rule.

See the Record Keeping section of the ETHICS RULE for corresponding requirements.

% See Advisory Opinion AO-5. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.
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STANDARD 3: APPRAISAL REVIEW, DEVELOPMENT AND REPORTING 1093

In performing an appraisal review assignment, an appraiser acting as a reviewer must develop and 1094
report a credible opinion as to the quality of another appraiser’s work and must clearly disclose the 1095

scope of work performed. 1096
Comment: Appraisal review is the act or process of developing and communicating an 1097
opinion about the quality of al or part of the work of another appraiser that was 1098
performed as part of an appraisal, appraisal review, or appraisal consulting assignment. 1099
The reviewer’s opinion about quality must encompass the completeness, adequacy, 1100
relevance, appropriateness, and reasonableness of the work under review, developed in 1101
the context of the requirements applicable to that work. 1102
The COMPETENCY RULE applies to the reviewer, who must correctly employ those 1103
recognized methods and techniques necessary to develop credible appraisal review 1104
opinions and also avoid material errors of commission or omission. A miseading or 1105
fraudulent appraisal review report violates the ETHICS RULE. 1106
Appraisal review requires the reviewer to prepare a separate report setting forth the scope 1107
of work and the results of the appraisal review. 1108
Appraisal review is distinctly different from the cosigning activity addressed in Standards 1109
Rules 2-3, 5-3, 6-8, 8-3, and 10-3. To avoid confusion between these activities, a 1110
reviewer performing an appraisa review must not sign the work under review unless he 1111
or she intends to accept the responsibility of a cosigner of that work. 1112

Standards Rule 3-1 (This Standar ds Rule contains binding requirements from which departureis not 1113

per mitted.) 1114
In developing an appraisal review, thereviewer must: 1115
(a) identify the reviewer’s client and intended users, the intended use of the reviewer’s opinions 1116
and conclusions, and the pur pose of the assignment;* 1117
Comment: The intended useisin the context of the client’s use of the reviewer’s opinions 1118

and conclusions, examples include, without limitation, quality control, audit, 1119
qualification, or confirmation. The purpose of the assignment relates to the reviewer’s 1120
objective; examples include, without limitation, to evaluate compliance with relevant 1121

USPAP requirements, with a client’s requirements, or with applicable regulations. 1122

A reviewer must ascertain whether the purpose of the assignment includes the 1123
development of his or her own opinion of value about the subject property of the work 1124

under review. 1125

If the purpose of the assignment includes the reviewer developing his or her own opinion 1126

of value about the subject property of the work under review, that opinion is an appraisal 1127

whether it: 1128

= concurs with the opinion of value in the work under review, as of the date of valuein 1129

that work or a different date of value; or 1130

= differsfrom the opinion of value in the work under review, as of the date of valuein 1131

that work or a different date of value. 1132

% See Statement on Appraisal Standards No. 9 (SMT-9). See also Advisory Opinion AO-20. References to Advisory Opinions are for
guidance only and do not incorporate Advisory Opinions into the Standards Rules.

Electronic USPAP 2005 Edition — Not for Distribution
©The Appraisal Foundation

. Standard 3



. Standard 3

1133

1134
1135
1136
1137
1138
1139
1140

1141
1142
1143

1144

1145
1146
1147
1148
1149

1150
1151
1152

1153
1154
1155
1156
1157

1158
1159
1160
1161
1162

1163
1164

1165
1166

1167
1168

1169
1170
1171
1172
1173
1174
1175
1176

(b)

(©

identify the:

0] subject of the appraisal review assignment,
(i) effective date of the review,
(iii) property and owner ship interest appraised (if any) in thework under review,

(iv) date of the work under review and the effective date of the opinion or conclusion in
the work under review, and

(v) appraiser(s) who completed the work under review, unless the identity was
withheld.

Comment: The subject of an appraisal review assignment may be al or part of a
report, aworkfile, or a combination of these, and may be related to an appraisal,
appraisal review, or appraisal consulting assignment.

identify the scope of work to be perfor med;

Comment: A reviewer must take appropriate steps to identify the precise extent of the
review process to be completed in an assignment. The reviewer must have sound reasons
in support of the scope of work decision, and the resulting opinions and conclusions
developed in the assignment must be credible and consistent with the intended use of the
review.

In making the scope of work decision, the reviewer must identify any extraordinary
assumptions necessary in the assignment. An extraordinary assumption may be used in an
appraisal review assignment only if:

= itisrequired to properly develop credible opinions and conclusions;

= thereviewer has areasonable basis for the extraordinary assumption;

= useof the extraordinary assumption resultsin a credible analysis; and

= thereviewer complies with the disclosure requirements set forth in SR 3-2(d) for
extraordinary assumptions.

The appraisal review must be conducted in the context of market conditions as of the effective
date of the opinion in the work being reviewed. Information available to the reviewer that could
not have been available to the appraiser as of or subsequent to the date of the work being
reviewed must not be used by a reviewer in the development of an opinion as to the quality of
the work under review.

When the scope of work of the assignment includes a requirement for the reviewer to
develop his or her own opinion of value, the following apply:

= Thereviewer’s scope of work in developing his or her own opinion of value may be
different from that of the work under review.

= The effective date of the reviewer’s opinion of value may be the same or different
from the date of the work under review.

= The reviewer is not required to replicate the steps completed by the original
appraiser. Those items in the work under review that the reviewer concludes are
credible and in compliance with the applicable development Standard (STANDARD
1, 3,4, 6, 7, or 9) can be extended to the reviewer’s value opinion development
process on the basis of an extraordinary assumption by the reviewer. Those items not
deemed to be credible or in compliance must be replaced with information or
analysis by the reviewer, developed in conformance with STANDARD 1, 3, 4, 6, 7,
or 9, as applicable, to produce a credible value opinion.

Electronic USPAP 2005 Edition — Not for Distribution
©The Appraisal Foundation



(d)

(€)

(®

(9)

= The reviewer may use additional information available to him or her that was not
available to the original appraiser in the development of his or her value opinion;
however, the reviewer must not use such information as the basis to discredit the
original appraiser’s opinion of value.

develop an opinion as to the completeness of the material under review, given the scope of
work applicable in the assignment;

Comment: The reviewer is required to develop an opinion as to the completeness of the
work under review within the context of the requirements applicable to that work.

develop an opinion asto the apparent adequacy and relevance of the data and the propriety
of any adjustmentsto the data, given the scope of work applicable in the assignment;

Comment: When reviewing a mass appraisal report and considering the propriety of any
adjustment to value for isolated differences in data, the reviewer must develop an opinion
asto the use of the coefficients from decomposition of a statistical model.

develop an opinion as to the appropriateness of the appraisal methods and techniques used,
given the scope of work applicable in the assignment, and develop the reasons for any
disagreement; and

develop an opinion asto whether the analyses, opinions, and conclusions are appropriate and
reasonable, given the scope of work applicablein the assignment, and develop the reasons for
any disagreement.

Comment: When reviewing a mass appraisal report, the reviewer must develop an opinion
as to the standards of accuracy and adequacy of the mass appraisal testing performed and
develop the reasons for any disagreement.

Standards Rule 3-2 (This Standar ds Rule contains binding requirements from which departureis not

per mitted.)

In reporting the results of an appraisal review, thereviewer must:¥

(@)

(b)

(©)

state the identity of the client, by name or type, and intended users; the intended use of the
assignment results; and the purpose of the assignment;

state the information that must be identified in accordance with Standar ds Rule 3-1(b);

Comment: If the identity of the appraiser(s) in the work under review was withheld, state
that fact in the review report.

state the nature, extent, and detail of the review process undertaken (i.e., the scope of work)
identified in accordance with Standards Rule 3-1(c);

Comment: When any portion of the work involves significant appraisal, appraisal review,
or appraisal consulting assistance, the reviewer must state the extent of that assistance.
The signing reviewer must also state the name(s) of those providing the significant
assistance in the certification, in accordance with SR 3-3.

%7 See Statement on Appraisal Standards No. 9 (SMT-9). Seealso Advisory Opinion AO-20. References to Advisory Opinions arefor
guidance only and do not incorporate Advisory Opinions into the Standards Rules.
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(d)

()

(f)

Standards Rule 3-3 (This Standar ds Rule contains binding requirements from which departureis not

state the opinions, reasons, and conclusions required in Standards Rule 3-1(d-g), given the

scope of work identified in compliance with Standar ds Rule 3-1(c);

Comment: When the scope of an appraisal review assignment includes the reviewer
expressing his or her own opinion of value, the reviewer must:

1. state which information, analyses, opinions, and conclusions in the material under
review that the reviewer accepted as credible and used in developing the reviewer’s
opinion of value;

2. summarize any additional information relied on and the reasoning and bads for the
reviewer’s opinion of value;

3. date all assumptions and limiting conditions; and
4. clearly and conspicuously:

e date all extraordinary assumptions and hypothetical conditions connected with
the reviewer’s opinion of value; and

e dtate that their use might have affected the assignment results.

The reviewer may include his or her own value opinion within the appraisal review report
itself without preparing a separate appraisal report. However, data and analyses provided
by the reviewer to support a different value conclusion must match, at a minimum, the
reporting requirements for a Summary Appraisal Report for areal property appraisal (SR
2-2(b)) and a personal property appraisal (SR 8-2(b)), an appraisal consulting report for
real property appraisal consulting (SR 5-2), a mass appraisal report for mass appraisal
(SR 6-7), and an Appraisal Report for business appraisal (SR 10-2(a)).

include all known pertinent infor mation; and
Comment: The reviewer must be certain that the information provided is sufficient for the
client and intended users to adequately understand the rationale for the reviewer’s opinion and

conclusions.

include a signed certification in accordance with Standards Rule 3-3.

per mitted.)

Each written appraisal review report must contain a signed certification that is similar in content to

the following form:

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

— the facts and data reported by the reviewer and used in the review process are

true and correct.

— the analyses, opinions, and conclusions in this review report are limited only by
the assumptions and limiting conditions stated in this review report and are my

personal, impartial, and unbiased professional analyses, opinions,
conclusions.

— I have no (or the specified) present or prospective interest in the property that is
the subject of the work under review and no (or the specified) personal interest

with respect to the partiesinvolved.
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— | have no bias with respect to the property that is the subject of the work under 1253

review or to the partiesinvolved with this assignment. 1254
— my engagement in this assignment was not contingent upon developing or 1255
reporting predetermined results. 1256
— my compensation is not contingent on an action or event resulting from the 1257
analyses, opinions, or conclusionsin thisreview or from itsuse. 1258
— my analyses, opinions, and conclusions wer e developed and this review report was 1258
prepared in conformity with the Uniform Standards of Professional Appraisal 1260
Practice. 1261

— | have (or have not) made a personal inspection of the subject property of the 1262
work under review. (If more than one person signs this certification, the 1263
certification must clearly specify which individuals did and which individuals did 1264
not make a personal inspection of the subject property of thework under review.) 1265

— no one provided significant appraisal, appraisal review, or appraisal consulting 1266
assistance to the person signing this certification. (If there are exceptions, the 1267

name of each individual(s) providing appraisal, appraisal review, or appraisal 1268

consulting assistance must be stated.) 1269
Comment: A signed certification is an integral part of the appraisal review report. A 1270
reviewer who signs any part of the appraisal review report, including a letter of 1271
transmittal, must also sign this certification. 1272
Any reviewer(s) who signs a certification accepts full responsibility for al elements of 1273
the certification, for the assignment results, and for the contents of the appraisal review 1274
report. 1275
When a signing reviewer(s) has relied on work done by others who do not sign the 1276
certification, the signing reviewer is responsible for the decision to rely on their work. 1277
The signing reviewer(s) is required to have a reasonable basis for believing that those 1278
individual s performing the work are competent and that their work is credible. 1279
The names of individuals providing significant appraisal, appraisal review, or appraisal 1280
consulting assistance who do not sign a certification must be stated in the certification. It 1281
is not required that the description of their assistance be contained in the certification, but 1282
disclosure of their assistance is required in accordance with SR 3-2(c). 1283
For reviews of business or intangible asset appraisal reports, the inspection portion of the 1284
above certification is not applicable. 1285

Standards Rule 3-4 (This Standards Rule contains specific requirements from which departure is 1286

per mitted. See DEPARTURE RULE.) 1287
An oral appraisal review report must address the substantive matters set forth in Standards 1288
Rule 3-2. 1288
Comment: Tesimony of a reviewer concerning his or her appraisal review opinions and 1290
conclusions is an ora report in which the reviewer must comply with the requirements of this 1291
Standards Rule. 1292
See the Record K eeping section of the ETHICS RULE for corresponding requirements. 1293
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STANDARD 4: REAL PROPERTY APPRAISAL CONSULTING, DEVELOPMENT

In developing a real property appraisal consulting assignment, an appraiser must identify the
problem to be solved and the scope of work necessary to solve the problem, and correctly complete
the resear ch and analysis necessary to produce credible results.

Comment: Real property appraisal consulting assignments encompass a wide variety of
problems to be solved. However, the purpose of an assignment under this Standard is
always to develop, without advocacy, an analysis, recommendation, or opinion where at
least one opinion of value is a component of the analysis leading to the assignment
results.

In some assignments, the opinion of value may originate from a source other than the
consulting appraiser. In other assignments, the consulting appraiser may have to develop
the opinion of value as a step in the analyses leading to the assignment results.

An opinion of value or an opinion as to the quality of another appraiser’s work cannot be
the purpose of an appraisal consulting assignment. Developing an assignment for those
purposes is an appraisal or an appraisal review assignment, respectively. Misrepresenting
the purpose of an assignment performed under this Standard is a violation of the ETHICS
RULE.

The ETHICS and COMPETENCY RULES apply to the appraiser performing an
appraisal consulting assignment. Appraisers practicing under this Standard must perform
the assignment with impartiality, objectivity, independence, and without accommodation
of personal interests.

Except when required by law, regulation, agreement, or choice, this appraisal consulting
STANDARD does not apply to services provided by an appraiser acting under the
standards of other professions or business activities. For example, when an appraiser who
is aso an investment consultant provides a service that does not require an opinion of
value, that appraiser, acting as an investment consultant, is not performing an assignment
addressed by this Standard.

Standards Rule 4-1 (This Standar ds Rule contains binding requirements from which departureis not

per mitted.)
In performing areal property appraisal consulting assignment, an appraiser must:

(a) be aware of, understand, and correctly employ those recognized methods and techniques
that are necessary to produce credible results;

(b) not commit a substantial error of omission or commission that significantly affects the
results of an appraisal consulting assignment; and

(© not render appraisal consulting services in a careless or negligent manner, such as by
making a series of errors that, although individually might not significantly affect the
results, in the aggr egate affect the credibility of those results.

Comment: Standards Rule 4-1 isidentical in scope and purpose to Standards Rule 1-1.
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Standards Rule 4-2 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing real property appraisal consulting assignment results, an appraiser must:

(a) identify the client and other intended users;*®
(b) identify the intended use of the appraisal consulting assignment results;
(© identify:

0] the problem to be solved; and

Comment: Identification includes, as applicable, the client’s criteria for property
or investment performance; internal and external property and investment
conditions to be addressed in the analyses; and the physical, legal, political, or
economic factors pertinent to the assignment.

