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APHIS Guidelines for Writing an Acceptable Livestock Appraisal Report

The purpose of this document is to provide some specific guidelines on what makes for an acceptable livestock appraisal report to USDA’s Animal and Plant Health Inspection Service (APHIS).

When APHIS contracts with a private appraiser it expects the individual to have expertise in three areas.  First, APHIS expects the individual to be one who can judge the relative quality of the animals being appraised through visual inspection and inspection of any performance records.  Second, APHIS expects the individual to have expert knowledge of the market place and consequently, will be able to assign fair-market-value to individual animals based upon their relative quality.  Finally, APHIS expects the individual to have had previous experience in performing appraisals for hire and has written appraisal reports.  Sometimes for minor species or breeds an individual may not possess expertise in all three areas.  In such cases a team approach can be used where one individual has expertise in judging the relative quality of the animals and knowledge of market prices while the other individual has expertise in performing an appraisal and writing appraisal reports.
APHIS’ standards for an acceptable appraisal reports follows those of Appraisal Foundation’s Uniform Standards for Professional Appraisal Practice (USPAP) for a self-contained appraisal report.  It is recognized that one can easily “boilerplate” an USPAP appraisal report and thus not really think about what is being said.  Consequently, this document will provide detail of what the various parts of an approved appraisal report really so that one can provide an acceptable appraisal report.  WARNING, failure to follow the below guidelines may result in the appraisal report being rejected.  A rejected appraisal report means that APHIS judges the appraiser has not fulfilled the contract with APHIS and APHIS has the right to withhold payment until an acceptable appraisal report has been delivered
.  APHIS is the sole and final judge of appraisal report acceptability.   

The appraisal report should be organized in the following manner:
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Appraisal Narrative
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Cover Sheet
Self Contained Appraisal 
Of

Description of Animal/Herd/Flock
In Possession of

Owner’s Name
Producer/Owner Address

Location of Animals if different from owner’s address
Prepared For

Name of APHIS Official

Title

USDA:APHIS:VS
Effective Date

mm.dd.yyyy

Total Appraisal Amount

$$$$

Prepared By

Appraiser’s Name(s) & Address(es)
Report Date

mm.dd.yyyy
Comments about the Cover Sheet

The Cover Sheet provides a quick summary of what was appraised, their value and who did the appraisal.

Only self contained appraisal reports are acceptable to APHIS.  A self contained appraisal reports leads one to value, i.e. as one read the report, one will come to the same conclusion of value as the appraiser.  The person reading the report would have enough information to defend such values in a court-of-law.  A summary report, the most common appraisal report, simply tells what the value is and one is not totally sure how the appraiser arrived at his/her conclusion.  The bottom line is that APHIS requires an appraisal report that can survive being audited several years later where the auditor’s main concern did APHIS spend taxpayer dollars appropriately, i.e. was the indemnity paid based fair-market-value and not what was the actual dollar amount appraised and indemnity paid.  Thus an APHIS approved appraisal report is a stand alone document, i.e. a self-contained report.
Description of animal/herd/flock: 
Simple descriptive phase, e.g. Holstein-Jersey Cross Dairy Cow, Polled Herford Cow-Calf Herd, Broiler Breeder Parent Flock.
In Possession of

Who owns the animals to be appraised and his/her address.  If the animals are not located at the owner’s address, then provide information as to where the animals are located.
Prepared For

Most likely it will be the Area Veterinarian in Charge (AVIC), the lead federal veterinarian in the State.  In a disease outbreak situation where an Incident Command System is in place the appraisal may be prepared for the Operations Chief or Lead Appraiser.  In addition, a copy of the appraisal report should be sent to the Agency’s Appraisal-Indemnity-Compensation Specialist.  Note the private appraiser should never give a copy of the appraisal report to the owner of the animals unless instructed to do so by the person for whom the report is being prepared.  
Effective Date

The effect date is date for which the valuation is valid.  An effective date can be current (value as of today), retrospective (value sometime in the past) or prospective (value sometime into the future).
Total Appraisal Amount

The total value of what was appraised.

Prepared By

List name and address of all appraisers involved in producing this report.
Report Date

The report date is when the report was completed.  If the effective date is a current date, then the effective date and report date can be the same date.

