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Every appraiser, who listens to
what the market is saying, knows

if prices are changing. When prices
are declining, you notice there are
fewer and fewer sales, inventory is
rising, home builders are cutting
prices, etc. When they are going up
there are multiple offers over list, lots
of sales/resales, etc. 

I have always thought that time
adjustments are the easiest to make.
Sale/resales, listings that expire and
are relisted, expired listings, newspa-
per articles, etc. But, lenders seem to
have not "wanted" them. 

The recent Fannie Mae letter, dis-
cussed in the August issue of
Appraisal Today, put more emphasis
on market conditions, especially in
declining markets. 

This article does not include details
on how to make time adjustments, as
that information is readily available
elsewhere, but focuses on what
lenders want. 

What lenders want has switched
180 degrees. When prices are
increasing, appraisals at the high end
of the acceptable value range are
often okay. Today, lenders want con-
servative appraisals. 

Why didn't lenders "like" time
adjustments in the past?

Yes, in the past, lenders were very
reluctant to purchase loans if the
declining box was checked. I was not
able to find a good answer for this
question, except that it has been
around for at least 30 years.  

Today, there is lots of readily avail-
able price information, so lenders
know when prices are declining in a
region, state or city.

Will lenders purchase loans with
declining price box checked?

Yes.
Per Fannie, "Fannie Mae purchases

mortgage loans in all markets across
the country, including those in a
declining market. 

When speaking with chief apprais-
ers at lenders, all said their compa-
nies purchased loans with the declin-
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ing box checked. AMC chief apprais-
ers said their clients will purchase
them also. 

Fannie Mae guidance
Many lender's are using Fannie

Mae's July 13, 2007, 5-page
Announcement 7-11, Collateral
Valuation Practices and Declining
Markets as a guide for price changes:

"There is no standard industry defi-
nition of what constitutes a declining
market. It is within the appraiser's
and lender's discretion to determine if
the appraisal accurately reflects the
current market conditions. In general
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terms, a "declining market" is one in
which home prices are currently
declining."

"There are several services avail-
able that can be used by lenders and
appraisers to assess the current mar-
ket conditions, including: 

"S&P/Case-Schiller® Index. This
index relies on purchase price and
related information obtained from
county assessor and recorder offices.
A subscription is required."

"Office of Federal Housing
Enterprise Oversight (OFHEO)
Index. This index uses data from
conforming, conventional mortgages
provided by Fannie Mae and Freddie
Mac, and includes both purchase and
refinance information. Lenders
should use the index based on pur-
chase loans only for indications of
market decline. Purchase-only index-
es at the state level can be found at
www.ofheo.gov/download.asp." 

"National Association of REAL-
TORS® (NAR) statistics on changes
in median prices. NAR releases sta-
tistics on state-by-state existing-home
sales and metropolitan area median
home prices each quarter."

What about sales of loans to Wall
Street with declining prices?

Mortgage brokers originate loans,
which they fund through convention-
al lenders and mortgage bankers.
These lenders sell their loans to
Freddie, Fannie, and Wall Street.
They are all well aware of declining
prices in some areas. 

The lenders and mortgage bankers
sell their loans in packages. Wall
Street reviews these packages for
risk, using mass AVMs. 

If appraisals don't show declining
prices, or an explanation of a stable
or increasing market, they are less
reliable, as knowledge of declining
markets is widespread. 

What about mortgage brokers?
Many, if not most, lenders and

mortgage bankers purchase loans in
declining markets, or they wouldn't
be making many loans today. The
loans are higher risk and provide
Wall Street investors with higher
yields.

Mortgage brokers can find some-
one to fund their loans if the declin-
ing price box is checked. 

If a mortgage broker won't accept
appraisals with declining price
marked, and prices are declining,
they may have difficulty selling the
loan as everyone reads the newspa-
pers. 

How can appraisers find out which
markets are designated as
declining?

Case-Schiller, NAR, and OFHEO
only use very aggregated data, such
as for an MSA or a state. Your local
markets may, or may not, be the
same. Case-Schiller is by paid sub-
scription. OFHEO data is difficult to
use. NAR data is free, but aggregat-
ed. 

I recommend doing an analysis of
your local market. 

Which markets are most likely have
decreasing prices?

