ADVISORY OPINION 20 (AO-20)

This communication by the Appraisal Standards Board (ASB) does not establish new standards or interpret existing standards. Advisory Opinions are issued to illustrate the applicability of appraisal standards in specific situations and to offer advice from the ASB for the resolution of appraisal issues and problems.


SUBJECT: An Appraisal Review Assignment That Includes the Reviewer’s Own Opinion of Value

APPLICATION: Real Property, Personal Property, Intangible Property

THE ISSUE: 

A client may want an appraiser, functioning as a reviewer, to develop and report his or her own opinion of value (i.e., an appraisal) within an appraisal review assignment. This leads to two questions:

How does the reviewer’s scope of work change when the purpose of an appraisal review assignment requires the reviewer to develop and report his or her own opinion of value? 

What language in appraisal review reports indicates when the reviewer did or did not develop his or her own opinion of value?

BACKGROUND: 

Appraisal review is a specialized area of appraisal practice. Appraisal reviews are used in a variety of business, governmental, and legal situations and also have an important role in the enforcement of professional standards.

STANDARD 3 allows the reviewer to address all or part of the work under review (also referred to in this Advisory Opinion as the “original work”). In every appraisal review assignment, the reviewer is required to “… develop and communicate an opinion or conclusion about the quality of another appraiser’s work.” The reviewer’s opinion about the quality of the work under review includes addressing its completeness, relevance, appropriateness, and reasonableness, all in the context of the requirements applicable to that work.

However, a client may also want the reviewer to develop and report his or her own opinion of value (an appraisal) within an appraisal review assignment. In this instance, the appraisal review assignment is actually a two-stage assignment an appraisal review plus a value opinion by the reviewer.

The purpose and intended use, together, of an appraisal review assignment, affect the scope of work in an assignment. Therefore, it is essential that reviewers clearly identify the purpose and intended use of the appraisal review and establish a well-defined scope of work with their client to ensure a clear understanding of what steps are and are not necessary in an assignment.
This Advisory Opinion provides guidance to help appraisers, clients, and other users or readers of an appraisal review report:
 A.
recognize how terminology and nomenclature used in STANDARD 3 and in this Advisory Opinion prevents confusion as to the function the reviewer is fulfilling in an appraisal review assignment; 

B.
understand how the purpose of the appraisal review and the intended use of the appraisal review results affect the scope of work in an appraisal review assignment; 

C.
recognize how the scope of work changes when an appraisal review assignment includes a requirement for the reviewer to develop and report his or her own opinion of value concerning the subject property of the work under review; and

D. understand how the language in an appraisal review report can be used to indicate whether a value opinion was or was not developed by the reviewer.  

ADVICE FROM THE ASB ON THE ISSUE:

Relevant USPAP & Advisory References
· DEFINITIONS section, specifically the definition of “Appraisal,” “Appraisal Review,” and “Assignment”

· Standards Rule 3-1, particularly SR 3-1(a) and SR 3-1(c), including the Comment in both Rules

· Standards Rule 3-2, particularly SR 3-2(a) and SR 3-2(d), including the Comment in the latter

Portions of the referenced material are cited in this Advisory Opinion. An appraiser performing an appraisal review assignment should carefully study the complete text to ensure a proper understanding of the requirements and the text in STANDARDS 1, 4, 6, 7, or 9, as applicable.
A.
TERMINOLOGY AND NOMENCLATURE

When reading the references cited above, appraisers performing appraisal review assignments (referred to as “reviewers” in USPAP) should note that the terminology and nomenclature used in STANDARD 3 have very specific meanings. 

The term “Appraisal Review” is used in USPAP to identify the activity of a reviewer in an appraisal review assignment. Appraisers sometimes use such terms as “Desk Review,” “Field Review,” “Complete Review,” “Limited Review,” “Technical Review,” and “Administrative Review.” However, without appropriate explanation, these terms and phrases can result in misunderstanding about the function being performed by a reviewer. While such terms may be convenient labels for use in a business setting, they do not necessarily impart the same meaning in every situation. 

Rather than simply using labels, reviewers should also accurately define the scope of work — in fact, the Comment to Standards Rule 3-1(c) requires the reviewer to ”… identify the precise extent of the review process to be completed in an assignment…” and Standards Rule 3-2(c) requires the reviewer to “state the nature, extent, and detail of the review process undertaken…” These requirements are designed to ensure that an intended user of appraisal review results is not misled as to the reviewer’s scope of work and the basis for his or her opinions and conclusions.

The terms “Review Appraisal” and “Review Appraiser” are also sometimes used in practice, primarily to refer to the marketing of services or to an appraiser’s functional status in employment. These phrases are not used in STANDARD 3, in part to avoid giving confusing implications, such as, for example, the impression that an appraisal is always part of a review.

B.
HOW PURPOSE AND INTENDED USE AFFECT SCOPE OF WORK

A reviewer’s scope of work in an appraisal review assignment is determined by the purpose(s) of the assignment and the client’s intended use of the assignment results. Standards Rule 3-1(a) requires, in part, that the reviewer “identify … the intended use of the reviewer’s opinions and conclusions and the purpose of the assignment.”
Examples of intended use include (without limitation) quality control, audit, qualification, or confirmation. Each type of intended use affects the scope of work that may be appropriate for a particular appraisal review assignment. 

