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Digest:  

This chapter has been recoded from a 1-digit chapter to a 2-digit chapter.

21.1 - Revises the direction previously found in section 2.11 concerning timber contribution and value to private open market standards.

21.11 - Establishes new guidance for development of timber cruise plans.

21.12 - Establishes new guidance for development of timber check cruises.

21.13 - Establishes new guidance for timber cruise updates.

Digest--Continued:  

21.2 - Clarifies the requirements of the unit rule that property is appraised as a whole rather than the sum of the values of the various physical components or property interests.  This direction was previously found in section 2.12.

21.3 - Incorporates without revision direction previously found in section 2.13.

21.4 - Removes use of Forest Service volume tables from appraisals of timberlands.

21.41 - Removes use of the summation method in the sales comparison approach and clarifies use of allocation and abstraction.  Clarifies use of contributory values in consideration of timber values.

21.41a - Adds a new caption “Allocation and Abstraction Techniques” (previously titled “Summation Method”) and allows the use of allocation and abstraction techniques when there is sufficient market data to support their use.

21.42 - Removes the analytical method as an unacceptable approach and revises other components of the income approach previously found in section 2.16a, paragraphs 1 through 12.

21.42a - Revises pond value method by removing use of linear regression or empirical analysis.

21.42b - Clarifies use of public agency timber sales for use as market data.

22 - Adds consideration for contributory values of recreational uses to grazing land and ranches.

22.12 - Adds contributory to depreciated replacement value of improvements associated with grazing land and ranches.  Removes lump sum adjustment for the cost approach.

22.13 - Adds consideration of income from recreational activities in the income approach for grazing land and ranches.

22.14 - Revises market data to sales comparison.

22.2 - Clarifies use of leases on Government land associated with comparable sales.

23 - Clarifies consideration of potential mineral production in valuation of mineral properties.

23.2 - Clarifies components of value and their contribution as part of the overall property value for mineral properties.

23.51 - Establishes use of analytical, engineering, or present value method as an inappropriate method to value.

23.52 - Removes condemnation from the royalty method.
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21 - TIMBERLAND AND FORESTED PROPERTY

21.1 - Timber Contribution

When appraising forested properties, seek the value of the property as a whole, not the separate value of the timber or the land.  For appraisal purposes, the timber has value only to the extent that it enhances the value of the property.
Only the timber that could be harvested under existing State forest practice rules, or other applicable jurisdictions, may be appraised as of the date of value.  Volume adjustments shall be made for timber retained for riparian, wildlife, or other purposes.  These volume adjustments may be designed into the cruise, based on the stand table or, in some cases, an acreage adjustment may be appropriate.  Volume adjustments shall be documented in the cruise report.  Timber that must remain under the existing rules, but may be harvested at a later time, shall be grown to the time of harvest using the site index, discounted to present value.  The costs associated with meeting reforestation requirements, including site preparation, shall be included in the valuation.

When instructions are given to appraise commercial timber on separate parcels, allocate contributory value to each parcel as each would contribute to the whole-property value, except in assembled land exchanges.  To have separate value, the timber must have potential to produce income.  To have separate commercial value, the standing timber must meet the following criteria:

1.  The property must produce timber products that are marketable in the area.  Merchantable timber, large enough to produce saleable products, derives its value from the value of such potential products.  Appraisers must know what products are present on the tract and what products are marketable.  Estimate a contributing value for the merchantable timber only if marketable products are present and are saleable.  Pre-merchantable timber may or may not have contributory value to the property.  In some cases, pre-merchantable timber is included with the value of the land.

2.  There must be sufficient volume per acre to permit profitable harvesting.  Logging and road construction costs per unit of volume tend to increase as volumes per acre decrease.  Therefore, regardless of total volumes available below certain practical minimum volumes per acre, unit costs are too great to provide a margin for profit.  Those minimum volumes per acre vary inversely with the timber values.

3.  The total timber volume must be sufficient to attract buyers.  Estimate timber value separately using the income approach to determine if it is possible to harvest timber profitably or use the sales comparison approach and apply local practice as the guide to determine whether a specific volume is sufficient to attract a buyer.