Markets with new home competi-
tion, investor sales, and a slow econ-
omy are most likely to change. 

New home builders are the first to
start cutting prices on their standing
inventory. Investors try to unload
their homes or rent them in a very
competitive rental market. A slow
economy means that home owners
who have financial difficulties and
need to sell will have difficulty. 

What if you are reluctant to make
time adjustments?

Changing the way you do
appraisals is a hassle. But this change
makes the appraiser very valuable to
lenders. 

Appraisers' primary mission has

always been to provide unbiased
opinions, of real estate markets, prop-
erty conditions, values, etc.

Today's very segmented markets
make appraisal analysis more
valuable to lenders 

In many parts of the country, the
market is very segmented. Often, first
time home buyer price ranges are
declining and move-up markets are
stable to slightly increasing. See the
examples below. 

Only appraiser knows the
neighborhood

Everyone I spoke with at lenders
said they are counting on the apprais-
er to know the neighborhood market.

How to provide support for time
adjustments (or not making time
adjustments?)

Examples of what lenders like to
see:
1. Graphs down to the zip code level
(some lenders).
2. Gridded listings and pendings
(some lenders).
3. Specific data and analysis on the
market segment (what they all want).

What lenders don't like to see in
appraisals:
1. Stable market checked with the
market is declining per national data
services and no explanation.
2. Sales over 3-4 months old.
3. Sales distant from the subject in
urban/suburban areas (so you can get
more recent sales). 
4. Newspaper articles as the only
support. 

Previous sales and listings of the
subject

Lenders mentioned that this is a
significant problem with appraisals
they review, particularly not reporting
a current or expired listing. This is
critical information in a declining
market. 
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Where to get graphs
1. See what graphs and statistics your
MLS provides. Unfortunately, most
don't include historic data on listings.
You will have to keep those statistics
manually. 
2. Zillow has good graphs for 1 year,
5 year, and 10 year graphs, down to
zip code level. To use it, go to
www.zillow.com, enter the subject's
address, when the "zestimate" pops
up, click on the address to go the
graphs and aerial photographs. See
how accurate it is in your markets.
My market is very volatile now, and
zillow is reasonably accurate, even
though there have been price drops
and increases. 

Markets in the process of changing
A few months ago, I did three relo-

cation appraisal in a market where
first time home buyer prices had
started declining six weeks previous-
ly. How did I know? Fewer and
fewer sales in 2007 as compared with
lots of sales in 2006, increasing
expireds and lots of price drops.

Unfortunately the other appraisers
who also appraised the homes com-
pletely missed the market. In reloca-
tion appraisals, typically there are
two appraisals done. 

If these appraisals were for a
lender, I would have included listings
priced lower than previous sales. I
didn't have any recent sales.  

Note on price changes per month
Often, prices don't change at the

same rate per month, but there is usu-
ally not enough data to show a
monthly change. For appraisal pur-
poses, we often use the average price
decline per month. 

Preliminary analysis example
For a simple analysis, just make a

chart of this data, filling in your own
numbers:
Today's 2 years  ago
Declining Increasing
Market Market
New Listings 100 50
Back on Market 10 2
Price Increases 0 6
Price Reductions 15 0
Pendings 4 150
Solds 15 65
Expired 35 2
Inactive 4 1

If prices are going up you will see
few expireds and price reductions. If
they are going down, you will see
price reductions, back on the market,
and few pendings. 

Sale/resales
Lenders like to see sale/resales of

the same property or a model match,
if available. Of course in a very slow
market you won't have many recent
sales. 

Examples of neighborhood data and
analysis

Here are a few examples:
1. In Quarter 4 of 2006, there were
15 condo sales (median sales price of
$150,000 and 20 listings (median
price $160,000) in the Elmwood
neighborhood in Berkeley,
California. In Quarter 2 of 2007,
there were 3 sales (median price
$140,000) and 40 listings (median
price of $145,000). This indicates a
price decline of $10,000, 6.6% for 6
months, or 1% per month (rounded). 
2. Time required to sell all the list-
ings. There are currently 100 listings
in Smallville, KY. In 2007, there
have been 5 sales per month. At that
rate it will take 20 months to sell the
current listings, indicating an over-
supply (absorption rate). 
3. If you don't have historic listing
data, you can use sales and expired
data from your MLS. In Quarter 4 of
2006, there were 45 sales of homes

priced between $250,000 and
$350,000, a median sales price of
$300,000 and 10 expired listings in
the Bellview neighborhood of
Knoxtown, TN. In Quarter 2 of 2007,
there were 15 sales of homes priced
between $250,000 and $350,000, a
median sales price of $275,000 and
30 expired listings. This indicates a
price decline of $25,000 (8.3%) or
1.4% per month. 

