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REPORTING GUIDELINES FOR REAL ESTATE
APPRAISAL REPORTS
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INTRODUCTION

Appraisal reports become important documents in property
tax assessments, negotiations, appeals, and litigation where
the value of real estate is at issue. In these property tax dispute
instances, many parties (not only the appraiser’s client) have
an interest in the appraisal report. For different reasons, all par-
ties to the property tax dispute are interested in whether the
appraisal report is methodologically rigorous, comprehensive-
ly prepared, and accurately concluded.

For parties to a property tax dispute (including the proper-
ty owner, the assessor, and the ultimate administrative or judi-
cial finder of fact), this discussion will (1) describe the basic
components of a real estate appraisal report, (2) illustrate the
typical sections presented in such an appraisal report, and (3)
summarize the factors to look for in such an appraisal report.

THE APPRAISAL REPORT

The Uniform Standards of Professional Appraisal Practice
(USPAP) defines an appraisal report as follows: “any communi-
cation, written or oral, of an appraisal, appraisal review, or
appraisal consulting service that is transmitted to the client
upon completion of an assignment.”1

USPAP also presents the following definitions that are rele-
vant to real estate appraisal reports:

Self-Contained Appraisal Report: a written report pre-
pared under Standards Rule 2-2(a).

Summary Appraisal Report: a written report prepared
under Standards Rule 2-2(b).

Restricted Use Appraisal Report: a written report pre-
pared under Standards Rule 2-2(c).2

The selection of the appropriate type of report to prepare
in any particular property tax appraisal assignment is influ-
enced by (1) the specific instructions of the appraiser’s client,
(2) the relevant statutory authority, judicial precedent, or
administrative rules, and (3) the experience and judgment of
the individual appraiser. For purposes of this discussion, we
assume (1) that the appraisal subject is real estate and (2) that
the appraisal subject is a fee simple ownership interest in the
subject property. Fee simple interest is the absolute ownership
of a property unencumbered by any other interest or estate

and subject only to the powers of the government. This dis-
cussion also assumes that the appraiser prepares a narrative
written appraisal report.

REAL ESTATE APPRAISAL REPORT SUMMARY

Exhibit 1 presents an illustrative table of contents (or report
outline) for a typical narrative real estate appraisal report. This
table of contents is consistent with the USPAP requirements for
a self-contained appraisal report, i.e., a report prepared under
Standards Rule 2-2(a).

REAL ESTATE APPRAISAL REPORT CONTENT

The following discussion summarizes the typical contents of a
narrative real estate appraisal report.

TiTLE PAGE

The title page should clearly identify the subject of the
appraisal report. The title page typically identifies (1) the prop-
erty address, (2) the definition of value, and (3) the “as of” val-
uation date.

LETTER OF TRANSMITTAL

The letter of transmittal typically includes the following infor-
mation:

B date of letter and salutation,

B street address of the property and a brief description of the
property,

B dentification of the subject property ownership interest,

B statement that a property inspection and other necessary
investigations and analyses were made by the appraiser,

B reference that the transmittal letter is an integral compo-
nent of an accompanying appraisal report,

B dentification of the type of appraisal and type of appraisal
report,

B standard of value (or definition of value) concluded in the
appraisal report,

B date of the appraisal,
B opinion of value,
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Exhibit 1
Typical Narrative Real Estate Appraisal Report
Illustrative Table of Contents

Exhibit 2
USPAP Standards Rule 2-3
Real Estate Appraisal Report Certification

Item Topic

General Introduction

Title Page

Letter of Transmittal

Table of Contents

Certification

Summary of Important Conclusions

Photographs

Location Map

Plot Plan

. Floor Plan

Purpose and Objective of the Appraisal

10. Type of Appraisal and Type of Appraisal Report

11. Extraordinary Assumptions and Hypothetical
Conditions

12. General Assumptions and Limiting Conditions

13. Purpose and Intended Use of the Appraisal

14. Scope of the Appraisal

15. Definition of Value and Date of Value Opinion

16. Property Rights Appraised

Appraisal Data

17. Identification of the Property and Legal Description

18. Identification of Personal Property, Intangible
Property, or Other Nonrealty

19. Ownership and History

20. Market Area, City, Neighborhood, and Location
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Data
21. Land Description
22. Improvement Description
23. Assessed Value and Annual Property Taxes
24. Zoning

Analysis of Appraisal Data and Value Conclusion

25.  Analysis of Highest and Best Use of Land as if Vacant

26. Land Value of Highest and Best Use of Property as
Improved

27. Land Value

28. Cost Approach

29. Income Capitalization Approach

30. Sales Comparison Approach

31. Reconciliation and Opinion of Value
32. Estimate of Exposure Time

33. Professional Qualifications of Appraiser

34. Addendum and Secondary Exhibits

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

—The statements of fact contained in this report are true
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.