In addition to total volume and stand density, factors affecting the value of timberlands include volume distribution, species and grade composition, physical features of the tract, logging and hauling costs, accessibility, and site index.

4.  Use market practices for acceptable cruise standards and sampling error.  Design the timber cruise as if the timber were to be sold on the private open market.  Consider whether the commercial timber will be sold on the domestic or export market and measure and grade the timber accordingly.

21.11 - Development of the Cruise Plan

Develop a cruise plan prior to the timber cruise and appraisal of property(ies) for properties meeting criteria in section 21.1.  The assigned staff review appraiser and the Forest Service check cruiser shall be involved in the development of the cruise plan.  In exchange cases, all parties to the exchange should develop the plan and a copy of the cruise plan shall be included in the Agreement to Initiate (ATI).

The cruise shall document the analysis undertaken to determine “current market practices” for the area and timber type.  At a minimum, this analysis shall include a discussion with private foresters who practice in the area.  The objective is to base cruise standards and sampling errors on private market expectations in the area when timber is sold with the land.

At a minimum, the cruise plan should include:

1.  The cruise procedures to be used.

2.  Definition of the sample populations.

3.  Sampling error.

4.  Merchantability specifications and measurements.

5.  Area map.

6.  Defect and grade rules.

7.  The cruise program to be used to compute estimated net volumes.

In exchange cases, the same cruise program shall be used for both the Federal and non-Federal lands.

The sampling error may be dependent on the cruise program used.  However, appropriate statistical formulas shall apply to the whole cruised area.  As a guideline, low to moderate timber values should have a maximum sampling error of 10 percent or less.  High value timber should have a maximum sampling error of 5 percent or less.  If a different sampling error is deemed appropriate, the cruise plan shall include documentation supporting the different sampling error.

21.12 - Check Cruises

21.12a - Items Provided to Check Cruiser

At a minimum, the following items shall be provided to the Forest Service check cruiser by the cruiser:

1.  A copy of the plot data.

2.  A copy of the sort and grade table.

3.  A copy of the timber volumes by type and total for the cruise.

4.  A copy of the statistics table.

5.  Stand type and plot location map.

6.  An inventory of the parcel(s) including acres of merchantable timber, young stands, riparian areas, roads, brush, and non-forested land that equal the legal acreage.

7.  A written timber cruise report documenting the timber description, sampling methods, cruise specifications, and results.

21.12b - Components of a Check Cruise

Check cruises should be designed to check a comprehensive sample of the original number of sample units and should be dispersed throughout the cruise area.  There are two components to check cruising, the cruise plan and field measurement checking.

1.  Cruise plan.  Review for compliance with minimum content standards.  Review documentation for special or unusual on-the-ground conditions, merchantability standards, product specifications, grading rules or other cruise direction, for correctness and accuracy.  Verify calculation of sampling intensity.  If unexpected timber stand conditions require a change in cruising method or sampling intensity, ensure the cruise plan is amended and those changes are completed.

2.  Field measurements.  Conduct a field check to ensure compliance with the cruise plan and to verify measurement accuracy of the cruise.  Check for such items as appropriate measurement, tree count, height measurements, sorts, number and location of plots, defect, and grading.

A check cruise may be performed during the cruise or soon after completion of the cruise.  The check cruise should be completed as soon as possible, if performed after the cruise to ensure consistency of plot conditions.

21.13 - Timber Cruise Updates

Cruise data may be updated within two years of the cruise by using average net growth factors for the species and site conditions unless one of the following occurs:

1.  The change in volume exceeds 15 percent.

2.  There are unusual weather conditions, such as ice storms, drought, floods, and so forth.

3.  There are significant changes in stand conditions due to fire, insect infestation, or disease.

4.  There is significant change in market conditions for demand for one or more products.

It may be necessary to consult with the Washington Office mensurationist to more reliably determine the appropriate methodology for updating the cruise data.

The timber shall be re-cruised when two or more years have passed since the last timber cruise, except when specific market data dictate a shorter or longer time between re-cruises.  Re-cruises that are longer or shorter than two years shall be documented in the appraisal and review reports, along with the cruisers' and check cruisers’ names, the percentage cruised, and the most recent check cruise comparison for each cruiser in the appraisal report.