What about doing a more
sophisticated analysis?

If it is easy to understand, the
lenders would like to have it, but
none of the lenders mentioned it. 

Doug Smith's article on automating
residential reports has instructions for
setting up an Excel template. 

Remember the use of your
appraisal is for mortgage lending. A
litigation appraisal would have a
much more sophisticated analysis. 

How much time will all this take?
Once you get used to getting the

data, it should go very quickly, 5-10
minutes. Just develop a template and
fill in the data for neighborhoods. 

What if the appraiser makes no
time adjustments or comments why
no adjustments are made in an area
identified as declining?

The reviewer "cuts" the value. The
mortgage broker loses the deal. 

Where to get more information
The January, 2007 issue had an

article on appraising in a changing
market. The July issue had an article
on the new Fannie Mae guidelines.
The September issue had an article
on changing lender requirements. 

I'm working on a Special Report on
supporting market condition adjust-
ments, what lenders want, which will
include lots more information. The
price will be $10 for subscribers. 



of installing baseboard heater, the
appraiser highlights the item and
pastes it into an estimate after enter-
ing the quantity and unit (lineal foot).
Then the user highlights the electrical
installation cost and pastes that in the
estimate. The final step is to add
overhead and profit and the program
calculates a total estimate. The esti-
mate can be copied and pasted into
the report. 

For painting, siding etc, the user
enters amounts, whether lineal feet,
square feet, square yard etc. Learning
time is fast. Due to the set up the typ-
ical REO addendum, repairs must be
calculated separately. There is a way
to construct templates for frequently
used repairs such as roof replacement
or carpet replacement. The program
can be obtained from Craftsman
Book Company at: http://craftsman-
book.com/

Automating neighborhood market
analysis 

Appraisers are being asked for
more neighborhood market analysis.
The basic information format is about
the same in each report. Appraisers
report either sales activity for the last
year, the last 12 months or the last
three months against the sales from
the previous period. Information can
contain average or median sales
prices, listings and absorption rate.
While the specific information varies
from report to report the basic infor-
mation remains the same.  

There is a quick way to link a Word
document with an Excel Spread sheet
to enter the data that applies to the
subject neighborhood. A one-way link
is created that feeds the data from
Excel into the Word document.
Collect the information and fill in the
Excel spread Sheet. By linking the
pre-written Word document, the data

PAGE 4–©Appraisal Today–October  2007

By Doug Smith, IFAS

New underwriting guidelines are
impacting appraisers by requir-

ing more detail and content in form
reports. In REO appraisals appraiser
provides information about repairs.

After years of solid gains in pro-
ductivity from such things as digital
flood maps, laser measuring devices
and digital cameras, appraisers are
seeing these gains slipping away. 

By carefully focusing on the
process of reporting information for-
merly reported by a simple check-
mark and fill in the blank comments,
plus looking at new ways to derive
repair estimates, appraisers can be
better prepared to meet the new
demands of the present market. 

One after another, lenders are send-
ing additional report requirements.
Most national lenders like Wells
Fargo are requiring appraisers to grid
out listings as well as requiring more
recent comparables. Lenders are ask-
ing for more detail and market evi-
dence to support neighborhood mar-
ket conditions. 

The ERC community is issuing
requests for more detail on forecast-
ing issues particularly in markets that
are declining. 

After a long hiatus, REO apprais-
ing is now back on the scene with
additional work to prepare the REO
addendum and make repair estimates. 

For the last seven to eight years,
lenders accepted form reports with
check marks and fill in the blank
responses with a minimum of sup-
porting detail. With more detail
required, form reports now bulge
with more summary information that
formerly was just filed away in the
work file. 

These new lender requirements are
expanding report preparation time. 

In this article I will review some

ways to consider picking up the pace
of report preparation.

