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APHIS Guidelines for PRIVATE Appraisers
,

The following is a list of general guidelines regarding basic appraisal report requirements, as well as necessary appraiser qualifications and disclosures.  It is based on the Uniform Standards of Professional Appraisal Practice (USPAP) and Federal regulations governing indemnity payments for depopulated livestock. 

For appraisal services which will exceed $2,500, or are anticipated to be a recurring need, a purchase order or contract must be issued by USDA Animal and Plant Health Inspection Service (APHIS) as authorization to begin work on behalf of APHIS.
I. APPRAISAL REPORTS.

A.  Required Detail.

Whether you are hired by APHIS or by the owner(s) of a disease-affected or disease-exposed herd, your appraisal report is but one of several factors that APHIS takes into account when determining the appraisal value of animals in such a herd.  APHIS desires a self-contained (comprehensive) appraisal report.  Summary appraisal reports frequently requested by banks, and commonly performed by USPAP appraisers, are typically insufficient because of APHIS’ need for detailed supporting documentation.  This is especially the case if the appraisal report will be used to appeal an already-determined value.    
To gauge whether the supporting documentation in an appraisal report is adequate, consider whether it would withstand an independent audit where the auditor’s decision to accept or reject valuation is based upon the documentation provided within the report.  For instance, if you use a Sales Comparison Method to determine value, an adequate appraisal report must include prices of comparables, and how the comparables were adjusted to the subject animals.   Not providing a written explanation on adjustments you made to comparables, to account for quality differences between comparables and subject animals, may result in the rejection of the appraisal.  If you use the Income Method or Cost-of-Replacement (Production) Method to determine value, then an adequate appraisal report must include the enterprise budgets, cash flow statements, depreciation schedules, and other documentation used to determine revenue and costs.  No matter the appraisal method used for determining value, documentation of quality is required.
B.  Specific Report Requirements.

1. Information about the appraiser: name; address; relevant education, including training in appraisal methods; experience in livestock appraisal; and knowledge of the industry, especially as it relates to value of the animals being appraised.

2. Method of appraisal: sales comparison approach, cost of production approach, or income approach and why a particular approach was selected.
3. Description of animals including relevant characteristics that influenced value.
4. If Sales Comparison Method was used, then price of comparables and how adjustments were made for any quality differences in relevant characteristics between the comparables and subject animals.  

5. If Cost-of-Replacement (Production) or Income Methods were used, include enterprise budgets, cash flow statements, depreciation schedules, and other documentation showing revenue and expenses.  

6. For additional details on what APHIS expects in an appraisal report see “APHIS Guidelines for Writing an Appraisal Report.”

C.  If Appraisal Report is Found Unacceptable. 
If the appraisal report submitted to APHIS does not meet the above criteria, APHIS reserves the right to reject the appraisal report.  Requested revisions for additional information to be included in the report shall be completed within five (5) work days and emailed or faxed to appropriate APHIS officials.
Failure to submit an acceptable report shall result in withheld payment until an acceptable report has been submitted.
II.  DISCLOSURE OF FINANCIAL INTEREST.
Before proceeding with the actual appraisal, you must inform APHIS of any direct or indirect financial interest. 

A. Direct Financial Interest.


Direct financial interest includes those situations in which the appraisal results may lead to direct financial gain to the appraiser.  Examples of appraisers having direct financial interest include those who are business partners (even partners in an unrelated business) or relatives of herd owners, or are officers of a financial institution that has a lien on the property in question.  Appraisers who have a direct financial interest in the appraisal shall recuse themselves from the appraisal. 
B.
Indirect Financial Interest.


Indirect financial interest is less obvious and arises in those situations where the linkage to financial gain is not direct, but there is still a significant probability that such a gain could occur.  Examples of indirect financial interest include, but are not limited to, an auctioneer who has sold animals in the past from the owner, or has hopes of selling animals from the owner in the future; a producer raising the same species as the animals being valued, meaning that the valuation could influence what the appraiser might receive if APHIS ordered the depopulation of the appraiser’s animals; an officer of a lending institution that has had business with the owner in the past, or hopes to in the future; an officer in an industry trade association; or anyone who engages in an business that buys/sells from/to the type of operation being appraised.  Those who have indirect financial interest in the appraisal may still provide the appraisal; however, they should take great care to be as objective as possible and documentation of values determined becomes even greater.  Appearances of strong bias can result in the appraisal being rejected. 

