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What’s the Background Issue?

■ Client calls and says “I need an appraisal”

■ What’s the first thing the appraiser should do?

– Pull property up on Google Maps “street view” to 

see what it looks like?

– Check MLS and pull “comps”?

– Call other appraisers to see if they have “comps” to 

share?



What’s the Background Issue?

■ Client calls and says “I need an appraisal”

■ What SHOULD happen next?

– Does client need what they “think” they need?

– Would another service better solve client’s problem?

– If appraisal, 

■ Who will be using the report and for what?

■ Whom will appraiser owe confidentiality to?

■ Of what type and definition of value?

■ Of what ownership interest?

■ What effective date needed?

■ What are the characteristics of the property?

■ Under what conditions needed?



What’s the Background Issue?

■ Same Questions Organized in a Chart
– Step One of Appraisal Process – Identification of the Problem

Graphic from TARE, 15th,p. 31



A Good Engagement Agreement Would 
Help at the Beginning

■ Here’s where to find an excellent sample –

https://www.appraisalinstitute.org/professional-practice/engagement-samples/ 



A Good Enagement Agreement Would 
Help at the Beginning

■ Example 

provisions 

from the 

sample forms



A Good Engagement Agreement Would 
Help at the Beginning

■ Example 

provisions 

from the 

sample forms



A Good Engagement Agreement Would 
Help at the Beginning

■ Separate 

agreement 

for litigation 

consulting/

expert work:



What’s the Background Issue?

■ In the Valuation Process, the application of the 

three approaches is the sixth step.

■ Let’s look at Appraisal Process 
(recognized methods and techniques)



What’s the Background Issue?

The three 

approaches 

are THERE

The process 

actually starts 

HERE

Graphic 

from TARE, 

15th

p. 31



What’s the Background Issue?

■ Could the value conclusion differ if the assignment 

is performed:

– for a different intended use?

– using a different type or definition of value?

– as of a different effective date?

– assuming different relevant property characteristics?

– under different assignment conditions (including 

extraordinary assumptions and hypothetical 

conditions)?



What’s the Background Issue?

■ Problem ID differences are very often 
responsible for significant differences in:

– What we appraise

– Appropriate scope of work

– Highest and best use

– Methods used

– Market conditions applicable

– Value conclusions



What’s the Background Issue?

■ When we think about appraisal, we tend to think first about 

“what’s it worth?” and how do I get there: the three approaches 

to value.  USPAP and the SVP define “appraisal” as “The act or 

process of developing an opinion of value; an opinion of value.”

■ The real problem is:

– The value of WHAT?

– Under what concept of value?

– Under what conditions?

– As of what point in time?



Is There a Problem?

■ Two real property appraisers may identify the valuation 

problem to be solved differently.

– This is most often seen in litigation, where the adversarial 

process has opposing valuation experts presenting their opinions.

■ But even when not in a dispute resolution process, appraisers 

can and often will analyze the elements of an assignment 

differently. That’s what professional judgment is about. 

– When there is a wide disparity in value conclusions, which may be 

the case when the same problem is identified differently, the 

presumption is often that one or both appraisers relied on their 

respective client’s interpretation and may not have exercised 

independent professional judgment.



Different Problem ID = BIAS (?)

■ THIS IS NOT NECESSARILY THE CASE

– Two competent, ethical appraisers may report very different value opinions due 
to honestly held differences of opinion 

■ Example is valuing a million+ square foot office tower. Appraiser A determines it to 
be a low-Class A office tower and Appraiser B determines it to be a B+ quality office 
tower; each presents credible support for those determinations in the appraisal 
report. Each will likely select somewhat different

– Market rent rates

– TI allowances

– Free rent periods and other concessions

– Stabilized occupancy rates

– Initial and terminal capitalization rates

– Discount rates

■ Thereby arriving at different, but credibly supported value conclusions. 



What Does Problem 
Identification Mean in USPAP?

In an appraisal assignment, for example, identification of the 
problem to be solved requires the appraiser to identify the following 
assignment elements: 

• client and any other intended users; 

• intended use of the appraiser’s opinions and conclusions; 

• type and definition of value; 

• effective date of the appraiser’s opinions and conclusions; 

• subject of the assignment and its relevant characteristics; and 

• assignment conditions. [emphasis added]

Source: 2020-2021 USPAP, Scope of Work Rule



Solving Problem Identification

■ Let’s look at some case studies together



Case Study #1
Arciterra BP Olathe KS, LLC Kansas Court of 

Appeals April 2, 2021



Case Study #1
Arciterra BP Olathe KS, LLC Kansas 

Court of Appeals April 2, 2021

Background facts for the 

assignment (simplified from a 

real case):

• Tenant negotiates a build to 

suit with a developer

• Tenant and developer 

negotiated lease with 

tenant purchase option at 

end of 20 years for 

$10.00

• Property is under current tax 

appeal



Case Study #1
Arciterra BP Olathe KS, LLC Kansas 

Court of Appeals April 2, 2021

Identifying the problem to be solved:

• What local rules, regulations and/or laws apply (legal case)

• What is the value to be appraised?

