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This Appraisal Operational Procedures Manual provides guidance to prepare and review
appraisal reports under Arkansas eminent domain law.

Chapter 1: The Uniform Act, FIRREA, and USPAP

1.1 Purpose

The purpose of this chapter is to describe the provisions contained in the Uniform Relocation
Assistance and Real Property Acquisition Policies Act of 1970 (the Uniform Act); Title Xl of the
Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA); and the Uniform
Standards of Professional Appraisal Practice (USPAP). The chapter outlines the scope of work
required by these policies and legislation and how they affect the acquisition process. Also
described is the purpose and procedure of appraisal review.

1.2 Compliance

In Arkansas, certified and associate real property appraisers (general and residential) who provide
eminent domain appraisal services are required to comply with the USPAP, the Uniform Act, the
Arkansas Constitution, statutory and case law, and state administrative law and policy.

1.3 The Uniform Relocation Assistance and Real Property Acquisition Policies Act of 1970
(Uniform Act) 42 United States Code (USC) 4601-4655, Implemented at 49 Code of Federal
Regulations (CFR) § 24.103

The federal Uniform Act applies to all programs or projects that are undertaken by federal
agencies or with federal financial assistance and which require the acquisition of real property or
which cause the displacement of any person.

The purpose of the Uniform Act, as amended, is “To ensure that owners of real property to be
acquired for Federal and federally-assisted projects are treated fairly and consistently, to
encourage and expedite acquisitions by agreement with such owners, to minimize litigation and
relieve congestion in the courts, and to promote public confidence in Federal and federally-
assisted land acquisition programs.”

Basis:
49 CFR § 24.1(a).

Shortly after the Uniform Act became law, the Uniform Appraisal Standards for Federal Land
Acquisitions (yellow book) was developed by the Department of Justice to establish appraisal
standards for federal eminent domain acquisitions only.

Criteria for appraisals in the Uniform Act regulation had not been changed since the Appraisal
Foundation published the USPAP. Confusion and misunderstanding as to the applicability of
USPAP provisions to Uniform Act real property acquisitions have existed ever since the USPAP
was published.

Amendments to the Uniform Act, effective January 4, 2005, are intended to assist the appraiser
in understanding Uniform Act requirements in light of USPAP. Terminology throughout the section
was changed from “standards” to “requirements” to avoid confusion with USPAP standards rules.

Chapter 1: The Uniform Act, FIRREA, and USPAP Page | 1
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The type of appraisal practice identified in this section is clearly stated to be for “federal and
federally-assisted programs” to differentiate it from USPAP’s focus on the private sector,
especially mortgage lending and appraisal practice.

Uniform Act regulations are written to reflect the need for a wide range of appraisal standards for
federally funded eminent domain appraisals to which USPAP appraisal standards may not be
applicable.

For all Arkansas eminent domain appraisals, the mandatory appraisal requirements are:
* The U. S. Constitution
 The Arkansas Supreme Court interpretations of Arkansas Constitution and eminent
domain statutes;
* The Federal Uniform Act and Regulations, 49 CFR 24.

Guidance can be found at:

* The Arkansas Department of Transportation (ARDOT) Appraisal Operational Procedures
Manual;

* The Federal Highway Administration (FHWA) Office of Planning, Environment, and Realty
website: http://www.fhwa.dot.gov/real_estate/;

* Uniform Appraisal Standards for Federal Land Acquisition (yellow book); and

+ USPAP.

1.4 Title Xl of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989
(FIRREA), Public Law 101-73, 103 Stat. 183 and 511, as enacted August 9, 1989

Title Xl requires the establishment of state programs for the licensing and certification of
appraisers performing appraisals for federally related transactions under the jurisdiction of federal
financial institution regulatory agencies.

“Federally related transaction” means any real estate-related financial transaction which:

* Federal financial institutions, regulatory agencies, or the Resolution Trust Corporation
engages in, contracts for, or regulates; and
* Requires the services of an appraiser.

The FIRREA is not, by its terms, directly applicable to the acquisition of real property for federal
and federally assisted projects. Regulations implementing the Uniform Act contain appraisal
criteria in 49 CFR § 24.103 that are applicable to such acquisitions.

1.5 The Uniform Standards of Professional Appraisal Practice (USPAP)

The Appraisal Standards Board of the Appraisal Foundation adopted USPAP on January 30,
1989. USPAP is the generally accepted and recognized standard for appraisal practice in the
United States.

Over the years, USPAP has evolved as a document in content, form, and organizational structure.

Itis a work in progress and, as such, may be altered, amended, supplemented, etc., in accordance
with established procedures.

Chapter 1: The Uniform Act, FIRREA, and USPAP Page | 2



ROW Appraisal Operational Procedures Manual

USPAP requires that Arkansas-certified appraisers comply with the federal Uniform Act and
Arkansas eminent domain statutory law as interpreted by the Arkansas Supreme Court; appraisal
policies of the state and published appraisal standards contained in the Arkansas Department of
Transportation Appraisal Operational Procedures Manual (this publication).

USPAP appraisal standards that run contrary to Arkansas eminent domain law and policy are
void and of no force and effect in an eminent domain appraisal assignment by operation of
Arkansas law, as stated in the USPAP jurisdictional exception rule.

1.5.1 Assignment Conditions

This manual stipulates certain assignment conditions that the appraiser must follow in order to
comply with the provisions of the Uniform Act. These are supplemental to USPAP and do not
require invoking the jurisdictional exception rule.

Examples:

» Standards Rule 1-5(b) requires analysis of all sales of the subject property that have
occurred within the three years prior to the effective date of the appraisal. Since §
24.103(a)(2)(i) of the Uniform Act requires at least a five-year sales history of the subject
property, this is an assignment condition.

» Standards Rule 2-1 states that “each written or oral real property appraisal report must [ .
..].” The definition of an appraisal in § 24.2(3) requires “a written statement independently
and impartially prepared by a qualified appraiser [ . . .].” Oral reports are not acceptable.

The following assignment conditions are not addressed in USPAP:

Use of ARDOT appraisal forms

Offers of accompaniment

Photographs of the subject property and comparable sales

Sketches of each improvement to be acquired

Floor plan sketches for residential or commercial and industrial buildings
Agricultural fence that is paid administratively and is not considered in the appraisal

1.5.2 Jurisdictional Exception Rule

The 2018-2019 edition of USPAP defines jurisdictional exception as: “[ . . .] an assignment
condition established by applicable law or regulation, which precludes an appraiser from
complying with a part of USPAP.”

If any applicable law or regulation precludes compliance with any part of USPAP, only that part
of USPAP becomes void for that assignment.

On assignments involving jurisdictional exceptions, the appraiser must:
» Identify the law or regulation that precludes compliance with USPAP;
»  Comply with that law or regulation;
» Clearly and conspicuously disclose in the appraisal the part of USPAP that is voided by
that law or regulation; and
» Cite in the report the law or regulation requiring this exception to USPAP compliance.
Example:

Chapter 1: The Uniform Act, FIRREA, and USPAP Page | 3
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e Standards Rule 1-4(f) requires appraisers to analyze the effect, if any, of anticipated public
improvements, located on- or off-site, to the extent that market actions reflect such
anticipated improvements as of the effective appraisal date.

» However, § 24.103(b) of the Uniform Act prohibits consideration of increases or decreases
in a property’s value caused by the project.
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1.6 Comparison of the Uniform Act and USPAP

Uniform Act

USPAP

It uses the term “requirements” instead of

“standards” to avoid confusion.

It uses the term “standards” instead of

“requirements” to avoid confusion.

It is to be used for government acquisition of
private property in support of public programs.

Itis to be used for varied private sector needs, but
should be dominated by mortgage lending.

It guarantees fair treatment of owners and
taxpayers.

It provides order and control of the appraisal
profession.

It prescribes appraisal practices to be used for the
acquisition of real property in support of federal
and federally assisted programs.

It prescribes standards for performance of real
estate appraisals in the private sector, especially
appraisal practice in mortgage lending.

It must comply with the Constitution: just
compensation is based on a fair market value
appraisal.

It should avoid confusing and misleading
appraisal users and protect appraisers.

The scope of work should be developed
cooperatively with the appraiser and the ARDOT:
* From the perspective that the agency must
remain in control of its program and is a
knowledgeable user of appraisal services;

* Recognizing that the agency knows what it
needs and why it needs it; and

» Acknowledging the appraiser needs information
and guidance from the agency or user.

The scope of work determination is the
responsibility of the appraiser, assuming:

» That the appraiser user is unfamiliar with the
appraisal process;

» That the appraiser determines what is needed
and sets the appraisal parameters;

* That the appraiser recognizes the client’s role in
problem identification and scope of work
decisions; and

* That there are no specific requirements for client

approval.

It is written to reflect a wide range of nuances,
including:

* Eminent domain requirements; and

+ Partial acquisitions based on case law.

Not addressed, but it recognizes need to comply
with laws and regulations.

Takes the perspective that the appraiser is to do
whatever it takes to solve the appraisal problem,
but no more. There is no need to “over-appraise.”

All steps must be addressed, and if not included,
explained why they were not.

Along with consideration of increases or
decreases in a property’s value caused by the
project is prohibited (§24.103 (b)).

Standards Rule 1-4(f) requires appraisers to
analyze the effect, if any, of anticipated public
improvements, located on- or off-site, to the extent
that market actions reflect such anticipated
improvements as of the effective appraisal date.

It requires at least a five-year sales history of the
subject property (§24.103(a)(3)(i)).

Standards Rule 1-5(b) requires analysis of a
three-year sales history of the subject.

Chapter 1: The Uniform Act, FIRREA, and USPAP
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1.6.1 Scope of Work

The Uniform Act and its implementing regulations (49 CFR 24) set forth minimum requirements
for real property acquisition appraisals for federal and federally assisted programs. Appraisals
subject to the Uniform Act must be prepared according to these requirements.

The Uniform Act and its implementing rules and USPAP guidelines require a written scope of
work when preparing an appraisal. The purpose of the scope of work is to assist the appraiser,
the review appraiser and the ARDOT in establishing the appraisal assignment.

In the Uniform Act, the term “scope of work” defines the general parameters of the appraisal. It is
a written set of expectations that forms an agreement or understanding between the appraiser
and the ARDOT as to the specific requirements of the appraisal, which are set forth in a report
delivered by the appraiser. It reflects the needs of the ARDOT and the requirements of federal
and federally assisted program appraisal practice.

For each appraisal assignment, the appraiser must:
1. Identify the problem to be solved (know what to do);
2. Perform the scope of work necessary to develop a credible assignment result (do the
work); and
3. Disclose the scope of work in the appraisal report (tell what they did).

In developing the scope of work for each property appraised, the appraiser must, at a minimum:
* Identify the intended use and the intended users of the appraisal report;
* Provide an appraisal which conforms to the ARDOT’s definition of an appraisal;
+ Afford the property owner or the owner’s designated representative the opportunity to
accompany the appraiser on the inspection of the property;
* Perform an inspection of the subject property;
* Include a sketch of the property and provide the location of any improvements; and
» Provide adequate photographs of the subject property and comparable sales. Include:

o The property rights to be acquired;

o The appropriate definition(s) of value;

o An appraisal as if the subject site is free and clear of contamination (or as
specified);

o The date of the appraisal report and date of valuation;

o A description of physical characteristics of the property, including items identified
as personal property;

o Known and observed encumbrances, if any;

o Information about leases and tenants; and

o Title information, location, present use, and a five-year sales history of the
property.

+ Identify the highest and best use in the appraisal,

* Present and analyze relevant market information;

* In developing and reporting the appraisal, disregard any decrease or increase in the fair
market value of the real property caused by the project; and

* Include Certification and assumptions and limiting conditions statements.
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1.6.2 Appraisal Reporting

USPAP Standard 2 addresses reporting the results of a real property appraisal and states that
the appraiser must communicate each analysis, opinion, and conclusion in a manner that is not
misleading.

Standards Rule 2-2 states that the written appraisal report must be an appraisal report or a
restricted appraisal report. The essential difference between the two is in the content and level of
information provided.

The Uniform Act addresses criteria for appraisals in 49 CFR § 24.103(a). It states that the format
of and level of documentation in an appraisal depend on the complexity of the appraisal problem.
A before and after appraisal reflects nationally recognized appraisal standards and must contain
sufficient documentation to support the appraiser’s opinion of value.

For those uncomplicated acquisitions that require an appraisal, the ARDOT has adopted a Short
Form format. This reporting format is used for simple, partial acquisitions when the damages to
the remainder are nonexistent or are relatively minor, are easily measured or explained, or are
measurable by cost to cure. This type of report does not express before and after values, but
rather indicates the compensation due the property owner.

All types of appraisals require value conclusions to be supported by the development and
reporting of relevant market information.

1.6.3 Appraisal Review

USPAP Standard 3 addresses the appraisal review function. It states that an appraiser acting as
a reviewer must develop and report a credible opinion as to the quality of another appraiser’s
work and must clearly disclose the scope of work performed in the assignment.

It further states that the reviewer’s opinion about quality must encompass the completeness,
adequacy, relevance, appropriateness, and reasonableness of the work under review. The
appraisal review function may or may not include the development of an opinion of value about
the real property of the work under review.

The Uniform Act addresses criteria for appraisal reviews in 49 CFR § 24.104, and it recognizes
that appraisal review is a specialized area of appraisal practice. It states that a qualified review
appraiser shall examine the presentation and analysis of market information in all appraisals to
ensure they meet appraisal requirements of the Uniform Act and support the appraiser’s opinion
of value.

In addition to complying with USPAP Standard 3, the eminent domain review appraiser’s
responsibilities include:

* Rejecting, accepting, or approving (by a staff review appraiser), or recommending
approval of (by a fee review appraiser), an estimate of just compensation, which cannot
be less than the approved appraisal;

* Ensuring the appraisal report is completed in accordance with state law;

* Ensuring the appraisal report is completed in accordance with the ARDOT’s Appraisal
Operational Procedures Manual (this manual);
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* Requesting and obtaining from the appraiser any needed corrections of or revisions to a
deficient appraisal report; and

* Ensuring each appraisal report is independently acceptable and there is consistency
throughout the project area.

If the review appraiser is unable to approve an appraisal as an adequate basis for the
establishment of the offer of just compensation, they may develop an independent estimate of
value if there is no other practical way to resolve an unacceptable appraisal or appraisals.

When the review appraiser establishes an independent value conclusion in lieu of approving the

value conclusion of a submitted appraisal report, they become the appraiser, but no subsequent
independent appraisal review is required.
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Chapter 2: Statement of Property Owners’ Rights

2.1 Purpose

The purpose of this chapter is to delineate the protections and rights afforded by Arkansas law to
property owners throughout the acquisition process or, alternatively, during condemnation
proceedings.

2.2 Protections and Rights

Arkansas Code Title 18. Property § 18-15-103. Bill of rights--Property owner

(a) The principles expressed in subsection (b) of this section shall serve as standards to
be followed in any proceeding that involves an entity authorized by law to exercise the
power of eminent domain.