C. Failure to Disclose Financial Interest.

Warning: failure to disclose either direct or indirect financial interests can result in the appraisal being rejected and the appraiser being prohibited from working with APHIS in future appraisal cases.

III. Procedure for Determining Value
A.
Determining Quality of the Animals.


The first step in determining value of animals is to determine and then document their quality.  Private appraisers are hired not only for their knowledge of prices, but their ability to judge quality.  An important part of the appraisal report is the narrative and documentation of quality.
B. 
Grouping of Animals.

Decide if each animal is going to be valued separately or in groups.  Animals may be placed into groups based on a few key attributes that influence value: breed, age, sex, lactation number, antler score, coloring, etc.  The greater the number of animals within a herd, the more desirable it is to divide them into groups for valuation purposes.  All the animals within a group receive the same valuation.  Valuation should reflect the average quality of the group.

In certain situations, Federal regulations specify a maximum per head indemnity that can be paid.  For instance, the maximum indemnity that APHIS is authorized to pay for an animal depopulated because of bovine tuberculosis (TB) or chronic wasting disease (CWD) is $3,000.  In these cases, animals in the herd should be valued as individuals or subgroups of similar value.  For example, a deer herd has three does and one buck.  The does are worth $2000 each and the buck $5000.  The maximum indemnity for CWD-affected deer is $3000.  The correct valuation would be $6000 for the three does ($2000 x 3) and $5000 for the buck with a total valuation of $11,000.  However, indemnity would be only $9000 due to the $3000 maximum applied to the buck.  It is incorrect to value all the animals the same, at $2750 ($11,000 / 4) each, in order to obtain an indemnity payment of $11,000.

C.
Appraisal Methods.  

You may use various combinations of appraisal methods [sales comparison, income or cost-of-replacement (production)] in appraising different individuals or groups of animals.  For example, the market sales approach may be used to value the shooter bull elk, while the income approach is used to value elk females.  If one is going to use either the income or cost-of-replacement (production) method, then it is highly recommended that APHIS’ Appraisal-Indemnity-Compensation Specialist be contacted and supplied with examples of previous appraisals where such methods were used.
1.
 Sales Comparison Method:: 

This is the most common appraisal method and preferred method of appraisal when there are observable prices.  The Sales Comparison Method estimates value by comparing the subject property (animal) to be appraised with other similar properties (comparables) that have been sold recently in a relevant market.  Adjustments are made for differences which affect value, such as differences in quality characteristics (e.g. milk production) or features (e.g. breed) or time of sales.  

a. Comparables and Adjustment to Their Value.

Comparables are similar animals that have been sold recently.  Whenever possible have multiple comparables.  Since comparables will not be exactly the same as the subject property, the comparable property (and thus its value) must be adjusted to the subject property.  For example, the subject property is a short bred Holstein heifer, but sales comparables are springer Holstein heifers.  The appraiser will then need to decide how to adjust downward the price for springers to determine the value of short breds.  In the appraisal report it is very important to provide a detailed analysis on how adjustments were made to the comparables and thus, how value was determined for the subject animal.  An important difference in between a summary appraisal report and a self-contained appraisal report is that summary reports do not include a write-up of the analysis used to make the adjustment.  Therefore, failure to include such analysis in the appraisal report can result in the rejection of the appraisal report.  Comparables are always adjusted to the subject property.  
b. Relevant Markets and Quality of Subject and Comparable Properties.

A key to a good sales comparison valuation is to demonstrate the market in which the comparable was sold is a relevant market for the subject property.  For example, an auction at a regional or national stock show of champion breeding animals would not be a relevant market for a common brood cow.  Such an auction may not be relevant even for a registered cow herd, if the auction was selling few individual animals and not whole herds.  If one is valuating a whole herd, then it is desirable to have comparables from whole herd dispersal sales.  In summary, it is important to select the right type of market in which the subject animals would be sold.  The higher the quality of market and comparables and thus price, the greater responsibility the appraiser faces in demonstrating and documenting that the subject animals would be sold in such a market.  Failure to document superior quality when superior quality is claimed can result in the rejection of the appraisal report.

c.
Individual vs. Composite Comparables

If one is using an auction where the animals are sold individually (or in lots), it is best to use actual sales data of the individual animals (lots) in determining value of the subject animals.  Using summary sales reports provided by auctions are less desirable as price ranges are usually reported, making it difficult to determine the impact quality had on price or even average value.  Since APHIS personnel can observe reported auction prices, it is expected that the private appraiser will provide more thorough detail of prices than what can be obtained from published auction sale reports.  Technically using a price ranges from one or more auctions is not a true sales comparison approach, instead it is what APHIS terms a “modified sales comparison method” to appraisal and should be noted as such in the appraisal report.  
d. Sources of Comparable Prices.  