—I have no (or the specified) present or prospective inter-
est in the property that is the subject of this report and
no (or the specified) personal interest with respect to
the parties involved.

—I have no bias with respect to the property that is the
subject of this report or to the parties involved 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 pre-
determined 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
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
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 individ-
uals did not make a personal 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 pro-
viding significant real property appraisal assistance must
be stated.)3

B dentification of any extraordinary assumptions and hypo-
thetical conditions, and

B appraiser’s signature.

TABLE OF CONTENTS

The table of contents typically lists all of the sections of the
appraisal report in the order in which they are presented. If
there are major divisions with the report, they may also be pre-
sented in the table of contents.

CERTIFICATION

The certification is typically presented as a separate page in the
introduction section of the appraisal report. However, the cer-
tification may be combined with the final value conclusion. In
any event, the appraiser(s) will sign and date the certification.
The certification will indicate whether the appraiser personally
conducted the appraisal in accordance with USPAP.
According to USPAP Standards Rule 2-3, each written real
estate appraisal report should contain a signed certification
similar in content to the certification presented in Exhibit 2.
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SUMMARY OF IMPORTANT CONCLUSIONS

The summary of important conclusions page, sometimes called
the executive summary page, typically includes the following
items:

B a brief identification of the subject property,

B estimate of the highest and best use of the land as if
vacant,

B estimate of the highest and best use of the property as
improved,

age of the improvements,

abbreviated site description,

land value opinion,

value indication from the cost approach,

value indication from the income capitalization approach,
value indication from the sales comparison approach,

final estimate of the defined value, and

description of any extraordinary assumptions or hypotheti-
cal conditions.

The summary of important conclusions may be the most
important page in the property tax appraisal report. This page
allows the parties to the property tax dispute to focus on (1)
the summary description of the subject property and (2) the
appraiser’s value conclusion regarding the subject property.

PHOTOGRAPHS

As a general rule, there cannot be too many photographs in a
property tax appraisal report. One of the appraiser’s responsi-
bilities is to adequately acquaint the reader with the subject
property. Photographs help this process of acquainting the
reader with the subject property. The more informed the read-
er is regarding the subject property, the more likely the reader
is to accept the report value conclusion.

LocATiOoON MAPS

Location maps continue the process of familiarizing the reader
with the subject property. It is not uncommon for the proper-
ty tax appraisal report to present two or three location maps.
In this case, each successive map presents a more localized
location. Ideally, the reader will be able to look at the most
localized location map and know exactly where the subject
property is located.

PLoT PLAN

A plot plan is a plan showing the layout of the improvements
on the subject property site. A plot plan typically shows
improvement locations (on the site), improvement dimen-
sions, landscaping, parking areas, and other physical features.
The Dictionary of Real Estate Appraisal defines a plot as follows:

1. A plan, map, or chart of a city, town, section, or subdivi-
sion indicating the location and boundaries of individual
properties.

2. A map or sketch of an individual property that shows prop-
erty lines and may include features such as soils, building
locations, vegetation, and topography.4

FLOOR PLAN

A floor plan is the architectural drawing that shows the floor
layout of a building including (1) the exact room sizes and (2)
the special relationships of the rooms. A poorly designed floor
plan (or room layout) could be an important factor in the
appraisal. This is because a poorly designed floor plan may
indicate the existence of functional obsolescence.

TyYPE OF APPRAISAL AND TYPE OF APPRAISAL REPORT

USPAP defines two alternative types of real estate appraisals:
(1) complete appraisal and (2) limited appraisal. These two
types of appraisals are defined as follows:

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.>

USPAP also defines the following three types of real estate
appraisal reports:

Self-Contained Appraisal Report: a written report pre-
pared under Standards Rule 2-2(a).

Summary Appraisal Report: a written report prepared
under Standards Rule 2-2(b).

Restricted Use Appraisal Report: a written report pre-
pared under Standards Rule 2-2(c).6

The appraisal report should clearly identify: (1) the type of
appraisal performed and (2) the type of appraisal report pre-
sented.