(i) the type and definition of value developed in the appraisal(s) that is a necessary
component of an analysis supporting the appraisal consulting assignment results;

Comment: If the applicable type and definition of value is market value,
ascertain whether that value is to be the most probable price:

= intermsof cash; or

= intermsof financial arrangements equivalent to cash; or

= inother precisely defined terms; and

= if the opinion of value is to be based on non-market financing or financing
with unusual conditions or incentives, the terms of such financing must be
clearly identified and the appraiser’s opinion of their contributions to or
negative influence on value must be developed by analysis of relevant

market data.
(d) identify the effective date of the appraisal consulting assignment results;*
(e identify the physical, legal, and economic characteristics of the property, properties,

property type(s), or market area that arerelevant to:

0] the problem to be solved in the appraisal consulting assignment; and
(i) an opinion of value that is a necessary component of an analysis supporting the

appraisal consulting assignment results;
()] identify the scope of work necessary to complete the assignment, including:

0] the appraisal consulting methodologies to be applied, the extent of the data
collection and analyses, and

(i) the scope of work required to:

% See Statement on Appraisal Standards No. 9 (SMT-9).
% See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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(9)

= ascertain the relevance, credibility, and reliability of an opinion of
value obtained from a source other than the appraiser performing the
appraisal consulting assignment, or

= develop an opinion of value that is a necessary component of an analysis
supporting the appraisal consulting assignment results;

Comment: The scope of work in areal property appraisal consulting assignment is
acceptable when it is consistent with:

= the expectations of participants in the market for the same or similar appraisal
consulting services; and

= what the appraiser’s peers’ actions would be in performing the same or a
similar assignment in compliance with USPAP.

An appraiser must have sound reasons in support of his or her scope of work decision,
and he or she must be prepared to support the decision to exclude any information or
procedure that would appear to be relevant to the client, an intended user, or the
appraiser’s peers.

An appraiser must not allow assignment conditions or other factors to limit the extent of
research or analysis to such a degree that the resulting opinions and conclusions developed
in an assignment are not credible in the context of the intended use of the appraisal
consulting assignment results.

An appraiser must ensure that any opinion of value used in an appraisal consulting
assignment was developed in compliance with STANDARD 1.

If an opinion of value used in a real property appraisal consulting assignment is from a
source other than the consulting appraiser, the assignment may include areview, prepared
in compliance with STANDARD 3, of that appraisal. Alternatively, the appraiser may
accept an appraisal from another source as an extraordinary assumption in the appraisal
consulting assignment, provided that all conditions necessary to use such an
extraordinary assumption are fulfilled.

If the opinion of value is from an appraisal developed by the appraiser performing the
real property appraisal consulting assignment, the appraiser must complete the steps set
forth in STANDARD 1 for the type of appraisal (Complete or Limited) pertinent to the
intended use of the opinion of value to be developed. The appraiser’s appraisal-related
scope of work must, at a minimum, include those steps necessary to comply with
Standards Rules 1-2(c), (d), and (e) and, given the intended use of the appraisal in an
analysis supporting the appraisal consulting assignment results, the research, verification,
analysis, and reconciliation steps necessary to comply with Standards Rules 1-3, 1-4, 1-5,
and 1-6 as applicable.

The DEPARTURE RULE may be invoked with regard to completing each of the steps
required to comply with a part of Standards Rules 1-3 and 1-4 but not with regard to any
part of Standards Rules 1-1, 1-2, 1-5, and 1-6, as applicable.

identify any extraordinary assumptions necessary in the appraisal consulting assignment
and in developing the opinion(s) of value necessary to support the appraisal consulting
assignment results; and

Comment: An extraordinary assumption may be used in an assignment only if:

= itisrequired to properly develop credible opinions and conclusions;
= the appraiser has areasonable basis for the extraordinary assumption;
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= useof the extraordinary assumption resultsin a credible analysis; and
= the appraiser complies with the disclosure requirements set forth in USPAP for
extraordinary assumptions.

(h) identify any hypothetical conditions necessary in the appraisal consulting assignment and in
developing the opinion(s) of value necessary to support the appraisal consulting assignment
results.

Comment: A hypothetical condition may be used in an assignment only if:

= use of the hypothetical condition is clearly required for legal purposes, for purposes
of reasonable analysis, or for purposes of comparison;

= useof the hypothetical condition resultsin a credible analysis; and

= the appraiser complies with the disclosure requirements set forth in USPAP for
hypothetical conditions.
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STANDARD 5: REAL PROPERTY APPRAISAL CONSULTING, REPORTING

In reporting the results of a real property appraisal consulting assignment, an appraiser must
communicate each analysis, opinion, and conclusion in a manner that isnot misleading.

Comment: STANDARD 5 addresses the content and level of information required in a
report that communicates the results of areal property appraisal consulting assignment.

An appraiser must explain logically and convincingly the reasoning that leads to his or
her conclusions. The flow of information must be orderly and progressive. The level of
information detail in the report must be sufficient to ensure the client and intended users
of the report understand the appraisal consulting assignment results and are not misled.

STANDARD 5 does not dictate the form, format, or style of real property appraisal
consulting reports. The form, format, and style of a report are functions of the needs of
users and appraisers. The substantive content of a report determines its compliance.

Standards Rule 5-1 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

Each written or oral real property appraisal consulting report must:

(a) clearly and accurately set forth the appraisal consulting assignment resultsin a manner that
will not be misleading;

(b) contain sufficient information to enable the intended users of the appraisal consulting
assignment resultsto under stand thereport properly; and

(© clearly and accurately disclose all assumptions, extraordinary assumptions, hypothetical
conditions, and limiting conditions used in the assignment.

Comment: The content of areal property appraisal consulting report must be sufficiently
comprehensive so that an intended user can understand the problem addressed and the
analyses, and follow the reasoning through each step of the analytical process. It is
essential that throughout the report the data, analyses, assumptions and conclusions are
logical and adequately supported.

Standards Rule 5-2 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

The content of each written real property appraisal consulting report must be consistent with the
intended use of the appraisal consulting assignment resultsand, at a minimum:

(a) state the identity of the client and any intended users, by name or type;

Comment: An appraiser must use care when identifying the client to ensure a clear
understanding and to avoid violations of the Confidentiality section of the ETHICS
RULE. In those rare instances where the client wishes to remain anonymous, an appraiser
must still document the identity of the client in the workfile, but may omit the client’s
identity in the report.

Intended users of the report might include parties such as lenders, employees of
government agencies, partners of a client, and a client’s attorney and accountant.

0 See Statement on Appraisal Standards No. 9 (SMT-9).
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(b)
(©
(d)

(€)

(f)

(9)

(h)

(i)

state the problem to be solved;
state the intended use of the appraisal consulting assignment;

state infor mation sufficient to identify thereal property pertinent to the appraisal consulting
assignment, and state the physical, legal, and economic characteristics of the property,
properties, property types, or market area pertinent to the assignment;

state the effective date of the appraisal consulting assignment results, the date of appraisal
pertinent to each opinion of value used in an analysis in support of the appraisal consulting
results, and the date of the appraisal consulting report;*

state the scope of work and the extent of the data collection process;

Comment: This requirement is to ensure that the client and intended users whose
expected reliance on the appraisal consulting results may be affected by the extent of the
appraiser’s investigation are properly informed and are not misled as to the scope of
work. The appraiser has the burden of proof to support the scope of work decision and
the level of information included in areport.

When any portion of the work involves significant real property appraisal or appraisal
consulting assistance, the appraisal consultant must describe the extent of that assistance.
The signing consulting appraiser must also state the name(s) of those providing
significant real property appraisal or appraisal consulting assistance in the certification, in
accordance with SR 5-3.

clearly and conspicuously:
o dtateall extraordinary assumptionsand hypothetical conditions; and
e dtatethat their use might have affected the assignment results;

summarize the information used in the appraisal consulting analyses, the appraisal
consulting procedures applied, and summarize the reasoning that supports the analyses,
opinions, and conclusions;

Comment: If the value opinion used in the appraisal consulting assignment was not
performed by the consulting appraiser, the appraisal consulting report must include:

= theinformation required in Standards Rule 3-2, or

= astatement of the appraisal review results, and a reference to the appraisal review
documentation retained in the appraisal consultant’s appraisal consulting assignment
workfile, or

= astatement supporting the use of that appraisal as an extraordinary assumption in the
appraisal consulting assignment.

If an opinion of value was developed by the consulting appraiser, the appraisal consulting
report must include the information required to comply with Standards Rule 2-2(a) or
(b)(ii) through (xi). Standards Rule 2-2(c)(ii) through (xi) is also permitted if the client is
the only intended user of the assignment results.

state the appraiser’s appraisal consulting recommendations (if any), and conclusions or
opinions; and

41 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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()] include a signed certification in accordance with Standards Rule 5-3.

Standards Rule 5-3 (This Standar ds Rule contains binding requirements from which departureis not

per mitted.)

Each written real property appraisal consulting report must contain a signed certification that is
similar in content to the following form:

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

the statements of fact contained in thisreport aretrue and correct.

the reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, impartial, and
unbiased professional analyses, opinions, conclusions, and recommendations.

| have no (or the specified) present or prospective interest in the property that is
the subject of thisreport, and | have no (or the specified) personal interest with
respect to the partiesinvolved.

| have no bias with respect to any property that is the subject of thisreport or to
the partiesinvolved with this assignment.

my engagement in this assignment was not contingent upon developing or
reporting predetermined results.

my compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that
favors the cause of the client, the amount of the value opinion, the attainment of a
stipulated result, or the occurrence of a subsequent event directly related to the
intended use of thisappraisal consulting assignment.

my analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

| have (or have not) made a personal inspection of the property that is the subject
of this report. (If more than one person signs this certification, the certification
must clearly specify which individuals did and which individuals did not make a
per sonal inspection of the property).*?

no one provided significant real property appraisal or appraisal consulting
assistance to the person signing this certification. (If there are exceptions, the name
of each individual providing significant real property appraisal or appraisal
consulting assistance must be stated.)

Comment: A signed certification is an integral part of the appraisal consulting report. An
appraiser who signs any part of the appraisal consulting report, including a letter of
transmittal, must also sign the certification.

In an assignment that includes only assignment results developed by the real property
appraiser(s), any appraiser(s) who signs a certification accepts full responsibility for all
elements of the certification, for the assignment results, and for the contents of the
appraisal consulting report. In an assignment that includes personal property, business or
intangible asset assignment results not developed by the real property appraiser(s), any
real property appraiser(s) who signs a certification accepts full responsibility for the real
property elements of the certification, for the real property assignment results, and for the
real property contents of the appraisal consulting report.

If the signing consulting appraiser(s) has relied on work from others, who do not sign the
certification, then the signing consulting appraiser(s) is responsible for the decision to

2 See Advisory Opinion AO-2. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto

the Standards Rules.
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rely on such work. The signing consulting appraiser is required to have a reasonable basis
for believing that those individuals performing the work are competent and that their
work is credible.

The names of individuals providing significant real property appraisal or appraisa
consulting assistance who do not sign the certification must be stated in the certification.
It is not required that the description of their assistance be contained in the certification,
but disclosure of their assistance is required in accordance with SR 5-2(f).

Standards Rule 5-4 (This Standards Rule contains specific requirements from which departure is
per mitted. Seethe DEPARTURE RULE.)

An oral real property appraisal consulting report must, at a minimum, address the substantive
matters set forth in Standards Rule 5-2.

Comment: Testimony of an appraiser concerning his or her appraisal consulting analyses,
opinions, and conclusions is an oral report in which the appraiser must comply with the
requirements of this Standards Rule.

See the Record Keeping section of the ETHICS RULE for corresponding requirements.
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1560  STANDARD 6: MASS APPRAISAL, DEVELOPMENT AND REPORTING

1561 In developing a mass appraisal, an appraiser must be aware of, understand, and correctly employ
1562  those recognized methods and techniques necessary to produce and communicate credible mass
1563  appraisals.

1564 Comment: STANDARD 6 applies to all mass appraisals regardless of the purpose or use
1565 of such appraisals. STANDARD 6 is directed toward the substantive aspects of
1566 developing and communicating competent analyses, opinions, and conclusions in the
1567 mass appraisal of properties, whether real property or personal property. Mass appraisals
1568 can be prepared with or without computer assistance. The reporting and jurisdictional
1569 exceptions applicable to public mass appraisals prepared for purposes of ad valorem
1570 taxation do not apply to mass appraisals prepared for other purposes.

1571 A mass appraisal includes:

1572 1) identifying propertiesto be appraised;

1573 2) defining market area of consistent behavior that appliesto properties;

1574 3) identifying characteristics (supply and demand) that affect the creation of value
1575 in that market area;

1576 4) developing a model structure that reflects the relationship among the
1577 characteristics affecting value in the market area;

1578 5) calibrating the model structure to determine the contribution of the individual
1579 characteristics affecting value;

1580 6) applying the conclusions reflected in the model to the characteristics of the
1581 property(ies) being appraised; and

1582 7) reviewing the mass appraisal results.

1583 The JURISDICTIONAL EXCEPTION RULE may apply to several sections of
1584 STANDARD 6 because ad valorem tax administration is subject to various state, county,
1585 and municipal laws.

1586  Standards Rule 6-1 (This Standards Rule contains binding requirements from which departureis not
1587  permitted.)

1588 In developing a mass appraisal, an appraiser must:

1589  (a) be aware of, understand, and correctly employ those recognized methods and techniques
1590 necessary to produce a credible mass appraisal;

1591 Comment: Mass appraisal provides for a systematic approach and uniform application of
1592 appraisal methods and techniques to obtain estimates of value that allow for statistical
1593 review and analysis of results.

1594 This reguirement recognizes that the principle of change continues to affect the manner in
1595 which appraisers perform mass appraisals. Changes and developments in the real
1596 property and personal property fields have a substantial impact on the appraisal
1597 profession.