A good appraisal will incorporate price information from among the following sources: public auction sales, recent sales or purchases by the owner, public dispersal sales, and private treaty sales.  

i.
Public Auctions.

In general, public auction sales can be a good measure fair market value and should not be ignored.  Since you are being hired for your expertise and market knowledge APHIS expects the use of individual animals (lots) sold in determining value as APHIS can easily observe auction report prices posted on auction websites itself.  
(a) When finding comparables remember the use of the animal may be just as important as breed or other quality characteristics. Often public auctions are for animals of similar use so that even if the desired breed or breed cross has not been sold recently, public auction sale information is still very relevant.  For example, public auction prices are available for Angus and Angus-cross brood cows.  The subject property is a Hereford brood cow.  Since both the subject and auction animals are brood cows, the animals sold at auction are acceptable comparables.  Of course minor adjustments may be made for breed differences.  Failure to include public auction sales when they are available, especially for common use animals (e.g. brood cows, milk cows, or animals for fattening/finishing) may lead to the rejection of the appraisal.  If appraisal values are to be above those of auction markets, then superior quality of the animals must be documented.

(b) In general, one should use price information from local auctions.  However, sometimes local auctions sell very few of the type of animals being appraised.  In such situations, it is acceptable to use auctions from other states, especially those auctions that specialize in the type of animal being appraised.  For example, many auctions handle at most a few replacement dairy cows.  However, located across the country, there are auctions that have special dairy replacement sales.  Such auctions would be more appropriate for determining the value of dairy cows than a local auction with sale of a couple of replacement dairy cows. 
(c) Since APHIS can observe auction price ranges via auction websites, APHIS will question the appropriateness of appraisal values that fall outside of these observed price ranges.  Consequently, appraisal values, no matter how determined, that fall outside of the range of observed auction prices should be well documented.  
ii.
Sales by Owner.

Another good source of comparable prices is recent sales by the owner of similar quality animals.  If quality is similar and general market prices have remained relatively constant, then appraisal value should not exceed the recent sales price the owner has received.  Prices the owner has recently paid for animals can also be used in the appraisal.  However, the appraiser should use such prices with caution, making sure that the prices paid do reflect true market value and that current market conditions have not changed much since the purchase.  Owners who have purchased expensive animals will often want the appraised value to reflect what they paid, even if the purchase was several years ago.  Obviously, such price no longer represents current market value. 

iii.
Public Dispersal Sales.

Public dispersal sales are another source of prices.  In fact a reason for APHIS hiring private appraisers is their ability to obtain sales data from public dispersal sales.  Whole herd dispersal sales are especially desired as whole herds generally have a wide range of quality.  If possible it is highly desirable to have information from multiple dispersal sales as a single sale may not be a good representation of value.  If one is limited to a single dispersal sale, then other sources of price information, especially from public auctions, can be used to judge how will the dispersal sale reflects current fair market value and if the sale price data need to be adjusted either upwards or downwards.
iv.
Private Treaty Sales.
Finally, private treaty sales may be used in determining appraisal values.  However, care must be taken to ensure that such transactions were at “arms length,” i.e. were truly representative of fair market value.  If private treaty sales are used, then actual sale prices should be documented with either copies of actual sale receipts or a signed statement by either the seller or purchasers of transaction prices.  An unsigned or telephone statement of prices, by either seller or purchaser, can be useful information; however, such prices should not be the sole basis of the appraisal.  If one is limited to a single private treaty sale, then valuation should also be based on other sources of price information, especially from public auctions.    

2.   Income Method: 

The Income Method uses revenue and cost information.  All such information must be clearly stated in the appraisal report.  It is important to include fixed costs associated with land, buildings, and depreciable assets when using the Income Method.  Include opportunity costs of fixed assets and of non-paid labor and management provided by owner and family as well as income taxes and return to ownership-entrepreneurship.  Valuations are very sensitive to the income stream.  Thus, it is important to account for seasonal and multi-year cycles in prices.  For animals that experience seasonal price trends and future production is less than 2 years in length, then use average price of the previous 12 months.  For animals with future production of 2 or more years, prices should be based on long term trend line, i.e. if on the high side of the price cycle lower prices and if on the low end raise prices.  Also, if future production is more than one year, then revenue and cost streams should be discounted by an appropriate interest rate.  