21.2 - Unit Rule

Follow the unit rule that requires appraisal of a property as a whole rather than as the sum of the values of the various physical components or property interests.

21.3 - Highest and Best Use

In analyzing highest and best use, determine whether:

1.  The land is chiefly valuable for timber production.

2.  The timber present would have separate value if removed or whether removal of the timber would impair the land for other uses and result in lower value.  In some instances, removal of only a part of the timber cover may affect the highest and best use.

21.4 - Acceptable Appraisal Approaches

To appraise timberland, use the sales comparison and income approaches as appropriate.  In using either approach, ensure that timber is cruised to the utilization standards applicable to that market area.

21.41 - Sales Comparison Approach

Wherever relatively recent sales of timbered properties essentially similar or comparable to the appraised property are available in the market area, use the sales comparison approach.  Units of value shall include consideration of all accepted pricing units common in the market such as overall price per thousand and total price per acre.

21.41a - Allocation and Abstraction Techniques

Allocation and abstraction techniques may be used when there is sufficient market data to support their uses.

1.  Allocation.  Use the separate contributory values assigned to timber and land in timberland transactions as the basis for assigning separate contributory values to the appraised timber and land.  Reconcile a total indication of value including both land and timber.

2.  Abstraction.  Where volumes per acre differ, search for the contribution value of timber and recognize that normally, because of lower logging costs, the contribution value of the timber per unit increases as the volume per acre increases.

21.42 - Income Approach

Consider the following when utilizing the income approach.

1.  Stump-to-Truck Costs.  Estimate appropriate felling, bucking, skidding, and loading costs for the volumes per acre, timber size, and other conditions resulting from harvest.
2.  Road Costs.  Base road costs on the standard a typical logger in the area would use to construct roads to harvest timber from private lands, subject only to any restrictions imposed by State law.  Forest Service standards usually do not apply to road costs or to other appraisal elements such as reforestation, soil stabilization, and so forth.

3.  Administrative Costs.  As indicated by local practice, include the estimated cost to the landowner for estimating volume, advertising, and administration.

4.  Lumber Selling Price.  Base the lumber selling price on the most recent data for the market area.

5.  Adjust for Landowner Costs and Profit.  Estimate the price a buyer would pay for the timber.  Selling the timber entails additional costs for administration, a local consultant to determine volume, timber sale contract administration, and taxes.  Also, the seller expects a profit.  Recognize that it takes time to sell and harvest timber.  During that time, the owner has holding costs on the land.  An appropriate profit ratio or rate of return should recognize the risk of fire, insects, windfall, higher logging costs, higher interest rates on working capital, delays caused by bad weather, and changing product prices.

6.  Harvest Liquidation Period.  Timber appraisal for whole property appraisals such as land acquisitions or exchanges reflects value on a liquidation basis, rather than as harvest under Forest Service timber management plans.

Use the volume present on the property and the rates of absorption by the private market to calculate the harvest period.  Assume a practical harvest period as demonstrated by supply and demand analysis of the market.  Determine how much timber could be cut from the tract each year and how much could be milled locally without upsetting the existing price structure.
7.  Interest Rate and Discount Rate.  Use the market to determine the applicable interest or discount rate for net income.

8.  Capitalize or Discount.  Discount the future periodic annual income to present worth. using the inwood annuity method and factors.  If stumpage sales require payment in advance of cutting, use the payment-in-advance discounting method.

Consider whether sales are to begin in the first year or if there is to be a deferment period for cruising, sale layout, contract sale advertisement, and so forth.  Be consistent with the appraisal premises and discount the actual cash flows as they are to occur.

Recognize that certain administrative and landowner costs recur annually.  The discount rate should reflect an appropriate return to an investor in timber and be commensurate with the risks.

21.42a - Log Conversion by the Pond Value Method

Value timber by analysis and comparison to prices paid for logs delivered to the mill.  Estimate the most probable price over the harvest period by analyzing pond prices over the past year or more.  Deduct logging and hauling costs; then deduct landowner costs and profit.