1598 To keep abreast of these changes and devel opments, the appraisal profession is constantly
1599 reviewing and revising appraisal methods and techniques and devising new methods and
1600 techniques to meet new circumstances. For this reason it is not sufficient for appraisersto
1601 simply maintain the skills and the knowledge they possess when they become appraisers.
1602 Each appraiser must continuously improve his or her skills to remain proficient in mass
1603 appraisal.
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(b) not commit a substantial error of omission or commission that significantly affects a mass 1604

appraisal; and 1605
Comment: In performing appraisal services, an appraiser must be certain that the 1606
gathering of factual information is conducted in a manner that is sufficiently diligent, 1607
given the scope of work as identified according to Standards Rule 6-2(c), to ensure that 1608
the data that would have a materia or significant effect on the resulting opinions or 1609
conclusions are identified and, where necessary, analyzed. Further, an appraiser must use 1610
sufficient care in analyzing such data to avoid errors that would significantly affect his or 1611
her opinions and conclusions. 1612
(© not render a mass appraisal in a carelessor negligent manner. 1613
Comment: Perfection isimpossible to attain, and competence does not require perfection. 1614
However, an appraiser must not render appraisal services in a careless or negligent 1615
manner. This Rule requires an appraiser to use due diligence and due care. 1616

Standards Rule 6-2 (This Standards Rule contains specific requirements from which departure is 1617

per mitted. Seethe DEPARTURE RULE.) 1618
In developing a mass appraisal, an appraiser must observe the following specific appraisal 1619
requirements: 1620
(@ identify the client and other intended users; 1621
(b) identify the intended use of the appraisal;* 1622
(© identify the scope of work necessary to complete the assignment, including any special 1623
limiting conditions; 1624
Comment: Constraints on the mass appraisal process must not limit the scope of work to 1625

such a degree that the mass appraisal results are not credible. 1626

The scope of work is acceptable when it is consistent with: 1627

= the expectations of participants in the market for the same or similar appraisal 1628
services; and 1629

= what the appraiser’s peers’ actions would be in performing the same or a similar 1630
assignment in compliance with USPAP. 1631

An appraiser must have sound reasons in support of the scope of work decision and must 1632

be prepared to support the decision to exclude any information or procedure that would 1633

appear to be relevant to the client, an intended user, or the appraiser’s peers in the same 1634

or asimilar assignment. 1635

An appraiser must not allow assignment conditions or other factors to limit the extent of 1636
research or analysis to such a degree that the resulting opinions and conclusions 1637
developed in an assignment are not credible in the context of the intended use of the 1638
appraisal. 1639

(d) identify any extraordinary assumptions and any hypothetical conditions necessary 1640
in the assignment; 1641

43 See Statement on Appraisal Standards No. 9 (SMT-9).
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(€)
(f)

(9)

(h)

Comment: An extraordinary assumption may be used in an assignment only if:

. it isrequired to properly develop credible opinions and conclusions;

. the appraiser has a reasonable basis for the extraordinary assumption;

. use of the extraordinary assumption resultsin a credible analysis; and

. the appraiser complies with the disclosure reguirements set forth in USPAP for
extraordinary assumptions.

A hypothetical condition may be used in an assignment only if:

. use of the hypothetical condition is clearly required for legal purposes, for purposes
of reasonable analysis, or for purposes of comparison;

. use of the hypothetical condition resultsin a credible analysis; and

. the appraiser complies with the disclosure reguirements set forth in USPAP for
hypothetical conditions.

identify the effective date of the appraisal;*

identify the type and definition of value, and, if the value opinion to be developed is mar ket
value, ascertain whether the valueisto be the most probable price:

0] in termsof cash; or

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

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

(iv) if the opinion of value is based on non-market financing or financing with unusual
conditions or incentives, the terms of such financing must be clearly identified and
the appraiser’s opinion of their contributionsto or negative influence on value must
be developed by analysis of relevant market data;

Comment: For certain types of appraisa assignments in which a legal definition of

market value has been established and takes precedence, the JURISDICTIONAL

EXCEPTION RULE may apply.

identify the characteristics of the properties that are relevant to the type and definition of
value and intended use, including:

0] the group with which a property isidentified according to similar market influence;

(i) the appropriate market area and time frame relative to the property being valued;
and

(iii) their location and physical, legal, and economic char acteristics.

Comment: The properties must be identified in general terms, and each individual
property in the universe must be identified, with the information on its identity stored or
referenced in its property record.

identify the characteristics of the market that are relevant to the purpose and intended use
of the mass appraisal, including:

4 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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(i)

()

(k)

0] location of the market area;

(i) physical, legal, and economic attributes;
(i) time frame of market activity; and

(iv) property interestsreflected in the market.

in appraising real property or personal property:

() identify the appropriate market area and time frame relative to the property being
valued;

(i) when the subject is real property, identify and consider any personal property,
trade fixtures, or intangibles that are not real property but are included in the
appraisal;

(i) when the subject is personal property, identify and consider any real property or
intangiblesthat are not personal property but areincluded in the appraisal;

(iv) identify known easements, restrictions, encumbrances, leases, reservations,
covenants, contracts, declar ations, special assessments, ordinances, or other items of
similar nature; and

(v) identify and analyze whether an appraised fractional interest, physical segment or
partial holding contributes pro ratato the value of the wholeg;

Comment: The above requirements do not obligate the appraiser to value the whole when
the subject of the appraisal is afractional interest, physical segment, or a partial holding.
However, if the value of the wholeis not identified, the appraisal must clearly reflect that
the value of the property being appraised cannot be used to develop the value opinion of
the whole by mathematical extension.

in appraising real property, identify and analyze the effect on use and value of the following
factors. existing land use regulations, reasonably probable modifications of such regulations,
economic supply and demand, the physical adaptability of the real estate, neighborhood
trends, and highest and best use of the real estate; and

Comment: This requirement sets forth a list of factors that affect use and value. In
considering neighborhood trends, an appraiser must avoid stereotyped or biased
assumptions relating to race, age, color, gender, or national origin or an assumption that
race, ethnic, or religious homogeneity is necessary to maximize value in a neighborhood.
Further, an appraiser must avoid making an unsupported assumption or premise about
neighborhood decline, effective age, and remaining life. In considering highest and best
use, an appraiser must develop the concept to the extent required for a proper solution to
the appraisal problem.

in appraising personal property: identify and analyze the effects on use and value of
industry trends, value-in-use, and trade level of personal property. Where applicable,
identify the effect of highest and best use by measuring and analyzing the current use and
alternative uses to encompass what is profitable, legal, and physically possible, asrelevant to
the type and definition of value and intended use of the appraisal. Personal property has
several measurable marketplaces; therefore, the appraiser must define and analyze the
appropriate market consistent with the type and definition of value; and
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Comment: The appraiser must recognize that there are distinct levels of trade and each
may generate its own data. For example, a property may have a different value at a
wholesale level of trade, a retail level of trade, or under various auction conditions.
Therefore, the appraiser must analyze the subject property within the correct market
context.

() analyze the relevant economic conditions at the time of the valuation, including market
acceptability of the property and supply, demand, scarcity, or rarity.

Standards Rule 6-3 (This Standar ds Rule contains binding requirements from which departureis not

per mitted.)
In developing a mass appraisal, an appraiser must:

(a) identify 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;

Comment: Such efforts customarily include the development of standardized data
collection forms, procedures, and training materials that are used uniformly on the
universe of properties under consideration.

(b) employ recognized techniques for specifying property valuation models; and

Comment: The formal development of a model in a statement or equation is called model
specification. Mass appraisers must develop mathematical models that, with reasonable
accuracy, represent the relationship between property value and supply and demand
factors, as represented by quantitative and qualitative property characteristics. The
models may be specified using the cost, sales comparison, or income approaches to value.
The specification format may be tabular, mathematical, linear, nonlinear, or any other
structure suitable for representing the observable property characteristics. Appropriate
approaches must be used in appraising a class of properties. The concept of recognized
techniques applies to both real and personal property valuation models.

(© employ recognized techniquesfor calibrating mass appraisal models.

Comment: Calibration refers to the process of analyzing sets of property and market data
to determine the specific parameters of a model. The table entries in a cost manual are
examples of calibrated parameters, as well as the coefficients in a linear or nonlinear
model. Models must be calibrated using recognized techniques, including, but not limited
to, multiple linear regression, nonlinear regression, and adaptive estimation.

Standards Rule 6-4 (This Standards Rule contains specific requirements from which departure is

permitted. See DEPARTURE RULE.)

In developing a mass appraisal, an appraiser must observe the following specific requirements, when

applicable:

€)] collect, verify, and analyze such data as are necessary and appropriate to develop, when
applicable:
() the cost new of the improvements;
(i) accrued depreciation;

(iii) value of the land by sales of comparable properties
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(iv) value of the property by sales of comparable properties,

(v) value by capitalization of income or potential earnings—i.e., rentals, expenses,
interest rates, capitalization rates, and vacancy data;

Comment: This Standards Rule requires appraisers engaged in mass appraisal to take
reasonable steps to ensure that the quantity and quality of the factual data that are
collected are sufficient to produce credible appraisals. For example, in rea property,
where applicable and feasible, systems for routinely collecting and maintaining
ownership, geographic, sales, income and expense, cost, and property characteristics data
must be established. Geographic data must be contained in as complete a set of cadastral
maps as possible, compiled according to current standards of detail and accuracy. Sales
data must be collected, confirmed, screened, adjusted, and filed according to current
standards of practice. The sales file must contain, for each sale, property characteristics
data that are contemporaneous with the date of sale. Property characteristics data must be
appropriate and relevant to the mass appraisal models being used. The property
characteristics data file must contain data contemporaneous with the date of appraisal
including historical data on sales, where appropriate and available. The data collection
program must incorporate a quality control program, including checks and audits of the
data to ensure current and consistent records.

(b) base estimates of capitalization rates and projections of future rental rates and/or potential
earnings capacity, expenses, interest rates, and vacancy rates on reasonable and appropriate
evidence;

Comment: This requirement calls for an appraiser, in developing income and expense
statements and cash flow projections, to weigh historical information and trends, current
market factors affecting such trends, and reasonably anticipated events, such as
competition from developments either planned or under construction.

(© identify and, as applicable, analyze terms and conditions of any available leases; and

(d) identify the need for and extent of any physical inspection.

Standards Rule 6-5 (This Standards Rule contains specific requirements from which departure is
permitted. See DEPARTURE RULE.)

In applying a calibrated mass appraisal model an appraiser must:

€] value improved parcels by recognized methods or techniques based on the cost approach,
the sales comparison approach, and income appr oach, as applicable;

(b) value sites by recognized methods or techniques; such techniques include but are not limited
to the sales comparison approach, allocation method, abstraction method, capitalization of
ground rent, and land residual technique;

(© when developing the value of a leased fee estate or a leasehold estate, analyze, as applicable,
the effect on value, if any, of the terms and conditions of the lease;

Comment: In ad valorem taxation the appraiser may be required by rules or law to
appraise the property as if in 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.
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(d)

(€)

analyze the effect on value, if any, of the assemblage of the various par cels, divided interests,
or component parts of a property; the value of the whole must not be developed by adding
together the individual values of the various parcels, divided interests, or component parts;
and

Comment: When the value of the whole has been established and the appraiser seeks to
value a part, the value of any such part must be tested by reference to appropriate market
data and supported by an appropriate analysis of such data.

analyze the effect on value, if any, of anticipated public or private improvements, located on
or off the site, to the extent that market actions reflect such anticipated improvements as of
the effective appraisal date; appraise proposed improvements only after examining and
having available for future examination:

() plans, specifications, or other documentation sufficient to identify the scope and
character of the proposed improvements;

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

(i) reasonably clear and appropriate evidence supporting development costs,
anticipated earnings, occupancy projections, and the anticipated competition at the
time of completion.

Comment: Ordinarily, proposed improvements are not appraised for ad valorem
tax. Appraisers, however, are sometimes asked to provide opinions of value of
proposed improvements so that developers can estimate future property tax
burdens. Sometimes units in condominiums and planned unit developments are
sold with an interest in unbuilt community property, the pro rata value of which,
if any, must be considered in the analysis of sales data.

Development of a value opinion for a subject property with proposed
improvements as of a current date involves the use of the hypothetical condition
that the described improvements have been completed as of the date of value
when, in fact, they have not.

The evidence required to be examined and maintained may include such items
as contractors’ estimates relating to cost and the time required to complete
construction, market and feasibility studies; operating cost data, and the history
of recently completed similar developments. The appraisal may require a
complete feasibility analysis.

Standards Rule 6-6 (This Standar ds Rule contains binding requirements from which departureis not

per mitted.)

In reconciling a mass appraisal an appraiser must:

(@)

(b)

reconcile the quality and quantity of data available and analyzed within the appr oaches used
and the applicability or suitability of the approaches used; and

employ recognized mass appraisal testing procedures and techniques to ensure that
standards of accuracy are maintained.

Comment: It is implicit in mass appraisal that, even when properly specified and

calibrated mass appraisal models are used, some individual value conclusions will not
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meet standards of reasonableness, consistency, and accuracy. However, appraisers
engaged in mass appraisal have a professional responsibility to ensure that, on an overall
basis, models produce value conclusions that meet attainable standards of accuracy. This
responsibility requires appraisers to evaluate the performance of models, using
techniques that may include but are not limited to, goodness-of-fit statistics, and model
performance statistics such as appraisal-to-sale ratio studies, evaluation of hold-out
samples, or analysis of residuals.

Standards Rule 6-7 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

A written report of a mass appraisal must clearly communicate the elements, results, opinions, and
value conclusions of the appraisal.

Each written report of a mass appraisal must:

(@)
(b)

(©

(d)
()
(f)

(9)

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

contain sufficient information to enable the intended users of the appraisal to understand the
report properly;

Comment: Documentation for a mass appraisal for ad valorem taxation may be in the
form of (1) property records, (2) saes ratios and other statistical studies, (3) appraisal
manuals and documentation, (4) market studies, (5) model building documentation, (6)
regulations, (7) statutes, and (8) other acceptable forms.

clearly and accurately disclose all assumptions, extraordinary assumptions, hypothetical
conditions, and limiting conditions used in the assignment;

Comment: Examples of extraordinary assumptions or hypothetical conditions might
include items such as the execution of a pending lease agreement, atypical financing, a
known but not yet quantified environmental issue, or completion of onsite or offsite
improvements. The report must clearly and conspicuously:

o state all extraordinary assumptions and hypothetical conditions; and

e state that their use might have affected the assignment results.

state the identity of the client and any intended users, by name and type;

statetheintended use of the appraisal;*®

disclose any assumptions or limiting conditions that result in deviation from recognized
methods and techniques or that affect analyses, opinions, and conclusions;

Comment: One limiting condition that must be disclosed is whether or not any physical
inspection was made.

set forth the effective date of the appraisal and the date of the report;
Comment: In ad valorem taxation the effective date of the appraisal may be prescribed by

law. If no effective date is prescribed by law, the effective date of the appraisal, if not
stated, is presumed to be contemporaneous with the data and appraisal conclusions.

4 See Statement on Appraisal Standards No. 9 (SMT-9).
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1880 The effective date of the appraisal establishes the context for the value opinion, while the

1881 date of the report indicates whether the perspective of the appraiser on the market or
1882 property use conditions as of the effective date of the appraisal was prospective, current,
1883 or retrospective.*®

1884 Reiteration of the date of the report and the effective date of the appraisal at various
1885 stages of the report in tandem is important for the clear understanding of the reader
1886 whenever market or property use conditions on the date of the report are different from
1887 such conditions on the effective date of the appraisal.

1888  (h) state the type and definition of value and cite the sour ce of the definition;

1889 Comment: Stating the type and definition of value also requires any comments needed to
1890 clearly indicate to intended users how the definition is being applied.

1891 When reporting an opinion of market value, state whether the opinion of valueis:

1892 e Intermsof cash or of financing terms equivalent to cash; or

1893 e Based on non-market financing with unusual conditions or incentives.