(b) An owner of property subject to a proceeding to condemn private property under the
right of eminent domain shall have the following bill of rights:

(1) A property owner is entitled to receive just compensation when private property is
taken for a public use;

(2) Private property may only be taken for public use;

(3) Private property may only be taken by a governmental entity or a private entity
authorized by law to exercise the power of eminent domain;

(4) A property owner has the right to receive reasonable notification of an entity's interest
in taking the property owner's private property;

(5)(A) A property owner shall receive from the government or private entity an
assessment of the just compensation the entity estimates for the property owner's private
property before or contemporaneously with a good faith offer of just compensation.

(B) However, when a property owner cannot be located and must be served by warning
order, a filing of the assessment with the complaint for condemnation shall be sufficient
compliance with subdivision (b)(5)(A) of this section;

(6) An entity shall make a good faith offer to buy the property owner's private property
before initiating a condemnation proceeding;

(7) A property owner has the right to hire an appraiser or other independent professional
to determine the value of the private property or to assist the property owner in a
condemnation proceeding;

(8) A property owner has the right to hire an attorney to represent the property owner in
a condemnation proceeding and negotiate on behalf of the property owner with the entity;
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(9) In a proceeding to condemn private property under the right of eminent domain, the
circuit court shall impanel a jury of twelve (12) persons as in civil cases to determine the
just compensation the government or private entity owes the property owner;

(10) Any party has the right to appeal a decision entered by the circuit court under
subdivision (b)(9) of this section; and

(11)(A) Except as provided in subdivision (b)(11)(B) of this section, in a condemnation
brought under the laws of this state, a property owner shall be entitled to an award of the
property owner's costs, expenses, and reasonable attorney's fees incurred in preparing
and conducting the final hearing and adjudication, including without limitation the cost of
appraisals and fees for experts if the compensation ultimately awarded exceeds the
condemning entity's initial assessment of the just compensation owed by twenty percent
(20%) or more.

(B) An award of costs, expenses, and attorney's fees in a condemnation action brought
by a county or municipality is governed by the laws that authorize the condemnation
action.

It is also important that the appraiser be aware of information that is distributed to property owners
who may be affected by highway projects in the state of Arkansas. This information is routinely
distributed at various public meetings conducted by the ARDOT prior to the appraiser’s first
contact with the owner. A link to this information is provided below.

http://www.arkansashighways.com/right of way division/ProceduresForAcquisition.pdf
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Chapter 3: Appraisal Content Requirements

3.1 Purpose

The purpose of this chapter is to provide a detailed list of all the documentation and information
that is necessary to collect and include in a properly conducted property appraisal.

3.2 Information Furnished to Appraiser

The appraiser is provided the following information electronically:

* A ROW plan of the property that depicts the acquisition area in relation to the entire
property
A land surveyor’s acquisition plat, if available
The Title Certificate prepared by a local abstracter, if available
Pertinent copies of highway cross-sections (mainline, side road, borrow, etc.), if available
Plans illustrating the acquisitions, details of the proposed acquisition from each property
to be appraised, and property ownership lines, as well as existing right of way lines

Upon request from the Appraisal Section, the ARDOT arranges to have the proposed acquisition
lines staked on the ground. This is done routinely to assist the appraiser(s) in determining the
extent of the acquisition.

3.3 Types and Formats of Appraisal Reports

The format and level of documentation for an eminent domain appraisal report depends on the
complexity of the appraisal. There are three appraisal report formats that satisfy ARDOT
standards. The appraiser is expected to use the most appropriate format. The format to be used
may be specified in the appraisal assignment. When developing the appraisal, regardless of
format, the appraiser always offers a property owner or their designated representative a
reasonable opportunity to be present during the inspection of the property.

All appraisals are prepared following accepted appraisal principles and techniques in accordance
with the ARDOT Appraisal Operational Procedures Manual. These Arkansas provisions
implement and fully comply with USPAP as well as with the Uniform Act as amended and its
implementing regulations found in 49 CFR 24.

The eminent domain appraisal development and reporting standards contained in the ARDOT
Appraisal Operational Procedures Manual, Arkansas law, and the CFR are no less stringent than
USPAP. Eminent domain appraisals are not to be considered limited appraisals, restricted
reports, etc. The appraiser's competency to complete eminent domain appraisals and reports
must include familiarity with that body of case law relating to valuation under eminent domain as
it expands or changes.
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3.4 Data Required in all Appraisal Reports

The following information is required in the detailed before and after appraisal (long form) and the
uncomplicated (short form) appraisal in order to assist the reader in navigating and understanding
the appraisal.

3.4.1 Title Page (Contract Appraisals)

This should include: 1) the type of appraisal report; 2) the county, project number, and parcel
number; 3) the name of the owner and address of the property being appraised; 4) the effective
date of the appraisal; and 5) the name and address of the appraiser(s) making the report.

3.4.2 Letter of Transmittal (Contract Appraisals)

This should include, at a minimum: 1) the date of the letter; 2) the identification of the property
and property rights appraised; 3) a reference that the letter is accompanied by the type of
appraisal report format used; 4) a statement of the effective date of the appraisal; 5) the value
estimate or estimates in the case of a partial acquisition; and 6) the appraiser’s signature.

3.4.3 Table of Contents (Contract Appraisals)

The major parts of the appraisal report and their subheadings should be listed. All pages should
be numbered for ease of reference.

3.4.4 Appraisal Report

The reporting templates are furnished by the ARDOT for both the detailed before and after and
Short Form appraisals formats.

Note that on both of the above forms, when an owner or a tenant is a corporation or an estate,
the name and address of an appropriate corporate officer or executor must be shown.

3.4.5 Certificate of Appraiser

This form — or its equivalent, which is furnished by the ARDOT — is required to be included in all
appraisal reports.

3.4.6 Scope of Work
A scope of work statement is required in all appraisal reports. This document between the ARDOT

and the Appraiser, outlines the Appraiser’s work and the assignment. This will be reviewed by the
Review Appraiser and will be retained in Appraisal files. (see Long Form Template)

3.4.7 Subject as a Sale

If the subject property has sold during the last five years, the appraiser must consider the sale in
the sales comparison approach or explain the reason for omission.
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3.4.8 Statement of Assumptions and Limiting Conditions

Contract appraisers may use their own assumptions and limiting conditions, so long as all items
on the ARDOT Scope of Work, Assumptions and Limiting Conditions, are included, and no items
added by the appraiser conflict with the ARDOT’s items.

3.4.9 Color Photographs

Obtain identified photographs of the subject property, including principal, aboveground
improvements or unusual features that affect the value of property to be acquired or damaged.
Photographs of improvements and land within a partial acquisition area are also required.

Photographs of an acquired residence must include exterior views of all sides of the structure.
Interior photographs should include all rooms, mechanical systems, and any other feature that
would be addressed in the “elements of comparison” portion of the appraisal report.

Photographs of other acquired improvements should include one interior shot and any unique
characteristics.

3.4.10 Sketches

Floor plan sketches with dimensions of each improvement to be acquired should include a room
layout and must be included in the appraisal report. The sketch should be drawn approximately
to scale.

3.4.11 Sales Data Sheets

Sales data sheets are required as part of all appraisal report formats and should include the
following: the sale number; the grantor and grantee; the type of instrument and instrument date;
the date of the transaction if significantly different from the instrument date; the book and page of
record (if not recorded, so state); the sale price confirmed by a party to the transaction; the name
of the confirming individual; and the conditions of sale and financing. They should also include: a
simplified legal description; a description of land and improvements (for example, tillable acres,
shape, topography, size, etc.); neighborhood or location factors; zoning; the location; the street
address or directions to the site; photographs of improvements and any special features; rental
and expense information; cash equivalency calculations; and any other pertinent information or
calculations.

3.4.12 Location Maps

Location maps indicating sales locations relative to streets or major roadways should be provided.
The subject property is also located on the maps.

3.4.13 Record of Contacts
Record of all contacts is required in all appraisals.

Any information which might be helpful to those who subsequently contact the property owner or
tenants should be provided.
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Examples of such information are as follows:

Directions to the location of an owner or tenant's property if that property is not easily
located from information provided in the parcel file; also, the place of employment,
business hours, and the business phone number of the owner or tenant, if that is where
the individual might best be contacted

Information regarding any unusual or unique characteristics of the property which were
noted during the site visit but were not discussed within the body of the appraisal
Information concerning specific sales provided by the property owner during the
appraiser’s contact with the property owner, if this information was determined not to be
of value to the appraiser, or if it had no bearing on the appraisal

Information concerning any special needs of an owner or tenant which need to be
addressed by subsequent visitors, such as limited English proficiency, visual or hearing
difficulties, etc.

Information pertaining to the safety and well-being of subsequent site visitors, such as the
presence of an unfriendly animal

The appraiser should provide any information which might be helpful in the process of acquiring
the necessary right of way.

3.4.14 Wells

If the appraiser notes any primary well in use located within the area to be acquired or that is
otherwise rendered unusable by right of way acquisition, a well contractor is hired to determine
the physical possibility, location and cost of reestablishing the affected well.

Chapter 3: Appraisal Content Requirements Page | 14



ROW Appraisal Operational Procedures Manual

Chapter 4: Detailed Before and After Appraisal Report (Long Form)

4.1 Purpose

The purpose of this chapter is to thoroughly explain what elements must be contained and what
issues must be addressed in a before and after appraisal report. This format is designed to include
the more complex and difficult acquisitions. Appraisals in this category range from unimproved
land to extensively improved properties. This report format is typically used where compensation
is estimated in excess of $25,000; however, the complexity and level of detail required may
indicate its use where compensation is below the $25,000 threshold. This chapter also examines
the roles of the cost approach, the income capitalization approach, and sales comparison
approach in determining an accurate property appraisal.

4.2 Report Elements

Before and after appraisal reports are required on either total or partial acquisitions of properties
when other, less detailed formats are not applicable. They should include all applicable
approaches to value. Reasons for omitting any approach to value should be clearly stated in the
report.

The appraiser may be instructed to limit appraisal analysis to a specific valuation approach or
approaches. This may occur when inclusion of additional approaches to value would not
significantly add to the reliability and support of the final value estimate, when recommended by
legal counsel, or when recommended by the appraisal supervisor.

In addition to the applicable forms and inclusions, the following information and analysis
appropriate to the type of property under appraisal must be included in a before and after appraisal
report unless the appraiser has been provided specific instructions to the contrary.

4.3 Identification and Legal Description of Property Appraised

The property is typically identified by a street or rural address, or if it is a vacant property, by a
street name and distance from an identifiable intersection.

The legal description is typically shown in the title information as provided in the most recent
conveyance documents. It is the appraiser’s responsibility to note any potential problems in the
legal description and to discuss the need for possible revisions with the appraisal supervisor,
appraisal production coordinator, or the assigned review appraiser.

Lengthy legal descriptions for subject properties and sale comparables may be abbreviated.
Abbreviated descriptions should be clear so that the reader is not misled. Signals such as "Land
in[...]"or"Partof [ ...]" or "Abbreviated as [ . . .]" should be used to begin an abbreviated
description. References to appendix locations, deeds, etc., are not acceptable. Complete
descriptions may be referenced if directly attached to the form or comparable sales analysis
sheet.

4 4 Date of Value Estimate

Most frequently, for purposes of appraisal, the date of inspection is used as the valuation date.
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The appraiser is responsible for valuing a property in its actual condition as of the stated date of
valuation.

All value estimates are affected by existing market conditions, regardless of the nature of the
value estimated. Market value is a direct function of forces of supply and demand prevailing on
the market at the time of appraisal.

The date of valuation and the date of the report should be clearly stated in the appraisal report.
4.5 Description of Community and Neighborhood

A description of the physical, social, and economic factors of the community and neighborhood
must be included. The description should concentrate upon those factors that have an effect upon
the current market value of the property or properties appraised. An analysis of how and why
these factors are affecting value should be included.

4.6 Description of Characteristics of Property Appraised

The physical description of the tract should include, but not be limited to, size, shape, topography,
drainage, agricultural suitability, soil characteristics, and accessibility.

The physical description of improvements should include, but not be limited to, type of
improvement; use or occupancy; size, shape, and style; construction and finish materials; quality
and condition; obsolescence and adequacy factors; location on the tract; and, if appropriate,
recent rental history.

A detailed and accurate description of all property attributes is necessary. ltems of depreciation
or obsolescence should be thoroughly described. All items of importance in the valuation sections
should be introduced and discussed.

All buildings, structures, and other site improvements must be identified and described even
though they may not significantly contribute to the value of the property.

All fixtures and property included in the valuation must be listed and described in such a manner
as to facilitate their identification by others.

Improvements which are neither being acquired nor affected by the acquisition may have a
significantly abbreviated description.

Existing limitations to fee ownership of the real property being appraised may include, but are not
limited to:

» Zoning restrictions and the reasonable likelihood of zoning changes that are not
dependent on the project for which the property is to be acquired

+ Existing easements; both recorded and obvious adverse possessions

 Leases and tenants: terms for both written and verbal tenancies should be noted, and
copies of written leases should be included

» Lack of other ownership rights, such as mineral rights or the right to conduct certain types
of business
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4.7 Possible Health Hazard Alert

A positive statement as to the knowledge, suspicion, or presumed existence of groundwater
contamination, petroleum storage tanks, chemical storage, or other possible contaminants in or
on the property, or a positive statement that the property appears to be uncontaminated, is
required.

4.8 The Analysis and Statement of Highest and Best Use

Highest and best use is the use of a property that represents its best and most profitable use. It
is that use, chosen from among reasonably probable and financially feasible alternative uses,
which is found to be physically practical, legally acceptable, and which results in the highest
present value as defined as of the effective date of appraisal. In areas where the highest and best
use is considered to be development, there must be a discussion of the supply of and demand
for similar development land together with a supported absorption period for the subject.

It is recognized that, in cases where a site has existing improvements, the highest and best use,
if vacant, may be different from the existing use. The existing use remains the same unless and
until the value of the land’s highest and best use as vacant exceeds the total value of the improved
property in its existing use.

In appraisal practice, the concept of highest and best use represents the foundation upon which
value is based. No valuation may proceed without this determination.

4.9 Statement of Property Rights Appraised

Property rights to be appraised for eminent domain purposes usually are of the following types:

* Fee simple, or an absolute fee: a fee without restrictions or limitations to any particular
class of heirs, but subject to the limitations of eminent domain, escheat, police power, and
taxation

* Leased fee: a property held in fee with the right of use and occupancy conveyed by lease
to others; an ownership consisting of the right to receive rentals over a period of time, plus
the right of ultimate repossession at termination of the lease

+ Leasehold, or a property held under tenure of lease: the right of use and occupancy of
real property by virtue of a lease agreement; the right of a lessee to use and enjoy real
estate for a stated term and upon certain conditions, such as payment of rent

+ Easement, or an interest held by one person in the land of another, whereby the first
person is accorded partial use of such land for a specific purpose. An easement restricts
rights of the fee owner in the use and enjoyment of those rights extended to the easement
holder.