EXTRAORDINARY ASSUMPTIONS AND HYPOTHETICAL
CONDITIONS

The Dictionary of Real Estate Appraisal defines an extraordinary
assumption as follows:
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An assumption, directly related to a specific assign-
ment, which, if found to be false, could alter the
appraiser’s opinions or conclusions. Extraordinary
assumptions presume as fact otherwise uncertain
information about physical, legal, or economic char-
acteristics 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 analy-
sis. An extraordinary assumption may be used in an
assignment only if:

B |t is required to properly develop credible opin-
ions and conclusions,

B  The appraiser has a reasonable basis for the
extraordinary assumption,

B Use of the extraordinary assumption results in a
credible analysis, and

B The appraiser complies with the disclosure
requirements set forth in USPAP for extraordinary
assumptions.”

The Dictionary of Real Estate Appraisal defines a hypothetical
condition as follows:

That which is contrary to what exists but is supposed
for the purpose of analysis. Hypothetical conditions
assume conditions contrary to known facts about
physical, legal, or economic characteristics of the sub-
ject property; or about conditions external to the
property, such as market conditions or trends; or
about the integrity of data used in an analysis. A
hypothetical condition may be used in an assignment
only if:

B Use of the hypothetical condition is clearly
required for legal purposes, for purposes of rea-
sonable analysis, or for purposes of comparison,

B Use of the hypothetical condition results in a
credible analysis, and

B  The appraiser complies with the disclosure
requirements set forth in USPAP for hypothetical
conditions.®

Hypothetical conditions or extraordinary assumptions that
affect the value conclusion may be an important part of the
appraisal report. Accordingly, such extraordinary assumptions
and hypothetical conditions should be clearly stated.

When a value conclusion is subject to an extraordinary
assumption or hypothetical condition (such as a pending lease
agreement, atypical financing, or a known but not yet quanti-
fied environmental issue), the appraisal report should describe
the condition so that its effect on the value conclusion is clear.

GENERAL ASSUMPTIONS AND LIMITING CONDITIONS

General assumptions and limiting conditions are sometimes
stated in the appraisal report letter of transmittal. However,
they are more commonly included as a separate page in the
appraisal report. This is because, technically, the letter of trans-
mittal is not part of the appraisal report.

The statement of assumptions and limiting conditions is
used both (1) to help protect the appraiser and (2) to inform
the client and other parties to the property tax dispute. The
general assumptions related to the appraisal report often
encompasses issues such as: (1) legal and title considerations,
(2) liens and encumbrances, (3) property management, (4)
information furnished by others (e.g., engineering studies, sur-
veys), (5) concealment of hazardous substances on the subject
property, (6) compliance with zoning regulations, and (7)
compliance with local, state, and federal laws.

General assumptions and limiting conditions should not be
considered a “boilerplate” section. Each assumption or limiting
condition should be reasonable and supportable in the context
of the particular property tax appraisal. And, the statement of
general assumptions and limiting conditions should not con-
flict with the appraiser’s other professional responsibilities,
such as the identification of extraordinary assumptions or
hypothetical conditions.

PURPOSE AND INTENDED USE OF THE APPRAISAL

The purpose of the appraisal is the question that the client and
the appraiser seek to answer. To avoid an unintended (and
inappropriate) use of the appraisal report, the intended use
and the intended user of the appraisal should be specified in
the report. USPAP defines both terms “intended use” and
“intended user” as follows:

INTENDED USE: the use or uses of an appraiser’s report-
ed appraisal, appraisal 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 iden-
tified, 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.?

SCOPE OF THE APPRAISAL

A clear and accurate description of the scope of the appraisal
is useful to all parties to the property tax dispute. The scope of
the appraisal refers to (1) the amount and type of information
researched and (2) the analyses performed in the appraisal
assignment. Professional standards impose a responsibility on
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the appraiser to determine the appropriate scope of work in
order to (1) conclude the value opinion and (2) prepare the
appraisal report. By describing the scope of the appraisal, the
appraiser effectively accepts this responsibility.

DEFINITION OF VALUE AND DATE oF VALUE OPINION

The definition of value (also called the standard of value) is the
type of value that is estimated in an appraisal report. The date
of the value opinion (also called the effective date of the
appraisal) is the “as of” date to which the value opinion
applies.

Market value is a common definition of value. However,
not all property tax appraisals relate to market value. In some
taxing jurisdictions, other definitions of value apply, such as
true value, true cash value, full cash value, real market value,
and others. Most of these alternative definitions of value are
quite similar to market value. However, the appraiser should
be aware of, and should consider, any subtle differences.

To mitigate controversy in the property tax dispute, the
appraiser should use the definition of value appropriate to the
subject jurisdiction. If the appraiser is not sure of the applica-
ble definition of value, then he or she should consult with the
client or with the client’s legal counsel.

PROPERTY RIGHTS APPRAISED

In addition to identifying the subject property, the appraisal
report should state and define the particular property rights or
ownership interests being appraised. Typically, most property
tax appraisals involve the valuation of a fee simple estate.