1894 When an opinion of market value is not in terms of cash or based on financing terms
1895 equivalent to cash, summarize the terms of such financing and explain their contributions
1896 to or negative influence on value.

1897 (i) identify the properties appraised including the property rights;

1898 Comment: The report documents the sources for location, describing and listing the
1899 property. When applicable, include references to legal descriptions, addresses, parcel
1900 identifiers, photos, and building sketches. In mass appraisal this information is often
1901 included in property records. When the property rights to be appraised are specified in a
1902 statute or court ruling, the law must be referenced.

1903  (j) describe sufficient information to disclose to the client and any intended users of the
1904 appraisal the scope of work used to develop the appraisal;

1905 Comment: This requirement is to ensure that the client and intended users whose
1906 expected reliance on an appraisal may be affected by the extent of the appraiser’s
1907 investigation are properly informed and are not misled as to the scope of work. The
1908 appraiser has the burden of proof to support the scope of work decision and the level of
1909 information included in a report.

1910 When any portion of the work involves significant mass appraisal assistance, the
1911 appraiser must describe the extent of that assistance. The signing appraiser must also state
1912 the name(s) of those providing the significant mass appraisa assistance in the
1913 certification, in accordance with SR 6-8.

1914 (k) describe and justify the model specification(s) considered, data requirements, and the
1915 model(s) chosen;

1916 Comment: The user and affected parties must have confidence that the process and
1917 procedures used conform to accepted methods and result in credible value conclusions. In
1918 the case of mass appraisal for ad valorem taxation, stability and accuracy are important to

6 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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()

(m)

(n)

(0)

(p)
(a)

()

Standards Rule 6-8 (This Standar ds Rule contains binding requirements from which departureis not

the credibility of value opinions. The report must include a discussion of the rationale for
each model, the calibration techniques to be used, and the performance measures to be
used.

describe the procedurefor collecting, validating, and reporting data;
Comment: The report must describe the sources of data and the data collection and

validation processes. Reference to detailed data collection manuals must be made, as
appropriate, 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 conclusions were reviewed; and, if necessary, describe the

availability of individual value conclusions;
in the case of real property, discuss how highest and best use was deter mined;

Comment: The mass appraisal report must reference case law, statute, or public policy
that describes highest and best-use requirements. When actual use is the requirement, the
report must discuss how use-value opinions were developed. The appraiser’s reasoning in
support of the highest and best use opinion must be provided in the depth and detail
required by its significance to the appraisal.

identify the appraisal performance tests used and set forth the performance measures

attained;

describe the reconciliation perfor med, in accor dance with Standards Rule 6-6;

provide any additional information necessary to explain the appraisal more fully, including

departures permitted by the DEPARTURE RULE; and

include a signed certification in accordance with Standards Rule 6-8.

per mitted.)

Each written mass appraisal report must contain a signed certification that is similar in content to

the following form:

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

— the statements of fact contained in thisreport aretrue and correct.

— the reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, impartial, and unbiased

professional analyses, opinions, and conclusions.

— | have no (or the specified) present or prospective interest in the property that isthe
subject of thisreport, and | have no (or the specified) personal interest with respect

to the partiesinvolved.
partiesinvolved with thisassgnment.

predeter mined results.

| have no bias with respect to any property that isthe subject of thisreport or to the

my engagement in this assignment was not contingent upon developing or reporting

my compensation for completing this assignment is not contingent upon the
reporting of a predeter mined value or direction in value that favorsthe cause of the
client, the amount of the value opinion, the attainment of a stipulated result, or the

Electronic USPAP 2005 Edition — Not for Distribution
©The Appraisal Foundation

1919
1920
1921

1922

1923
1924
1925

1926
1927
1928

1929

1930
1931
1932
1933
1934

1935
1936

1937

1938
1939

1940

1941
1942

1943
1944

1945

1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959

55

. Standard 6



. Standard 6

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971

1972
1973
1974
1975

1976
1977
1978
1979
1980
1981
1982
1983

1984
1985
1986
1987
1988
1989
1990
1991

1992
1993
1994
1995

1996
1997
1998
1999

56

occurrence of a subsequent event directly related to the intended use of this
appraisal.

my analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

I have (or have not) made a personal inspection of the properties that are the
subject of this report. (If more than one person signs the report, this certification
must clearly specify which individuals did and which individuals did not make a
per sonal inspection of the appraised property.)*’

no one provided significant mass appraisal assistance to the person signing this
certification. (If there are exceptions, the name of each individual providing

significant mass appraisal assistance must be stated.)

Comment: The above certification is not intended to disturb an elected or appointed
assessor’s work plans or oaths of office. A signed certification is an integral part of the
appraisal report. An appraiser, who signs any part of the mass appraisal report, including
aletter of transmittal, must also sign this certification.

In an assignment that includes only assignment results developed by the real property
appraiser(s), any appraiser(s) who signs a certification accepts full responsibility for all
elements of the certification, for the assignment results, and for the contents of the
appraisal report. In an assignment that includes persona property assignment results not
developed by the real property appraiser(s), any real property appraiser(s) who signs a
certification accepts full responsibility for the real property elements of the certification,
for the real property assignment results, and for the real property contents of the appraisal
report.

In an assignment that includes only assignment results developed by the personal
property appraiser(s), any appraiser(s) who signs a certification accepts full responsibility
for al elements of the certification, for the assignment results, and for the contents of the
appraisal report. In an assignment that includes real property assignment results not
developed by the personal property appraiser(s), any personal property appraiser(s) who
signs a certification accepts full responsibility for the personal property elements of the
certification, for the personal property assignment results, and for the personal property
contents of the appraisal report.

When a signing appraiser(s) has relied on work done by others who do not sign the
certification, the signing appraiser is responsible for the decision to rely on their work.
The signing appraiser(s) is required to have a reasonable basis for believing that those
individuals performing the work are competent and that their work is credible.

The names of individuals providing significant mass appraisal assistance who do not sign
a certification must be stated in the certification. It is not required that the description of
their assistance be contained in the certification, but disclosure of their assistance is
required in accordance with SR 6-7(;).

47 See Advisory Opinion AO-2. Referencesto Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto

the Standards Rules.
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STANDARD 7: PERSONAL PROPERTY APPRAISAL, DEVELOPMENT

In developing a per sonal property appraisal, an appraiser must identify the problem to be solved and
the scope of work necessary to solve the problem and correctly complete research and analysis
necessary to produce a credible appraisal.

Comment: STANDARD 7 is directed toward the substantive aspects of developing a
competent appraisal of personal property. The requirements set forth in STANDARD 7
follow the appraisal development processin the order of topics addressed and can be used
by appraisers and the users of appraisal services as a convenient checklist.

Standards Rule 7-1 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a per sonal property appraisal, an appraiser must:

(a) be aware of, understand, and correctly employ those recognized methods and techniques
that are necessary to produce a credible appraisal;

Comment: This Standards Rule recognizes that the principle of change continues to affect
the manner in which appraisers perform appraisal services. Changes and developmentsin
personal property practice have a substantial impact on the appraisal profession.
Important changes in the cost and manner of acquiring, producing, and marketing
personal property and changes in the legal framework in which property rights and
interests are created, marketed, conveyed, and financed have resulted in corresponding
changes in appraisal theory and practice. Social change has also had an effect on
appraisal theory and practice. To keep abreast of these changes and developments, the
appraisal profession reviews and revises appraisal methods and techniques and develops
methods and techniques to meet new circumstances. For this reason, it is not sufficient
for appraisers to simply maintain the skills and the knowledge they possess when they
become appraisers. Each appraiser must continuously improve his or her skills to remain
proficient in personal property appraisal.

(b) not commit a substantial error of omission or commission that significantly affects an
appraisal; and

Comment: In performing appraisal services, an appraiser must be certain that the
gathering of factual information is conducted in a manner that is sufficiently diligent,
given the scope of work as identified according to Standards Rule 7-2(f), to ensure that
the data that would have a materia or significant effect on the resulting opinions or
conclusions are identified and, when necessary, analyzed. Further, an appraiser must use
sufficient care in analyzing such data to avoid errors that would significantly affect his or
her opinions and conclusions.

(© not render appraisal servicesin a carelessor negligent manner, such as by making a series of
errorsthat, although individually might not significantly affect the results of an appraisal, in
the aggr egate affect the credibility of those results.

Comment: Perfection isimpossible to attain, and competence does not require perfection.
However, an appraiser must not render appraisal services in a careless or negligent
manner. This Rule requires an appraiser to use due diligence and due care.
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Standards Rule 7-2 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a per sonal property appraisal, an appraiser must:
(a identify the client and other intended users;*®
(b) identify the intended use of the appraiser’s opinions and conclusions;

Comment: Identification of the intended use is necessary for the appraiser and the client
to decide:

= the appropriate scope of work to be completed, and
= thelevel of information to be provided in communicating the appraisal.

An appraiser must not allow a client’s objectives or intended use to cause an analysis to
be biased.

(© identify the type and definition of value, and, if the value opinion to be developed is mar ket
value, ascertain whether the value isto be the most probable price:

0] in termsof cash; or

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

(i) in other precisely defined terms; and

(iv) if the opinion of value is to be based on non-market financing or financing with
unusual conditions or incentives, the terms of such financing must be clearly
identified and the appraiser’s opinion of their contributionsto or negative influence
on value must be developed by analysis of relevant market data;
Comment: When developing an opinion of value in a specified market or at a

specified market level based on the potential sale of the property, the appraiser
must also develop an opinion of reasonable exposure time linked to the value

opinion.
(d) identify the effective date of the appraiser’s opinions and conclusions;
(e identify the characteristics of the property that are relevant to the type and definition of

value and intended use of the appraisal, including:

() sufficient characteristics to establish the identity of the item including the method of
identification;
(i) sufficient characteristics to establish the relative quality of the item (and its

component parts, where applicable) within itstype;

(i) all other physical and economic attributeswith a material effect on value;

8 See Statement on Appraisal Standards No. 9 (SMT-9).
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Comment: Some examples of physical and economic characteristics include 2073

condition, style, size, quality, manufacturer, author, materials, origin, age, 2074
provenance, alterations, restorations, and obsolescence. The type of property, the 2075

type and definition of value, and intended use of the appraisal determine which 2076
characteristics have a materia effect on value. 2077

(iv) the owner ship interest to be valued; 2078
(v) any known restrictions, encumbrances, leases, covenants, contracts, declarations, 2079
special assessments, ordinances, or other items of a similar nature; and 2080

(vi) any real property or intangible items that are not personal property but which are 2081
included in the appraisal. 2082
Comment on (i)—(vi): If the necessary subject property information is not 2083
available because of conditions limiting the appraiser’s ability to inspect or 2084
research the subject property (such as lighting conditions at an onsite inspection, 2085

time constraints, lack of attainable information from reliable third-party 2086
sources), an appraiser must: 2087

= obtain the necessary information before proceeding, or 2088

= where possible, in compliance with Standards Rule 7-2(g), use an 2089
extraordinary assumption about such information. 2090

An appraiser may use any combination of a property inspection and documents 2001

or other resources to identify the relevant characteristics of the subject property. 2092

The information used by an appraiser to identify the property characteristics 9093

must be from sources the appraiser reasonably believes are reliable. 2094

An appraiser may not be required to value the whole when the subject of the 2095
appraisal isafractional interest, a physical segment, or a partial holding. 2096

()] identify the scope of work necessary to complete the assignment; 2097
Comment: The scope of work is acceptable when it is consistent with: 2098
= the expectations of participants in the market for the same or similar appraisal 2099
services; and 2100

= what the appraiser’s peers’ actions would be in performing the same or a similar 2101
assignment in compliance with USPAP. 2102

An appraiser must have sound reasons in support of the scope of work decision and must 2103
be prepared to support the decision to exclude any information or procedure that would 2104
appear to be relevant to the client, intended users, or the appraiser’s peersin the same or a 2105
similar assignment. 2106
An appraiser must not allow assignment conditions or other factors to limit the extent of 2107
research or analysis to such a degree that the resulting opinions and conclusions 2108
developed in an assignment are not credible in the context of the intended use of the 2109
appraisal. 2110
(9) identify any extraordinary assumptions necessary in the assignment; and 2111
Comment: An extraordinary assumption may be used in an assignment only if: 2112
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(h)

= itisrequired to properly develop credible opinions and conclusions;

= theappraiser has areasonable basis for the extraordinary assumption;

= useof the extraordinary assumption resultsin a credible analysis; and

= the appraiser complies with the disclosure requirements set forth in USPAP for
extraordinary assumptions.

identify any hypothetical conditions necessary in the assignment.
Comment: A hypothetical condition may be used in an assignment only if:

= use of the hypothetical condition is clearly required for legal purposes, for purposes
of reasonable analysis, or for purposes of comparison;

= useof the hypothetical condition resultsin a credible analysis; and

= the appraiser complies with the disclosure requirements set forth in USPAP for
hypothetical conditions.

Standards Rule 7-3 (This Standards Rule contains specific requirements from which departure is

permitted. See DEPARTURE RULE.)

In developing a personal property appraisal, an appraiser must collect, verify, analyze, and reconcile
all information pertinent to the appraisal problem, given the scope of work identified in accordance
with Standards Rule 7-2(f).

(@)

(b)

(©

Wher e applicable, identify the effect of highest and best use by measuring and analyzing the
current use and alternative uses to encompass what is profitable, legal, and physically
possible, asrelevant to thetype and definition of value and intended use of the appraisal;

Personal property has several measurable marketplaces; therefore, the appraiser must
define and analyze the appropriate market consistent with the type and definition of value;
and

Comment: The appraiser must recognize that there are distinct levels of trade and each
may generate its own data. For example, a property may have a different value at a
wholesale level of trade, a retail level of trade, or under various auction conditions.
Therefore, the appraiser must analyze the subject property within the correct market
context.

Analyze the relevant economic conditions at the time of the valuation, including market
acceptability of the property and supply, demand, scarcity, or rarity.

Standards Rule 7-4 (This Standards Rule contains specific requirements from which departure is

permitted. See DEPARTURE RULE.)

In developing a personal property appraisal, an appraiser must collect, verify, and analyze all
information applicable to the appraisal problem and the type of property, given the scope of work
identified in accordance with Standar ds Rule 7-2(f).

(@)

(b)

When a sales comparison approach is applicable, an appraiser must analyze such
comparable sales data as ar e available to indicate a value conclusion.

When a cost approach is applicable, an appraiser must:

() analyze such comparable cost data as are available to estimate the cost new of the
property; and
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(©)

(d)

()

(f)

(9)

(h)

(i) analyze such comparable data as are available to estimate the difference between
cost new and the present worth of the property (accrued depreciation).

When an income appr oach is applicable, an appraiser must:

0] analyze such comparable data as are available to estimate the market income of the
property;
(i) analyze such comparable operating expense data as are available to estimate the

operating expenses of the property;

(i) analyze such comparable data as are available to estimate rates of capitalization
and/or rates of discount; and

(iv) base projections of future income and expenses on reasonably clear and appropriate
evidence.