REO repair cost software
REO appraising has moved into the

forefront and with it the requirements
to prepare repair estimates. 

My repair estimate notebook is dog
eared and filled with information
about local roofing costs, painting
costs, demolition costs, Home Depot
prices, etc. It does not recommend
itself to a very professional look. 

I recently started using a software
program that very easily prepares
repair estimates that are adjusted for
local costs by zip code. An appraiser
need only determine local chargers
for overhead and profit and program
these charges into the report. The
software can be ordered with a manu-
al and CD-Rom or downloaded over
the Internet. 

The program is called the National
Renovation and Insurance Repair
Estimator. It contains current prices
in dollars and cents for hard-to-find
items needed on most insurance,
repair, remodeling, and renovation
jobs. All price items include labor,
material, and equipment breakouts,
plus special charts that tell you exact-
ly how these costs are calculated. 

The program includes a CD-ROM
with an electronic version of the
book with National Estimator, a
stand-alone Windows estimating pro-
gram, plus an interactive multimedia
video that shows how to use the disk
to compile construction cost esti-
mates. It is revised annually. 

The full set is priced at $54.50 for
the book and download or the down-
load of the program is $24.50. There
is a show and tell program that pro-
vides instructions for using the pro-
gram. The program has extensive
lists of repairs. To calculate the cost

Automating residential reports for 
new lender requirements
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will be transferred into the docu-
ment. The advantage is that all the
calculations such as absorption rate
are done on the spread sheet. The
data transferred into the report does
not have to be confined to numbers.
Appraisers can enter the word "July"
into a cell on the spreadsheet and
transfer it into the sentence that says
In xxxx of last year 150 homes were
sold compared with 125 homes this
xxxx.

Take this basic sentence: "There
are 380 residential properties listed
for sale with 134 days on the market
representing a 15.8 month supply
based on an absorption rate over the
last 12 months of 24 sales per
month." Each piece of data can be
transferred in from an Excel spread-
sheet. You can enter the information
on the spread sheet in a logical way,
the calculations will be done auto-
matically and the Word document
automatically updated. 

Follow these steps to link the cells
from Excel containing the data to the
Word Document.
1.Open both the Word document and
Excel Spread Sheet- Apply the same
font to each document. The font
should match the font that is con-
tained in the Report ACI/Alamode
etc. so that the font does not have to
be updated when the information is
pasted into the report.
2. In Excel, copy the cell you want to
include into the report. 
3. In your Word document position
the cursor where you would like the
cell inserted.
4.On the Edit Menu, select, Paste
Special.
5.Click the radio button beside Paste
Link
6.Under the Label As: Select
Formatted Text (RTF) This allows
the data to be transferred with the
same look as the rest of the docu-
ment. Do not choose "Microsoft
Excel Worksheet Object." The look
will be a cell and the data will not

look the same as the other words in
the document. 
7.Click OK
8.Edit the overall copy and copy and
paste into the report.

Just remember: If you move the
Excel file you will need to re-estab-
lish the link If you plan to transport
the Word file for use on another com-
puter, you will need to include the
Excel file. You must do all your edit-
ing of the data in Excel. Lastly, data
is data not analysis. In the Word doc-
ument, you still have to complete the
analysis of what the figures mean. All
this automating does is make the
process more streamlined. 

Scope of Work software
Most appraisers have furthered their

understanding of the significant
change in USPAP with the emphasis
on Scope of Work by taking addition-
al CE credits that cover in more detail
the appraiser's new obligation to
understand and implement these
changes. 

Appraisers have also become more
liability-conscious due to some of the
onerous conditions included in the
new Fannie Mae forms. 

Given the press of business, most
appraisers have not taken a compre-
hensive approach to implementing
these changes by systematically
reporting the various steps of the
Scope of Work process or addressing
liability issues. Appraisers have taken
a hodgepodge of suggestions and inte-
grated them into reports.

Recently introduced, there is a neat
software program that automates the
process of reporting the details of
Scope of Work as well as complying
with Supplemental Standards. It also
addresses some important liability
issues. Priced at $99.00, this software
represents a significant breakthrough
in the overall reporting process. 