However, a thorough discussion of the property rights
appraised is appropriate in an appraisal of partial interests in
property, limited ownership rights such as surface rights or
mineral rights, fee simple estates subject to long-term leases,
and leasehold interests. In addition, such other encumbrances
as easements, mortgages, and special occupancy or use
requirements should be identified and explained in relation to
the definition of value concluded.

IDENTIFICATION OF THE PROPERTY AND LEGAL DESCRIPTION

When real estate is sold, leased, or borrowed against, legal
documents describe the transaction. In each case, the subject
property is identified in these documents by its legal descrip-
tion. There are three basic types of legal description: (1) the
recorded lot, block, and tract (also known as the recorded map
or subdivision map) description, (2) the metes and bounds
description, and (3) the government (or rectangular) survey
description. Some valid legal descriptions may use combina-
tions of these three types.

IDENTIFICATION OF PERSONAL PROPERTY, INTANGIBLE
PROPERTY, AND OTHER NONREALTY

It is particularly important for the property tax appraisal report
to identify (1) the nonrealty items included in the appraisal
and (2) the nonrealty items excluded in the appraisal. This is
because some nonrealty items (e.g., intangible assets) should
not be included for the subject purpose. There are three com-
mon types of nonrealty items that are often identified in an
appraisal: (1) personal property, (2) business value, and (3) tax
incentives.

OWNERSHIP AND HISTORY

The appraisal report should discuss both (1) the current own-
ership of the property and (2) the history of recent sales of the
property. Such a discussion is not only a common appraisal
procedure, it is also a USPAP requirement. USPAP Standards
Rule 1-5 states the following:

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 course 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

(b) analyze all sales of the subject property that
occurred within the three (3) years prior to the
effective date of the appraisal.10

MARKET AREA, CiTY, NEIGHBORHOOD, AND LOCATION DATA

Arguably, no other aspect of the property tax appraisal is as
important as the market area, city, neighborhood, and loca-
tion analysis. In particular, defining the subject neighborhood
may be difficult in the appraisal of an industrial or commercial
property. The term neighborhood may be defined as follows:

A neighborhood is a cluster of properties (most of
which are) of relatively similar land use and value.!

Neighborhood boundaries are influenced by a wide variety
of factors, usually economic, physical, or legal in character.
Economically, such boundaries are determined by where the
benefits of the location seem to change. Evidence of such a
boundary can be seen in (1) the changes in the types of build-
ings or land uses, or (2) the changes in the shared characteris-
tics of the occupants. Physical features often define the bound-
aries of a neighborhood. Examples include rivers, lakes, and
mountains, as well as freeways, railroads, and other human-
made structures. City, school district, and/or zoning bound-
aries are commonly noted by property tax appraisers as legal
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factors establishing neighborhood boundaries. Neighborhood
boundaries are influenced by (1) economic factors, physical
features, or legal boundaries or by (2) changes in the charac-
teristics of occupants, buildings, and/or uses.

The market area, city, neighborhood, and location analysis
should begin with a factual description of the significant char-
acteristics of the subject area. The following characteristics are
typically considered in the appraisal:

1. Location: Classified as urban, suburban, or rural.

2. Development and growth rate: The percentage of available
land that has been built up or developed. Growth rate may
be described as rapid, static, or slow.

3. Trend of property values: Whether values are increasing,
stable, or declining.

4. Demand/supply: Whether subject property type supply is
short, in balance, or in oversupply compared with current
demand.

5. Marketing time: The average time needed to sell a reason-
ably priced property in the relevant market area.

6. Predominant occupancy: Whether owner or tenant occu-
pancy predominates—show approximate vacancy percent-
age.

7. Typical property price and age: The range of property
prices in the relevant market area and the predominant

price; also the age range and typical age of existing com-
petitive properties.

8. Present land use percentage: The relative percentage of
residential, commercial, or industrial buildings and vacant
land in the defined market area.

9. Land-use change: Whether change in land use in the near
future is not likely, likely, or in process.

Generally, four categories of factors affect the market area
analysis: physical factors, economic factors, social factors, and
political factors.

Exhibit 3 presents a listing of data that the appraisal report
typically considers in a market area, city, neighborhood, and
location analysis.