Table of Contents
Table of Contents should list the major components of the appraisal report and their page numbers.
Letter of Transmittal
For APHIS the Transmittal Letter must contain the following:


•
The date which appraisal was requested.


•
A statement as to which appraisal method was used: sales comparison, income or cost-of-replacement (production).   If the sales comparison method is not used, then there shall be a statement as to why the income or cost-of-replacement methods were used instead of the sales comparison method.
 
•
A statement that an investigation and analysis of all pertinent data was made.

•
A statement on the intended use of the appraisal report that shall read as follows, “To provide U.S. Department of Agriculture Animal and Plant Health Inspection Service (APHIS) with assistance in determining the value of livestock and other assets that APHIS deems necessary to be destroyed for the public good.”
•
A statement on the attended users of the appraisal report that shall read as follows, “The attended user of this appraisal report is APHIS.  This report is not to be shared with any State officials or with the owner unless so directed by an authorized APHIS representative.”

•
Statements of Certification


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


◦
I have no (or the specified) present or prospective interest in the property that is the subject of this report, and I have no (or the specified) personal interest or bias with respect to the parties involved.


◦
My compensation is not contingent upon the reporting of a predetermined value or direction in value that favors the cause of the client, the amount of the value estimate, the attainment of a stipulated result, or the occurrence of a stipulated event.


◦
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 the report, this certification must clearly specify which individuals did and which individuals did not make a personal inspection of the appraisal property.


◦
No one provided significant professional assistance to the person signing this report.  (If there are exceptions, the name of each individual providing significant professional assistance must be stated.)

◦
I have read and understand the most recent ‘APHIS Guidelines for Private Appraisers.’

◦
I will not discuss the findings of my appraisal with anyone outside of APHIS unless directed to do so by an authorized APHIS representative.”
The appraiser must sign the Transmittal Letter.
Comments about the Transmittal Letter

•
It is expected that the appraiser will use sales comparison approach if there are market prices available.  The appraiser must justify using the income or cost-of-replacement methods.


•
Interest or bias goes beyond the obvious of business or family relationships, but includes a desire to do business with the owner and membership in same professional, civic or religious organizations as the owner.  See “APHIS Guidelines for Private Appraisers” for more detail of direct and indirect conflict of interest.  Failure to report direct and indirect conflict of interest can result in rejection of the appraisal report and ban on future appraisal work with the Agency.

•
It is very important for the appraiser to have read and understand the most recent “APHIS Guidelines for Private Appraisers.”  Any questions about the Guidelines should be directed to the Agency’s Appraisal-Indemnity-Compensation Specialist. 

•
It is important that the appraiser not discuss his/her appraisal report with the owner.
Appraiser’s Qualifications

Appraiser qualification should include formal education, appraisal education, appraisal experience, experience with the species being valuated, current employment and professional membership. 

General Appraisal Information

General Appraisal Information should contain the following:


Purpose of Appraisal


Definition of Fair Market Value


Appraisal Method


Assumptions and Limiting Conditions


Description of Subject Property

Purpose of Appraisal

The statement should read, “The purpose of this appraisal is to establish the fair market value of describe the subject property as of month day, year (effective date).”

Definition of Fair Market Value

The statement should read, “Fair market value is defined as ‘the price at which property would change hands between a willing buying and a willing seller, neither being under any compulsion to buy or sell and both having reasonable knowledge of relevant facts,’  Ref: Internal Revenue Service, Section 1.170A-1(c)(2).” 

Appraisal Method

If market prices and thus sales comparables are available, then the sales comparison should be the appraisal method of choice.  If sales comparables are not available or if the appraiser feels other methods (income or cost-of-replacement) would result in a more accurate measure of fair market value these other methods may be used.  If another appraisal method is used the appraiser shall provided justification for such use.  