4.10 Cost Approach and Analysis, if Applicable

Definition: The cost approach is based on the proposition that an informed purchaser would pay
no more than the cost of producing a substitute property with the same utility as the subject
property. It is a set of procedures through which a value indication is derived for the fee simple
interest in a property by estimating the current cost to construct a reproduction of, or replacement
for, the existing improvement, deducting accrued depreciation, and adding the estimated land
value plus entrepreneurial profit.
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In eminent domain appraisal, the cost approach to value is considered in only three situations:

* When the improvements are nearly new and functional

* When the property has a "special purpose" or use and is of a type seldom sold in the open
market

* When the proposed acquisition includes or affects only part of the improvements on a
property; in the case of a before and after appraisal, the cost approach may be the most
sensitive approach to the acquisition of small elements of the improvements or elements
which might properly be accommodated using a cost to cure

The cost approach to value is not needed in other situations. However, in the case of a before
and after valuation of an improved property, a land value as vacant for its highest and best use
should be developed using the sales comparison approach. When the appraiser furnishes a cost
approach, the approach must meet the following preparation and documentation standards.

The opinion of land value is to be developed from comparable sales or other methods, as outlined
in the sales comparison approach to value. Land value must be estimated by basing it on the
question of what the tract's highest and best use would be if it were unimproved and available for
development.

The appraiser may arrive at a cost new estimate for each improvement on the property, basing
computations on the updated actual cost, cost of similar new construction, computerized cost
services, published cost manuals, or contractor's estimates. The source and development of that
data must be documented in a manner that allows the review appraiser to confirm and analyze
computations.

These four methods of measuring accrued depreciation are acceptable:

» Breakdown: This method is to be applied using generally accepted methodology to
produce estimates of physical deterioration, functional obsolescence, and economic or
external obsolescence.

* Market analysis: The appraiser must indicate the following: development and
documentation of land value from comparable sales and deduction of that value from the
total sale price to ascertain the contribution value of the improvements; cost new estimates
of the improvements on those comparable sales; comparison of contribution value; and
cost new estimates to establish the percentage of accrued depreciation on the sale of
improvements. To be valid, the comparables should be relatively similar to the subject in
age, construction, function, and size.

» Commercial cost service: If the cost new estimate is developed by such a service, the
appraiser may also use that system's estimate of depreciation, furnishing a copy of the
computation or computer output as a part of the appraisal report. The appraiser should
ascertain whether the economic obsolescence, as included in the system, is relevant to
the community.

» Economic age/life: The appraiser must adequately explain and justify estimates of
effective age and anticipated economic life.

The final value indication by the cost approach represents the total of the market value of land

plus the depreciated cost of all improvements. This must be clearly stated at the conclusion of the
approach.
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4.11 Income Capitalization Approach and Analysis, if Applicable

Definition: The income capitalization approach converts the anticipated benefits (cash flows and
reversion) that are derived from the ownership of property into a value opinion. The income
capitalization approach is widely applied in appraising income-producing properties. The
anticipated future income and/or reversions are discounted to a present worth value through a
capitalization process.

In the case of a before and after valuation (and if the cost approach has not been developed), a
land value as vacant for its highest and best use should be developed using the sales comparison
approach.

The appraiser collects, inspects, verifies, analyzes, and reconciles such comparable income data
as are available to indicate an appropriate estimate of the gross income of the property being
appraised.

The appraiser collects, verifies, analyzes, and reconciles such data on comparable operating
expenses as are available to support an estimate of all operating expenses pertinent to the
property being appraised.

The appraiser collects, verifies, analyzes, and reconciles data available to support an appropriate
capitalization rate or rates to be applied to the estimated net operating income.

The method, process, and technique of capitalization shall be appropriate to the type and
characteristics of the property being appraised.

A final value indicated by the income capitalization approach shall be reached and clearly stated
at the conclusion of the approach.

4.12 Sales Comparison Approach and Analysis, if Applicable

Definition: The sales comparison approach is based on a proposition that an informed purchaser
would pay no more for a property than the cost of acquiring an alternate property with similar
desirability and utility. This approach to value normally relies upon eminent domain appraisal
valuations. In the case of a before and after valuation (and if the cost approach has not been
developed), a land value as vacant for its highest and best use that is developed using the sales
comparison approach is to be included.

The appraiser collects, inspects, verifies, analyzes, and reconciles available comparable sales
information to produce a value conclusion. Comparable sales data must be contained in the
appraisal report.

The appraiser must analyze available market information and explain how that data relates to the
subject property. The means for expressing that analysis covers a broad spectrum of pertinent
skills, depending on the property and market being analyzed.

The appraiser needs to present available market information and supply comparative
adjustments, using quantitative and/or qualitative techniques, between that information and the
subject property to arrive at a final indication of market value. Quantitative techniques include
paired data analysis, statistical analysis, graphic analysis, trend analysis, cost-related analysis,
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and secondary analysis. Qualitative techniques include relative comparison analysis, ranking
analysis, and personal interviews.

In any case, the appraiser must clearly and accurately present these analyses, opinions, and
conclusions in sufficient depth and detail to convince a reader of the report that they are
appropriate and reasonable.

4.13 Reconciliation and Final Opinion of Value

The appraiser must reconcile the value indications previously reached from the approaches to
value to arrive at a final opinion of value. Appraisers are to reconcile facts, trends, and
observations developed in their analyses and review the validity and reliability of their conclusions.
Relative significance, applicability, and defensibility of each indication of value is weighed and
analyzed, and the greatest reliance is placed on the conclusions which best indicate the value of
the property or rights appraised.

The final value opinion is to indicate the highest value that a typical, informed purchaser would
pay for the subject property if it were available for sale on the open market as of the date of
appraisal, given the data developed in the analysis.

4.14 Signatures by Responsible Appraisers

All appraisers contributing significantly to the valuation process must sign the report and all the
required certifications.

Fixture and equipment appraisers who have provided appraisals of personal property under their
own signature are required to sign and include certificates only as to those conclusions, even
though they may be incorporated into the larger report by the real property appraiser.

4.15 Supportive Material

The appraisal should include any supportive material that would assist in explaining or justifying
observations and conclusions. This material may consist of: maps, charts, plans, photographs,
cost estimates, sketches, hazardous material inspection reports, traffic count charts, community
ordinances, sale contracts, Offers to Purchase, leases, etc.

4 .16 Discussion of Interests

The appraisal shall contain an investigation of possible leasehold interests. If a lease exists, the
appraiser must describe and analyze the lease.

When the analysis indicates the presence of a lease, the appraiser must also include the tenant’s
name and address on Residential Appraisal. The appraiser may be requested, as a part of the
assignment, to provide separate values and appropriate forms for each of the several interests.

Valuing the subject property as a whole and apportioning damage between the fee holder and
the lessee is not an appraisal of the tenant’s interest.

Tenant-owned structures, improvements, and fixtures shall be noted. If both landlord and tenant
have signed an agreement denoting tenant-owned fixtures and equipment, the appraiser shall
develop an appraisal of the tenant’s interest that is separate from the owner’s.
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4.17 Partial Acquisitions

Where a substantial portion of a property is to be acquired or there are significant damages to the
remainder that cannot be easily measured by cost to cure, a detailed before and after appraisal
report is required.

Elements of this type of report include:

» All appropriate forms and inclusions noted earlier

» A description and discussion of the larger parcel

* A discussion of the real property, personal property, and rights to be acquired

* An analysis of highest and best use of the property before the acquisition, including both
an analysis of the land as vacant and an analysis of the property as improved

» A valuation of the entire property as it exists prior to the proposed acquisition

» A discussion of the physical and functional effects on the remainder after the proposed
project

» Arreiteration of the property description, in abbreviated form, as existing after the removal
of the acquisition; where no changes have occurred, reference may be made to the earlier
descriptions

» A valuation of the property as it would exist after the acquisition, normally using the same
valuation approaches as developed in the before acquisition analysis. A complete analysis
must be indicated. It is unacceptable to simply value the part acquired and subtract the
result from the before value to produce an after value. Use of costs to cure, where such
costs are less than the reduction in value if not cured, is acceptable. Such costs should
be based upon documented estimates.

» The appraiser should avoid using the same comparable sales in the before and after
analysis. If the same sales comparables are used, the appraiser is required to provide
market justification for the adjustments made to the comparables in both the before and
after analyses.

» A statement as to conclusions reached.

It is not acceptable to sum the unadjusted value of separate parcels of a property to arrive at the
before or after value opinions.

The appraisal reports are sent to the property owners, so it is important they follow a logical,
readable, and user-friendly format. The ARDOT does not specify a particular appraisal reporting
format with respect to binding, order of pages, etc. for contract appraisals. However, the ARDOT
considers the following suggested order to be appropriate and acceptable.

The following suggestions include the pertinent forms together with suggested page or paragraph
headings:

4.18.1 Before and After Report: Total Acquisition

+ Title page (Contract Appraisals)

* Letter of transmittal (Contract Appraisals)
+ Table of contents (Contract Appraisals)

* Neighborhood description

» Statement of the appraisal problem
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Description of subject site as vacant

Highest and best use of subject site as vacant
Valuation of subject site as vacant

Description of subject improvements

Highest and best use of subject improvements
Cost approach

+ Sales comparison approach

* Income approach

* Reconciliation and final estimate of value

» Discussion of interests, if applicable

Addendum
» Legal Description of proposed acquisition (from Right of Way Engineering)
* ARDOT Plans (ROW; construction plans; cross-sections)
* Photographs of the appraised property
* All other supporting material, including sketches, comparable sales sheet and location
maps, written leases (if available), etc.

4.18.2 Before and After Report: Partial Acquisition

» Title page (Contract Appraisals)

» Letter of transmittal (Contract Appraisals)

« Table of contents (Contract Appraisals)

* Neighborhood description

+ Statement of the appraisal problem

» Description of subject site as vacant, before

« Highest and best use of subject site as vacant, before
» Valuation of subject site as vacant, before

» Description of subject improvements, before
Highest and best use of subject improvements, before
Cost approach, before

Sales comparison approach, before

Income approach, before

Reconciliation and final estimate of value, before
Discussion of interests (if applicable), before
Description of rights to be acquired

Effect of the acquisition on the subject property
Description of subject site as vacant, after

Highest and best use of subject site as vacant, after
Valuation of subject site as vacant, after

Description of subject improvements, after

Highest and best use of subject improvements, after
Cost approach, after

Sales comparison approach, after

Income approach, after

* Reconciliation and final estimate of value, after

» Discussion of interests (if applicable), after

Addendum
» Legal Description of proposed acquisition (from Right of Way Engineering)
* ARDOT Plans (ROW; construction plans; cross-sections)

Chapter 4: Detailed Before and After Appraisal Report (Long Form) Page | 22



ROW Appraisal Operational Procedures Manual

* Photographs of the appraised property, including land and buildings to be acquired

* All other supporting material, including sketches, comparable sales sheets and location
maps, written leases (if available), etc.
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Chapter 5: Uncomplicated Appraisal Report (Short Form)

5.1 Purpose

The purpose of this chapter is to explore the structure and process of building a Short Form report
as an alternative to the before and after report as an approach to appraisal. This form may be
used when the acquisition is uncomplicated, and compensation is estimated to be $25,000.00 or
less. This chapter details the elements that a Short Form report should contain.

5.2 Suggested Structure for a Short Form Appraisal Report

This report does not contain a complete before and after value analysis. This report format is used
for simple partial acquisitions when damages to the remainder are easily measured or explained
or are measurable by cost to cure.

An example of a "simple” partial acquisition would be a strip acquisition from a large property
which does not approach close enough to any improvements to cause possible proximity
damages. Any partial acquisition which necessitates reconfiguration of improvements or which
damages the improvements could not use this format. Any partial acquisition which changes the
highest and best use of remaining property should not be appraised using this format.

This type of appraisal does not report before and after values, but only indicates
compensation due to the property owner and/or lessee. Value of the land and/or
improvements acquired must be supported by applicable data. The value of any large cost-to-
cure items must also be appropriately supported by data.

An abbreviated property description covering the overall property. The extent of documentation
is to be commensurate with the significance of the appraisal and values involved.

The determination of just compensation in a Short Form appraisal report reflects the appraiser's
opinion of the difference between the before and after values. It is assumed that the appraiser
would not have a different opinion of just compensation if doing a detailed before and after
appraisal.

The three standard approaches to value, as discussed later, may be considered; however, in
most cases, only a sales comparison approach is requested. The land valuation requires a
minimum of two sales that are documented, identified, and confirmed in the same manner as
comparable sales for a detailed appraisal report.

The appraiser is no less diligent in gathering the data and completing the appraisal assignment
than if performing a before and after appraisal.

Basic elements of this type of report are as follows:
» All appropriate forms and inclusions noted earlier
* A brief community and neighborhood discussion

* A brief discussion of the subject as well as the use and type of improvements; the
description details should be commensurate with their importance to the value analysis

Chapter 5: Uncomplicated Appraisal Report (Short Form) Page | 24



ROW Appraisal Operational Procedures Manual

A brief discussion and conclusion regarding the highest and best use of the property, both
as vacant and as improved

An explanation of the acquisition and an explanation of the effect of the acquisition on the
remainder property

A discussion of the land, improvements, and rights to be acquired

Data and analysis to explain, substantiate, and thereby document the estimate of just
compensation; the extent of this data should be commensurate with the appraisal problem
Land value; the estimate of land value is to be developed from comparable sales, as
discussed in the sales comparison approach to value

An explanation of the valuation procedure and summary of conclusions reached,
appropriately supported

Signatures of the responsible appraisers

Supporting exhibits and material

The following suggested structure is considered appropriate and acceptable for the Short
Form report.

Title page (Contract Appraisals)

Letter of transmittal (Contract Appraisals)

Table of contents (Contract Appraisals)

Neighborhood description

Description of the larger parcel and the subject property
Highest and best use of the subject property
Description of property rights to be acquired

Effect of the acquisition on the subject property
Valuation

Discussion of interests, if applicable

Addendum

Legal Description of the proposed acquisition

ARDOT Plans (ROW; construction plans; cross-sections)

Photographs of the appraised property

All other supporting material, including sketches, comparable sales sheets and location
maps, written leases (if available), etc.

See Short Form template in Appendix
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Chapter 6: Waiver Valuation (Compensation Estimate)

6.1 Purpose

This is an uncomplicated valuation method, which is generally used for valuations of $10,000.00
or less. This $10,000 limit may be extended to $25,000 if: 1) the fee taking (along with any
easements) are less than $10,000, and 2) a cost-to-cure based on an outside estimate obtained
for the tract under consideration. The outside estimate must be in written form along with any
supporting documentation. A waiver valuation is not considered an appraisal report and does not
technically qualify as one.

The decision to use the waiver valuation is handled during the appraisal assignment process by
the Review Appraiser or designated agent.

Even though an appraisal is not required, the ARDOT must establish and offer just compensation
for the property to be acquired. Appraisal will provide support for the amount to be offered, which
may include sales and/or other market information in the project area.

If the property owner requests an appraisal of the property to be acquired, the Appraisal Section
Head will determine if the request is reasonable, and if an appraisal report should be prepared.

6.2 Due Diligence in Preparing Waiver Valuations
Accordingly, the appraiser should exercise diligence in gathering all pertinent data when
inspecting subject properties. Sufficient specific property data and other information are gathered
and maintained, should before and after appraisals are required for condemnation.
Although the waiver valuation is not an appraisal, the estimate of just compensation should reflect
a consideration of a before and after process. It is assumed that the appraiser would not have
a different opinion of just compensation if doing a detailed before and after appraisal.
6.3 Elements of the Valuation Waiver or Compensation Estimate
Basic elements of this type of report are as follows:

¢ Compensation Estimate Form

e Photographs depicting the whole property and relevant details of the acquisition

¢ Right-of-Way Map

See Compensation Estimate template in Appendix
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Chapter 7: Advertising Devices & Billboard Appraisals

7.1 Purpose

The purpose of this chapter is to describe how advertising devices are to be identified by
appraisers as either private or public property and to explain how to determine whether or not a
given advertising device requires appraisal.