LAND DESCRIPTION

Land that has been graded and prepared for a specific purpose
is typically referred to as a site. A site has features that are clas-
sified as physical, locational, legal, and economic. Land is
immobile and, therefore, it is significantly influenced by its sur-
roundings. The value of land is a function of its ability to satis-
fy a market need. Land value is determined by its highest and
best use under current market conditions. The most common
factors in the land description are listed below:

Exhibit 3
Typical City, Neighborhood, and Location Data

Typical Types of Information

Area topography
Regional natural resources
Regional climate
Available public transportation:
Air
Rail
Bus
Subway
Route maps
Area expressways
Area traffic patterns
Regional population trends
Typical family size
Zoning types
Typical building codes
Regional employment level
Area level of business activity and growth
Area average family income
Typical rents and lease features
Typical percentage of vacancies
Neighborhood new buildings (amount and kind)
Number building permits issued
Property tax structure and rates

Typical utilities or improvements available (streets, curbs,
sidewalks, water, electricity, telephone, gas, sewers)

Neighborhood percent built up

Neighborhood boundaries

Predominant type of building

Typical age of buildings

Typical condition of buildings

Price range of typical neighborhood properties

Typical marketability

Neighborhood land value trends

Location of facilities: churches, schools, shopping,
recreational, cultural

Neighborhood avenues of approach

Area availability of personnel

Neighborhood employee amenities (shopping, eating,
and banking facilities)

Neighborhood competition for subject property

Typical types of industry (light, heavy)

Sources of raw materials

Neighborhood hazards and nuisances

Deed restrictions

Changing use of area
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1. size and shape,
2. topography, and
3. frontage.

Other land description factors commonly include: drainage
and water runoff, soil conditions, environmental conditions,
site access and transportation patterns, visibility, and neigh-
boring property uses.

IMPROVEMENT DESCRIPTION

The next section of the appraisal is a description of the subject
physical improvements. These improvements include any
structure on the site as well as any improvements added to the
site, such as parking lots, utility lines, storm drainage, and
landscaping. Each improvement has its own specific character-
istics that should be analyzed by the appraiser. Structural
improvements consist of a combination of physical compo-
nents designed to serve a specific purpose. The typical factors
included in the improvements description are listed below:

use;

size;

architectural style;

construction type;

site preparation and foundation;
frame;

floor structure;

® NSO LA w DN =

floor covering;

9. ceiling;

10. interior constructions;
11. plumbing;

12. sprinkler system;

13. heating, ventilation, and air-conditioning;
14. electrical system;

15. exterior walls;

16. roof;

17. insulation;

18. special building features;
19. building additions; and

20. site improvements.

ASSESSED VALUE AND ANNUAL PROPERTY TAXES

The property tax appraisal report will typically describe both
(1) the property’s assessed value and (2) the property’s annu-
al property tax expenses. In addition to ad valorem taxes,

direct (or “special”) assessments can also affect the property’s
total tax burden. Often collected with regular property taxes,
direct assessments are imposed by local government entities.
Municipal street lighting, water supply systems, sewage treat-
ment plants, and public landfills may be financed by special
assessments, as may flood and water runoff control services.
Also, direct assessments are sometimes imposed to reimburse
developers of new subdivisions for the cost of streets, curbs,
and utilities.

ZONING

Virtually all communities have zoning ordinances that control
land use in their jurisdictions. Zoning ordinances vary widely
from one community to another both (1) in land-use classifi-
cations and (2) in methods of implementation. The appraiser
may be faced with a situation in which the subject property is
not zoned to allow for what appears to be its highest and best
use. The appraiser who makes a zoning change assumption in
a property tax appraisal should be able to support the conclu-
sion (1) by presenting evidence of land-use changes in the
area, (2) by citing comparable successful zoning petitions, or
(3) by quoting support for a zoning change from appropriate
public officials.

ANALYSIS OF HIGHEST AND BEST USE AS IF VACANT

The analysis and conclusion of the subject property highest
and best use is a standard procedure in any real estate
appraisal. Concluding highest and best use is not only a gen-
erally accepted procedure, it is a USPAP requirement. USPAP
Standards Rule 1-3 provides the following instruction with
regard to highest and best use:

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

(a) identify and analyze the effect on use and value of
existing land use regulations, reasonably probable
modifications of such land use regulations, eco-
nomic supply and demand, the physical adapt-
ability of the real estate, and market area trends;
and

(b) develop an opinion of the highest and best use of
the real estate.12

In a highest and best use analysis, the appraiser determines
the property use that fulfills the following four tests:

1. physically possible,

2. legally permitted,

3. economically feasible, and
4. maximally productive.
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Each of these four analyses is affected by the others. The
amount of income that a particular use could generate is
meaningless if legal approval for the use cannot be obtained.
Likewise, not every legally permitted use will warrant the
expenditure of funds required to bring it about. The appropri-
ate combination of all four factors results in the single use that
can be identified as the subject property highest and best use.