The software is called The USL II
Documenter II version 2.0 software.
The USL Documenter Application
Software addresses USPAP,

Supplemental Standards, and Liability
Management. USL is an acronym
taken from these topics. The "U" rep-
resents USPAP; the "S" represents
Supplemental Standards and the "L"
represents Liability management. 

According to the information on the
website," It is the author's belief that
almost every appraiser can immediate-
ly improve his/her reporting with use
of the USL Documenter. This program
is for both residential and commercial
use. 

This program is designed to aid the
appraiser in all aspects of document-
ing an appraisal Report. It will com-
pile all of the documentation includ-
ing the Limiting Conditions,
Assumptions, Scope of Work,
Certification, etc; or it can produce
only a few items to shore up a stan-
dard report form like the new URAR.
It can produce an entire Restricted
Use Report or simply supplement
your forms software package or com-
mercial template." 

I found the program easy to use and
adaptable to both commercial and res-
idential reports. It is available from
the main website of Working RE
Magazine website: http://www.work-
ingre.com/

About the author
Doug Smith has an appraisal prac-

tice in Missoula, Montana, and is a
certified general appraiser doing both
residential and commercial appraising.
He has an MBA from the University
of Montana and the IFAS (commer-
cial) designation from NAIFA. Smith
is a member of the Appraisal
Institute's Mentoring &
Apprenticeship Project Team. He can
be contacted at
hotelman@montana.com.
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* DON`T ignore the nasty letter,
subpoena or board complaint. 

Ignoring something rarely makes it
go away and often makes it worse.

* DON`T talk to anyone, other than
your client, about the appraisal
report.

Remember that your client's report
is confidential and the appraiser is
not obligated to discuss that report
with a third party, not even an 
attorney!

* DON`T offer to re-measure when
accused of making a square footage
error.

The only time it is okay to re-mea-
sure a property is at the request of
your client, never re-measure it out of
your own accord or at the request of
another party.

* DON`T admit liability.
When accused of something,

human nature often drives us to try
and correct the situation. Despite the
accusations, you might not have lia-
bility. Making admissions could
make it harder to defend you and
could also jeopardize your insurance
coverage.

* DON`T agree to return the
appraisal fee or to pay an amount of
money to make the problem "go
away" unless it is handled correctly.

There are situations that absolutely
warrant the appraiser agreeing to
return the fee or to make a small pay-
ment to make the problem "go
away". However, be sure to require
that the complaining party sign a
"release" before any money is paid. A
"release" is an agreement that the
complaining party will not make any
further claims against you in connec-
tion with the same appraisal once the
money is paid. Always ask for a
receipt or acknowledgement of pay-
ment. If you are trying to buy

By Liability Insurance
Administrators
(August 2007)
Nobody likes being accused of mak-
ing mistakes. Imagine the panic and
fear that an appraiser might feel
when served with a lawsuit alleging
errors, negligence, misrepresentation
and often fraud resulting from his
professional services. If you ever
find yourself in this position, we
advise that you take a deep breath,
try not to take the allegations person-
ally and call your insurance company
for sound legal advice.

A "claim" does not necessarily
start with a lawsuit. Often it begins
with a nasty letter or phone call from
someone questioning your appraisal
or your conduct and asking that you
do something or pay them some
money.

Sometimes a "claim" begins with a
complaint made to the state licensing
board. Whoever thinks you made a
mistake might want to see what the
board thinks before they decide to
file a lawsuit. Or, maybe that person
or company wants the board to do
the investigation so they don't have
to spend the time and money doing it
for themselves.

A "claim" might start when the
appraiser receives a subpoena to pro-
duce documents or to testify at a
deposition. The parties to the ongo-
ing lawsuit might want to look
through the appraiser`s workfile or
ask him a few questions before they
decide to add him as a party in the
case.

How an appraiser responds to any
of the above situations is most
important. His comments or conduct
could either help to avoid a lawsuit
or could virtually guarantee that a
lawsuit will follow.

"peace" make sure you get what you
pay for!

* DO try to get as much
information as possible.

If someone traps you on the phone
and starts making demands, use the
opportunity to ask them questions. It
is important that you find out as
much as possible about why they are
calling and yelling at you.
Remember, you should not answer
their questions because you do not
have your file in front of you and
besides the information may be con-
fidential. Before answering any ques-
tions call your insurer.

* DO deal with the situation as soon
as possible.