3.   Cost-of-Replacement (Production) Method: 

Evaluates the value of animals based on the cost of their replacement.  Sources of information must be clearly stated in the appraisal report.  Adjustment for the age of subject property might be required.  Cost-of-Replacement (Production) can be used to determine value of replacement livestock, i.e. the value of a replacement dairy heifer is the cost of producing and raising a female calf to sexual maturity.
4.   Expert Opinion Method:
Determining value solely based upon opinion of one or more experts is not an acceptable method for individuals hired by APHIS
.  However, experts with knowledge about market value, such as auctioneers, may be contacted to provide supporting evidence for the appraisal value.  Expert opinion should be viewed as supplemental information and the appraisal report should report its use.  Documentation should include any material sent by the expert.  If the expert was contacted over the phone, then include much of the specifics of the conversation.  When asking an expert for opinion of value, be as specific as possible in the request, i.e. don’t ask what is the value of a beef cow, but instead ask, “What is the value of 3-4 year old Angus, commercial grade, cow that is confirmed to be pregnant and is in good body condition?”  Then one can ask how age, weight, breed, body condition, registration, pregnancy status, etc impact value
.  An example reporting the results of a conversation with an expert: 


Joe Doe, Top Value Livestock Auction Market


November 9, 2007


asked values for bred Angus beef cows, commercial grade in good body condition


auctioneer’s reply

young cows: $900 to $1300, very top quality $1500
solid mouth cows: $800 to $1000
broken mouth cows: $100 over cull value

cull price: $45 - $50/cwt

registered: up to $100 extra

fair body condition: discount $100 - $200

poor body condition: $100 above cull value

other breeds: generally bring a little less,

market is generally down $100 to $200 due poor pasture conditions / hay shortage resulting from summer drought.
IV.  Other Factors Affecting Valuation

A. Meat Animals.

Meat animals generally increase in value as they age towards their slaughter age (weight).

B. Breeding Animals.

Once they reach sexual maturity, breeding animals, including dairy and wool sheep, depreciate in value as they age.  If breeding animals are scheduled to be in production for only a few years, then depreciation will be relatively rapid and must be taken into consideration.  Thus, even high producing animals near the end of their productive life will have a value close to their cull value.  Depreciation is especially important in dairies where many cows do not survive beyond the 3rd lactation.  In such situations, depreciation can often be more than $1 per day.

C. Sexually Immature Breeding Animals.

In general, sexually immature animals should be valued as meat animals.  If a whole herd is being valuated, then a portion of the sexually immature animals may be valued as breeding replacements.  The portion should be based on owner records or industry norms.  Only in rare cases would the majority of the sexually immature animals be valued for breeding purposes.

D. Registered Animals.

Being purebred-registered alone adds little value to the animal.  More important is documented increased production and/or sales of offspring.  With dairy cows for example, increased value should be based on above-average milk production.  For beef cows, increased value should be based on above-average sale prices of offspring, which would be evidence of above-average genetics.  If a purebred beef cow is bred to a bull of another breed, then most likely there should be little, if any, premium paid for being registered, as the owner is managing the cow as a common brood cow.  High premiums for being registered must be supported by documented evidence that the owner is engaged in selling replacement animals to other producers.
E. Appraisal Reference Factors.  

Two important factors influencing value are time period covered, and quality of animals.  In general, APHIS assumes healthy, non-diseased, or non-exposed animals when making an evaluation.  Thus, the appraiser should base his valuation on what the animals would be worth if they were not diseased or exposed to the disease for which the animals are to be destroyed.  In the case of a major disease outbreak that prompts a negative market response, use market prices before the disease outbreak was announced.  An exception to this is if the disease outbreak lasts several months and prices remain depressed due to the disease.  Then current market prices will have to be used in order to prevent diseased or exposed animals from having greater worth than healthy animals, thus creating an incentive for producers not to practice good biosecurity or even to expose his animals to the disease.

V.  how appraisal report will be considered.

A.  If Hired by APHIS.

If hired by APHIS, then APHIS is the client to whom the report is to be given.  It should not be shared with either State officials or the owner of the livestock being appraised.  APHIS will be responsible for appropriately sharing the information with others.  Appraisal reports generated by private appraisers will be reviewed for their appropriateness using the guidelines presented above.  