The traditional procedure for determining highest and best
use is to analyze the site as if vacant. In the “as if vacant” analy-
sis, the present structures are disregarded in the highest and
best use analysis. However, the feasibility and cost of demoli-
tion and removal of existing structures should be noted. In this
“as if vacant” analysis, the appraiser is following the “theory of
consistent use.” In other words, the site and the improvements
will be valued based on the same use.

ANALYSIS OF HIGHEST AND BEST USE AS IMPROVED

The first procedure in this analysis is to list all possible uses for
the property. Generally, this list is relatively small and includes
the current use plus several closely related alternatives. In some
instances, however, there may be conversion or rehabilitation
potential that can complicate the analysis. For example, the
subject building may be used for low-quality offices. However,
its location on major thoroughfare may suggest that rehabili-
tation into retail space would generate higher net operating
income.

In this case, additional considerations in the highest and
best use analysis include (1) the cost to rehabilitate the space
plus (2) any costs needed to attract the appropriate tenants.
Another possibility may be to rehabilitate the current building
while maintaining the same general use. In that case, the reha-
bilitation costs should be considered, as well as rent-up of the
rehabilitated space.

LAND VALUE

The land valuation directly relates to highest and best use
analysis. The relationship between (1) the highest and best use
and (2) the land (or site) value may indicate whether the exist-
ing use is the highest and best use of the land. Land value can
be a major component of total property value. Appraisers typ-
ically estimate land value separately, even when valuing prop-
erties with extensive improvements. Over time, land value and
building value may change at different rates. This is because
improvements are almost always subject to depreciation.

The appraiser can use several methods to estimate land
value, including:

sales comparison method,
extraction method,
allocation method,

subdivision development method,

B land residual method, or
B ground rent capitalization method.

The most common method to estimate land value is the
sales comparison method. However, (1) when few sales are
available or (2) when the value indications of the sales com-
parison method need additional support, the other land valu-
ation methods may be used.

CosT APPROACH

The principal procedures in a cost approach analysis are out-
lined as follows:

1. Estimate the highest and best use of the site. This initial
procedure provides a basis for selecting comparable site
sales. In addition, this procedure provides a basis for setting
a benchmark against which accrued deprecation of the
improvements is measured.

2. Estimate current dollar cost of either reproducing or replac-
ing the subject improvements. In addition to direct costs
and indirect costs, a current cost estimate typically includes
both a developer’s profit and an entrepreneurial incentive
based on local market evidence.

3. Estimate the total dollar amount of accrued depreciation
from all causes. This total accrued depreciation typically
includes three categories of depreciation: (1) physical dete-
rioration, (2) functional obsolescence, and (3) external
obsolescence.

4. Subtract the dollar amount of total accrued depreciation
from the estimate of the current reproduction or replace-
ment cost new. This difference, if computed accurately,
approximates the current value of the subject major
improvements.

5. Estimate the replacement (or reproduction) cost new less
depreciation for any minor buildings and other on-site
improvements, such as landscaping, fencing, and drive-
ways. The key to this procedure is to estimate the value
(rather than the cost) that these improvements add to the
overall value of the property.

6. Add the site value to the depreciated cost of (1) the build-
ing major improvements and (2) the other on-site improve-
ments. The resulting sum is the estimated value of the sub-
ject property via the cost approach.

In the estimation of current cost, it is important that all cost
components be considered. Total current construction costs
(either reproduction or replacement) are often identified as
direct and indirect costs. Direct costs are labor and materials
(sometimes called “hard costs”) and typically include:
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1. labor hired by the general contractors and subcontractors;

2. materials used, beginning with site clearance to the final
cleanup;

3. equipment, leased or owned;
4. temporary electric service; and

5. developer’s overhead and profit.

Indirect costs (sometimes called “soft costs”) typically
include:

1. professional service fees, including legal, appraisal, finan-
cial feasibility, engineering, architectural, and surveying;

construction and possibly permanent loan charges;
property management commissions;

project management fees;

land lease rent, if appropriate;

real estate taxes;

project promotion charges; and
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any other interim carrying costs.

The common construction cost estimation methods
include:

quantity survey method,
unit-in-place construction method,
comparative unit method, and
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historical cost indexing method.

The appraisal report should also describe the analyses relat-
ed to estimating depreciation. Accrued depreciation is typical-
ly defined as a loss in value from any cause. The three types of
accrued depreciation follow:

1. physical deterioration,
2. functional obsolescence, and
3. external obsolescence.