21.42b - Stumpage Sales Method

Value timber at the price it could command if sold separately from the land.  Value land as if it were sold separately after the timber harvest.  From the sum of the timber and land values, deduct required costs for selling the timber; reforestation costs; taxes; cruising costs; administrative costs; selling costs and other legal costs; holding costs (interest or return on the investment); and profit.  What remains is the value of the property--land and standing timber.

Estimate the stumpage value or price by comparison to sales of similar stumpage with adjustments for differences such as logging costs, access, species distribution, and quality.  If sales of private stumpage are insufficient or inappropriate for comparison, consider public competitive sales, adjusted appropriately for terms and conditions.  Paired sales analysis is essential to support this adjustment.  The paired sales may be from out of the immediate market area.

When using Government sales, recognize that the bid price is not cash terms.  In fact, a buyer of Government sales seldom pays the actual bid price.  Adjust the bid price for requirements such as erosion control, slash disposal, and reforestation that are not typical in private sales.  Consider the need to adjust price for cash equivalency as Forest Service sales and many Bureau of Land Management and State sales are made on a pay-as-you-cut basis rather than in lump sum cash payments.
22 - GRAZING LAND AND RANCHES

In appraising grazing land, first consider grazing capacity, the capability of the land to support livestock satisfactorily on a long-term basis.  Range condition, season of use, class and kind of livestock, suitability for grazing, system of management, adequacy of range improvements, productivity of the land, and similar items are all important elements that affect grazing capacity.  The value of grazing capacity depends mainly on the demand for it.  Consideration must be made for the contributory value of recreational uses, such as hunting, fishing, dispersed camping, hiking, and so forth.

To compare values of grazing lands, it often is necessary to reduce sales transactions and the subject to a common denominator such as animal unit.  Conversion factors may vary depending on the locality, age, and size of animals involved, and other considerations.

Recognize that in many areas, the rate of return on some ranch investments is less than interest on bonds, stocks, or savings accounts.  For some owners, ranching provides a tax advantage; for others it may be the only way of life that appeals to them.  Where such market conditions exist, do not rely on the income approach; the sales comparison approach is most valid.

22.1 - Appraisal Approaches and Methods

22.11 - Direct Sales Comparison Approach

Determine grazing capacity by applying the same criteria used on similar private lands.

22.12 - Cost Approach

Estimate land value through comparable land sales and then add the contributory depreciated replacement value of the improvements to arrive at the total value.

Adjust for improvements on the basis of improvement costs per acre, per animal unit, or as a lump sum.  Adjustments for improvements per acre or animal unit factor out any size differences in the properties being compared.
22.13 - Income Approach

Develop the income or earnings approach based on (1) land rental, (2) owner-operator earnings analysis, or (3) income from recreational activities.

22.14 - Animal Unit Method

Either the sales comparison or cost approach may be used to implement the animal unit method.  The term "animal unit" refers to the investment made to support one animal for a specific time (usually 1 cow for 1 year).  Use the animal unit method to estimate the value of large units that involve valuable improvements, leases, and other conditions that are difficult to factor out.

22.2 - Effect of Leases

Subtract the leasehold effect or value from the sale price to find the value attributable to the land involved in the sale when using comparable sales in a sales comparison approach.

Grazing privileges or leases on Government land have value in the private market even though the Government does not recognize their contribution to value.  Their contributory value may not be reflected in the value of the ranch property.

Do not use ranch sales that involve one or more types of leases in appraising lands for Forest Service purposes without adjustment for the leases.  Often, buyers and sellers specify the amount that the leases or grazing permits contributed to the sale price.  Deduct those amounts from the sale price to derive the price of the real estate.

Abstract the values of the leases from the sale prices by using prevailing prices paid for the sale of animal unit months in other ranch and grazing lands transactions.

23 - MINERAL PROPERTIES

Any property from which one or more minerals (including oil, gas, and geothermal) could be economically produced may be a mineral property.  Property has mineral value only if the real property market recognizes that value.

