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Problem:   
Rev iew of  Non-Conforming Appra isa l  Repor ts

We were  recent ly  contacted  by  counse l  and the  loca l  Super io r  Cour t  in  two 
d i f fe rent  cases  to  rev iew the  repor t  and va lua t ion  ca lcu la t ions  o f  another  
appra iser.  Regre t fu l l y, in  both  ins tances  ne i ther  appra isa l  repor t  conformed 
to  the  Un i fo rm Standards  o f  Pro fess iona l  Appra isa l  Pract ice  (USPAP)  and 
were  not  prepared by  cer t i f ied  or  c redent ia led  appra isers .

Whi le  i t  i s  no t  a  g iven tha t  a  c redent ia led  appra iser  wi l l  p rov ide  an  ap-
propr ia te  op in ion  and a lso  not  a  cer ta in ty  tha t  an  uncredent ia led  appra iser  
cannot  prov ide  an  appropr ia te  and suppor ted  appra isa l  op in ion , i t  i s  our  
exper ience tha t , more  o f ten  than not , cer t i f ied  and credent ia led  appra isers  
do  prov ide  bet ter  suppor ted  and techn ica l l y  cor rec t  op in ions .  

Cl ients’  S i tuat ions
Whi le  i t  i s  reasonab le  to  expect  as  much as  a  15% d i f fe rence in  op in ion  
s imply  due to  d i f fe rent  judgement , cl ien ts  and cour ts  shou ld  not  have   
to  exper ience (as  they  d id  in  these  two cases )  common er rors  in   
bus iness  appra isa ls :

•    Mismatched benef i t  s t ream and cap i ta l i za t ion  ra te .  Tha t  i s , a  pre- tax  
benef i t  s t ream (net  income before  taxes )  cap i ta l i zed  by  an  a f te r- tax  
cap i ta l i za t ion  ra te .  The resu l t ing  answer  was s ign i f icant ly  overs ta ted .

•    The use  o f  an  asset-based method (Excess  Earn ings )  to  an  opera t ing  
company where  cash f lows and income s t reams were  pre-eminent .  The 
company was labor- in tens ive  ra ther  than asset-based and d id  not  even 
prepare  ba lance sheets  ( they  were  es t ima ted by  the  appra iser ) .

•    The ca lcu la t ion  o f  net  cash f low app l icab le  to  equ i ty  d id  not  respect  the  
manda tor y  re la t ionsh ips  in  the  s ing le  per iod  cap i ta l i za t ion  mode l .   
Tha t  i s , in  the  perpetua l  mode l , ( i )  cap i ta l  expend i tures  shou ld  be   
equa l  to  or  grea ter  than deprec ia t ion  and ( i i )  new bor rowing shou ld   
exceed debt  repayments .

•    The use  o f  an  incor rec t  r i sk- f ree  ra te  in  the  Cap i ta l  Asset   
Pr ic ing  Mode l  (CAPM) .

•    Fa i lu re  to  account  fo r  the  excess  r i sk  in  app ly ing  the  Excess  Earn ings  
Cap i ta l i za t ion  Ra te .

ABA Solut ion
In  each case we issued a  rev iew repor t  tha t  demonst ra ted  the  techn ica l  
e r rors  suppor ted  by  re ferences  to  techn ica l  l i te ra ture .  In  each case, the  
cour t  d id  not  cons ider  the  or ig ina l  appra iser  repor t  but , ra ther, re l ied  on  
the  ABA techn ica l  gu idance to  ass is t  the  cour t  in  i t s  dec is ion .
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