B.  If Hired by a State Agency or Individual Livestock Owner. 

Sometimes a State agency or livestock owner will hire a private appraiser to provide USDA with an estimate of value.  Such appraisals will be subject to the same standards as private appraisals commissioned by APHIS.  APHIS is under no obligation to accept the values from such appraisals, but the values may serve as a source of information in the indemnity process. 

C.  Joint Appraisals.

In some instances, APHIS and a State agency desire to have the appraisal done jointly.  In this case, the appraiser for APHIS and the appraiser for the State should work together, performing the appraisal at the same time, if possible.  The two appraisers should try and reach consensus on valuations and provide a single appraisal report to APHIS and the State, if possible.  If the differences in valuations are such that consensus cannot be reached, then separate appraisal reports with appropriate justification as described above should be presented to the respective clients.  APHIS will then consider both appraisals when making a final decision regarding indemnity values, but will not be bound by the values of either appraisal.

VI. Additional Guidelines for Appraising Deer and Elk.
A. Quality Differences.

There can be a wide difference in value based on the quality of the deer or elk.  Differences in value between poor quality and superior quality can exceed 100 fold (100x).  Thus, it is very critical to document the quality the animals being appraised.  A key component in valuing deer or elk herds is antler production.  The larger the antlers produced, the greater the worth of the animals in the herd.  Since antlers are so important in determining deer and elk value, owners should have documentation of sizes of antlers being produced.  Not having documentation is like a dairy farmer not being able to document the pounds of milk his cows produce.  Ideal documentation would be antler scores from official competitions.  Second, would be antler scores provided by a certified antler judge.  Third, for bucks or bulls sold to a shooter facility for harvest, antler scores from the shooter facility are acceptable documentation.  Less than perfect, but acceptable documentation would be measured antler scores provided by the owner.  Antler scores from owners who are certified in antler measurement are more acceptable than from owners who are not certified.  Most owners should be measuring antlers annually for management purposes so that at least some antler scores should be readily available.  An appraisal without some measured or documented antler scores may be considered of questionable quality by the Agency.
B.
Males.

As already mentioned, the value of males are based generally upon their antler scores, the greater the score, the higher the value.  Males with relatively large antler scores could also enjoy a breeding premium in addition to their value as a shooter animal.  The breeding premium should be based on the performance of male offspring.  Sires that have had progeny with relatively higher antler scores would have a greater breeding premium than sires that haven’t produced outstanding progeny.  

C.
Females.

Females have traditionally been valued on their pedigree.  At a minimum any appraisal should include the sire and dam sire and their antler scores.  The key to increasing value based on pedigree is having known sire and dam (dam’s sire) pedigree.  If one side is either unknown or the sires are of poor quality, then there is not much increase in value in having an outstanding sire on the other side over animals with unknown or of poorer genetics on both sides.  For example, if a producer has some females of unknown / common genetics and breeds them to an outstanding male, the female offspring will have some increase in value over their mothers, but not much.  The increase in value would occur in the third generation when the second generation daughters are bred to a superior male.  The resulting third generation female offspring would have much greater value over their mothers (2nd generation females) as they have known outstanding sire genetics on both sides.

a. D.
Performance vs. Pedigree.

Today’s producers are placing more importance on performance than pedigree for valuation of female cervids.  The key to value is the performance, i.e. antler production, of her male offspring.  Of course this requires measuring antlers at a young age.  For young females that are not old enough to have offspring performance records, the performance of older full-sisters and half-sisters can be used as a proxy.  Since performance is important in determining value in today’s market, the appraisal report should include an evaluation of the males that have been produced over time from the herd.  If the males are of outstanding quality, then the females should be considered outstanding quality and should be valued accordingly.   On the other hand, if the males have been of common quality, then the females are of common quality and should be valued as such.   

C.
Visual Inspection.

On site inspection should be part of the appraisal and general health and body condition should be assessed by the appraiser at that time.  Animals in poor body condition, e.g. thin, obvious hide diseases, breathing problems, or leg problems, should be discounted.  
� May be used as a substitute for the Guidelines presented in V.S. Memorandum 534.1 dated April 28, 2006 as these Guidelines are more recent.


� Questions and comments concerning these guidelines may be directed to APHIS’ Appraisal-Indemnity-Compensation Specialist: Dr. 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


� You are being hired because you are considered an expert and as such should have knowledge of and access to sale data that APHIS doesn’t have. 


� Consequently, expert opinion may be used in documenting adjustment factors, i.e. the impact that age, weight, breed, body condition, etc. can have on value.
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