Comment: An appraiser must, in developing income and expense statements and
cash flow projections, weigh historical information and trends, current supply
and demand factors affecting such trends, and competition.

When developing an opinion of the value of a lease or leased property, an appraiser must
analyze the effect on value, if any, of the termsand conditions of the lease(s).

An appraiser must analyze the effect on value, if any, of the assemblage of the various
component parts of a property and refrain from valuing the whole solely by adding together
theindividual values of the various component parts.

Comment: Although the value of the whole may be equal to the sum of the separate parts,
it also may be greater than or less than the sum of such parts. Therefore, the value of the
whole must be tested by reference to appropriate data and supported by an appropriate
analysis of such data.

A similar procedure must be followed when the value of the whole has been established
and the appraiser seeks to value a part. The value of any such part must be tested by
reference to appropriate data and supported by an appropriate analysis of such data.

An appraiser must analyze the effect on value, if any, of anticipated modifications to the
subject property, to the extent that market actions reflect such anticipated modifications as
of the effective appraisal date.

An appraiser must analyze the effect on value of any real property or intangible items that
arenot personal property but areincluded in the appraisal.

Comment: Competency in real property appraisal (see STANDARD 1) or business
appraisal (see STANDARD 9) may be required when it is necessary to alocate the
overall value to the property components. In addition, competency in other types of
personal property outside of the appraiser’s speciaty area may be necessary (see
STANDARD 7 and the COMPETENCY RULE). A separate valuation, developed in
compliance with the STANDARD pertinent to the type of property involved, is required
when the value of an item or combination of itemsis significant to the overall value.

When appraising proposed modifications, an appraiser must examine and have available for
future examination:
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0] plans, specifications, or other documentation sufficient to identify the scope and
character of the proposed modifications;

(i) evidence indicating the probable time of completion of the proposed modifications;
and
(iii) reasonably clear and appropriate evidence supporting implementation costs,

anticipated ear nings, and output, as applicable.

Comment: Development of a value opinion for a subject property with proposed
modifications as of a current date involves the use of the hypothetical condition
that the described modifications have been completed as of the date of value
when, in fact, they have not.

The evidence required to be examined and maintained may include such items
as vendors’ or contractors’ estimates relating to cost and the time required to
complete the proposed modifications; market and feasibility studies; operating
cost data; and the history of recently completed similar developments. The
appraisal may require a complete feasibility analysis.

Standards Rule 7-5 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a personal property appraisal, when the value opinion to be developed is mar ket value,
an appraiser mugt, if such information is available to the appraiser in the normal course of
business: *

(a) analyze all agreements of sale, validated offers or third-party offers to sell, options, or
listings of the subject property current as of the effective date of the appraisal; and

(b) analyze all prior sales of the subject property that occurred within a reasonable and
applicabletime period, given the intended use and the type of property involved.

Comment: The data heeded for the required analysesin SR 7-5(a) and 7-5(b) may not be
available or relevant in all assignments. See the Comments to Standards Rules 8-2(a)(ix),
8-2(b)(ix), and 8-2(c)(ix) for corresponding reporting requirements.

Standards Rule 7-6 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a per sonal property appraisal, an appraiser must:

(a reconcile the quality and quantity of data available and analyzed within the approaches
used; and
(b) reconcile the applicability or suitability of the approaches used to arrive at the value

conclusion(s).

Comment: See the Comments to Standards Rules 8-2(a)(ix), 8-2(b)(ix), and 8-2(c)(ix)
for corresponding reporting requirements.

49 See Advisory Opinion AO-24. References to Advisory Opinions are for guidance only and do not incorporate Advisory Opinionsinto
the Standards Rules.
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STANDARD 8: PERSONAL PROPERTY APPRAISAL, REPORTING

In reporting the results of a personal property appraisal, an appraiser must communicate each
analysis, opinion, and conclusion in a manner that isnot misleading.

Comment: STANDARD 8 addresses the content and level of information required in a
report that communicates the results of a personal property appraisal.

STANDARD 8 does not dictate the form, format, or style of personal property appraisal
reports, which are functions of the needs of users and appraisers. The substantive content
of areport determines its compliance.

Standards Rule 8-1 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

Each written or oral personal property appraisal report must:
(a) clearly and accurately set forth the appraisal in a manner that will not be misleading;

Comment: Since many reports are used and relied upon by third parties, communications
considered adequate by the appraiser’s client may not be sufficient. An appraiser must
take extreme care to make certain that his or her reports will not be misleading to the
intended users of the appraisal report.

(b) contain sufficient information to enable the intended users of the appraisal to understand the
report properly; and

Comment: The person(s) expected to receive or rely on a Self-Contained or Summary
Appraisal Report are the client and intended users. Only the client is expected to receive
or rely on the Restricted Use Appraisal Report.

(© clearly and accurately disclose all assumptions, extraordinary assumptions, hypothetical
conditions, and limiting conditions used in the assignment.

Standards Rule 8-2 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

Each written personal property appraisal report must be prepared under one of the following three
options and prominently state which option is used: Self-Contained Appraisal Report, Summary
Appraisal Report, or Restricted Use Appraisal Report.

Comment: When the intended users include parties other than the client, either a Self-
Contained Appraisal Report or a Summary Appraisal Report must be provided. When the
intended users do not include parties other than the client, a Restricted Use Appraisal
Report may be provided. The essential difference among these three options is in the
content and level of information provided.

An appraiser must use care when characterizing the type of report and level of
information communicated upon completion of an assignment. An appraiser may use any
other label in addition to, but not in place of, the label set forth in this Standard for the
type of report provided.
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The report content and level of information requirements set forth in this Standard are
minimums for each type of report. An appraiser must supplement a report form, when
necessary, to ensure that any intended user of the appraisal is not misled and that the
report complies with the applicable content requirements set forth in this Standards Rule.

A party receiving a copy of a Self-Contained Appraisal Report, Summary Appraisal
Report, or Restricted Use Appraisal Report in order to satisfy disclosure requirements
does not become an intended user of the appraisal unless the appraiser identifies such
party as an intended user as part of the assignment.

(a The content of a Self-Contained Appraisal Report must be consistent with the intended use
of the appraisal and, at a minimum:

0] state the identity of the client and any intended users, by name or type;

Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE. In those rare instances where the client wishes to remain
anonymous, an appraiser must still document the identity of the client in the
workfile but may omit the client’s identity in the report.

(ii) state the intended use of the appraisal;*

(iii) describe information sufficient to identify the property involved in the appraisal,
including the physical and economic property characteristics relevant to the
assignment;

(iv) state the property interest appraised;

(v) state the type and definition of value and cite the sour ce of the definition;

Comment: Stating the definition of value also requires any comments needed to
clearly indicate to the intended users how the definition is being applied.

When reporting an opinion of market value, state whether the opinion of value
is.

= intermsof cash or of financing terms equivalent to cash, or
= based on non-market financing or financing with unusual conditions or
incentives.

When an opinion of market value is not in terms of cash or based on financing
terms equivalent to cash, summarize the terms of such financing and explain
their contributions to or negative influence on value.

%0 See Statement on Appraisal Standards No. 9 (SMT-9).
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(vi) state the effective date of the appraisal and the date of the report;> 2298

Comment: The effective date of the appraisal establishes the context for the 2299
value opinion, while the date of the report indicates whether the perspective of 2300
the appraiser on the market or property use conditions as of the effective date of 2301
the appraisal was prospective, current, or retrospective. 2302
Reiteration of the date of the report and the effective date of the appraisal at 2303
various stages of the report in tandem is important for the clear understanding 2304
of the reader whenever market or property use conditions on the date of the 2305
report are different from such conditions on the effective date of the appraisal. 2306

(vii) describe sufficient infor mation to disclose to the client and any intended usersof the 2307

appraisal the scope of work used to develop the appraisal; 2308
Comment: This requirement is to ensure that the client and intended users whose 2309
expected reliance on an appraisadl may be affected by the extent of the 2310
appraiser’s investigation are properly informed and are not misled as to the 2311
scope of work. The appraiser has the burden of proof to support the scope of 2312
work decision and the level of information included in a report. 2313
When any portion of the work involves significant personal property appraisal 2314
assistance, the appraiser must describe the extent of that assistance. The signing 2315
appraiser must also state the name(s) of those providing the significant personal 2316
property appraisal assistance in the certification, in accordance with SR 8-3. 2317
(viii)  clearly and conspicuously: 2318
o stateall extraordinary assumptions and hypothetical conditions; and 2319
o statethat their use might have affected the assignment results; 2320

(ix) describe the information analyzed, the appraisal procedures followed, and the 2321

reasoning that supportsthe analyses, opinions, and conclusions; 2322
Comment: The appraiser must be certain the information provided is sufficient 2323
for the client and intended users to adequately understand the rationale for the 2324
opinion and conclusions, including reconciliation of the data and approaches, in 2325
accordance with Standards Rule 7-6. 2326
When reporting an opinion of market value, a summary of the results of 2327
analyzing the subject sales, offers, options, and listings in accordance with 2328
Standards Rule 7-5 is required. If such information was unobtainable, a 2329
statement on the efforts undertaken by the appraiser to obtain the information is 2330
required. If such information is irrelevant, a statement acknowledging the 2331
existence of the information and citing its lack of relevance isrequired. 2332
(x) state, as appropriate to the class of personal property involved, the use of the 2333

property existing as of the date of value and the use of the property reflected in the 2334
appraisal; and, when reporting an opinion of market value, describe the support 2335
and rationale for the appraiser’s opinion of the highest and best use of the property; 2336

5! See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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2337 Comment: The report must contain the appraiser’s opinion as to the highest and

2338 best use of the property, unless an opinion as to highest and best use is
2339 unnecessary such as in insurance valuation or “value in use” appraisals. When
2340 reporting an opinion of market value, a summary of the appraiser’s support and
2341 rationale for the opinion of highest and best use is required. The appraiser’s
2342 reasoning in support of the opinion must be provided in the depth and detail
2343 required by its significance to the appraisal. In the context of personal property,
2344 highest and best use may equate to the choice of the appropriate market or
2345 market level for the type of item, the type and definition of value, and intended
2346 use of the report.

2347 (xi) state and explain any permitted departures from specific requirements of
2348 STANDARD 7 and the reason for excluding any of the usual valuation appr oaches;
2349 and

2350 Comment: A Self-Contained Appraisal Report must include sufficient
2351 information to indicate that the appraiser complied with the requirements of
2352 STANDARD 7, including any permitted departures from the specific
2353 requirements. The amount of detail required will vary with the significance of
2354 the information to the appraisal.

2355 When the DEPARTURE RULE is invoked, the assignment is deemed to be a
2356 Limited Appraisal. Use of the term “Limited Appraisal” makes clear that the
2357 assignment involved something less than or different from the work that could
2358 have and would have been completed if departure had not been invoked. The
2359 report of a Limited Appraisal must contain a prominent section that clearly
2360 identifies the extent of the appraisal process performed and the departures taken.
2361 The reliability of the results of a Complete Appraisal or a Limited Appraisal
2362 developed under STANDARD 7 is not affected by the type of report prepared
2363 under STANDARD 8. The extent of the appraisal process performed under
2364 STANDARD 7 isthe basis for the reliability of the value conclusion.

2365 (xii) include a signed certification in accordance with Standards Rule 8-3.

2366 (b) The content of a Summary Appraisal Report must be consistent with the intended use of the
2367 appraisal and, at a minimum:

2368 Comment: The essential difference between the Self-Contained Appraisal

2369 Report and the Summary Appraisal Report isthe level of detail of presentation.

2370 0] state the identity of the client and any intended users, by name or type;

2371 Comment: An appraiser must use care when identifying the client to ensure a

2372 clear understanding and to avoid violations of the Confidentiality section of the

2373 ETHICS RULE. In those rare instances where the client wishes to remain

2374 anonymous, an appraiser must still document the identity of the client in the

2375 workfile but may omit the client’s identity in the report.

2376 (i) state the intended use of the appraisal;

2377 (iii) summarize information sufficient to identify the property involved in the appraisal,
2378 including the physical and economic property characteristics relevant to the
2379 assignment;
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(iv) state the property interest appraised; 2380

(V) state the type and definition of value and cite the sour ce of the definition; 2381
Comment: Stating the definition of value also requires any comments needed to 2382

clearly indicate to the intended users how the definition is being applied. 2383

When reporting an opinion of market value, state whether the opinion of value 2384

is: 2385

= intermsof cash or of financing terms equivalent to cash, or 2386

= based on non-market financing or financing with unusual conditions or 2387
incentives. 2388

When an opinion of market value is not in terms of cash or based on financing 2389

terms equivalent to cash, summarize the terms of such financing and explain 230

their contributions to or negative influence on value. 2391

(vi) state the effective date of the appraisal and the date of the report; 2392
Comment: The effective date of the appraisal establishes the context for the 2393

value opinion, while the date of the report indicates whether the perspective of 2394

the appraiser on the market or property use conditions as of the effective date of 2395

the appraisal was prospective, current, or retrospective. 23%
Reiteration of the date of the report and the effective date of the appraisal at 2397

various stages of the report in tandem isimportant for the clear understanding of 2398

the reader whenever market or property use conditions on the date of the report 2399

are different from such conditions on the effective date of the appraisal. 2400

(vii) summarize sufficient infor mation to disclose to the client and any intended users of 2401

the appraisal the scope of work used to develop the appraisal; 2402
Comment: This requirement is to ensure that the client and intended users whose 2403
expected reliance on an appraisal may be affected by the extent of the 2404
appraiser’s investigation are properly informed and are not misled as to the 2405
scope of work. The appraiser has the burden of proof to support the scope of 2406
work decision and the level of information included in areport. 2407
When any portion of the work involves significant personal property appraisal 2408
assistance, the appraiser must summarize the extent of that assistance. The 2409
signing appraiser must also state the name(s) of those providing the significant 2410
personal property appraisal assistance in the certification, in accordance with SR 2411
8-3. 2412
(viii)  clearly and conspicuously: 2413
e sateall extraordinary assumptions and hypothetical conditions; and 2414
e statethat their use might have affected the assignment results; 2415
(ix) summarize the information analyzed, the appraisal procedures followed, and the 2416
reasoning that supportsthe analyses, opinions, and conclusions; 2417
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2418 Comment: The appraiser must be certain that the information provided is

2419 sufficient for the client and intended users to adequately understand the rationale

2420 for the opinion and conclusions, including reconciliation of the data and

2421 approaches, in accordance with Standards Rule 7-6.

2422 When reporting an opinion of market value, a summary of the results of the

2423 analysis of the subject sales, offers, options, and listings in accordance with

2424 Standards Rule 7-5 is necessary. If such information was unobtainable, a

2425 statement on the efforts undertaken by the appraiser to obtain the information is

2426 required. If such information is irrelevant, a statement acknowledging the

2427 existence of the information and citing its lack of relevance is required.