Minerals may have significant independent value, but removal and marketing may be so costly that the net contribution to the whole property is negligible.  On the other hand, removing the mineral may reduce the property value so significantly that its net contribution is nil when the cost of production, marketing, and delivery exceed the economic value of the resource.  In such cases, the highest and best use of the property likely is not mineral production.

Consider that the market value of minerals may not depend solely on their known presence.  Market value may be recognized based on demonstrated anticipation of new uses, technical mining changes, or perceived potential for the occurrence of a valuable mineral deposit on the property.  Consideration for present or potential mineral production shall be based on facts showing that the physical and economic possibility of such activity would be reflected in the price agreed upon between a willing buyer and seller having knowledge of all such characteristics.  Private demand for the land for mineral exploitation shall be a substantial probability before the appraiser may introduce evidence relating to value for that use.

23.1 - Consult Mineral Experts

To determine whether mineral potential and value are more than nominal may require advice of specialists.  On properties where minerals, oil, gas, or geothermal potential appear to have more than nominal value, obtain advice and assistance from minerals experts, such as mining engineers or geologists, to help evaluate the contribution of the minerals.  Appraisers will include a mineral report from the appropriate qualified minerals specialist and will consider those findings when appraising public domain lands.  Mineral reports may also be necessary when appraising any property to evaluate the contribution of minerals and to determine surface impact if the minerals are extracted.

23.2 - Apply Unit Rule

Where the potential for the occurrence of a valuable mineral deposit is alleged, market value is the value of the property as a whole in light of all its attributes.  This is not the sum of the values of its components, segments, or potential uses.  However, do not preclude evaluation of all components in arriving at the overall value of the property.  Appraise mineral property as a whole and include contributory mineral values as part of the overall property value.

23.3 - Mineral Property Valuation

Depending on the availability of comparable sales, value potential mineral property or a developed mine and business by sales comparison or by the income approach.  Whether selecting comparable sales or estimating income, the appraiser must reasonably estimate the size, shape, position, and grade of the deposit.  Examine the property to determine quantity and quality of reserves, mineability of the deposit, access to the property for mining purposes, surface conditions affecting mine development, costs, markets, and the stage and extent of mining-related property improvements (exploration, pre-feasibility, feasibility, or production).  It may be necessary for the appraiser to consult with a qualified minerals specialist or mining engineer regarding these characteristics.

23.4 - Direct Sales Comparison Approach

Mineral rights may have ascertainable market value.  Estimate market value by the analysis of market data.  Use either the last sale of the subject, adjusted for changes in conditions, or comparable sales or quotations, adjusted as appropriate.  Inspect or inventory the property consistent with the inspection or inventory of comparable sales.  Valuation may require data from other areas.  Categorize each comparable sale and the subject property in terms of its stage and extent of property improvement, and rate each property in terms of the property’s attributes such as access, surface conditions, reserve quantity and quality, and mineability.  Use these ratings to assist in estimating the value of the subject property.

23.5 - Income Approach and Methods

Valuation by the income approach assumes mining and extraction of the mineral product and is based on the concept that the property must provide a return of and on capital.

Within the income approach, use the royalty method to appraise mineral properties.  Do not base value on the estimated gross quantity of mineral substance multiplied by a unit price.  Such a value estimate is unacceptable.

Use the income approach only in areas where the kind, amount, selling price, costs including royalty payments, and interest rates can be identified.

23.51 - Analytical, Engineering, or Present Value Method

Economic analysis, also known as the analytical, engineering, or present value method, bases values on earning capacity or potential profitability.  Because this method reduces the estimated future earnings to present value, it also is referred to as the present value method.  This is not an acceptable method under Federal appraisal standards.

23.52 - Royalty Method

Royalty is payment to the owner of mineral rights for the privilege of mining and producing the mineral.  Royalty applies only to operations where two parties (the owner(s) and the operator) are working the property by joint agreement.  The owner(s) of the mineral rights, or fee, is the lessor; the operator is the lessee.

To use the royalty method, estimate the value of mineral rights by capitalizing the net royalty to the fee owner of the minerals.  The royalty, however, should not carry a risk rate as high as the operator's profit.

_1019647627.doc
[image: image1.png]UAS