INcOME CAPITALIZATION APPROACH

The income approach converts the property’s expected
income or cash flow into a present value. There are two cate-
gories of income capitalization methods: (1) direct capitaliza-
tion and (2) yield capitalization. Direct capitalization methods
rely on direct capitalization rates typically extracted from com-
parable sales. And, yield capitalization methods rely on yield
capitalization rates that are typically derived as the internal rate
of return required by the typical investor. The yield capitaliza-
tion method is typically applied as the more general discount-

ed cash flow procedure. The appraisal report should ade-
quately explain the relationship between the discounted cash
flow procedure and the yield capitalization method. And, the
appraisal report should adequately explain the relationship
between yield rates and capitalization rates.

Value estimates may be calculated by applying an appro-
priate multiplier or capitalization rate to the subject property’s
expected income or cash-flow. The term direct capitalization is
sometimes used to refer to the procedure of extracting income
multipliers or capitalization rates from comparable sales.
However, capitalization rates and income multipliers derived
from comparable sales do not explicitly address profitability.
Rather, they are simply observed ratios of income to value.

Common direct capitalization multipliers or rates include:
(1) income multipliers such as potential gross income multipli-
er (PGIM), effective gross income multiplier (EGIM), and net
income multiplier (NIM) and (2) several capitalization rates
such as overall capitalization rate, land capitalization rate, and
building capitalization rate.

The PGIM is derived by (1) extracting PGIMs from compa-
rable property sales, (2) comparing the comparable property
attributes (physical, locational, and financial) to the subject
property, and (3) selecting an appropriate multiplier. When
either calculating value or extracting multipliers, the appraiser
should ensure that the rents (however measured) are calculat-
ed on the same basis with regard to treatment of operating
expenses (gross, net, and so on).

The primary difference between the EGIM and the PGIM is
that the EGIM is applied to income after subtracting vacancy
and collection loss. If (1) a difference in the vacancy rate of the
comparable property and that of the subject property exists
and (2) the difference is expected to continue, then use of the
EGIM may be more appropriate.

The NIM is derived by (1) extracting NIMs from compara-
ble property sales, (2) comparing the comparable property
attributes (physical, locational, financial) to the subject prop-
erty, and (3) selecting an appropriate multiplier. An advantage
of the NIM is that it is applied to income after expenses (and
vacancy and credit loss) are deducted from the PGI. If there is
a difference in the expense ratios of the subject property and
the comparable properties, the NIM may provide a more reli-
able value estimate.

Real estate value may be estimated by dividing the one-
period net operating income (NOI) by an overall capitalization
rate. The rate is estimated by (1) extracting overall rates from
comparable property sales, (2) comparing the comparable
property attributes (physical, locational, financial) to the sub-
ject property, and (3) selecting an appropriate overall rate. As
with the PGIM, EGIM, and NIM, an implied assumption is that
the future performances of the comparable properties and the
subject property will be similar.

Real estate values may also be estimated by projecting cash
flow over a typical holding period and discounting the cash
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flow to a present value estimate using a discount rate. This val-
uation method is called yield capitalization (or a discounted
cash flow analysis). The discount rate directly addresses the
expected profitability of the property. The projected cash flow
components are: (1) NOI and (2) the net proceeds from the
property resale. The discount rate is sometimes called the
“property yield rate” or overall yield capitalization rate.

Yield capitalization requires a projection of the estimated
future income of the project property. Value is estimated by
discounting this income, including any proceeds from rever-
sion, at an appropriate yield rate. A specific procedure of the
yield capitalization method is the discounted cash flow analy-
sis. When estimating value using yield capitalization, the first-
year NOI is explicitly estimated. The property income after the
first year is either (1) explicitly estimated for each year of the
investment holding period or (2) projected to change accord-
ing to a particular mathematical process. Several common
alternative property income patterns include: level income,
compound change, and straight-line change.

SALES COMPARISON APPROACH

The comparability of the selected sale transactions is typically
a controversial aspect of the sales comparison approach analy-
sis. Therefore, market sale transactions should not be used
unless the sale data have been confirmed by the appraiser or
by a reliable delegate. And, this confirmation process should
include inquiries into the circumstances causing the sale or
affecting the transaction price. Verification is often obtained
either from the seller or buyer of the property or from the
agent who handled its sale. Circumstances affecting the com-
parable sales should also be researched, especially if extraordi-
nary terms or conditions appear likely or if lack of objective,
impersonal bargaining, or forced-sale motivations are suspect-
ed. Where the comparable sale was not arm’s-length, and
when adjustments for conditions or terms of sale cannot be
made, it may be best not to use that transaction.

Price represents the amount paid for the real estate in
terms of dollars. Before accepting the price as evidence of
value, the appraiser should verify the transaction for the fol-
lowing conditions:

1. relationship of the parties,
2. date of sale, and

3. financial terms of sale.