2428 x) state, as appropriate to the class of personal property involved, the use of the
2429 property existing as of the date of value and the use of the property reflected in the
2430 appraisal; and, when reporting an opinion of market value, summarize the support
2431 and rationale for the appraiser’s opinion of the highest and best use of the property;
2432 Comment: The report must contain the appraiser’s opinion as to the highest and

2433 best use of the property, unless an opinion as to highest and best use is

2434 unnecessary such as in insurance valuation or “value in use” appraisals. When

2435 reporting an opinion of market value, a summary of the appraiser’s support and

2436 rationale for the opinion of highest and best use is required. The appraiser’s

2437 reasoning in support of the opinion must be provided in the depth and detail

2438 required by its significance to the appraisal. In the context of personal property,

2439 highest and best use may equate to the choice of the appropriate market or

2440 market level for the type of item and the type and definition of value and

2441 intended use of the report.

2442 (xi) state and explain any permitted departures from specific requirements of
2443 STANDARD 7, and the reason for excluding any of the usual valuation appr oaches;
2444 and

2445 Comment: A Summary Appraisal Report must include sufficient information to

2446 indicate that the appraiser complied with the requirements of STANDARD 7,

2447 including any permitted departures from the specific requirements. The amount

2448 of detail required will vary with the significance of the information to the

2449 appraisal.

2450 When the DEPARTURE RULE is invoked, the assignment is deemed to be a

2451 Limited Appraisal. Use of the term “Limited Appraisal” makes clear that the

2452 assignment involved something less than or different from the work that could

2453 have and would have been completed if departure had not been invoked. The

2454 report of a Limited Appraisal must contain a prominent section that clearly

2455 identifies the extent of the appraisal process performed and the departures taken.

2456 The reliability of the results of a Complete Appraisal or a Limited Appraisal

2457 developed under STANDARD 7 is not affected by the type of report prepared

2458 under STANDARD 8. The extent of the appraisal process performed under

2459 STANDARD 7 isthe basis for the reliability of the value conclusion.

2460 (xii) include a signed certification in accordance with Standards Rule 8-3.

2461  (C) The content of a Restricted Use Appraisal Report must be consistent with the intended use of
2462 the appraisal and, at a minimum:
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(i)

(iii)
(iv)
(V)

(vi)

(vii)

(viii)

(ix)

state the identity of the client, by name or type;

Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE. In those rare instances when the client wishes to remain
anonymous, an appraiser must still document the identity of the client in the
workfile but may omit the client’s identity in the report.

state the intended use of the appraisal;

Comment: The intended use of the appraisal must be consistent with the
limitation on use of the Restricted Use Appraisal Report option in this Standards
Rule (i.e, client use only).

state information sufficient to identify the property involved in the appraisal;
state the property interest appraised;

state the type of value, and cite the sour ce of its definition;

state the effective date of the appraisal and the date of the report;>
Comment: The effective date of the appraisal establishes the context for the
value opinion, while the date of the report indicates whether the perspective of

the appraiser on the market or property use conditions as of the effective date of
the appraisal was prospective, current, or retrospective.

state the extent of the process of collecting, confirming, and reporting data or refer
to an assignment agreement retained in the appraiser’s workfile, which describes

the scope of work to be perfor med;

Comment: When any portion of the work involves significant personal property
appraisal assistance, the appraiser must state the extent of that assistance. The
signing appraiser must also state the name(s) of those providing the significant
personal property appraisal assistance in the certification, in accordance with SR
8-3.

clearly and conspicuously:

o dtateall extraordinary assumptionsand hypothetical conditions; and

e dtatethat their use might have affected the assignment results;

state the appraisal procedures followed, state the value opinion(s) and conclusion(s)

reached, and reference the workfile;

%2 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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2534

2535

2536

)

(xi)

(xii)

Comment: An appraiser must maintain a specific, coherent workfile in support
of a Restricted Use Appraisal Report. The contents of the workfile must be
sufficient for the appraiser to produce a Summary Appraisal Report. The file
must be available for inspection by the client (or the client’s representatives,
such as those engaged to complete an appraisal review), state enforcement
agencies, such third parties as may be authorized by due process of law, and a
duly authorized professional peer review committee except when such
disclosure to a committee would violate applicable law or regulation.

When reporting an opinion of market value, information analyzed in compliance
with Standards Rules 7-5 is significant information that must be disclosed in a
Restricted Use Appraisa Report. If such information was unobtainable, a
statement on the efforts undertaken by the appraiser to obtain the information is
required. If such information is irrelevant, a statement acknowledging the
existence of the information and citing its lack of relevance is required.

state, as appropriate to the class of personal property involved, the use of the
property existing as of the date of value and the use of the property reflected in the
appraisal; and, when reporting an opinion of market value, state the appraiser’s
opinion of the highest and best use of the property;

Comment: If an opinion of highest and best use is required, the appraiser’s
reasoning in support of the opinion must be stated in the depth and detail
required by its significance to the appraisal or documented in the workfile and
referenced in the report. In the context of persona property, highest and best use
may eguate to the choice of the appropriate market or market level for the type
of item, the type and definition of value, and intended use of the report.

state and explain any permitted departures from applicable specific requirements of
STANDARD 7; state the exclusion of any of the usual valuation approaches; and
state a prominent userestriction that limits use of the report to the client and warns
that the appraiser’s opinions and conclusions set forth in the report cannot be
understood properly without additional information in the appraiser’s workfile;
and

Comment: When the DEPARTURE RULE is invoked, the assignment is
deemed to be a Limited Appraisal. Use of the term “Limited Appraisal” makes it
clear that the assignment involved something less than or different from the
work that could have and would have been completed if departure had not been
invoked. 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 Restricted Use Appraisal Report is for client use only. Before entering into
an agreement, the appraiser should establish with the client the situations where
this type of report is to be used and should ensure that the client understands the
restricted utility of the Restricted Use Appraisal Report.

include a signed certification in accordance with Standards Rule 8-3.
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Standards Rule 8-3 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

Each written personal property appraisal report must contain a signed certification that is similar in
content to the following form:

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

— the statements of fact contained in thisreport aretrue and correct.

— the reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions and are my personal, impartial, and unbiased
professional analyses, opinions, and conclusions.

— | have no (or the specified) present or prospective interest in the property that is
the subject of thisreport and no (or the specified) personal interest with respect to
the partiesinvolved.

— | have no bias with respect to the property that is the subject of thisreport or to
the partiesinvolved with this assignment.

— my engagement in this assignment was not contingent upon developing or
reporting predetermined results.

— my compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that
favorsthe cause of the client, the amount of the value opinion, the attainment of a
stipulated result, or the occurrence of a subsequent event directly related to the
intended use of thisappraisal.

— my analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

— | have (or have not) made a personal inspection of the property that isthe subject
of this report. (If more than one person signs this certification, the certification
must clearly specify which individuals did and which individuals did not make a
personal inspection of the appraised property.)

— no one provided significant personal property appraisal assistance to the person
signing this certification. (If there are exceptions, the name of each individual
providing significant personal property appraisal assistance must be stated.)

Comment: A signed certification is an integral part of the appraisal report. An appraiser
who signs any part of the appraisal report, including a letter of transmittal, must also sign
this certification.

In an assignment that includes only assignment results developed by the personal
property appraiser(s), any appraiser(s) who signs a certification accepts full responsibility
for al elements of the certification, for the assignment results, and for the contents of the
appraisal report. In an assignment that includes real property, business or intangible asset
assignment results not developed by the personal property appraiser(s), any personal
property appraiser(s) who signs a certification accepts full responsibility for the personal
property elements of the certification, for the personal property assignment results, and
for the personal property contents of the appraisal report.

When a signing appraiser(s) has relied on work done by others who do not sign the
certification, the signing appraiser is responsible for the decision to rely on their work.
The signing appraiser(s) is required to have a reasonable basis for believing that those
individual s performing the work are competent and that their work is credible.

The names of individuals providing significant personal property appraisal assistance
who do not sign a certification must be stated in the certification. It is not required that
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the description of their assistance be contained in the certification, but disclosure of their
assistance is required in accordance with SR 8-2(a), (b), or (c)(vii), as applicable.

Standards Rule 8-4 (This Standards Rule contains specific requirements from which departure is
permitted. See DEPARTURE RULE.)

An oral personal property appraisal report must, at a minimum, address the substantive matters set
forth in Standards Rule 8-2(b).

Comment: Testimony of an appraiser concerning his or her analyses, opinions, and
conclusionsis an ora report in which the appraiser must comply with the requirements of
this Standards Rule.

See the Record Keeping section of the ETHICS RULE for corresponding requirements.
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STANDARD 9: BUSINESS APPRAISAL, DEVELOPMENT

In developing a business or intangible asset appraisal, an appraiser must identify the problem to be
solved and the scope of work necessary to solve the problem and correctly complete the research and
analysis steps necessary to produce a credible appraisal.

Comment: STANDARD 9 is directed toward the substantive aspects of developing a
competent business or intangible asset appraisal. The requirements of STANDARD 9
apply when the specific purpose of an assignment is to develop an appraisal of a business
or intangible asset.

Standards Rule 9-1 (This Standar ds Rule contains binding requirement from which departureis not
per mitted.)

In developing a business or intangible asset appraisal, an appraiser must:

(a) be aware of, understand, and correctly employ those recognized methods and procedures
that are necessary to produce a credible appraisal;

Comment: Changes and developments in the economy and in investment theory have a
substantial impact on the business appraisal profession. Important changes in the
financial arena, securities regulation, and tax law and major new court decisions may
result in corresponding changes in business appraisal practice.

(b) not commit a substantial error of omission or commission that significantly affects an
appraisal; and

Comment: In performing appraisal services, an appraiser must be certain that the
gathering of factual information is conducted in a manner that is sufficiently diligent,
given the scope of work as identified according to Standards Rule 9-2(e), to reasonably
ensure that the data that would have a material or significant effect on the resulting
opinions or conclusions are identified and, when necessary, analyzed. Further, an
appraiser must use sufficient care in analyzing such data to avoid errors that would
significantly affect his or her opinions and conclusions.

(© not render appraisal servicesin a carelessor negligent manner, such as by making a series of
errorsthat, although individually might not significantly affect the results of an appraisal, in
the aggr egate affect the credibility of those results.

Comment: Perfection is impossible to attain and competence does not require perfection.
However, an appraiser must not render appraisal services in a careless or negligent
manner. This Rule requires an appraiser to use diligence and care.

Standards Rule 9-2 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a business or intangible asset appraisal, an appraiser must identify:

(a) the client and any other intended users of the appraisal and the client’s intended use of the
appraiser’sopinions and conclusions;

Comment: An appraiser must not allow a client’s objectives or intended use of the
appraisal to cause an analysis to be biased.

(b) the type and definition of value;
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(c) the effective date of the appraisal;>
(d) the business enter prises, assets, or equity to be valued;

0] identify any buy-sell agreement, investment letter stock restrictions, restrictive
corporate charter or partnership agreement clauses, and any similar features or
factorsthat may have an influence on value; and

(i) ascertain the extent to which theinterests contain elements of owner ship control.

Comment: Special attention should be paid to the attributes of the interest being
appraised, including the rights and benefits of ownership. The elements of
control in a given situation may be affected by law, distribution of ownership
interests, contractual relationships, and many other factors. As a consequence,
the degree of control or lack of it depends on a broad variety of facts and
circumstances that must be evaluated in the specific situation.

Equity interests in a business enterprise are not necessarily worth the pro rata
share of the business enterprise value as a whole. Conversely, the value of the
business enterprise is not necessarily a direct mathematical extension of the
value of the fractional interests.

(e the scope of work that will be necessary to complete the assignment;
Comment: The scope of work is acceptable when it is consistent with:

= the expectations of participants in the market for the same or similar appraisal
services; and

= what the appraiser’s peers’ actions would be in performing the same or a similar
business appraisal assignment in compliance with USPAP. >

An appraiser must have sound reasons in support of the scope of work decision and must
be prepared to support the decision to exclude any information or procedure that would
appear to be relevant to the client, an intended user, or the appraiser’s peers in the same
or a similar assignment. An appraiser must not allow assignment conditions to limit the
extent of research or analysis to such a degree that the resulting opinions and conclusions
developed in an assignment are not credible in the context of the intended use of the
appraisal.

()] any extraordinary assumptions necessary in the assignment; and
Comment: An extraordinary assumption may be used in an appraisal only if:

= itisrequired to properly develop credible opinions and conclusions;

= theappraiser has areasonable basis for the extraordinary assumption;

= useof the extraordinary assumption resultsin a credible analysis; and

= the appraiser complies with the disclosure requirements set forth in USPAP for
extraordinary assumptions.

%2 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
% See Statement on Appraisal Standards No. 7 (SMT-7).
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(9) any hypothetical conditions necessary in the assignment.
Comment: A hypothetical condition may be used in an appraisal only if:

= use of the hypothetical condition is clearly required for legal purposes, for purposes
of reasonable analysis, or for purposes of comparison;

= useof the hypothetical condition resultsin a credible analysis; and

= the appraiser complies with the disclosure requirements set forth in USPAP for
hypothetical conditions.

Standards Rule 9-3 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a business or intangible asset appraisal relating to an equity interest with the ability to
cause liquidation of the enterprise, an appraiser must investigate the possibility that the business
enterprise may have a higher value by liquidation of all or part of the enterprise than by continued
operation as is. If liquidation of all or part of the enterprise is the indicated basis of valuation, an
appraisal of any real estate or personal property to be liquidated may be appropriate.

Comment: This Standards Rule requires the appraiser to recognize that continued
operation of a business is not always the best premise of value because liquidation of all
or part of the enterprise may result in a higher value. However, this typically applies only
when the business equity being appraised is in a position to cause liquidation. If
liquidation of all or part of the enterprise is the appropriate premise of value, competency
in the appraisal of assets such as real estate (STANDARD 1) and tangible personal
property (STANDARD 7) may be required to complete the business appraisal
assignment.

Standards Rule 9-4 (This Standards Rule contains specific requirements from which departure is
per mitted. Seethe DEPARTURE RULE.)

In developing a business or intangible asset appraisal, an appraiser must collect and analyze all
infor mation pertinent to the appraisal problem, given the scope of work identified in accor dance with
Standards Rule 9-2(€).

(a An appraiser must develop value opinion(s) and conclusion(s) by use of one or more
approachesthat apply to the specific appraisal assignment; and

Comment: This Standards Rule requires the appraiser to use all relevant approaches for
which sufficient reliable data are available. However, it does not mean that the appraiser
must use all approaches in order to comply with the Standards Rule if certain approaches
are not applicable.

(b) includein the analyses, when relevant, data regar ding:
0] the nature and history of the business;
(i) financial and economic conditions affecting the business enterprise itsindustry, and

the general economy;
(i) past results, current operations, and futur e prospects of the business enterprise;

(iv) past sales of capital stock or other ownership interests in the business enterprise
being appraised,;
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(v) salesof similar businessesor capital stock of publicly held similar businesses;
(vi) prices, terms, and conditions affecting past sales of similar business equity; and
(vii) economic benefit of intangible assets.