Limiting Conditions, Assumptions and Hypothetical Conditions
A limiting condition is something that makes adequate assessment of the property difficult or impossible to achieve.  An example would be no veterinary inspection to certify the condition of the animals being appraised.  Consequently, limiting conditions require the appraiser to make an assumption about the condition, i.e. the animal in question is in good general health.  Another common assumption deals with ownership.  Often the owner’s word is considered proof enough of ownership so assumption is made that the owner is the true owner without demanding proof of ownership, i.e. bill of sale.  All limiting conditions and consequent assumptions should be so stated.
Hypothetical condition is something that is contrary to what exists but is assumed for the purpose of making the appraisal.  A common hypothetical condition involves the appraisal of a dead animal for insurance or lawsuit purposes.  The appraiser needs to assume that the animal is alive and its body condition before its death.  Appraisals with APHIS have a hypothetical condition.  Animals normally being appraised for APHIS either have a serious disease, are suspected to have a series disease or have been exposed to a serious disease.  In the market place such a disease condition would greatly reduce value, however, for APHIS appraisals assume that the animal is free of the disease in question.  All other health conditions can be taken into consideration.  For example, in valuating a dairy cow to be destroyed due to tuberculosis, the market impact of tuberculosis is ignored, but if the cow has problems with mastitis or lameness, these health conditions can be taken into consideration in her valuation.  List all hypothetical conditions.
Description of Subject Property

For animals being appraised, describe the following: their physical location, ownership and if being raised by a contract grower his/her information as well, breed, sex, body condition, animal identification number or tag number; if a breeding animal, then pregnancy status; if a dairy cow then lactation and milk production; and any other important characteristics that were used in determining value.  Large group of animals being appraised can describe as a group as opposed to individual animals.  If other assets are being appraised, such as a building, then include their description as well, including general condition—usefulness.  The description also includes an inventory list if there is more than one animal involved with inventory being the quantity on hand at the time of the effective date of the appraisal.  If an inspection of the animals occurred, then state the date of the inspection.
If above quality is being claimed or if one is appraising non-typical farm animals, e.g. deer or elk, then documentation of the quality claimed becomes very important.  Objective measures of quality are desired.
Comments about General Appraisal Information

Purpose of Appraisal

By law APHIS is required to pay fair market value, subject to specific regulations.

Definition of Fair Market Value

Generally it is assumed that value is a “farm gate” value.  For appraisers who are familiar with the term ‘market level’ the appropriate market level would be an orderly liquidation value, i.e. a farm auction well advertised with adequate time to attract qualified buyers.  Alternatively, fair market value could be considered a public auction price net of selling and transportation charges.  The appraisal report should be clear if selling and transportation charges were or were not accounted in the valuation process.

Appraisal Method

If an appraisal method other than sales comparison is going to be used, then it is highly recommended that the Agency’s Appraisal-Indemnity-Compensation Specialist be contacted.

Limiting Conditions, Assumptions and Hypothetical Conditions

No additional comments.
Description of Subject Property

At a minimum always describe those characteristics which will influence the appraisal value as well as ownership, location and any animal ID.  Objective measures of quality include, but not limited to, scale weights; measurements of critical body parts, e.g. antlers in deer and elk; productivity records, e.g. Dairy Comp® 305 milk production records and bred records.  Expert opinion of others may be used to support claims of above average quality, especially when objective measures are difficult to obtain.
Appraisal Narrative
Appraisal Narrative of how value was determined is the heart of the appraisal report and will be closely reviewed.  If sales comparison is the appraisal method being used, then the narrative has two main components: selection of comparable assets and adjustments to the comparables for determining value.  If income or cost-of-replacement methods are used then the narrative will include detailed income and/or cost budgets.

Sales Comparison Narrative
Selecting Comparables

Describe in the detail the characteristics of the comparables used and their sales price.  It is important to document as well as possible that the comparables selected and the markets in which they were sold are indeed appropriate for the subject property.  An example of inappropriate comparables would be disposal sales of bred heifers from top beef cow-calf breeding operations for a bred beef heifer on a commercial cow-calf operation which produces calves for feedlots.  Care must also be taken when breed registered animals are involved.  If an important part of the business is producing replacement stock for other producers, then one may use disposal sales from other registered breeders as comparables.  On the other hand, if the business is primarily commercial production, e.g. calves for feedlot or milk in the bulk tank, then registration is of little value and appropriate comparable animals would be sales from other commercial operations.  Consequently, the first step in using the sales comparison method is to adequately asses the quality of the subject property.  Such assessment should then lead to the selection of appropriate comparable assets.
Adjustments to Sale Comparable Assets