7.2 ldentification and Appraisal

The appraiser shall identify all advertising devices located within the proposed acquisition area.
During the inspection process, the ownership of these advertising devices is attempted to be
determined. A copy of the lease or lease terms is secured when applicable.

In instances where advertising devices are considered personal property, they are moved by the
Relocation Section of the Right of Way Division.

A cost-to-cure may be employed in instances where the advertising device is part of the real
estate and relocation is deemed feasible.

In cases where acquisition of the sign is necessary, an estimate of its value is required. Sign
appraisal templates are available and should be used in conjunction with cost guidance from the
most current version of the Arkansas Assessment Coordination Department’s Arkansas Billboard
Valuation Guide.

When the appraiser determines that a compensable leasehold interest exists and may be affected
by the proposed acquisition, the interest is appraised accordingly.

7.3 Encroaching Signs

Any sign or billboard that is erected and encroaching on existing right of way is not eligible for
consideration within the appraisal.

If any doubt or question arises concerning the payment for roadside signs, the matter should be
resolved by the Right of Way Division Head.
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Chapter 8: Leasehold Interests in the Appraisal Report

8.1 Purpose

The purpose of this chapter is to explain the differences in approaching the appraisal of leased
property and interests as opposed to those that are owned. This chapter also describes how to
differentiate a total versus partial acquisition appraisal and how to allocate compensation between
a lessee and lessor.

8.2 Report Elements

When the property to be acquired is subject to a written or verbal lease, including month-to-month
tenancies, the appraiser must describe and analyze the lease if provided by the lessor or lessee.
In all cases, the appraiser must include the tenant's name, address, and lease terms, along with
the fee holder's name and address on the appraisal, if provided.

All leasehold interests, including written options to renew, shall be explained and, if bona fide,
valued. Copies of all leases are to be included in the appraisal report, if provided. If both the owner
and tenant agree to the presence and terms of an oral lease, that lease is assumed to be valid,
but it is limited to a one-year duration.

If a leasehold interest is found and it is affected by the right of way acquisition, the tenant is entitled
to a reasonable opportunity to accompany the appraiser during an inspection of the property.

8.3 Total Acquisition

The value of the lessee’s interest, when the entire leased property is acquired, is the fair and
reasonable market value of the unexpired term of the lease immediately before the acquisition,
taking into account the building, fixtures, and tenant-owned improvements on the premises, less
the future rent to be paid and the reasonable value of personal property removed by the lessee
after the date of the acquisition, as established by the Relocation Section.

The general measure of damage in a total acquisition for a leasehold interest taken under eminent
domain is the market value of the unexpired term of the lease over and above the rent that is
stipulated to be paid.

Stated differently, the overall measure of damages to which a tenant is entitled when their entire
interest in the property is taken is the fair and reasonable market value of the unexpired term of
the lease less the rental reserve for the remaining term of the lease. Rental reserve is the tenant’s
obligation to pay rent for the unexpired or remaining term of the lease. The appraiser must also
compensate for the loss of the tenant’s ownership of business fixtures, if any.

8.4 Partial Acquisition

The measure of damage for a partial acquisition of a leasehold interest is the difference between
the market value of the lease for the unexpired term of the lease immediately before the date of
valuation (or condemnation date) and the market value of the lease for the unexpired term of the
remaining lease immediately after the date of valuation (or condemnation date), less the rental
reserve applicable to the uncondemned portion for the remaining period of the lease. Rental
reserve is the tenant’s obligation to pay rent for the unexpired or remaining term of the lease.
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Stated another way, the value for a lessee’s interest for a partial acquisition of a leasehold is the
difference in the fair and reasonable market value of the use of the premises immediately before
and immediately after the acquisition.

8.5 Apportionment of Interests

Valuing the property as a whole and apportioning damages between the fee holder and the lessee
is not an appraisal of the tenant’s interest.

In the event of a condemnation in Arkansas, the owner receives compensation for their fee
ownership and the tenant receives separate compensation for their leasehold interest, unless
stipulated by any condemnation clause, or similar lease provision. An owner’s interest may be
reduced by the encumbrance of an unfavorable lease.

The appraiser shall request and, when provided, include a copy of the lease in the appraisal
report. When the lease is not made available or there is a disagreement between the lessor and
lessee as to terms of the ownership of fixtures, equipment, or improvements, the appraiser values
the lessor and lessee’s interests as a part of the whole property, with the final conclusion of value
including both interests.

To the extent possible, the appraiser allocates the lessor and lessee’s interests within the body
of the appraisal report. On a separate page, the appraiser includes a suggested allocation of
interests in the before and after acquisition values of the property; the difference conclusion; and
an identification of what property fixtures, equipment, and improvements are included in each
interest
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Chapter 9: Tenant-Owned Improvements

9.1 Purpose

The purpose of this chapter is to explain how an appraiser should approach appraising
improvements owned by tenants who are residing on rented property.

9.2 Report Elements

When appraising any interest in real property, the appraiser appraises at least an equal interest
in all buildings, structures, or other improvements located upon the real property to be acquired
that will be removed or adversely affected by the highway or transportation project. This includes
any improvement of a tenant owner who has the right or obligation to remove the improvement at
the expiration of the lease term.

Any building, structure, or other improvement that would be considered to be real property if
owned by the owner of the real property on which it is located is considered to be real property
for purposes of the appraisal analysis of tenant-owned improvements.

Compensation for tenant-owned improvements is either the salvage value or the amount that the
improvement contributes to the fair market value of the whole property, whichever is greater.

Please note that if tenant-owned improvements are affected by the right of way acquisition, the

tenant is entitled to a reasonable opportunity to accompany the appraiser during an inspection of
the property.
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Chapter 10: Specialty Appraisals for Condemnation & Other Purposes

10.1 Purpose

The purpose of this chapter is to describe the circumstances under which certain specialty
appraisals are produced for condemnation, partial release of mortgage and surplus properties.
Guidance is also offered in preparing these appraisal reports in their various formats.

10.2 Appraisal Report Suitable for Court Purposes (Court Report)

Once notified that a tract has been recommended for condemnation, a memorandum is sent to
the reviewing appraiser requesting that an appraisal suitable for court purposes be prepared.

10.2.1 Necessity and Intended Use

. For initial court filing of the condemnation suit

. the amount identified by the court appraisal is deposited with the court for the benefit of
the property owner

. The court appraisal acts as a basis of court testimony

10.2.2 Complete Before/After Required for Acceptance in Arkansas Courts

. When the original offer was based on a Compensation Estimate, a complete before and
after appraisal will be provided by the Appraisal Section. The appraiser should make certain
that all improvements are valued in both the Before and After condition. The “as of” date is the
date of the last inspection, or most recent map change.

. When the original offer was based on a Partial Appraisal, the appraisal must be revised
to satisfy the requirement of a complete before and after appraisal. By including the values of

all unaffected improvements, the partial appraisal becomes a complete report suitable for court
purposes. The “as of” date is the date is the date of the prior report, or its most recent revision.

. The assigned appraiser then coordinates with Legal to prepare for trial. The staff
attorney handling the case may request an additional appraisal through the Chief Legal
Counsel.

10.2.3 Compensation Consistent with Prior Estimates of Compensation

. Usually, compensation established by the court report is consistent with prior estimates,
with the exception of updates for changes in market conditions or to incorporate any new
information discovered after the initial submittal. Any new information should be identified in the
report as such; comments to this effect being placed prominently and conspicuously throughout
the report.

. In the exceedingly rare event that the appraiser concludes an estimate of compensation
via the court report differing from the original offer (i.e., established by either prior
Compensation Estimate or partial appraisal), the report must undergo full review, and a new
offer made to the property owner.
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10.2.4 Final Update to the Court Report

. Subsequent to initial filing, but prior to any jury trial, the court appraisal report should be
updated to reflect the compensation due as of the date of taking. Any change in compensation
due to change in market conditions or new information must be incorporated at this time.

. The “date of taking” is established by the recorded, Complaint, Declaration of Taking and
Order of Possession, and is provided by the Legal Division when available.

10.2.5 Elements of Court Reports

As with any pre-condemnation detailed appraisal, the elements of the court appraisal report
include:

* All appropriate forms and inclusions noted earlier

* A description and discussion of the larger parcel

* A discussion of the real property, personal property, and rights to be acquired

* An analysis of highest and best use of the property before the acquisition, including both an
analysis of the land as vacant and an analysis of the property as improved

* A valuation of the entire property as it exists prior to the proposed acquisition

* A discussion of the physical and functional effects on the remainder after the proposed project
* A reiteration of the property description, in abbreviated form, as existing after the removal of
the acquisition; where no changes have occurred, reference may be made to the earlier
descriptions

* A valuation of the property as it would exist after the acquisition, normally using the same
valuation approaches as developed in the before acquisition analysis. A complete analysis must
be indicated. It is unacceptable to simply value the part acquired and subtract the result from the
before value to produce an after value. Use of costs to cure, where such costs are less than the
reduction in value if not cured, is acceptable. Such costs should be based upon documented
estimates.

» The appraiser should avoid using the same comparable sales in the before and after analysis.
If the same sales comparables are used, the appraiser is required to provide market justification
for the adjustments made to the comparables in both the before and after analyses.

* A statement as to conclusions reached.

The following suggestions include the pertinent forms together with suggested page or
paragraph headings:

* Neighborhood description

 Statement of the appraisal problem

* Description of subject site as vacant

» Highest and best use of subject site as vacant

* Valuation of subject site as vacant

* Description of subject improvements

* Highest and best use of subject improvements

» Cost approach

+ Sales comparison approach

* Income approach

» Reconciliation and final estimate of value

* Discussion of interests, if applicable

Addendum
* Legal Description of proposed acquisition (from Right of Way Engineering)
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* ARDOT Plans (ROW; construction plans; cross-sections)

» Photographs of the appraised property

« All other supporting material, including sketches, comparable sales sheet and location maps,
written leases (if available), etc.

See Court Report example in the appendix
10.3 Court Mortgage Appraisals

. The term “court” in this instance should not be misunderstood; it does not imply
condemnation, or imminent legal proceedings. These reports are usually prepared after
successful negotiations have taken place where a Compensation Estimate or partial appraisal
was used as the basis of just compensation.

. Although the report is a legal document, this type of appraisal is essentially an affidavit
intended to facilitate closing, at the request of the Administrative Section.

. The Court Mortgage appraisal provides a before and after valuation to be used in
connection with a partial release of mortgage, while insuring the remainder property is
sufficiently collateralized.

. Although any type of property may be addressed with this type of report, it is usually
residential properties involved.

. The abbreviated format reflects simplified requirements in the development of before
and after values. Support for values may be retained in work-file.

. Whole and Remainder values are rendered; frequently involving unaffected
improvements where no interior inspection has been performed. As such, a Cost Approach
relying on public records, cost manuals, etc. along recent land sales, and/or
knowledge/consideration of similar improved properties or sales of the subject property etc. are
sufficient.

See Court Mortgage Report example in the appendix

10.4 Surplus Property Appraisals

This is a specialty report requested for the sole purpose of releasing surplus property.
10.4.1 Legal basis:

According to Arkansas Code § 27-67-322,

“....(a) The State Highway Commission is authorized to sell in the manner provided by § 27-67-
321 real or personal property, or an interest in real or personal property, which has been
declared by commission resolution to be surplus and for sale.”

Further, regarding any the market value of surplus property of the State Highway
Commission, Arkansas Code § 27-67-322(d) reads as follows: “The market value...shall be
determined by two (2) appraisers certified or licensed under the Arkansas Appraiser
Licensing and Certification Act, § 17-14-101 et seq., § 17-14-201 et seq., and § 17-14-301
et seq.”
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"(B) However, if the Arkansas Department of Transportation's current assessment of the
market value of the real property and improvements is fifty thousand dollars ($50,000) or less,
then the market value required under subdivision (d)(2)(A) of this section shall be determined
by one (1) appraiser certified or licensed under the Arkansas Appraiser Licensing and
Certification Act, § 17-14-101 et seq., § 17-14-201 3 et seq., and § 17-14-301 et seq."
“..."capital asset" means real property acquired by the State Highway Commission and
improved by the State Highway Commission with offices, shops, storage yards, or other
necessary or auxiliary facilities, or property purchased as an uneconomic remnant.”

10.4.2 Procedure

When a request for an appraisal of surplus property is received by the Appraisal Section Head,
two (2) qualified and licensed staff appraisers are given the assignment to produce an
appraisal in a timely manner, unless the assignment has been determined to require a single
appraiser under the $50,000 threshold.

. In order to provide useful and credible advice, the appraisers should give due
consideration to any value created by assemblage of the subject surplus, in addition to all other
value influences. This value as assembled could reasonably exceed the market value of the
surplus as a stand-alone unit.

. It should be understood that the surplus property report is simple in nature by design.
Care should be taken to produce a clear, concise analysis and report. The appraisers will be
advised as to the appropriate scope of work to be performed when receiving the assignment.

. There is no requirement to verify sales for this type of report.

See Surplus Property Report example in the appendix
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Chapter 11: Revising the Appraisal Report

11.1 Purpose

The purpose of this chapter is to identify the circumstances under which an appraisal report should
be revised, whether a revision needs to be major or minor, the proper procedure for completing a
revision, and who is responsible for overseeing an appraisal revision.

11.2 Minor Revisions

When the change causing the revision of an appraisal report is of a minor nature, either the
appraisal reviewer or the appraiser may prepare the supplement to the appraisal memorandum.

The revision should identify the project and parcel, give the date of the appraisal that is being
revised, and explain the revisions and their effects. The supplement should also include the before
and after value as revised, the date of the revision, and the signature of the appraiser.

11.3 Major Revisions

When a change causing revision is major, the appraiser revises the original appraisal and submits
it to the reviewer. The reviewing appraiser completes his review and certification and stamps it as
revised. If a revision requires re-inspection of property, the appraiser offers the owner an
opportunity to accompany the re-inspection.

Voided appraisals may be discarded when supporting information for the revision is contained
elsewhere within the file.
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Chapter 12: Updating the Appraisal Report

12.1 Purpose

The purpose of this chapter is, as with appraisal revisions, to describe the circumstances under
which an appraisal would need to be updated. Such an update may reveal a need to change an
estimate of just compensation, and this chapter explains who is responsible for making such a
change in estimated value.

12.2 Circumstances to Update

Material changes in the character or conditions of a property; information received from the owner
or community; neighborhood events; or a significant delay since the time of the appraisal of the
property warrant obtaining an update of the appraisal or obtaining a new appraisal. If, due to new
information, the revised or new appraisal indicates a change in the estimate of just compensation
approved by the review appraiser, the review appraiser shall conduct a new review, producing a
revised analysis and estimate of just compensation.

When the appraiser is requested to update an appraisal to reflect the possible changes in value
since the date of the original report, the revised values are to be supported by appropriate data
and analysis furnished as an addendum to the original appraisal. A revised appraisal and
certification shall be prepared as necessary.