Comment: This Standards Rule directs the appraiser to study the prospective and
retrospective aspects of the business enterprise and to study it in terms of the
economic and industry environment within which it operates. Further, sales of
securities of the business itself or similar businesses for which sufficient
information is available should also be considered.

Standards Rule 9-5 (This Standar ds Rule contains binding requirements from which departureis not
per mitted.)

In developing a business or intangible asset appraisal, an appraiser must reconcile the indications of
valueresulting from the various approachesto arrive at the value conclusion.

Comment: The appraiser must evaluate the relative reliability of the various indications
of value. The appraiser must consider the quality and quantity of data leading to each of
the indications of value. The value conclusion is the result of the appraiser’s judgment
and not necessarily the result of a mathematical process.
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STANDARD 10: BUSINESS APPRAISAL, REPORTING

In reporting the results of a business or intangible asset appraisal, an appraiser must communicate
each analysis, opinion, and conclusion in a manner that is not misleading.

Comment: STANDARD 10 addresses the content and level of information required in a report
that communicates the results of a business or intangible asset appraisd developed under
STANDARD 9.

STANDARD 10 does not dictate the form, format, or style of business or intangible asset
appraisal reports, which are functions of the needs of users and providers of appraisal
services. The substantive content of a report determines its compliance.

Standards Rule 10-1 (This Standards Rule contains binding requirements from which departure is
not permitted.)

Each written or oral business or intangible asset appraisal report must:
(a) clearly and accurately set forth the appraisal in a manner that will not be misleading:

(b) contain sufficient infor mation to enable the intended user (s) to understand it and note any
specific limiting conditions concer ning infor mation; and

(© clearly and accurately disclose all assumptions, extraordinary assumptions, hypothetical
conditions, and limiting conditions used in the assignment.

Comment: Examples might include items such as the execution of a pending agreement,
atypical financing, infusion of additional working capital or making other capital
additions, or compliance with regulatory authority rules.

Standards Rule 10-2 (This Standards Rule contains binding requirements from which departure is
not permitted.)

Each written business appraisal or intangible asset appraisal report must be prepared in accordance
with one of the following options and prominently state which option is used: Appraisal Report or
Restricted Use Appraisal Report.

Comment: When the intended users include parties other than the client, an Appraisal
Report must be provided. When the only intended user is the client, a Restricted Use
Appraisal Report may be provided.

The essential difference between these options is in the content and level of information
provided.

An appraiser may use any other label in addition to, but not in place of, the label set forth
in this Standard for the type of report provided.

The report content and level of information requirements set forth in this Standard are
minimums for both types of report. An appraiser must ensure that any intended user of
the appraisal is not misled and that the report complies with the applicable content
requirements set forth in this Standards Rule.

A party receiving a copy of an Appraisal Report or Restricted Use Appraisal Report does
not become an intended user of the appraisal unless the appraiser identifies such party as
an intended user as part of the assignment.
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(a The content of an Appraisal Report must be consistent with the intended use of the appraisal
and, at a minimum:

0] state the identity of the client and any intended users, by name or type;

Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE. In those rare instances when the client wishes to remain
anonymous, an appraiser must still document the identity of the client in the
workfile but may omit the client’s identity in the report.

(ii) state the intended use of the appraisal;*®

(iii) summarize information sufficient to identify the business or intangible asset
appraised;

Comment: The identification information must include property characteristics
relevant to the assignment.

(iv) state as relevant to the assignment, the extent to which the business interest or the
interest in the intangible asset appraised contains elements of ownership control,
including the basisfor that deter mination;

(v) state the type and definition of value and cite the sour ce of the definition;

Comment: Stating the definition of value also requires any comments needed to
clearly indicate to the intended users how the definition is being applied.

(vi) state the effective date of the appraisal and the date of thereport;*®

Comment: The effective date of the appraisal establishes the context for the
value opinion, while the date of the report indicates whether the perspective of
the appraiser on the market or property use conditions as of the effective date of
the appraisal was prospective, current, or retrospective.

(vii) summarize sufficient information to disclose to the client and any intended users of
the appraisal the scope of work used to develop the appraisal;

Comment: This requirement is to ensure that the client and intended users whose
expected reliance on an appraisal may be affected by the extent of the
appraiser’s investigation are properly informed and are not mised as to the
scope of work. The appraiser has the burden of proof to support the scope of
work decision and the level of information included in a report.

When any portion of the work involves significant business appraisal assistance,
the appraiser must summarize the extent of that assistance. The signing appraiser
must also state the name(s) of those providing the significant business appraisal
assistance in the certification, in accordance with SR 10-3.

(viii)  clearly and conspicuously:

o stateall extraordinary assumptions and hypothetical conditions; and

% See Statement on Appraisal Standards No. 9 (SMT-9).
% See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).

Electronic USPAP 2005 Edition — Not for Distribution
©The Appraisal Foundation



(ix)

)

(xi)

e dtatethat their use might have affected the assignment results;

summarize the information analyzed, the appraisal procedures followed, and the
reasoning that supportsthe analyses, opinions, and conclusions;

Comment: The appraiser must attempt to determine that the information
provided is sufficient for the client and intended users to adequately understand
the rationale for the opinion and conclusions, including reconciliation in
accordance with Standards Rule 9-5.

state and explain any permitted departures from specific requirements of
STANDARD 9 and the reason for excluding any of the usual valuation appr oaches;
and

Comment: An Appraisal Report must include sufficient information to indicate
that the appraiser complied with the requirements of STANDARD 9, including
any permitted departures from the specific requirements. The amount of detail
required will vary with the significance of the information to the appraisal.

When the DEPARTURE RULE is invoked, the assignment is deemed to be a
Limited Appraisal. Use of the term “Limited Appraisal” makes clear that the
assignment involved something less than or different from the work that could
have and would have been completed if departure had not been invoked. 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.

include a signed certification in accor dance with Standards Rule 10-3.

(b) The content of a Restricted Use Appraisal Report must be for client use only and consistent
with the intended use of the appraisal and, at a minimum:

(i)

(i)

(iii)

(iv)

v)
(vi)

state the identity of the client;

Comment: An appraiser must use care when identifying the client to ensure a
clear understanding and to avoid violations of the Confidentiality section of the
ETHICS RULE.

state the intended use of the appraisal;

Comment: The intended use of the appraisal must be client use only.

state information sufficient to identify the business or intangible asset appraised;

Comment: The identification information must include property characteristics
relevant to the assignment.

state as relevant to the assignment, the extent to which the business interest or the
interest in the intangible asset appraised contains elements of ownership control,
including the basisfor that determination;

state the type of value and cite the sour ce of its definition;

state the effective date of the appraisal and the date of thereport;*

57 See Statement on Appraisal Standards No. 3 (SMT-3) and Statement on Appraisal Standards No. 4 (SMT-4).
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(vii)

(viii)

(ix)

)

(xi)

Comment: The effective date of the appraisal establishes the context for the
value opinion, while the date of the report indicates whether the perspective of
the appraiser on the market or property use conditions as of the effective date of
the appraisal was prospective, current, or retrospective.

state the extent of the process of collecting, confirming, and reporting data or refer
to an assignment agreement retained in the appraiser’s workfile that describes the
scope of work to be performed,;

Comment: When any portion of the work involves significant business appraisal
assistance, the appraiser must state the extent of that assistance. The signing
appraiser must also state the name(s) of those providing the significant business
appraisal assistance in the certification, in accordance with SR 10-3.

clearly and conspicuously:
o dtateall extraordinary assumptionsand hypothetical conditions; and
e dtatethat their use might have affected the assignment results;

state the appraisal procedures followed, state the value opinion(s) and conclusion(s)
reached, and reference the workfile;

Comment: An appraiser must maintain a specific, coherent workfile in support
of a Restricted Use Appraisal Report. The contents of the workfile must be
sufficient for the appraiser to produce an Appraisal Report. The file must be
available for inspection by the client (or the client’s representatives, such as
those engaged to complete an appraisal review), such third parties as may be
authorized by due process of law, and a duly authorized professional peer
review committee except when such disclosure to a committee would violate
applicable law or regulation.

state and explain any permitted departures from applicable specific requirements of
STANDARD 9; state the exclusion of any of the usual valuation approaches, and
state a prominent use restriction that limits use of thereport to the client and warns
that the appraiser’s opinions and conclusions set forth in the report cannot be
under stood properly without additional infor mation in the appraiser’sworkfile; and

Comment: When the DEPARTURE RULE is invoked, the assignment is
deemed to be a Limited Appraisal. Use of the term “Limited Appraisal” makes it
clear that the assignment involved something less than or different from the
work that could have and would have been completed if departure had not been
invoked. 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 Restricted Use Appraisal Report is for client use only. Before entering into
an agreement, the appraiser should establish with the client the situations where
this type of report isto be used and should ensure that the client understands the
restricted utility of the Restricted Use Appraisal Report.

include a signed certification in accor dance with Standards Rule 10-3.
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Standards Rule 10-3 (This Standards Rule contains binding requirements from which departure is
not permitted.)

Each written business or intangible asset appraisal report must contain a signed certification that is
similar in content to the following form:

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

— the statements of fact contained in thisreport aretrue and correct.

— the reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions and are my personal, impartial, and unbiased
professional analyses, opinions, and conclusions.

— | have no (or the specified) present or prospective interest in the property that is
the subject of thisreport, and | have no (or the specified) personal interest with
respect to the partiesinvolved.

— | have no bias with respect to the property that is the subject of thisreport or to
the partiesinvolved with this assignment.

— my engagement in this assignment was not contingent upon developing or
reporting predetermined results.

— my compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that
favorsthe cause of the client, the amount of the value opinion, the attainment of a
stipulated result, or the occurrence of a subsequent event directly related to the
intended use of thisappraisal.

— my analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

— no one provided significant business appraisal assistance to the person signing this
certification. (If there are exceptions, the name of each individual providing
significant business appraisal assistance must be stated.)

Comment: A signed certification is an integral part of the appraisal report. An appraiser
who signs any part of the appraisal report, including a letter of transmittal, must also sign
this certification.

In an assignment that includes only assignment results developed by the business and/or
intangible asset appraiser(s), any appraiser(s) who signs a certification accepts full
responsibility for al elements of the certification, for the assignment results, and for the
contents of the appraisal report. In an assignment that includes real property or personal
property assignment results not developed by the business and/or intangible asset
appraiser(s), any business and/or intangible asset appraiser(s) who signs a certification
accepts full responsibility for the business and/or intangible asset elements of the
certification, for the business and/or intangible asset assignment results, and for the
business and/or intangible asset contents of the appraisal report.

When a signing appraiser(s) has relied on work done by others who do not sign the
certification, the signing appraiser is responsible for the decision to rely on their work.
The signing appraiser(s) is required to have a reasonable basis for believing that those
individuals performing the work are competent and that their work is credible.

The names of individuals providing significant business appraisal assistance who do not
sign a certification must be stated in the certification. It is not required that the
description of their assistance be contained in the certification but disclosure of their
assistance is required in accordance with SR 10-2(a) or (b)(vii), as applicable.
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Standards Rule 10-4 (This Standards Rule contains specific requirements from which departure is

permitted. See DEPARTURE RULE.)

An oral business or intangible asset appraisal report must, at a minimum, address the substantive

matters set forth in Standards Rule 10-2(a).

Comment: See the Record Keeping section of the ETHICS RULE for corresponding

reguirements.
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STATEMENTSON APPRAISAL STANDARDS

Statements on Appraisal Standards are authorized by the by-laws of The Appraisal Foundation and
are specifically for the purposes of clarification, interpretation, explanation, or elaboration of the
Uniform Standards of Professional Appraisal Practice (USPAP). Statements have the full weight of a
Standards Rule and can be adopted by the Appraisal Standards Board only after exposure and
comment.

INDEX TO STATEMENTS

SMT-1

SMT-2

SMT-3

SMT-4
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SMT-8

SMT-9

SMT-10

Appraisal Review — Clarification of Comment on Standards Rule 3-1(g) — Retired..................... 84
Discounted Cash FIOW ANAIYSIS (RP) ......oouiiiiiiieie e 85
Retrospective Value Opinions (RP, PP) ...t 88
Prospective Value Opinions (RP, PP) ..ot Q0
Confidentiality Section of the ETHICS RULE — Retired..........cccooeiiiieneneneeseseese e 92
Reasonable Exposure Time in Real Property and Personal Property Market Value Opinions

T = = VTP 93
Permitted Departure from Specific Requirementsin Real Property and Personal Property
Appraisal ASSIGNMENES (RP, PP) ..ottt sae et sre e ene e e 95
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STATEMENT ON APPRAISAL STANDARDSNO. 1 (SMT-1)

SUBJECT: Appraisal Review—Clarification of Comment on Standards Rule 3-1(g)

Adopted July 8, 1991
Retired September 15, 1999
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STATEMENT ON APPRAISAL STANDARDSNO. 2 (SMT-2)
SUBJECT: Discounted Cash Flow Analysis

APPLICATION: Real Property

THE ISSUE:

Discounted cash flow (DCF) analysis is an accepted analytical tool and method of valuation within the
income capitalization approach to value. DCF is not a new method, but it did not enjoy widespread use
until modern computer technology enabled appraisers to automate the process. Because DCF analysis is
profit oriented and dependent on the analysis of uncertain future events, it is vulnerable to misuse. What
steps can the appraiser take to avoid misuse of DCF analysis?

THE STATEMENT:

The acceptance of DCF analysis as a method of valuation began in the institutional real estate market and
has spread to investment real estate in the general real estate market. DCF techniques may be applied in the
valuation or analysis of proposed construction, land development, condominium development or
conversion, rehabilitation development, and income-producing real estate of various types. DCF analysisis
becoming a requirement of advisors, asset managers, fiduciaries, portfolio managers, syndicators,
underwriters, and others dealing in investment-grade real estate. These users of appraisal services favor the
inclusion of DCF analysis as a management tool in projecting cash flow and return expectations, capital
requirements, refinancing opportunities, and timing of future property dispositions. DCF analysis is
regarded as one of the best methods of replicating steps taken to reach investor buy/sell/hold decisions and
is often a part of the exercise of due diligence in the evaluation of an investment.

DCF methodology is based on the principle of anticipation—i.e., value is created by the anticipation of
future benefits. DCF analysis reflects investment criteria and requires the appraiser to make empirical and
subjective assumptions. DCF analysis can be used for investment value and market value appraisals, as
well as for other purposes such as sengitivity tests.

DCF analysis is an additional tool available to the appraiser and is best applied in developing value
opinions in the context of one or more other approaches. This statement focuses on the criteria for proper
DCF analysis and does not imply that DCF analysisis or should be the only method employed.