It is highly unlikely that all selected sale comparable assets will match up exactly with the subject property.  Consequently, adjustments (e.g. $50 adjustment if confirmed pregnant vs. an open female) must be made to the sale comparable assets so that they will match the subject property.  The value of these adjustments should be documented.  Each adjustment should be clearly presented.  The net of all the adjustments is the amount by which the sale comparable asset’s price is changed and the resulting figure is its estimate of the value of the subject property.  Adjusted values of multiple comparable assets are then averaged to arrive at the appraisal value of the subject property.   
The narrative describing the comparables, the demonstration that the comparables are appropriate, adjustments in value of the comparables to match that of the subject property, and final determination of subject property value should be written in a way that leads the reader to conclude that the appraisal value of the subject property is an appropriate estimate of fair market value.  Simply telling the reader the value of the subject property is a poorly written narrative.
Income and Cost-of-Replacement Narratives

Since the Income appraisal method determines value by summing net income flow over the expected life of the asset being appraised it is important to have very detailed budgets that accurately reflect revenues and costs.  The narrative should explain and document how all revenues and expenses were estimated.  On the cost side it is important to include all costs.  While operating costs are usually the easiest to quantify (feed, fuel, veterinary expenses, repairs, hired labor, etc), opportunity costs associated with own unpaid labor and interest on own operating capital need to be included.  Another major cost is capital cost or the costs associated with fixed investments such as equipment, buildings and land.  Traditional method of calculating such costs involves depreciation and interest charges.  The preferred method is known as capital recovery.  To either method property taxes and insurance must be added.  There are two other important costs that are sometimes ignored, but must be included in appraisal analysis for the federal government: income taxes and return to ownership-entrepreneurship.  Of course if the net income flow is over multiple years, then the future flows must be discounted into current dollars where the minimum discount rate equals the cost of capital.   
Cost-of-Replacement appraisal method is very similar to the Income appraisal method, expect the focus is on the cost side.  The one difference on the cost side involves assets that require multi-years to be raised to maturity.  Instead of discounting future flows as in the Income method, past cost should be interest rate compounded to reflect that past dollars are worth more than present dollars.

Comments on Sales Comparison, Income and Cost-of-Replacement Narratives 
Sales Comparison Narrative
· One should try to have at least three sale comparables.
· While registered animals that are used primarily for production and not breeding of replacement stock for others are valued as commercial animals, one can still add a small registration premium up to the cost of registration papers. 
· Sometimes the value of adjustments might be an intuitive value to the appraiser or an industry “rule-of-thumb” and hard to document.  In these cases one may cite other experts to confirm the value of the adjustments.

· While the text should contain written justification of the comparable assets, supporting documentation such as sale receipts, auction reports, etc. can be placed in an appendix.

· One should round to the closest significant figure for which prices are reported.  Thus, if prices are reported to the nearest tens place, then round to the nearest tens place, e.g. $1810/head, even though the average figure was calculated to the penny, e.g. $1808.33/head.
· One can use cost-of-replacement (production) to adjust sales comparables, e.g. a one year old replacement dairy heifer’s value could equal the market price for two-year springer heifers minus a year’s cost of raising dairy heifers. 

Income and Cost-of-Replacement Narratives

An alternative to determining how net flow should be adjusted for income taxes and return to ownership-entrepreneurship is to determine retained earnings as retained earnings equal gross margin (revenue – costs) minus income taxes and dividends (return to ownership).  Based upon analysis of national data of corporate earnings, retained earnings are approximately one-third of gross margin and is the percentage used in the Agency’s poultry appraisal calculators.

Appendix

Use the appendix to place supporting documentation such as pictures, production and breed records, testimonials of quality or value, auction reports, etc.
� Any questions about these guidelines should be directed to APHIS’ Appraisal-Indemnity-Compensation Specialist.  The current specialist is Stephen L. Ott, 2150 Centre Ave., Bldg. B—2E5, Fort Collins, CO  80526-8117; phone: 970-494-7239; email: Stephen.L.Ott@aphis.usda.gov


� Requested revisions for additional information to be included in the appraisal report shall be completed within five (5) work days and emailed or faxed to appropriate APHIS officials.
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