A review appraiser may be instructed to reexamine appraised values. This report may be in the
form of a memorandum addressed to the acquisition supervisor indicating the updated values
together with the data and analysis to support any changes. The memorandum must include a
breakdown of the estimate of just compensation to indicate the values for land, improvements,
buildings, damage to remainder, etc.

12.3 Parcel Deletion

When a parcel is deleted, the reviewing appraiser updates all records to this effect.
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Chapter 13: Definitions, Guidelines, and Reguirements

13.1 Purpose

The purpose of this chapter is to provide basic definitions of items and concepts that are relevant
to the appraisal process.

13.2 Standard Definitions
13.2.1 Appraisal

An appraisal is a written statement, independently and impartially prepared by a qualified
appraiser, setting forth an opinion of defined value of an adequately described property as of a
specific date that is supported by the presentation and analysis of relevant market information.

13.2.2 Contributory Value

Contributory value of an improvement, fixture, tract of land, or portion thereof is an amount by
which the total value of a property is changed, either due to its presence or absence.

13.2.3 Eminent Domain

The Arkansas Constitution, Arkansas Constitution, Art. 2, § 22. Private property owners are
entitled to receive just compensation when their land is acquired for public use. The measure of
just compensation is the market value of the property at the time of the taking.

13.2.4 Equipment

Equipment is defined as readily relocatable personal property not that is not specifically designed
or adapted to the function of the real estate. These items may be attached, but their removal
would not impair the function or use of realty.

13.2.5 Fixtures

Fixtures are defined as additions to real estate by reason of their attachment and the specific
purpose which they serve. Fixtures are usually permanently affixed to the building or land and
contribute to the purpose or use of the basic realty.

13.2.6 Just Compensation

Arkansas courts have translated the constitutional term "fair and just compensation” into a formula
that defines the measure of damage to be used in determining the amount to be paid when private
property is acquired for public use. Just compensation is expressed in terms of market value and
states that the measure of damage is the difference between fair and reasonable market value of
the whole tract immediately before the acquisition and the fair and reasonable market value of
the remaining portion immediately after the acquisition, including consideration of any benefits to
the property which may have resulted or may result in the future from the proposed improvement.
Likewise, in the case of total acquisitions of property, fair and reasonable market value is
considered the basis for just compensation.
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13.2.7 Fair Market Value

In the state of Arkansas, the term “fair market value” is defined as the cash price which would be
arrived at as between a voluntary seller, willing but not compelled to sell, and a voluntary
purchaser, willing but not compelled to buy. It assumes a buyer and seller are bargaining freely
in the open market for the purchase and sale of the real estate in question.

The term does not mean a value in circumstances in which more than its fair price could be
obtained, nor does it mean the price which the property would bring at a forced sale. It does not
mean what the property is worth to the plaintiff (owner) nor what the defendant (acquiring
authority) can afford to pay, but what it is fairly worth in cash on the open market, as stated above.

In short, the fair market value of a property is to be considered in the same manner that a
knowledgeable, voluntary buyer determines the fair and reasonable market value of a property:
in terms of its capabilities, its detriments, and its fair and reasonable worth in the marketplace.
The jury is entitled to be informed of all factors which 1) tend to show value, which the willing
seller would impress upon the willing buyer, and 2) tend to indicate lack of value, which the willing
buyer would impress upon the willing seller. These factors include sales of comparable properties
and evidence of the property’s highest and best use.

The determination of market value may not consider or reflect any enhancement in value of the
subject caused by the public improvement which has prompted the taking. (l.e., no sales
exhibiting these effects may be used as a comparable in arriving at the value of the subject
property, either before or after the date of condemnation.)

13.2.8 Salvage Value

Salvage value is the value inherent in fixtures and personal property to a knowledgeable
purchaser, who must remove them from the premises at the purchaser’s expense for transport to
another location, allowing a reasonable period of time to find a purchaser with knowledge of the
uses and purposes for which they are adaptable and capable of being used. This includes the
separate use of serviceable components and scrap when there is no reasonable prospect of sale
except on that basis.

Any compensation for the loss, damage, or reduction in value of personal property is provided as
a relocation assistance payment.

13.2.9 Value in Place

Value in place is defined as the amount a prudent purchaser would pay for an item (fixtures and
equipment) in place, determined by the use the item contributes to the whole property. This value
is typically based on the installed cost of the item, less depreciation. Installed cost includes the
cost of the item plus costs of any foundations, wiring, plumbing, permits, etc., necessary for the
item to remain in the existing operational condition.
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13.3 Appraisal Guidelines and Requirements
13.3.1 Access

Access to an established roadway is considered a property right. Every property has the right to
free and convenient access to a public road system. However, the right of access associated with
a property abutting a public roadway does not include the privilege of unrestricted entry at each
and every point along the frontage. Through exercise of police power, state and local
governments are authorized to control access. Abutting owners are not entitled to compensation
for certain restricted access if their property retains or is provided with reasonable access that is
compatible with highest and best use.

Valid exercises of police power by a governmental authority, which do not entitle the abutting
landowner to compensation for damages, may include:

* Inserting median dividers only separating the lanes of travel

+ Changing traffic from two-way to one-way Increasing or decreasing traffic volume or
changing the nature of traffic on the roadway

+ Limiting size, weight, and class of vehicles authorized to use roadways Limiting access to
defined entrance locations

A landowner is not entitled to damages for denial of access to a new highway or section of a
relocated highway designated as a controlled access facility at the time of its construction. No
right of access vests; therefore, no compensation can be allowed. While the landowner may
recover damages to the land caused by the fact that the road separates a parcel into two tracts,
the landowner may not recover for loss of access to the highway itself.

When a property presently has frontage on two or more roads and access is denied or
substantially impaired on one of the roads, availability of the alternate does not necessarily
eliminate damages to the remainder.

Frontage roads present an additional access question. If direct access is impaired, the property
may be damaged even though the frontage system is a substitute for direct access, although the
frontage road may reduce or eliminate such damage.

Access is one area in which there is a limited judicial record. Many areas are still subject to
additional judicial review and ruling. Therefore, when a special issue is encountered, the appraiser
is advised to consult with the senior appraiser.

13.3.2 Adverse Possession

Adverse possession is acquisition of property rights through the legally prescribed process of
"open and notorious occupancy." No private individuals may acquire property rights to
government-owned lands through adverse possession. Therefore, no compensation may be paid
for the acquisition of private improvements located on public lands or for reclaiming public lands
from private occupancy.
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13.3.3 Advertising Devices (Signs)

Advertising signs may be categorized into two main groups: on-premise signs and off-premise
signs.

On-premise signs advertise the principal product sold or activity conducted on the property where
the sign is located and may require local, city, or county permit or approval.

Off-premise signs display general advertising for products or services available at locations other
than at the sign site. Off-premise signs classified as billboards require a permit that is issued
through the Beautification Section of the ROW Division. Examples of off-premise signs include:
billboards owned by advertising companies; county or municipal school district recognition signs
that welcome approaching travelers; and church service club signs that display a message
relating to locations or meeting times.

An advertising device is appraised and acquired:

When there is an on-premise advertising sign on a total acquisition and the sign is
appraised as part of the real property;

* When the advertising sign cannot legally be moved back onto remaining land because of
zoning or spacing requirements. Generally, this involves off-premise signs on partial
acquisitions.

* When the sign and/or structure supporting the sign cannot physically be moved or it is not
economically feasible to move it. This generally involves masonry structures.

Advertising Sign Sites

An advertising sign site becomes damaged as a property interest only if a legal advertising sign
is unable to be relocated to the remaining property. Sign sites for off-premise advertising signs
shall be valued for the present value of the land lease or by the analysis of comparable sign site
sales.

The present value of the sign site may be found by the appraiser by discounting the remaining
lease payments to the date of the appraisal using market-derived data. If ARDOT has been able
to verify that there is a valid ground lease associated with the sign structure currently in effect with
a remaining term of more than a month to month time period, the lease document should be
provided to the appraiser.

The valuation of sign sites utilizing discounted cash flow must be based on the economic or
market rent derived from comparable sign site rentals. Discounting factors such as vacancy rates,
expenses and discount rates are to be derived from market-derived data. As a guide and check,
the value of a sign site should not exceed the capitalized value of the site. The above information
and observations apply to how such a ground lease may affect the overall valuation of the
parcel itself, relating to the value for owner of such parcel.

13.3.4 Allocation of Just Compensation
The property owner is provided an itemization of appraised value of real property or interest

therein, any buildings thereon, and all other improvements including fences, severance damages,
and loss of access. The appraiser is to allocate an estimate of just compensation—concluded in
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a detailed appraisal (before and after) or a Short Form appraisal. The allocation is to be based
upon the appraiser’s conclusions and opinions stated in the report.

13.3.5 Appraisal Confidentiality Requirement

Except as required by due process of law or written consent, it is considered improper for the
appraiser to disclose the appraisal report or any of the observations or conclusions reached in
the appraisal to the property owner or a third party until the it becomes a matter of public record.

13.3.6 Appraisal Objectivity

The appraiser's duty in preparing an appraisal is to provide an unbiased opinion of fair market
value of a specified property and an estimate of just compensation for a proposed acquisition.

o The value conclusion is to be objective and unrelated to any perceived desires,
wishes, or needs of the acquiring agency or property owner.

o The appraiser is neither to withhold nor to overemphasize any facts, data, or
opinions concerning the subject, nor is the appraiser in any other particulars to
become an advocate.

o The appraiser has an obligation to present data, analysis, and value conclusions
without bias, regardless of their effect on any party involved in the action.

13.3.7 Approaches to Value

The appraisal report should include only those approaches to value that are pertinent to the
property appraised. Any approach to value that is not applicable to the solution of the appraisal
issue may be omitted. Reasons for omitting any approach to value should be clearly stated in the
report. When sufficient market sales are available to support the fair market value for the
appraisal, the appraiser should include only a sales comparison approach to value in the appraisal
report. When appraising properties with older improvements, the cost approach to value should
be omitted. When appraising properties that are not normally leased, the income approach to
value should be omitted. The sales comparison approach to value should be examined in all
cases where market sales exist.

13.3.8 Assumptions and Limiting Conditions

The following is a partial list of assumptions and limiting conditions which are acceptable to
consider in appraisals for the ARDOT. Some assumptions may not be applicable to all appraisals.
The appraiser may assume:

o The sketch map, construction plans, and/or tract descriptions furnished the Appraisal
Section by the Engineering Section are correct.

e The title to the property is good and merchantable and is free and clear of all liens.
There are no encumbrances other than those mentioned in the appraisal report.

o The plans, plats, legal descriptions, and other data furnished by others are assumed
to be correct and reliable, but the appraiser assumes no responsibility for their
accuracy.
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e The individual appraisals conform to the Arkansas law, and do not include non-
compensable items of damage.

¢ Any acquired temporary easement area is retained by the state until completion of the
construction project and is returned in the condition indicated by the project plans.

o Existing drainage is not adversely affected by highway construction unless otherwise
specified in the data furnished

e The property is appraised as though under responsible ownership and typical
management.

e The appraiser acknowledges that a copy of the report will be provided to the owner of
the property appraised, or their representative.

o The ARDOT may use any or all of the contents of appraisal reports only for normal
business functions.

e Consideration has not been given in this appraisal to personal property located on the
premises, or to the cost of moving or relocating such personal property unless
otherwise stated.

¢ No opinion is expressed as to the value of subsurface oil, gas, or mineral rights and
that the property is not subject to surface entry for the exploration or removal of such
materials except as is expressly stated.

e The estimated value after acquisition is based on the project being constructed in the
manner proposed, as furnished to the appraiser as of the date of appraisal.

¢ No consideration has been given in the appraisal to the value, if any, attributable to
growing crops on any portion of the property appraised unless otherwise stated.

13.3.9 Damages and Benefits

Under Arkansas law, project specific benefits may be used to offset either damages or land costs
during eminent domain acquisition.

13.3.10 Benefits or Diminution of Value

Benefits may be defined as: "A significant market advantage which has resulted, or which may
result in the future, from the public improvement for which land is sought to be acquired."
Diminution in value may be defined as: "A significant reduction in value resulting from anticipation
of the impending project or any other public improvement project."

No consideration may be given to changes in value resulting from speculation based on
knowledge of the project. This speculation may result in either an increase or decrease in the
property value. An eminent domain project property appraisal must reflect the value of subject
property as if the project did not exist.

The appraiser shall consider comparable sales of properties located in the vicinity of the property
being appraised. However, when sale prices of these properties reflect enhancement or
diminution of value caused by anticipation of the proposed project, the appraiser shall reject such
sales and substitute sales in unaffected, comparable locations.

The facts and circumstances of sales rejected because their sales price reflects benefits or

detriments shall be reported by memorandum to the appraiser or manager of appraisal
production.
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Likewise, if, during the interview, the owner informs the appraiser of a sale that occurred, and it
was not used in developing the appraisal, the appraiser should note that fact in the owner contact.

13.3.11 Cash Equivalency

All sales must be reduced to their cash equivalent values. When a cash equivalency adjustment
is required, underlying calculations or logic must be indicated either on the sales data sheet or in
the appraisal report.

13.3.12 Closing Costs

Costs associated with the closing of real estate transactions, such as future abstracting, mortgage
release, etc., shall not be considered in the appraisal. These are handled under separate payment
during the acquisition, relocation, and closing processes.

13.3.13 Comparable Sale

Market data is essential to each of the three value approaches. The appraiser’s opinion of value
is to be based on objective rather than subjective analysis. In order to accomplish this, the
appraiser must use comparable sales.

In order for a sale to be considered a valid comparable to the property under appraisement, it
must meet three criteria:

1. The comparable sale must be competitive. That is, it should be a reasonable
substitute for the subject property. The comparable must be similar enough in size,
shape, and features.

2. The comparable sale must qualify as an open market transaction. This requirement
eliminates sales that are not “arm’s length” sales. There should be no unusual
circumstances surrounding any particular sale that could distort its price.

3. The comparable sale should have a sale date relatively close to the date of value.
The appraiser must also consider general market price trends. The sale prices of
all properties are generally affected by inflation or deflation and by other local
influences more than national trends. The more current a sale, the less chance
there is that some influence will affect a sale’s comparability.

Every property is unique in some way. Because of this, the appraiser may have difficulty in finding
recent sales of completely comparable properties. While the appraiser should make every attempt
to collect sales that are as similar as possible in time of occurrence, location, and major
characteristics, there sometimes may not be enough market to do so. It then becomes necessary
to widen standards of comparability to obtain an adequate number of sales. But the appraiser
should never use sales that do not meet the criteria for an open market transaction.

An “arm’s length” sale of the subject property can be used as an indication of the fair market value
of the subject property.

The price of third-party sales which are comparable to the subject property, as a matter of law,
represent independent evidence of the value of the subject property. For such sales and sale
prices to be comparable, they must be similar in size, use, location, character of land and time,
mode, and nature of the sale.
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Land contract sales must be reduced to their cash equivalent value when used as a comparable
sale.

Speculative contract sales or contract sales for a consideration other than money should not be
used as comparable sales.

Valid comparable sales must be competitive with the subject property in the marketplace. Sales
of lots and small acreages are not comparable sales for determining the before value of a large
farm unless there is a present demand for such uses or a reasonable expectation of demand in
the near future.