• What is ownership interest to be appraised?

• What is effective date of value?

• What assignment conditions apply?



Case Study #1
Arciterra BP Olathe KS, LLC Kansas 

Court of Appeals April 2, 2021

Arguments for assessment side:

• Cap rates from leased fee sales are a proxy for fee simple

• Face rent equals market rent because that is what these 

properties get

• Leased fee is really same as fee simple because brokers call it 

that

• The contract rent was “freely negotiated” therefore it represents 

market rent



Case Study #1
Arciterra BP Olathe KS, LLC Kansas 

Court of Appeals April 2, 2021

Arguments for property owner side:

• Cap rates from leased fee sales are not proxy for fee simple

• Face rent and effective rent are different because of concessions 

and term differences

• Leased fee is NOT the same as fee simple because the property 

rights have been split between landlord and tenant (leased fee 

and leasehold)

• The contract rent was set with consideration of giving property to 

tenant after 20 years (for $10.00). Developer rent must be higher 

each year to provide the return over 20 years because no 

reversion exists. 



Case Study #1
Arciterra BP Olathe KS, 

LLC Kansas Court of 
Appeals April 2, 2021

What happened in the actual 

case?

The court upheld the Kansas 

Board of Tax Appeals ruling in 

favor of property owner because 

(1) the rent could not be market 

with a $10.00 buyout option at 

the end of 20 years and (2) 

build-to-suit leases do not reflect 

market value of the property 

itself. 



Case Study #2:
The Contaminated Church

Case adapted from AI Seminar - Inconsistency: It’s Hiding in Plain Sight in Your Appraisal



Case Study #2:
The Contaminated Church

Key facts about the assignment.

A church is constructed on a site that was later determined to be contaminated by a 

previous property owner. Owners of the church were made to move and not allowed 

to use the property. They sue the previous owner who contaminated the property. 

Jurisdiction requires before/after appraisals to determine damages. Both sides hire 

appraisers.

➢ Both appraisers conclude “Special Use – Religious Facility, as improved and as if 

vacant” as the HBU as if not contaminated in the before/after analysis

➢ The highest and best use is not in dispute. A retrospective appraisal will be 

required as of the date the contamination was discovered.

➢ The appraiser hired by the defendant concludes the cost approach is 

inapplicable, and develops the sales comparison approach, for which he says 

comparable sales are plentiful in the market. He identifies six comparable sales.



Case Study #2:
The Contaminated Church

Key facts about the assignment - continued.

➢ None of the six sales identified and compared to the subject property by the 

defendant’s appraiser is large enough to house a congregation of 300, none is 

located on a site large enough to accommodate parking for a congregation of 

300, and all of them are substantially older and of substantially different 

construction and design. One of them is an industrial building located in an 

industrial area that briefly housed a religious organization around the effective 

date of the appraisal.

➢ The defendant’s appraiser determines that the subject property suffers from 

functional obsolescence because “its special design is not easily adaptable to 

alternative uses.” He makes a 40% negative adjustment, which he credits to 

functional obsolescence.



Case Study #2:
The Contaminated Church

The argument for the Plaintiff’s (Church owner) appraiser:

• Once the market analysis and HBU concludes to Special Use – Religious 

Facility, as improved and as if vacant, the comparable sales should be chosen 

that have similar HBU.

• Since church sales are less prevalent, the cost approach should be applied as 

a test of reasonableness



Case Study #2:
The Contaminated Church

The argument for the Defendant’s appraiser:

• Churches always sell for conversion even though it is church now

• Church is the “first generation use” and not what would be after a hypothetical 

sale as defined in market value



Case Study #2:
The Contaminated Church

• “Potentially comparable properties that do not have the same highest 

and best use are usually eliminated from further analysis.” Page 35, 

TARE, 15th

• Appraisal with HBU concluded to be Special Use – Religious Facility, as 

improved and as if vacant, should use sales that have same HBU.

• Appraisal with HBU concluded to be Special Use – Religious Facility, as 

improved and as if vacant, would compare the subject improvements 

with the ideal improvement before applying functional depreciation. 