Another controversial issue is the adjustments to the com-
parable sales to account for differences between the compara-
ble properties and the subject property. Any adjustments relat-
ed to differences due to variations in age, size, and quality of
comparable vs. subject building construction should be identi-
fied and quantified in the appraisal report. Appraisers typically
use one of the following methods to justify these adjustments:

1. detailed property analysis method or
2. overall property rating method.

Detailed Property Analysis Method

After confirming the sale prices and terms of sale with respec-
tive buyers, sellers, or brokers, the appraiser will typically
inspect comparable properties for size and details of construc-
tion. This allows the appraiser to make price adjustments to
make each sale as comparable as possible to the subject prop-
erty.

Overall Property Rating Method

Under this method, market comparisons are based on an over-
all judgment as to the percentage-value adjustment called for
in order to make each sale comparable with the subject prop-
erty. The overall percentage applied to each comparable prop-
erty in turn is justified by the appraiser’s explanation that the
subject property is better, poorer, or the same in relation to its
construction as to type, size, features, age, and building con-
dition. By adjusting the comparable sale prices upward or
downward in accordance with the characteristics of the subject
property, a market value estimate is derived.

The sales comparison approach is applicable in situations
where there are an adequate number of similar properties that
have recently sold. In using these sales, the appraiser will
attempt to verify each sale in order to confirm the relationship
of the parties, date of sale, and any financing terms. In analyz-
ing comparable sales, it may be necessary to adjust a price if
prices have changed between (1) the time the comparable
property sold and (2) the subject appraisal date. Also, an
adjustment is typically required if a comparable sale property’s
price was influenced by financing terms. The “cash equivalen-
cy” method is often used to adjust for this price influence. The
purpose of this adjustment is to reveal the price that a compa-
rable property would have brought without the influence of
atypical financing.

RECONCILIATION AND OPINION OF VALUE

The final procedure is the reconciliation of the various value
indications into a final value opinion. For appraisals performed
for some purposes, it is reasonable to conclude a range of val-
ues as the final value opinion. For property tax appraisals, how-
ever, it is more common to conclude a point estimate as the
final value opinion. The nature of reconciliation procedure
depends on: (1) the purpose and objective of the appraisal, (2)
the individual valuation approaches and methods used, and
(3) the appraiser’s assessment of the reliability of each value
indication derived.
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In addition to being a necessary procedure in any real
estate appraisal, the valuation reconciliation procedure is
required by USPAP. USPAP Standards Rule 1-6 indicates the fol-
lowing:

In developing a real property appraisal, an appraiser
must:

1. reconcile the quality and quantity of data avail-
able and analyzed within the approaches used,
and

2. reconcile the applicability of suitability of the
approaches used to arrive at the value conclu-
sion(s).13

ESTIMATE OoF EXPOSURE TIME

USPAP Statement on Appraisal Standards No. 6 (SMT-6)
addresses the estimation of exposure time. USPAP Statements
do not carry the weight of USPAP Standards Rules, so the con-
sideration of exposure time is not a USPAP requirement.
However, SMT-6 indicates that the analysis and conclusion of
exposure time is a recommended procedure:

Reasonable exposure time is one of a series of condi-
tions 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 esti-
mated 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.14

The discussion of reasonable exposure time should
appear in an appropriate section of the appraisal
report, one that presents the discussion and analysis
of market conditions, and also be referenced at the
statement of the value definition and at the value con-
clusion.15

PROFESSIONAL QUALIFICATIONS OF THE APPRAISER

The statement of the professional qualifications should
describe the appraiser’s education and training, experience
and expertise, and professional credentials and designations.
This statement should emphasize the appraiser’s: (1) experi-
ence in conducting appraisals for property tax purposes and
(2) experience appraising properties like the subject property.

ADDENDUM AND SECONDARY EXHIBITS

This section of the appraisal report should include all maps,
charts, graphs, photographs, exhibits, spreadsheets, financial
statements, legal documents, and other supplemental data not
included in the narrative section of the report. It is a good idea
to include a table of contents at the beginning of the adden-
dum. This table of contents should list the contents of the
appraisal report addendum.

SUMMARY AND CONCLUSION

Real estate appraisal reports are used by all parties to a prop-
erty tax dispute. In particular, real estate appraisal reports are
used by the finder of fact in a property tax dispute when con-
cluding and rendering a value decision.

All parties to the property tax dispute should be able to rely
on the appraisal report to provide factual description and data,
rigorous empirical research, comprehensive qualitative and
quantitative analyses, and impartial conclusions. Particularly
within the context of a property tax dispute, real estate
appraisal reports should be clear, convincing, and cogent.
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