Neither the sales of properties under the threat of condemnation nor properties that have been
condemned may be used as comparable sales. Sales reflecting special benefits or detriments
from public improvement projects under appraisal may not be used.

An unaccepted offer of sale that assumes that a certain use of the property will be permitted—
and that subsequently fails to reach fruition because the assumption is incorrect—should not be
used as a comparable sale.

13.3.14 Confirming and Inspecting Sales

Sales that are used as primary comparables in an appraisal report must be both confirmed and
physically inspected by the appraiser. It is not necessary to confirm or inspect sales that the
appraiser is not considering as primary comparables unless the information gained could
reasonably be expected to have a significant impact on the value conclusion. The appraiser only
relies on confirmations from parties that were directly involved in the sale, such as the grantor,
grantee, or broker. Confirmation gained from persons not directly involved is unacceptable unless
the appraiser explains any special circumstances involved. When unusual conditions or
guestionable values are discovered, it is recommended that the appraiser interview more than
one of the parties involved in the transaction to ensure the reliability of data.

When two or more appraisers are assigned to a project and both are preparing appraisals on the
same parcels, they may exchange factual data and jointly confirm and inspect sales. However,
these cooperative activities are specifically limited to the gaining of factual data. Each appraiser
must develop an independent analysis of sales. (See Chapter 15: Sales Brochure Development

Procedures)

13.3.15 Contacts with Property Owners and Tenants

When preparing an appraisal, the appraiser must contact the property owners or their designated
representatives before conducting an on-site physical inspection of the subject property.
Permission to inspect the property must be requested, and the owner or their designated
representative must be invited to accompany the appraiser on the property inspection. The
appraiser is to interview that person in order to gain such information as is required to properly
complete the assignment.

Any questions the owner may present concerning the proposed acquisition are to be researched
and answered if possible.

All contacts with the owner are to be held in a helpful, non-argumentative manner. In the case of
a leased property (except residential month-to-month and annual farm leaseholds), the appraiser
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should also interview the tenant. The tenant must be offered an opportunity to accompany the
appraiser on a property inspection if tenant-owned improvements are affected by the proposed
acquisition and/or when it is determined there is a leasehold interest.

Copies of ROW maps and construction plans may be presented to the owner and tenant.
13.3.16 Contacts with the Public

Appraisers are to promote good public relations for the agency through professional conduct and
the exercise of discretion in their contacts with the public. Individuals should issue no statements
to news media without the prior authorization.

13.3.17 Cost to Cure

When appraising a partial acquisition where monetary damages, due to acquisition, may be
substantially reduced through some action on the part of the property owner—and the cost of that
action is less than damages would be otherwise—the appraiser is to consider the "cost to cure,"
or the actual cost to solve the situation, in the report. The total of cost to cure and damages, as
cured, must not exceed the total damages as if not cured. Significant costs to cure must be
supported by written contractor's estimates attached to the appraisal report. The cost to cure is
considered an appropriate technique, as it reflects actions of purchasers in market transactions
when they examine deficient or damaged property.

Although the owner of the property may opt to do so, the appraiser should not use cost to cure
when the removal of buildings or fixtures to the real estate is required to lessen or mitigate
damages.

13.3.18 Crop Loss

Appraisals prepared prior to condemnation are not to consider crop loss in the acquisition area.
If warranted, compensation is provided separately at the time of acquisition or condemnation.

In the case of an appraisal for court testimony where the crop was not harvested by the owner,
the appraisal shall consider the value as of the condemnation date.

13.3.19 Data Ownership, Storage & Retrieval

All research, data and materials gained or produced in connection with ARDOT appraisal
development are the exclusive property of the Arkansas Department of Transportation, and as
such may be requested at any time by property owners or their representatives, as well as citizens
of Arkansas. To facilitate this and other the work of the appraisal section, all material should be
stored on agency network drives, in an accessible format at all times.

It is essential that reports, sales, photographs, appraiser’s work files and all other documentation
should be initiated, updated, and archived on agency network drives and made accessible as
soon as possible for compliance reasons.

Full compliance with this policy is expected without exception.

13.3.20 Donations
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23 of USC § 323 provides that a person whose real property is acquired in connection with a
Federal-aid highway project may offer a gift or donation of such property, any part thereof, or of
all or part of the just compensation paid for the property to a federal agency, a state or a state
agency, or to a political subdivision of a state, as determined by that person. Such donation may
only occur after the person has been fully informed of their right to receive just compensation for
acquisition of the property.

When property is acquired by donation, no appraisal is required. However, owners must also be
fully informed that they are entitled to an appraisal of the property along with an offer of just
compensation. It is not unusual for an owner to insist upon receiving an appraisal, even though
the property is ultimately to be donated, for accounting and tax reasons.

If an owner wishes to donate land, the ARDOT or the acquiring agency’s obligation to appraise
and offer just compensation for the acquisition of property must be waived. This document is
normally presented to the property owner by the acquisition agent in the negotiation process.

13.3.21 Driveways

The appraisal should include compensation for any portion of driveway not replaced as part of
the construction. The age, condition and construction may be factors considered in concluding
the contributory value of any such improvements.

13.3.22 Duplication of Damages

Highway construction plans often provide for the replacement of drives, walks, parking surfaces,
retaining walls, etc., or specify that certain trees or shrubs will not be disturbed during construction
activities. The appraiser shall exercise care to avoid payment for these items in the after valuation.
Damage for items replaced shall not appear in the after valuation unless their utility is diminished.

13.3.23 Easements
* Temporary easements

Temporary easements are for stated purposes and limited time periods that vary with the
requirements of the easement. When appraising the after value of temporary easement
areas, the appraiser shall consider the condition in which the tract will be left after the
completion of the construction project, the length of time the easement is in force, and
whether the owner will have any rehabilitation expense after it is released.

Temporary easements are acquired for many specific purposes, such as: borrow, haul
roads, shaping slopes, ditching outlets, removing acquired improvements, driveway
construction, utility construction, etc.

When a permanent easement for road purposes is acquired, the method of appraising the
property shall be same as if the acquisition were by fee title. Use of the easement area is
assumed to be permanently lost to the remaining property.

* Permanent easements for special purposes

Permanent easements are purchased for such special purposes as to construct and
maintain a berm, backslope, drainage structure, or flowage. They may also be purchased
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for utility locations, scenic preservation, and other purposes. In these instances, the
easement is for a single purpose and usually does not result in the total loss in value of
the described area. Each easement of this type should be considered according to the
individual purpose and limitations placed upon the property owner's future use of the
affected area. Any fencing which may be required may be erected along the new right of
way line.

13.3.24 Excess Land

It sometimes becomes necessary to acquire tracts of land in addition to what is required for the
construction and maintenance of the highway. These tracts are known as excess land. Most
commonly, this occurs when a tract of land is left without access (in other words, is landlocked)
or is deemed an uneconomic remnant (is of little or no use or value to the owner). In each case,
the ARDOT proposes to acquire the property. While all excess tracts are proposed to be acquired,
if, during negotiations, the owner requests to keep the excess tract, the request is considered,
provided the area is not required for mitigation or borrow. The landowner must provide access to
these landlocked tracts.

When excess land is proposed to be acquired, an excess land plat is generated. This standard
form provides a graphic presentation of the excess area in addition to calculations for the total
acquisition, right of way acquisition (required right of way to be retained), borrow area (if
applicable), mitigation area (if applicable), and the excess acquisition area. This document is for
internal use only and should not be included in the appraisal report.

13.3.25 Fencing

» Partial acquisitions: The appraiser does not consider loss of control of access fence as a
damage item in pre-condemnation appraisals. Separate payments are made for
replacement of existing fence and for construction of new fence along relocated highways.

* The appraiser does not consider any extra fencing damage—such as additional fence
corners or water gap fencing along new right of way line—as these costs are also
compensated separately, or handled as part of construction.

» All other fence located within the area purchased whose utility is not replaced by standard
right of way fence shall be considered in the appraisal. This may include ornamental or
special purpose fences and interior field, lot, or lane fencing.

» Total acquisitions: On all total acquisitions, fence should be considered as it contributes
to the overall value of the property.
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» Agency-erected fence: The agency constructs fence along freeway right of way. Such
fence is maintained for access control purposes only. The adjacent owner is permitted to
use the fence as a property line fence; however, the owner must assume full responsibility
for the restraint of livestock. If special fencing is required by the property owner, it is
addressed during the acquisition process.

» Temporary fence: Any temporary fence that may be required during the period of highway
construction is not considered as a part of the pre-condemnation appraisal.

13.3.26 Five-Year Sales History of the Property

The Uniform Act requires that the appraiser provide at least a five-year sales history of the
property under appraisement. The appraiser is normally furnished with a Certificate of Title on all
parcels that require the acquisition of a permanent right. This includes fee simple titles, permanent
easements, access control, ponding easements, flowage easements, and parcels that have
borrow areas, haul roads, detours, and temporary easement parcels that involve potential for
considerable damages.

The purpose of this document is to enable the ARDOT (and the appraiser) to identify sales of the
subject property and whether the property benefited or increased in value in anticipation of the
impending project. This information may also provide advance notice of the existence of a lease
arrangement.

During the interview with the property owner, the appraiser should confirm the accuracy of the
five-year chain of title. This same title search information could provide advance notice of the
existence of a sham lease. In the case of a lease, the appraiser should research how the property
has been owned and leased, how the property is or has been used or occupied, and what
economic relationship exists or existed between the owner and tenant.

13.3.27 Haul Roads: See “Easements.”
13.3.28 Hazardous Substances and Contamination

These are defined as contaminants of buildings and/or land which are recognized as potentially
hazardous to public health or safety. These materials may include, but are not limited to: asbestos,
petroleum, farm and industrial chemicals, and urea formaldehyde foam insulation (UFFI). The
appraiser is to note any suspected presence of contaminants and immediately notify the reviewing
appraiser.

The appraiser should be especially aware of the implications of ground stains; lack of vegetation;

underground storage tank filler caps and vents; and improper storage or disposal of chemical
bottles, cans, and drums.
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» Underground gasoline and oil tanks

The appraiser is to identify the age, condition, location, size, and contents of tanks present,
if possible. The reviewing appraiser is to be notified immediately of the existence of a tank.
The ARDOT ascertains whether the tanks are a contaminant. Legal tanks are registered
with the Arkansas Department of Environmental Quality (ADEQ). lllegal tanks are subject
to fine by the ADEQ.

* Chemical waste

The appraiser is to note any chemical disposal sites or spill areas and, if possible, identify
the chemical. These may include old barrel storage areas and improperly disposed of
chemical cans in farm dump sites. The appraiser is to be immediately notified of their
existence.

Warning: The appraiser is to take proper precautions when inspecting properties with
suspected chemical or asbestos contamination. The appraiser is not expected to be an
expert in this field; thus, the they should exercise self-protection in situations in which it is
possible to inhale or come into physical contact with dangerous substances.

Neither the liability for contamination nor its reasonable cleanup costs can be considered
by the appraiser until they have been established in a legal proceeding brought by the
ADEQ or by the acquiring authority as required by law.
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13.3.29 Inspection of Subject Property

When preparing an appraisal, prior to inspecting the subject property, the owner or owner's
designated representative shall be given an opportunity to accompany the appraiser during the
appraiser's inspection unless the owner cannot be located. (See page 9, “Statement of Property
Owners’ Rights.”)

The appraiser conducts the inspection in a manner that fully reveals and yields the data needed
to properly complete the appraisal. All buildings that are included in the proposed acquisition or
that will be substantially affected are entered for inspection. This inspection includes viewing all
required portions of the property, making necessary measurements, and taking applicable
photographs. The inspection is conducted in a manner that avoids any unnecessary disturbance
of livestock, crops, operations of business, customers, etc.

In the case of a leased property (except residential month-to-month and annual farm leaseholds),
the appraiser should also interview the tenant. The tenant must be offered an opportunity to
accompany the appraiser on a property inspection if the tenant-owned improvements are affected
by the proposed acquisition or when it is determined that there is a leasehold interest.

Whenever a property owner refuses to permit appraisers employed by ARDOT to enter the
property in order to view it, take measurements and photographs, or make other necessary
inspections, legal means are available by which such entry can be gained. However, in the interest
of expediting the acquisition of right of way, it has been determined that court proceedings to
merely gain right of entry will not be resorted to in the first instance. The initial procedure in such
instances will be as follows:

The appraiser will not enter the property but will endeavor to view it from as many
viewpoints as possible. The appraiser should make a careful study of all available records from
the available sources, including but not limited to:

Satellite, aerial, and other publicly available imagery of the property;
U. S. Geodetic Contour maps, if available;

County records;

records in Building Inspector’s Office if inside a city; and

prior sales and marketing information.

The appraiser may take distant photographs and resort to any other sources of information to use
as a basis for their report. The appraisal report will clearly indicate that the appraiser was not
permitted to enter upon the property and that the report is predicated on certain assumptions that
should be detailed. The appraiser should also clearly set forth what sources of information were
used as a basis for their assumptions.

13.3.30 Intended Use of the Appraisal Report

The intended use of appraisals prepared for the ARDOT is for the acquisition of right of way for
projects to be constructed by the ARDOT with the assistance of Federal-aid highway funds.
Appraisal reports with supporting data, analyses, conclusions, and opinions may serve as a basis
for court testimony in eminent domain proceedings. The appraisal reports become public record
after settlement with the property owner or at the conclusion of litigation.
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13.3.31 Intended Users of the Appraisal Report

The ARDOT is the client, and intended users of appraisal reports include, but are not limited to,
the property owner and property owner’s attorney, ARDOT personnel, attorneys with the State of
Arkansas Attorney General’'s Office, and the Federal Highway Administration (FHWA).

13.3.32 Interim Use of Improvements

An interim use is the temporary use of an improvement to generate income during the period
preceding redevelopment. When the value of a tract, as if vacant, exceeds or equals the value as
currently improved, a change in use must be considered probable. If redevelopment is imminent,
the value of improvements is normally negative and equal to the difference of their cost to remove
and their salvage value. If redevelopment is postponed, some consideration must be given to
income that may be generated through the interim rental of improvements.

13.3.33 Landlocked Tracts

A tract is considered landlocked when it is severed from existing access by an acquisition to which
no alternative access is to be provided. When the file data indicates that a landlocked tract will be
acquired and the owner expresses a desire to retain the area, this information should be brought
to the attention of the reviewing appraiser. The appraisal is to reflect the access status of a tract
as reflected on the project plans and ROW map.

13.3.34 Legal Descriptions
Legal descriptions typically take the form of one of the following:
* Rectangular grid system or government system
This system was authorized by the Continental Congress in 1785 and by subsequent
congressional acts. This system is in use today in 30 of 50 states, including Arkansas.
Land is divided into townships that are approximately six miles square. Each township
normally contains 36 sections and each section normally contains 640 acres. This is the
most typical rural legal description in Arkansas.
* Lot and block system
This system, including subdivision plats, was developed as an outgrowth of the
rectangular survey system. It is used to simplify the locational descriptions of small
parcels. This system is the most typical urban legal description in Arkansas.
*  Monuments
This is a legal description by reference to natural or manmade objects. If monuments are
permanently fixed and unequivocally identifiable, description by monuments is
satisfactory. Monuments are found in some Arkansas rural areas.