As examples, a client may want the reviewer to develop and report an opinion as to the quality of another appraiser’s work, and:

1.
only state the corrective action to be taken by the appraiser with regard to curing any deficiency, leaving the client to decide whether to interact with the appraiser to accomplish the correction; or

2.
act on behalf of the client to interact with the appraiser that prepared the original work to ensure any deficiency is appropriately corrected by that appraiser; or

3.
make corrections to cure an error, such as a mathematical miscalculation, by showing what the calculation would have been if correct but without expressing the result as the reviewer’s own opinion of value; or


4.
make corrections to cure a deficiency, expressing the result as the reviewer’s own opinion of value, which is to be developed within the same scope of work as was applicable in the assignment that generated the original work; or

5. make corrections to cure a deficiency, expressing the result as the reviewer’s own opinion of value, which is to be developed using a different scope of work than was applicable in the assignment that generated the original work; or

6.
regardless of the appraisal review result, develop his or her own opinion of value using the same scope of work as was applicable in the assignment that generated the original work; or

7.
regardless of the appraisal review result, develop his or her own opinion of value using a different scope of work than was applicable in the assignment that generated the original work.

In Examples 1, 2, and 3 the reviewer has not taken any steps to offer his or her own opinion of value and  therefore, has not bridged over into the appraisal stage.

In Examples 4, 5, 6, and 7, the appraisal review assignment is actually a two-stage assignment—an appraisal review plus a value opinion by the reviewer. It is also important to note that this second stage occurs even if the reviewer concurs with the value opinion in the original work. This is because a reviewer’s concurrence in a value opinion developed by another appraiser converts it to the reviewer’s own opinion of value—in effect, the reviewer is taking ownership of that value by concurring with it. As such, it constitutes a value opinion (i.e., appraisal) by the reviewer.

In Examples 6 and 7, the client might, alternatively, engage the reviewer (as an appraiser) in a separate assignment to perform an appraisal outside the context of the appraisal review assignment. 

In any case, the reviewer must carefully develop the scope of work as required by SR 3-1(c) and clearly describe the precise nature and extent of that scope in the report as required by SR 3-2(c). The concluding language used (see illustrations to follow) should also be consistent with the scope of work decision. 

C.
SCOPE OF WORK AND THE REVIEWER’S OPINION OF VALUE

An appraisal review assignment that has, as a second purpose, a requirement for the reviewer to develop his or her own opinion of value imposes on the reviewer an expanded scope of work. This additional scope of work requirement is set forth in the Comment to SR 3-1(c), which states, in part: 

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:

· The reviewer’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, 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, 4, 6, 7, or 9, as applicable, to produce a credible value opinion. 

· 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.

Compliance with STANDARD 1, 4, 6, 7, or 9 through the Use of Extraordinary Assumption(s)— The development of the reviewer’s opinion of value requires compliance with STANDARD 1, 4, 6, 7, or 9 as applicable. The reviewer’s use of those items from the work under review that the reviewer concludes are credible and in compliance with the applicable development standard is based on an extraordinary assumption. This is because, unless the reviewer actually replicates the steps necessary to develop those items, the reviewer is assuming the integrity of that work without personal verification. If those assumptions were found to be false, the reviewer’s appraisal-related opinions and conclusions would be affected. As such, this situation constitutes an extraordinary assumption (refer to requirements for proper application in SR 1-2(g), 4-2(g), 6-2(d), 7-2(g), or 9-2(f) as applicable). 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, 4, 6, 7, or 9, as applicable, to produce a credible value opinion. 

Altering the Scope of Work in Developing the Reviewer’s Opinion of Value—In some appraisal review assignments, the client needs a reviewer’s opinion of value to be developed under a different scope of work than in the original appraisal.

If the reviewer’s assignment has a different scope of work than does the original work, or if the reviewer relies on different information not available to, or not used by, the original appraiser, then it is possible that the two appraisal results could also differ. This does not mean that either set of results is “wrong” per se; in any event, the reviewer should not use this as the basis to discredit the original appraiser’s opinion of value. 

If there is a difference between the appraiser’s opinion of value and the reviewer’s opinion of value, the reviewer should use care to ensure correct identification of the cause of that difference in the appraisal review process. The reviewer should also use care to not mislead a reader when providing support for the reviewer’s conclusions in the appraisal review report. This is critical from an enforcement perspective as well as in a business setting. Incorrectly characterizing the cause of a deficiency can erode the credibility of appraisal review conclusions and of the reviewer’s value opinion. 

D.
APPRAISAL REVIEW REPORT CONTENT

The reviewer’s opinions and conclusions stated in compliance with SR 3-2(d) can vary significantly, depending on the purpose and intended use of the appraisal review. A reviewer should carefully compose the particular language stating his or her opinions and conclusions to avoid misleading the user of the appraisal review report as to the scope of work completed in the assignment and the meaning of the reviewer’s stated opinions and conclusions. Note that any additional information relied upon and the reasoning and basis for the reviewer’s opinion of value must be summarized, in contrast to the other requirements in this section that must only be stated. Additionally, changes to the report content by the reviewer to support a different value conclusion must match, at a minimum, the reporting requirements for a Summary Appraisal Report.