Case Study #3
The Flooded Office Building



Case Study #3
The Flooded Office Building

Key Facts of the Assignment:

• Plaintiff purchased office building for owner occupancy 

upstairs and lower level for tenants 

• A year after purchase, the property floods after heavy 

rain. It floods again two years after purchase. After 

second flood, the plaintiff (buyer) sues previous owner 

and real estate broker for damages.

• Defendant’s appraiser appraises property before /after 

as of the date the property was purchased. 

• Plaintiff’s appraiser appraises the property before/after 

as of the date of inspection 2 ½ years after the 

purchase. 



Case Study #3
The Flooded Office Building

The argument for the Plaintiff’s appraiser:

• The property should be appraised as of date of inspection (current) because 

that is when he looked at the property. He had not seen the property when it 

was purchased and doing that would not be appropriate. 

• When asked at deposition why he used the current date of value and not a 

retrospective date of value, the plaintiff appraiser stated, “because I don’t know 

how to do a retrospective appraisal.” 



Case Study #3
The Flooded Office Building

The argument for the Defendant’s appraiser:

• The appraisal should be made as of the date of purchase. The buyer has since 

remodeled the improvements which would inflate the before value and increase 

the damages unfairly. The retrospective date of value is appropriate.



Case Study #3
The Flooded Office Building

• The law requires damage consideration to be based on before and after 

appraisals at the time the offense took place (date of sale) – which is a 

retrospective date of value.



Case Study #4
Pop’s Car Wash Appraisal



Case Study #4
Pop’s Car Wash Appraisal

Key facts about the assignment:

• Client lender calls and request a fee simple appraisal on a small commercial 

building in Smallville occupied by a very successful car wash (hand wash and 

detail shop called Pop’s). When appraiser goes to the inspection, the tenant 

states he is selling his business to the borrower and his rent is $1,500 per 

month NNN. 

• The appraiser appraises the property in fee simple as requested using the 

$1,500 per month NNN rent in his income approach. 

• Months later the lender client calls to asked why the leasehold interest was not 

appraised rather than the fee simple. Their loan was to the prospective tenant 

who was buying the “Pop’s Car Wash Company” rather than the real estate. 



Case Study #4
Pop’s Car Wash Appraisal

• What parts of problem identification apply to this situation? 



Case Study #5
Made as Instructed Appraisal

Key Facts of the Assignment:

• Client requests an appraisal to determine a purchase 

offer and furnishes detailed analysis to appraiser

• In their analysis, the client made assumptions on 

lowering expenses based on shared maintenance 

staffing, blanket financing, and the rate of return required 

in company policy.

• Appraiser accepts the assignment and uses the client’s 

expense estimates in the appraisal and concludes the 

market value at $1,000,000. 



Case Study #5
Made as Instructed Appraisal

• What parts of problem identification apply to this situation? 



Case Study #6
The Ideal House

Key facts about the assignment:

• Client lender requests an appraisal of a proposed single-family 

residence based on plans and specifications. Lender provides copy of 

the deed of the recently purchased lot, a set of house plans, 

specifications, cost proposal by a local contractor, and a plot plan 

showing where the house will be constructed. 

• Lender client requests fee simple appraisal as vacant lot and as if the 

house has been constructed on the date of value. 

• Appraiser complies and provides both opinions of value with one having 

a hypothetical condition that the house, as described, was constructed 

on the effective date of value.



Case Study #6
The Ideal House

Key facts about the assignment-continued:

• Homeowner Association sues the property owner and the appraiser to 

stop construction because the house only contains 1,800 SF when the 

restrictions require a minimum of 2,600 SF in the subdivision. 



Case Study #5
The Ideal House

• What parts of problem identification apply to this situation? 



Case Study #6
Full of Gas



Case Study #6
Full of Gas

Key Facts of the Assignment:

• Client is a developer who requests an appraisal of an 

acreage tract for a proposed high density residential 

subdivision. The client provides plans and specifications 

for the proposed development to the appraiser. Appraiser 

uses those plans to develop an opinion of market value  

for the property both as is and as proposed.

• Appraiser accepts the assignment and uses the expense 

estimates in the appraisal and concludes the market 

value at $1,200,000. 



Case Study #6
Full of Gas

High Pressure Natural 

Gas Line



Wrapping Up of the Problem

• The six parts of Problem Identification – Step 1 of the Appraisal Process

• Part of credibly identifying the problem to be solved.

• Identify the problem before anything else – it is the foundation.

• Step 1 comes BEFORE design of the scope of work.

• “The most dangerous assumptions are the ones you don’t even know 

you are making.”