 Metes and bounds

Metes and bounds is a description of a parcel of land by reference to the courses (angles
east or west of due north or due south) and distances (usually in feet or chains) of each
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straight line which forms a boundary, with one of the corners tied to an established point,
such as a section corner or the intersection of centerlines of two roads. In Arkansas, it is
normally used in conjunction with a government system or lot and block description.

* Land grant description

A land grant description is a description of land resulting from French or Spanish land
grants. These areas are exempted from the government system and exhibit descriptions
similar to metes and bounds descriptions. A few areas of this type can be found in
Arkansas.

* Recorded plat

A recorded plat is a description of a parcel of land by reference to a survey plat that has
been filed in the Office of the County Circuit Clerk and/or Recorder.

13.3.35 Livestock Passes

On projects where an existing livestock pass is not replaced, the appraiser considers whether this
loss affects the value of the remainder. If a drainage structure is used as a stock pass, the
appraiser does not consider the loss as a compensable item of damage unless instruction is
provided to the contrary. Property owner requests for new stock passes are deferred and
addressed during the acquisition process.

13.3.36 Liquid Petroleum (LP) Tanks

Liquid petroleum tanks located within the proposed acquisition area or which serve improvements
to be acquired must be researched as to ownership.

Where a petroleum system, including the storage tanks, is put to the same use as the realty and
the owner intended to make the system a permanent part of the real estate, a liquid petroleum
tank is considered real estate, not personal property.

If the tanks are leased and are not included with the real estate, they are identified as such and
the lessor is named. Any other items, such as satellite dishes, yard ornamentations, etc., that are
not considered part of the real estate must be clearly identified in the appraisal report.

13.3.37 Mailing Address

Lessor and lessee names and mailing addresses are listed on the front of the appraisal. In the
case of multiple owners, all names and addresses, if available, must be reported in the appraisal.
When the appraiser is unable to secure an owner or tenant’s name or address, they should report
that information to the reviewing appraiser and document it in the appraisal report.

Property addresses must identify a street, avenue, or rural route number, as a post office box
number cannot be served in the event of a condemnation proceeding. Continue to indicate post
office box numbers as applicable together with properly numbered streets, avenues, or rural route
addresses. Applicable zip code numbers must also be secured and identified.

13.3.38 Mineral Deposits
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The appraiser should be advised that in eminent domain proceedings ARDOT, by law, is limited
to acquisition of fee title excluding mineral rights, and that the limitation of this law has been
applied by ARDOT policy to acquisition of rights of way by negotiation. Mineral rights are acquired
during condemnation process.

On a partial acquisition involving a separate ownership of minerals which includes hard
minerals, special handling is required if the hard minerals have or appear to have some
economic value and if production thereof would require surface operations.

Whenever possible the appraiser should use comparable sales that have transferred only the
surface rights, rather than adjusting sales that include minerals. However, if it is necessary to use
sales that require such adjustments, the appraiser should compare sales that included minerals
with sales that excluded minerals in order to measure the adjustment by market data.

13.3.39 Minimum Payment

Appraisals do not recommend a minimum payment or damage, but do reflect the appraiser's
estimate of compensation due.

13.3.40 Mitigation of Damages

When the parcel file data or highway plans indicate that the purpose of the construction is for the
specific use and benefit of the subject property, such construction can be considered in the
valuation process, but only to the extent that it may offset severance damage to a remainder.
Examples include entrance construction, ponding easements, and flowage easements.

13.3.41 Non-compensable Iltems

An acquisition in which the use of eminent domain is a possibility is a proceeding to acquire real
property. It is not a proceeding against the owner of the property. In the case of a partial
acquisition, payment of the difference between the before and after value of the property justly
compensates the owner for all compensable damages caused to the remaining real property.

The Arkansas Supreme Court has considered and rejected a number of claims for damages that,
if paid, would provide either double or duplicate recovery or which do not damage remaining real
property. Therefore, they are non-compensable.

A number of damage items have been held by courts to be generally non-compensable. Following
is a list of such items which the appraiser shall not consider. This list is not necessarily
comprehensive of all non-compensable items.

Loss of business profits
o Loss of goodwill

¢ Interruptions of or loss of business, inconvenience, etc. during temporary period of
e construction.

o The loss of expected profits from a projected subdivision.
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¢ Loss of tenants, business, etc. because of anticipated taking.

o Damage to personal property and moving expense.

e Cost of obtaining or inability to obtain new quarters.

¢ Annoyances, discomfort, dust, etc. during period of construction.
e Diversion of traffic.

e Circuity of travel.

¢ Inability to gain access to a newly located highway. (This does not necessarily exclude
severance damages where a unit of land has been severed).

¢ Noise, dust and other such items incident to living on a public highway.
e Bringing about the change in the character of the neighborhood.

As part of the appraiser’s analysis of the appraisal problem, the appraiser considers all potential
items of damage. The appraiser determines if a potential claim for damages to remaining real
property has been considered and compensated in the after value or in the value of remaining
land. The appraiser also considers whether the potential claim for damages would either allow
duplicative recovery or would make payment for non-compensable items of damage.

13.3.42 Personal Property

It is important to have a good understanding of which items are considered personal property and
which are considered the real property to be acquired.

It is important to avoid situations in which an item is included in the appraised value and
subsequently also relocated at ARDOT expense. The personal property items included in the
appraisal should be listed in the appraisal report.

It is critical that an understanding be reached among the Appraisal, Relocation, and Acquisition
Sections before problems develop. Upfront planning and communication is very important to
ensure a quality appraisal, successful negotiations, and relocation activities that are in the best
interest of the property owner. Typically, Relocation Assistance reimburses the owner for the cost
of moving personal property.

Basis:
49 CFR § 24.103(a)(2)(i) and Appendix § 24.103(a)(1).

In general, a fixture or piece of equipment is considered to be real property if:
» lts removal would be injurious to the structural integrity of the building, structure, or other

permanent improvement; or
+ Atypical buyer of the real property would consider the item to be part of the real property.
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13.3.43 Potential Subdivision

A subdivision that has not received final plat approval should not be appraised for acquisition
purposes by the use of the Developmental or Subdivision appraisal method, as these approaches
may not provide credible results.

The lots within a subdivision that have been physically developed with their infrastructure in place
should be appraised individually.

13.3.44 Larger Parcel/Parent Tract

In condemnation, the portion of a property that has unity of ownership, contiguity, and unity of
use, the conditions that establish the larger parcel for valuation purposes. In many jurisdictions,
contiguity is sometimes subordinated to unity of ownership and unity of use.

In instances where the extent of the property unit is unclear, the consultation with the reviewing
appraiser may provide guidance as to what constitutes the larger parcel.

See also, larger parcel in the UASFLA and USPAP for additional guidance.
13.3.45 Public Utility Lines

The required relocation of water, gas, sewer, or electric lines owned by a utility company or public
body and located in existing or future right of way is not considered in the appraisal.

13.3.46 Relocation Assistance and Payments
Relocation assistance and payments are provided pursuant federal regulations.

In order to prevent unjust enrichment or duplication of payments, there should be no consideration
in the appraisal of items and situations covered by relocation assistance.

The appraiser should have a basic understanding of the scope of costs that are covered by the
ARDOT'’s Relocation Assistance Program.

Although the Right of Way Acquisition and Relocation Manual and/or relocation assistance
supervisor should be consulted for an in-depth discussion of the program, none of the following
relocation assistance costs should be considered in the appraisal report.

Moving and moving-related expenses:

» The actual, reasonable, and necessary costs to disconnect, move, and reconnect personal
property

+ Payment for actual, direct loss of tangible personal property; generally, this is personal
property made obsolete because of the acquisition, where the value in place is less than
the cost to move

» The purchase of substitute personal property, storage expenses for personal property,
business reestablishment expenses, and expenses incurred in searching for a
replacement property

Replacement housing costs for homeowner occupants:
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* The supplemental payment which, when added to the amount paid for the acquired
residence, is equal to the reasonable cost of a comparable replacement residence

* Increased interest costs

» Actual, reasonable, and necessary expenses incidental to the purchase of a replacement
residence; incidental expenses associated with the acquired residence are also paid by
the ARDOT, but not under the Relocation Assistance Program

Replacement housing costs for tenant occupants and certain others:

* The supplemental payment which, when added to the monthly rent paid for the acquired
residence—times 42 months—is equal to the reasonable rental cost for a comparable
rental unit (with certain caveats); or

+ A payment to make a down payment for the purchase of a qualifying residence.

13.3.47 Residential Portion

The appraiser or review appraiser may be requested by the relocation assistance supervisor to
determine the estimated acquisition cost of a displacement dwelling. This most often occurs when
an owner resides in a mixed-use or multifamily property. The appraiser is no longer to estimate
the value of residential portion of the acquisition (building, septic system, and well) on a typical
lot. The appraiser must determine "that portion of the acquisition payment which is actually
attributable to the displacement dwelling."

If the displacement property is appraised and acquired based on a highest and best use other
than residential (such as vacant commercial), the acquisition price of the residential portion is the
per unit price applied to the square footage that is considered to be typical for a residential site.

Examples:

* The displacement dwelling is located on a 30,000 square foot lot that is appraised based
on the determination that the property has a highest and best use for vacant commercial
development and is purchased for $3.00 per square foot. Also, the typical residential site
size in the area is 10,000 square feet. The acquisition price of the residential portion in
this case would be 10,000 (square feet) times $3.00 per square foot, or $30,000.

« The displacement dwelling is part of a commercial building which is valued at $25 per
square foot of building, including land. Assume, for example, that the value of the
residential portion is determined by multiplying the residential square footage by the
determined per square foot value of $25. The displacement dwelling contains 1,000
square feet and is a part of a commercial building containing 5,000 square feet. The total
building value, at $25 per square foot of building (including land), is $125,000. The value
of the residential portion is $25,000.

If you are unsure of any of these determinations, consult with the reviewing appraiser or the
Relocation Section.

13.3.48 Plan/Map Change (Design and Title)
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When minor changes in the right of way or construction design are desired, parcel division is
required, or a change in ownership is reported, the appraiser shall complete a plan change
request form. The request should be supported by explanatory materials.

13.3.49 Rounding of Values

Appraisers should minimize rounding within the calculations of an individual approach to value.
However, the final value estimate should reflect a reasonable degree of rounding. The conclusion
of value should reflect common pricing practices in the market area for that type of property (i.e.,
do not use hundreds, tens, ones, or cents as the rounding point unless the typical market sales
indicate that this is, in fact, where purchasers are themselves rounding). Values are typically
rounded to the nearest $25 or $50.

13.3.50 Septic System

In any situation where the proposed right of way acquisition, either permanent or temporary,
interferes with the function of a septic system, the appraiser is to determine and document the
necessity and degree of cure required. The appraiser investigates local health rules, interviews
the Area Sanitarian or any number of designated representatives (DR’s), and documents the
position utilized.

Any cost to cure for a legal, conforming system is documented by a detailed contractor's estimate
and clearly stated within the appraisal report. This estimate becomes a maximum amount to be
paid by the agency for correction of the septic system.

Each septic system situation must be considered on an individual basis, as determined by the
reviewing appraiser and/or Appraisal Section Head. Advice and assistance is provided as
required in order to seek an appropriate solution.

13.3.51 Title and Ownership Verification

Ownership and leasehold data furnished to the appraiser in parcel files may be incomplete or
outdated. The appraiser has the responsibility to determine the true extent of the unit that is
appraised and provide a complete and accurate listing of the title holders and lessees and their
addresses. This can best be accomplished during the interview with the property owner and/or
operator. If the unit or title is different from that furnished in the parcel files, the appraiser secures
the proper data from available records. This data is to be delivered to the Right-of-Way
Engineering Section for use in correcting office records. If the appraiser has any doubt as to what
constitutes the property unit, the reviewing appraiser should be consulted before proceeding with
the appraisal.

13.3.52 Underground Lines

Where the lines lie totally on private property approximately parallel to the existing right of way,
their acquisition shall be considered to be an element of damage, and compensation may be
based upon a cost to cure to relocate.

Where a relocated highway crosses existing private lines, and when regulations permit such
continued line crossing, the cost of relaying lines in compliance with ARDOT specifications shall
be considered an element of damage. If it is not possible to allow the lines to remain or be
reestablished, the damages caused by their loss shall be considered.
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Privately owned underground lines located in temporary easement areas shall be compensable
based on a cost to cure if they are damaged.

13.3.53 Uneconomic Remnant

A parcel of real property in which the owner is left with an interest after the partial acquisition of
the owner’s property, and which the Department has determined has little or no value or utility to
the owner. A tract is considered to be an uneconomic remnant if it is not economically feasible to
continue the use of the tract by itself or as a part of a larger, separated remainder because of its
size, shape, access, change of use, or other detrimental characteristics resulting from the
acquisition.

The determination may be made during the design, appraisal, or acquisition activities of the right
of way process.

If a remainder or part of a remainder is determined to be an uneconomic remnant, the reviewing
appraiser is notified.

When a potential uneconomic remnant is found, the reviewing appraiser makes a notation
regarding the recommendation on the appraisal, including the value of the remnant.

Subsequently, the decision of whether to offer to acquire the remnant is made by the Right-of-
Way Division Head, except when the decision would conflict with or compromise the provisions
of other federal or state laws or regulations.

13.3.54 Units of Comparison

Units of comparison are the components into which a property may be divided for purposes of
comparison.

In the analysis of sales of comparable properties, the appraiser should express sale prices in
terms of the appropriate sale price per acre or square foot.

13.3.55 Valuation of Minor Items

One area of significant difficulty in appraisal of partial acquisitions is the valuation of minor items.
When determining the value of any real property improvements to be acquired, the appraiser is
to value those items that contribute to the overall value of the property. With some real property
items, the item's cost (less depreciation) can be a valid measure of the contributory value.

Properties with varying numbers of trees do not sell for amounts in direct relationship to the
difference in the number of trees. Differences in landscaping, unless they are highly significant
(such as a property with no landscaping as compared to a property with beautiful, manicured,
professional site improvements), are frequently not recognized by the market. It is often difficult
to measure the contributory value of various items of landscaping.

The cost of a replacement tree (or other landscaping or type of site improvement) of equal size

and growth installed on remainder property, as determined from a nursery, is generally not a
reasonable measure of a tree's value in place. When an improvement whose value is enhanced

Chapter 13: Definitions, Guidelines, and Requirements Page | 58



ROW Appraisal Operational Procedures Manual

by the trees or landscaping is acquired, the trees or landscaping may have no recognizable value
standing alone after the acquisition.

The value of trees or landscaping is ultimately supported primarily by the appraiser’s experience,
sound judgment, and reason.

13.3.56 Wagon, Cart, Tractor, and Stock Passes

When acquired and not replaced in new construction, passes shall be valued as to their
contribution to the market value of the property before the acquisition. Passes are not typically
included in new construction, except as an alternate use of a necessary drainage or bridge
structure. New passes may be constructed only at no cost to the state and to the extent such
structures are allowable by the Department, and approved by District or Resident Engineers.

13.3.57 Wells, Functioning
We should pay to replace a well if one of the following conditions exist:

1) The well is the primary source of water, and municipal water is either not available or cost
prohibitive to connect.