To avoid misuse or misunderstanding when DCF analysis is used in an appraisal assignment to develop an
opinion of market value, it is the responsibility of the appraiser to ensure that the controlling input is
consistent with market evidence and prevailing market attitudes. Market value DCF analyses should be
supported by market derived data, and the assumptions should be both market and property specific.
Market value DCF analyses, along with available factual data, are intended to reflect the expectations and
perceptions of market participants. They should be judged on the support for the forecasts that existed when
made, not on whether specific items in the forecasts are realized at a later date. An appraisal report that
includes the results of DCF analysis must clearly state the assumptions on which the analysis is based and
must set forth the relevant data used in the analysis.
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Standards Rule 1-1(b) states that the appraiser must not commit a substantial error of omission or
commission that significantly affects an appraisal. Standards Rule 1-1(c) states that the appraiser must not
render appraisal servicesin a careless or negligent manner, such as making a series of errors that, although
individually might not significantly affect the results of an appraisal, in the aggregate would affect the
credibility of those results. These two Standards Rules are significant for DCF analysis because of the
potential for the compounding effect of errors in the input, unrealistic assumptions, and programming
errors.

Computer printouts showing the results of DCF analysis may be generated by commercial software or by
software prepared by the appraiser. Either way, the appraiser is responsible for the entire analysisincluding
the controlling input, the calculations, and the resulting output. If using commercial software the appraiser
should cite the name and version of the software and provide a brief description of the methods and
assumptions inherent in the software. Standards Rule 1-4(h) requires realistic forecasts in the appraisa of
proposed improvements and development projects. Standards Rule 1-4(c)(iv) requires that projections of
anticipated future rent and/or income potential and expenses be based on reasonably clear and appropriate
evidence. The Comment to this Standards Rule makes specific reference to cash flow projections, the
essence of DCF analysis.

DCF accounts for and reflects those items and forces that affect the revenue, expenses, and ultimate earning
capacity of real estate and represents a forecast of events that would be considered likely within a specific
market. For example, in the appraisal of a multi-tenant property, a lease-by-lease analysis addresses
contract and market rents, specific escalations, operating expenses, pass-through provisions, market-
derived or specific concessions, capital expenditures, and any other measurable specific provisions
applicable. Revenue growth rate or decline rate assumptions are premised on analysis of supply/demand
factors and other economic conditions and trends within the market area of the subject. Operating expense
change rates should reflect both overall expense trends and the specific trend of significant expense items.

Discount rates applied to cash flows and estimates of reversion should be derived from data and
information in the real estate and capital markets. Surveys of investor opinion and yield indices are also
useful in the rate selection process, but only when the type of and market for the real estate being appraised
is consistent with the type of and market for the real estate typically acquired by the investors interviewed
in the survey. Considerations used in the selection of rates are risk, inflation, and real rates of return.

When reversion capitalization rates are used, they should reflect investor expectations considering the real
estate type, age and condition, cash flow characteristics, and related factors. The projection period is a
variable and should be set on the basis of the facts and circumstances of each analysis.

The results of DCF analysis should be tested and checked for errors and reasonableness. Because of the
compounding effects in the projection of income and expenses, even dight input errors can be magnified
and can produce unreasonable results. For example, it is good practice to test whether cash flows are
changing at reasonable rates and to compare the reversion capitalization rate with the inferred entrance
capitalization rate to see if the relationship between these rates is reasonable and explainable.

STANDARD 2 requires the appraiser to communicate each analysis, opinion, and conclusion in a manner
that is not misleading. Appraisals using the DCF method in the income capitalization approach may contain
computerized projections of itemized future cash flow supported by exhaustive printouts that can be
misleading. The seeming precision of computer-generated projections may give the appearance of certainty
to projections that are actually variable within a wide range. In DCF analysis, al of the assumptions
(growth rates, decline rates, rental rates, discount rates, financing terms, expense trends, capitalization
rates, etc.) directly affect the conclusion and must be clearly and accurately disclosed in the appraisal
report.
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CONCLUSIONS: 3039

. Statement 2

= DCF analysis is an additional tool available to the appraiser and is best applied in 3040

developing value opinions in the context of one or more other approaches. 3041

= It is the responsibility of the appraiser to ensure that the controlling input is 3042

consistent with market evidence and prevailing market attitudes. 3043

= Market value DCF analyses should be supported by market-derived data, and the 3044

assumptions should be both market- and property-specific. 3045

= If using commercia software the appraiser should cite the name and version of the 3046

software and provide a brief description of the methods and assumptions inherent in 3047

the software. 3048

* DCF accounts for and reflects those items and forces that affect the revenue, 3049

expenses, and ultimate earning capacity of real estate and represents a forecast of 3050

events that would be considered likely within a specific market. 3051

= The results of DCF anaysis should be tested and checked for errors and 3052

reasonableness. 3053

= Standards Rule 1-1(b) states that the appraiser must not commit a substantial error of 3054

omission or commission that significantly affects an appraisal. 3055

Adopted July 8, 1991 3056

Last Revised September 16, 1998 3057
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STATEMENT ON APPRAISAL STANDARDSNO. 3 (SMT-3)
SUBJECT: Retrospective Value Opinions

APPLICATION: Real Property, Personal Property

THE ISSUE:

Two dates are essentia to an appraisal report. Standards Rules 2-2(a)(vi), (b)(vi), and (c)(vi), and 8-2(a)(vi),
(b)(vi), and (c)(vi) require that each appraisa report pecify the effective date of the appraisal and the date of the
report. The date of the report indicates the perspective from which the appraiser is examining the market. The
effective date of the appraisa establishes the context for the value opinion. Three categories of effective dates -
retrospective, current, or progpective - may be used, according to the intended use of the appraisal assgnment.

When a retrospective effective date is used, how can the appraisa be prepared and presented in a manner that is
not mideading?

THE STATEMENT:

Retrospective agppraisals (effective date of the appraisa prior to the date of the report) may be required for property
tax matters, estate or inheritance tax matters, condemnation proceedings, suits to recover damages, and smilar
Stuations.

Current appraisals occur when the effective date of the appraisd is contemporaneous with the date of the report.
Since most appraisals require current val ue opinions, the importance of specifying both the date of the report and
the effective date of the analyssis sometimes|ost.

Prospective appraisals (effective date of the appraisal subsequent to the date of the report) may be required for
valuations of property interests related to proposed devel opments as the basis for value at the end of a cash flow
projection and for other reasons. (See SMT-4 on Progpective Vaue Opinions.)

The use of clear and concise language and appropriate terminology in appraisa reports helps to eiminate
mideading reports. To avoid confusion, the appraiser must clearly establish the date to which the value opinion
applies. In retrospective value opinions, use of a modifier for the term “market vaue” and past verb tenses
increases clarity (eg., «. . . the retrogpective market vauewas. . .” ingtead of «. . . the market valueis. . .”).

A retrospective appraisal is complicated by the fact that the appraiser dready knows what occurred in the market
after the effective date of the gppraisal. Data subsequent to the effective date may be consdered in developing a
retrospective value as a confirmation of trends that would reasonably be considered by a buyer or seller as of that
date. The appraiser should determine a logica cut-off because at some point distant from the effective date, the
subsequent data will not reflect the relevant market. Thisis a difficult determination to make. Studying the market
conditions as of the date of the appraisal assgts the appraiser in judging where he or she should make this cut-off.
In the absence of evidence in the market that data subsequent to the effective date were consstent with and
confirmed market expectations as of the effective date, the effective date should be used as the cut-off date for data
conddered by the appraiser.

Use of direct excerpts from then-current appraisal reports prepared at the time of the retrospective effective date
helps the appraiser and the reader understand market conditions as of the retrogpective effective date.

CONCLUSIONS:

= A retrospective appraisal is complicated by the fact that the appraiser already knows
what occurred in the market after the effective date of the appraisal.

= Data subsequent to the effective date may be considered in developing a
retrospective value as a confirmation of trends.
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= Theappraiser should determine alogical cut-off.

= Use of direct excerpts from then-current appraisal reports prepared at the time of the
retrospective effective date helps the appraiser and the reader understand market
conditions as of the retrospective effective date.

= In the absence of evidence in the market that data subsequent to the effective date
were consistent with and confirmed market expectations as of the effective date, the
effective date should be used as the cut-off date.

Adopted July 8, 1991
Last Revised September 16, 1998
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STATEMENT ON APPRAISAL STANDARDSNO. 4 (SMT-4)
SUBJECT: Prospective Value Opinions

APPLICATION: Real Property, Personal Property

THE ISSUE:

Two dates are essentia to an appraisal report. Standards Rules 2-2(a)(vi), (b)(vi), and (c)(vi), and 8-2(a)(vi),
(b)(vi), and (c)(vi) require that each appraisa report pecify the effective date of the appraisal and the date of the
report. The date of the report indicates the perspective from which the appraiser is examining the market.
The effective date of the appraisal establishes the context for the value opinion. Three categories of
effective dates - retrospective, current, or prospective - may be used, according to the intended use of the
appraisal assignment.

When a prospective effective date is used, how can the appraisal be prepared and presented in a manner
that is not misleading?

THE STATEMENT:

Retrospective appraisals (effective date of the appraisal prior to the date of the report) may be required for
property tax matters, estate or inheritance tax matters, condemnation proceedings, suitsto recover damages,
and similar situations. (See SMT-3 on Retrospective Value Opinions.)

Current appraisals occur when the effective date of the appraisal is contemporaneous with the date of the
report. Since most appraisals require current value opinions, the importance of specifying both the date of
the report and the effective date of the analysis is sometimes lost.

Prospective appraisals (effective date of the appraisal subsequent to the date of the report) may be required
for valuations of property interests related to proposed devel opments as the basis for value at the end of a
cash flow projection and for other reasons.

The use of clear and concise language and appropriate terminology in appraisal reports helps to eliminate
misleading reports. To avoid confusion, the appraiser must clearly establish the date to which the value
opinion applies. In prospective value opinions, use of the term “market value” without a modifier such as
“forecasted” or “prospective” and without future verb tenses is improper (i.e., “...the prospective market
valueis expected to be...” and not “...the market valueis...”).

Prospective value opinions, along with available factual data, are intended to reflect the current
expectations and perceptions of market participants. They should be judged on the support for the forecasts
that existed when made, not on whether specific itemsin the forecasts are realized at alater date.

When prospective value opinions are required with regard to proposed improvements to rea property, Standards
Rule 1-4(h) regarding the scope, character, and probable time of completion of the proposed improvements and
Standards Rule 1-4(c)(iv) regarding the basis for anticipated future rent and expenses are relevant. Evidence that
proposed improvements can be completed by the effective date of the appraisal isimportant. Support for projected
income and expenses at the time of completion of proposed improvements, and during the rent-up or sall-out
period, requires the incorporation of sufficient market research in the appraisal and the consideration of existing
and future competition. It is appropriate to study comparable projects for evidence of construction periods,
development costs, income and expense levels, and absorption. Items such as rental concessons, commissions,
tenant finish alowances, add-on factors, and expense pass-throughs must be studied to develop redigtic income
expectancy. The same issues are relevant when appraising persona property with proposed modifications, as set
forth in Standards Rules 7-4(c) and (h).
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With regard to proposed developments of real property, two prospective value opinions may be required:
one as of the time the development is to be completed and one as of the time the development is projected
to achieve stabilized occupancy. These prospective values form a basis for investment decisions and loan
underwriting.

In a prospective appraisal, the appraiser analyzes market trends to provide support for forecasted income
and expense or sell-out opinions, absorption periods, capitalization rates, and discount rates as of the
effective date of the appraisal. Economic trends such as growth in population, employment, and future
competition are also analyzed. The overall economic climate and variations in the business cycle should be
considered and weighed in the performance of the appraisal process. All value conclusions should include
reference to the time frame when the analysis was prepared to clearly delineate the market conditions and
the point of reference from which the appraiser developed the prospective value opinion. It is essential to
include a limiting condition citing the market conditions from which the prospective value opinion was
made and indicating that the appraiser cannot be held responsible for unforeseeable events that alter market
conditions prior to the effective date of the appraisal.

CONCLUSIONS:

= Prospective value opinions, along with available factual data, are intended to reflect
the current expectations and perceptions of market participants. They should be
judged on the market support for the forecasts when made, not on whether specific
itemsin the forecasts are realized.

= It is appropriate to study comparable projects for evidence of construction periods,
development costs, income and expense levels, and absorption.

= Items such as rental concessions, commissions, tenant finish alowances, add-on
factors, and expense pass-throughs must be studied to develop realistic income
expectancy.

= All vaue conclusions should include reference to the time frame when the analysis
was prepared to clearly delineate the market conditions and the point of reference
from which the appraiser developed the prospective value opinion.

= Itisessentia to include alimiting condition citing the market conditions from which
the prospective value opinion was made and indicating that the appraiser cannot be
held responsible for unforeseeable events that alter market conditions prior to the
effective date of the appraisal.

Adopted July 8, 1991
Last Revised September 15, 1999
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STATEMENT ON APPRAISAL STANDARDSNO. 5 (SMT-5)

SUBJECT: Confidentiality Section of the Ethics Rule

Adopted on September 10, 1991
Last Revised September 15, 1999
Retired June 12, 2001 *Effective July 1, 2001
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STATEMENT ON APPRAISAL STANDARDSNO. 6 (SMT-6)

SUBJECT: Reasonable Exposure Time in Real Property and Personal Property Market Value
Opinions

APPLICATION: Real Property, Personal Property
THE | SSUE:
In USPAP, the Comment to Standards Rules 1-2(c) states (SR 7-2(c) also includes a similar Comment):

When developing an opinion of market value, the appraiser must also develop an opinion
of reasonable exposure time linked to the value opinion.

The Comment to Standards Rules 2-2(a)(v), 2-2(b)(v), 8-2(a)(v), and 8-2(b)(v) states:

Sating the definition of value also requires any comments needed to clearly indicate to
intended users how the definition is being applied.

How is the opinion of reasonable exposure time developed? Is it presumed to occur prior to or starting from
the effective date of the appraisal?

THE STATEMENT:

Reasonable exposure time is one of a series of conditions in most market value definitions. Exposure time
is always presumed to precede the effective date of the appraisal.

Exposure time may be defined as follows: the estimated length of time the property interest being appraised
would have been offered on the market prior to the hypothetical consummation of a sale at market value on
the effective date of the appraisal; a retrospective opinion based on an analysis of past events assuming a
competitive and open market.

Exposure time is different for various types of property and under various market conditions. It is noted
that the overall concept of reasonable exposure encompasses not only adequate, sufficient, and reasonable
time but also adequate, sufficient, and reasonable effort. This statement focuses on the time component.

The fact that exposure time is aways presumed to occur prior to the effective date of the appraisa is
substantiated by related facts in the appraisal process: supply/demand conditions as of the effective date of
the appraisal; the use of current cost information; the analysis of historical sales information (sold after
exposure and after completion of negotiations between the seller and buyer); and the analysis of future
income expectancy projected from the effective date of the appraisal.

Rationale and M ethod for Developing an Opinion of Reasonable Exposure Time

The opinion of the time period for reasonable exposure is not intended to be a prediction of a date of sale or
a oneline statement. Instead, it is an integral part of the analyses conducted during the appraisal
assignment. The opinion may be expressed as a range and can be based on one or more of the following:

= statistical information about days on market;
= information gathered through sales verification; and
= interviews of market participants.

Related information garnered through this process may include the identification of typical buyers and
sellersfor the type of property involved and typical equity investment levels and/or financing terms.

E