An Appraisal Review Assignment WITHOUT an Opinion of Value—When the purpose of the appraisal review is only to develop an opinion as to the quality of another appraiser’s work, the appraisal review report content must include:

1.
the information set forth in Standards Rules 3-2(a)–(f); and

2.
the reviewer’s certification shown in Standards Rule 3-3.

When the appraisal review is only for the purpose of ascertaining quality, the reviewer should use extreme care to ensure the appraisal review report does not include language that implies the reviewer developed an opinion of value concerning the subject property of the original work. When the reviewer uses language to signify concurrence with the value or a different value opinion, the reviewer has additional appraisal development and reporting obligations. 

Illustrations of the Language in an Appraisal Review Report WITHOUT an Opinion of Value

The following are examples of language that might be used in an appraisal review report that does not express an opinion of value and thus does not constitute evidence of an appraisal by the reviewer:

· “the value opinion stated in the appraisal report is (or is not) adequately supported”
“the value conclusion is (or is not) appropriate and reasonable given the data and analyses presented” 

· “the value opinion stated in the report under review was (or was not) developed in compliance with applicable standards and requirements” 

· “the content, analyses, and conclusions stated in the report under review are (or are not) in compliance with applicable standards and requirements”

· “I reject the value conclusion as being unreliable due to the errors and/or inconsistencies found” 

· “the value conclusion is not appropriate due to (for example) a significant math error in the Sales Comparison Approach—if calculated properly, the value conclusion would change to $XXX; however, the reader is cautioned that this solely represents a recalculation and not a different opinion of value by the reviewer” 

· “I accept (or approve) the appraisal report for use by XYZ bank (or agency).”

Such language, or language that conveys similar meanings to the intended users of the appraisal review report, relates to the quality of the work under review, including the opinion of value stated in that work, but does not suggest either concurrence or a different opinion of value by the reviewer. It is also important that this language be consistent with the scope of work described in the appraisal review report.

An Appraisal Review Assignment WITH an Opinion of Value - When the purpose of the appraisal review is to develop an opinion as to the quality of another appraiser’s work PLUS develop his or her own opinion of value, the appraisal review report content must include:

1.
the information set forth in Standards Rules 3-2(a)–(f); and 


2.
the reviewer’s certification shown in Standards Rule 3-3.

The appraisal-related content of the appraisal review report, in combination with the content of the original work under review that the reviewer concludes is in compliance with the Standards applicable to that work, must at least match the report content required for a Summary Appraisal Report. 

The reviewer is not required to replicate or duplicate in the appraisal review report the material in the work under review that the reviewer concludes is in compliance with the Standards applicable to that work. The reviewer can incorporate by reference those portions of the work under review that he or she concludes are in compliance with the applicable Standards by use of an extraordinary assumption.

Illustrations of the Language in an Appraisal Review Report WITH an Opinion of Value

The following are examples of language that signify a value opinion (i.e., either by concurrence or by indication of a numeric point, a range, or a relationship to a numeric benchmark). These examples DO constitute evidence of a value opinion (i.e., appraisal) by the reviewer, thereby making the appraisal review one that includes an appraisal.

· “I concur (or do not concur) with the value”

· “I agree (or disagree) with the value” 

· “in my opinion, the value is (the same)”

· “in my opinion, the value is incorrect and should be $XXX”

· “in my opinion, the value is too high (or too low)” 

Such language, or language that conveys similar meanings to the intended users of the report, represents that the reviewer has completed the steps required to develop his or her own value opinion. Such language indicates the reviewer has either concurred with the appraiser’s value opinion in the underlying work, and thus has adopted that value opinion as his or her own, or has developed a different opinion of value—hence, this (or similar) language constitutes an opinion of value (i.e., appraisal) by the reviewer. It is also important that this language be consistent with the scope of work described in the appraisal review report.

Note that if a reviewer rejects the value, he or she should use care in how that result is stated. If the language of such rejection is based on errors or inconsistencies in the original work and does not include any qualifiers that would relate to a direction in value, it does not imply an appraisal by the reviewer.

However, if such rejection is stated in relation to a value or value range, such as indicating a direction in value (i.e., more than, less than) or to an established benchmark, that language indicates the appraisal review has taken on the “opinion of value” characteristic of an appraisal.  This is an important distinction that must be kept in mind by the reviewer when composing any language regarding the original appraiser’s opinions or conclusions. In addition, whichever category such language may fall under, it must also be consistent with the purpose, scope, and intended use of the appraisal review assignment results. 

The following list summarizes the requirements in a real property appraisal review assignment with the reviewer’s opinion of value. The sequence of steps completed in this type of assignment are presented in order.

1.
The reviewer develops opinions and conclusions about the quality of the work under review.

2.
The reviewer develops an opinion of value for the subject property of the work under review.

3.
The reviewer then communicates the opinions and conclusions developed in the first two steps in the report.
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