2) The well that is the primary or secondary water supply for the subject site and is to be
acquired or otherwise rendered unusable by the right of way acquisition. The appraisal is
conducted on a cost-to-cure basis, provided that the landowner can demonstrate its
functionality to the appraiser

13.3.58 Wells, Non-Functioning

A well that is determined to be non-functioning will not be put back and will be recognized at an
estimated contributory value in the appraisal.

Right-of-Way Property Management should be notified of the well’s location to oversee the cost
to cap and fill, as the ARDOT must warrant the completion of this work. Capping and filling a well
is not an appraisal item and should not be included as part of the appraisal.

13.3.59 Workflow, Completion of Appraisals & Sandbagging

Upon completion, appraisals should be submitted to the reviewer one by one. Under no
circumstances should all appraisals assigned to be “sandbagged,” or held until all are completed,
and then submitted in bulk. Sandbagging impedes project workflows, reduces efficiency and
presents an unclear picture of the overall job status.
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Chapter 14: Appraisal Review

14.1 Purpose

The purpose of this chapter is to define in detail key concepts that are associated with appraisal
reviews and to thoroughly describe the procedure by which an appraisal review is performed, as
well as who performs and oversees the procedure.

14.2 Definitions
* Appraisal review

* An appraisal review is an examination and determination by a review appraiser that the
form and content of an appraisal conforms to the requirements of law, rule, and this
manual. An appraisal review also determines that estimates of market value and just
compensation are comprehensive, supported by the real estate or personal property
market data, and that they are a reasonable compensation for loss in property value and/or
damages. The review may include an independent analysis of data from submitted
appraisal report(s) and other gathered data that reaches an independent estimate of fair
and reasonable just compensation. When completed by a staff review appraiser, the
finding is also a final determination of the amount to be offered by the agency as just
compensation.

* Review appraiser

* Areview appraiser is an individual with the agency-delegated administrative responsibility
to ascertain final determinations, to accept appraisals, to approve appraisal estimates of
just compensation, and, if the review appraiser is an agency review appraiser, to
recommend an amount to be offered by the agency as just compensation.

» As such, any discussions, questions or concerns regarding the valuation process,
data analysis, appraisal technique or any appraisal related issue should be
processed through the reviewer assigned to the job. Shopping of answers to other
reviewers or the Section Head is prohibited.

14.3 Function and Purpose of Review

14.3.1 Protect the Interests of the Public

A qualified review appraiser should examine all appraisals to estimate the amount to be offered
by the agency as just compensation and to ensure that the appraisals are fair, reasonable, and
meet applicable appraisal requirements.

14.3.2 Protect the Interests of the Property Owner

The review appraiser must also ensure the appraisal analysis is fair and reasonable as it relates
to the effect of the proposed acquisition on the remaining property. This includes review that
determines the existence of uneconomic remnants.

14.3.3 Provide an Approved Estimate of Just Compensation
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An ARDOT review appraiser, local public agency review appraiser, or administrator using
appraisals and other data as required shall establish an estimate of just compensation to be
offered for the purchase of property under eminent domain.

14.3.4 Provide Consistency of Values

In projects involving multiple properties or ownerships, the review appraiser is to maintain a logical
consistency from property to property in the amounts paid for land, improvements, and damages.
Of special concern are projects using more than one appraiser and the differences resulting from
independent analyses of neighboring properties.

14.3.5 Maintain a High Quality Appraisal Product

o Prior to the acceptance of an appraisal, the review appraiser requests that the appraiser
make all necessary corrections and revisions.

¢ Any discussions, questions or concerns regarding the valuation process, data
analysis, appraisal technique or any appraisal related issue should be processed
through the reviewer assigned to the job.

e The review appraiser may provide technical advice and instruction or other training in
order to improve the appraiser's technique and ability.

¢ The review appraiser may recommend reference materials or courses of study to improve
an appraiser's product.

e At the conclusion of a project, the review appraiser may issue a written critique of the
appraiser's performance as an aid to the appraiser and to the agency administration.

14.4 Review Appraiser’s Duties
14.4.1 Report Review and Acceptance

The review appraiser independently performs a review of all appraisals and other submitted
reports to determine the soundness of the appraiser's opinion of fair market value, to ascertain
the adequacy of the appraiser's supporting data and documentation, to examine the logic of the
appraiser's analysis, to establish whether the appraisal report conforms to the provisions of this
manual, to decide if adequate consideration was given to all compensable items of damage, and
to verify the exclusion of items that are non-compensable under Arkansas law.

The appraisal review function consists of an all-inclusive evaluation of appraisals. Factually
presented data and calculations may be spot-checked for accuracy (sometimes by a subordinate
technician). Appraisal reports are to be critically evaluated in all respects, with validity and
reasonableness of the estimate of just compensation being a principal focal point. Subject
properties should be inspected by the review appraiser along with the comparable sales and other
data presented in the appraisal report.

If additional documentation, correction, or revision to an appraisal report is required, the
review appraiser may return the appraisal report and require the appraiser to make the
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appropriate changes before resubmitting for continued review. When returning the
appraisal report, the appraiser must be made clearly aware of the issues found by the
review appraiser and must understand the clarifications, corrections, or additions
requested. This may be done either by letter, or verbally with a memo to file. If there is insufficient
time to allow the appraiser to make changes, or when the review appraiser and appraiser are not
in agreement, the review appraiser shall provide the corrections or additions necessary as part of
the written review.

The review appraiser shall reject, accept, or approve appraisals submitted and shall approve an
estimate of just compensation for the property under appraisal. The approved value may be the
same as or different from that of the appraisal report. When a different value from that of the
appraisal is approved, the review appraiser’s report shall document the new estimate of value.
The review appraiser may either accept all or parts of one or more of the submitted appraisal
reports; they may reject the same, depending upon their independent findings and conclusions.
The review appraiser may accept or reject the appraisal reports in total. When the reviewer
establishes an independent value conclusion in lieu of approving the value conclusion of a
submitted appraisal report, the reviewer becomes the appraiser, but no subsequent independent
appraisal review is required. The review appraiser discusses the appraisal deficiencies with the
appraiser prior to establishing an independent value estimate.

14.4.2 Estimate of Just Compensation

An ARDOT review appraiser or local public agency review appraiser has the authority and
responsibility to independently approve an estimate of just compensation for the acquisition of
property.

The approved value may be the same as or different from that of the appraisal report. When a
different value from that of an appraisal report is approved, the review report shall document a
new estimate of just compensation.

On the basis of additional information, the reviewer may subsequently adjust the approved
estimate of just compensation by preparing a new review report giving reasons for changes made.
An appraisal prepared for property owners and submitted to the agency may also be considered
when the review appraiser reconsiders the approved estimate of just compensation.

A contract review appraiser may provide appraisal acceptance and fair market value appraisal
review determination, but the agency remains responsible for the final determination of the
amount to be offered as just compensation.

14.4.3 Allocation of Just Compensation

The appraiser is to allocate an estimate of just compensation, concluded in a detailed before and
after appraisal (long form) or an uncomplicated appraisal (short form), noted on the Allocation of
Just Compensation portion of the appraisal. The allocation is to be based upon either the
appraiser’'s conclusions and opinions as stated in the report or the review appraiser's
interpretation of the market data.
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14.4 .4 Written Review

The review appraiser may prepare a written appraisal review for each parcel where an acquisition
appraisal has been prepared. The Review Appraiser's Report shall be used. All information
requested by that form shall be furnished or indicated as not applicable.

Immediately following the written narrative portion of the report, the form shall be signed by the
review appraiser and dated.

The review appraiser’s report shall identify the appraisal reports as reviewed, document the
findings and conclusions reached during the review process, and identify each appraisal report
as rejected, accepted (i.e., it meets all requirements but is not selected as approved), or approved
as the basis for the amount believed to be just compensation.

A signed and dated Certification of Review Appraiser shall be attached to all appraisals.

When one of two or more appraisal estimates or a value different from that of any appraisal report
is approved, the review appraiser’s report shall explain the estimate of just compensation. If the
review appraiser's own value is approved, the review appraiser shall prepare an Appraisal
Review, sign it as the review appraiser, and place a copy in both the office files. No subsequent
review is required.

When written reviews are prepared, an original of the review report, together with a Certification,
shall be furnished. The original copy is attached to the appraisal and forwarded to the Acquisition
Section.

14.5 Suggested Appraisal Review Procedure

» Ensure that required forms, addenda, and exhibits are included.

* Ensure that calculations and mathematical procedures are correct.

* Physically examine the subject and all the primary market comparables cited.

* Analyze the data and conclusions for adequacy, logic, and procedure.

» Determine if the appraisal adequately addresses issues.

» Compare the documentation and report requirements with those in the appraisal.

+ Verify that the manual requirements and contract instructions have been fulfilled.

* Determine if there are uneconomic remnants.

+ Determine if any non-compensable items have been included in the report.

* Reach an independent opinion of the probable range of market value and just
compensation that confirms or refutes the value(s) in the appraisal.

» Seek clarifications or corrections (return all copies of the appraisal).

* Reexamine the corrected appraisal.

+ Examine specialty reports; check for sufficient identification for each item noted.

» Determine if a monetary duplication between the appraisal and specialty reports exists.
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»  Write the appraisal review confirming an amount to be offered as just compensation and
noting the relationship between the specialty report and the appraisal.

* Complete the required appraisal review forms. When approving one of two or more
appraisal reports, give specific reasoning for selection.

* Prepare residential portion breakouts for use by Relocation Assistance and an estimate
of economic rent, if requested.

« Transmit completed files to the party responsible for acquisition activities.

*  Write the appraiser's critique.

» Retain copies of review notes, reports, letters, and critiques for personal files.

* Retain copies of any item or document considered to be of crucial importance in the event
that it is needed for future reference.
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Chapter 15: Conflicts of Interest & Outside Employment

15.1 Purpose

The purpose of this chapter is to identify and address activities that constitute conflicts of interest
in waiver preparation, appraisal or appraisal review. Further, guidance is offered regarding
employment outside of the ARDOT, both generally and specifically in the appraisal field.

15.2 Conflicts of Interest

o No Appraiser or Review Appraiser shall have any interest, direct or indirect, in the real
property being appraised that would in any way conflict with the preparation or review of
the appraisal.

e The person preparing the waiver valuation or the person approving the waiver valuation
shall have no interest, direct or indirect, in the real property being valued.

¢ Payment and fees for making an appraisal or preparing a waiver valuation shall not be
based on the amount of the valuation.

o No Appraiser or Review Appraiser shall act as a negotiator for real property, which that
person has appraised or reviewed.

e An appraiser or acquisition agent may act as the negotiator for real property, for which
that person has prepared a waiver valuation.

15.3 Outside Employment — General

¢ When individuals accept employment with the Department, they agree not to accept
employment or self-employment if it conflicts with the Department’s interest or adversely
affects their availability and usefulness as an employee of the Department.

o Employees shall avoid acquiring any business interest, engaging in outside employment
or participating in any activity outside the Department that would conflict with his or her
official duties.

15.4 Outside Employment - Appraisal
e Appraisers employed by the Department of Transportation may not accept any appraisal

assignment where the property to be appraised is affected by a highway project at the
present, or in the foreseeable future.

o No employee will be permitted to accept appraisal assignments from any other
condemning authority or any individual or firm doing business with the Department of
Transportation.

e Qutside employment must not involve the use of any State-owned property or equipment.
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Chapter 16: Sales Brochure Development

16.1 Introduction

The fundamental concept underlying the various approaches to value is the concept of
substitution. In order for the principle of substitution to work knowledge of the market and
comparable sales data must exist. The Sales Brochure is the collection of various comparable
sales and other market data compiled in one location. Each ARDOT project, which requires
appraisals for property acquisition is to have a completed Sales Brochure. The Sales Brochure
promotes project consistency, correlation and efficiency.

The purpose of the Sales Brochure is to provide the basic data to perform the analysis, studies
and narrative explanations necessary to support the appraiser's reasoning and conclusions
reached in each of the appraisals for the given project. The Sales Brochure is foundation upon
which each completed valuation report is built. The importance of the Sales Brochure cannot be
overemphasized as it is considered ingredient to each valuation report and the correlation of the
completed for the project. The stability of the value conclusions depends on the care and
thoroughness of the appraiser(s) assembling the Sale Brochure.

The content of the Sales Brochure is intended to reflect the scope and complexity of the project it
represents. The Sales Brochure serves the common need of Appraisers, Review Appraisers and
other right of way personnel assigned to a project. The Sales Brochure may also be used by
other outside the ARDOT for various purposes.

16.2 Sales Brochure

The Sales Brochure is composed primarily of verified factual data of compiled information that
assists the appraiser by serving as a reference for the basis for making comparison and
adjustments. The appraiser uses the data found in the Sale Brochure to develop critical analyses
in the formation of paired sales, studies, graphs, charts or tables, performed in the appraisal
reports, realty evaluations or other documents completed by the appraisers working on an
ARDOT project.

In addition to the collection of factual data of sales information the Sales Brochure may include
other general data gathered in support of the preparation of real property valuations foran ARDOT
project.

Primarily, the Sales Brochure is use as the basis for the sales approach, which is the most
commonly used and easily understood appraisal method for the presentation of market value and
just compensation. The cornerstone of the sales comparison approach is the principle of
substitution. This principle states that a buyer would not pay more for a property than what they
would pay for an equal substitute. Greater reliance is most often placed on this approach over
any other approach used in traditional appraisal practice.

The market approach is the only approach required for most appraisals by the ARDOT. It is
therefore imperative that sufficient relevant market data is gathered for analysis in order to provide
a sound basis for the conclusions of the reports.

When two or more tracts for a project share aspects or characteristics that must be addressed in
the appraisal, certain data should be collected, compiled, analyzed and submitted as part of the
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sales brochure. In this way this information may be incorporated by reference into each
appropriate appraisal for the ARDOT project.

16.2.1 Responsibility for Compiling the Sales Brochure

The Sales Brochure is produced under oversight of a Reviewing Appraiser and may be prepared
by staff appraisers or fee contract appraisers. Usually a senior appraiser will lead the effort to
compile the Sales Brochure, if more than one appraiser is assigned its development. The
compilers task is to identify properties that have sold recently in the area of the project and to
collect basic information about the terms of the sales and the physical characteristics of the
properties. The Sales Brochure compilers will examine and review all market data found in the
Sales Brochure.

Itis essential to inspect all verified sales or sales information included in the Sales Brochure. The
sale should be inspected at the earliest opportunity. Sales information is considered reliable only
when the facts are verified by personal contact with agents to the transaction, most preferably the
buyer or seller. Not every sale can be confirmed by direct contact with the buyer or seller. In such
instances, the Appraiser will verify the transaction facts with the real estate broker or agent or
perhaps an attorney representing the either party.

The source of verification will be identified on the comparable data sheet. The date of verification,
the means of verification and the date of sale will be listed on of each of the individual sales sheet.
The date the deed of transfer and not the date of recording, should be considered the date of
sale.

16.2.2 Content of the Sales Brochure

The content of the Sales Brochure is intended to reflect the scope and complexity of the project it
represents. The complexity, the level of detail and corresponding effort necessary to complete
the Sales Brochure varies with the number of parcels on the project, the range of uses, the type
o