All of the above situations should
be reported to your insurer promptly.
They can help you respond to a nasty
letter, or determine if it would be best
to have an attorney go with you to a
deposition. Handling matters alone,
even if you think it is "nothing", is
not always the best way to go.

Sometimes an appraiser`s first
notice of a "claim" is when he is
served with a summons and com-
plaint; this is a lawsuit and is a seri-
ous matter. If not treated as such,
grave consequences could follow.

* DON`T ignore it.
Putting the complaint in a drawer

because it is too "upsetting" is not the
way to deal with a lawsuit. Ignoring
it will not make it disappear. Rather,
the court might enter a default judg-
ment against you and your insurance
company might decline to provide
coverage.

* DON`T respond on your own
without an attorney.

There are rules in place in every
state that dictate how to properly
respond to a lawsuit. Unless you are
an attorney, it is foolish to try and

CLAIMS DO’S & DON’TS
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handle a lawsuit on your own.

* DON`T discuss the lawsuit with
anyone other than your insurer and
your attorney.

After being served with the lawsuit
the appraiser should resist the urge to
call the plaintiff`s attorney or to call
any of the other parties named in the
case. Let your attorney ask the ques-
tions for you. If you call these per-
sons there is a chance you might say
something that could be damaging to
your case and defense.

* DO note the day you were served.
A lawsuit has to be responded to

within a specified period of time.
Your attorney needs to know when
you were served so he knows when
to file an answer. Saying you were
served "a few weeks ago" is not good
enough!

* DO notify your insurer promptly.
Every insurance policy requires

that the insured give notice of a law-
suit within a certain period of time.
The insurer needs to retain an attor-
ney so that an answer can be filed in
a timely manner. Failing to notify the
insurer within the time period
required by the policy could serve to
jeopardize your coverage.

* DO get your appraisal report and
workfile in order.

Once you are served, it is impor-
tant to have all the relevant docu-
ments available, as your attorney will
want to see them right away. You
need to act quickly to locate the file
or files that are at issue, and make
sure they are complete and orga-
nized.

* DO try your best to relax.
Being served with a lawsuit is a

stressful experience. Feeling angry
and worried is normal, however, you
are crucial to your own defense but
you will be of no use to your attor-
ney if you are unable to maintain
your composure.

ACTUAL CLAIMS FROM
LIA FILES -
TELL TALE CLAIMS

Better Safe than Sorry
An appraiser was served with a

summons and complaint. This was
his first experience with a lawsuit
and he did not really know what to
do. He read over the complaint and
became furious. The borrower was
accusing him of all sorts of things
and was telling complete and total
lies.

The appraiser addressed a four-
page letter to the judge whose name
appeared on the first page of the
summons. He explained that he owed
no duty to this borrower, that the
complaint contained numerous lies,
he denied that he did anything wrong
and asked the judge to dismiss the
lawsuit immediately. The appraiser
did not notify his insurer or even dis-
cuss the lawsuit with an attorney.

A few months went by and the
appraiser heard nothing more about
the disturbing complaint. He
assumed the judge had received his
letter and that he had nothing more
to worry about. The insured did not
mention this lawsuit on his profes-
sional liability renewal application
because he assumed the issue of his
involvement was resolved.

Some time later the appraiser
received mail concerning the lawsuit.
He looked at some of the mail but
did not understand the legal mumbo-
jumbo and decided to disregard it.
Eventually the appraiser received a
document stating that a judgment
was entered against him. He called
the attorney for the plaintiff to
explain that he had done nothing
wrong. The plaintiff`s attorney
requested that he answer some ques-
tions under oath and the appraiser
agreed. He testified at a deposition
for several hours and volunteered the
name of his insurance company. At
the conclusion of the deposition, the

plaintiff`s attorney refused to dismiss
the appraiser and refused to set aside
the judgment; he indicated that he
intended to call the appraiser's insur-
ance company to demand payment of
the judgment.

The appraiser`s insurance company
declined coverage due to late notice
(they first found out about the lawsuit
almost 2 years after it had been filed
and served) and due to the appraiser`s
failure to disclose the lawsuit on his
subsequent renewal application.

Mistake Does Not Equal Liability
One of our insured`s received a

nasty call from a lender. The loan
officer referred to an appraisal assign-
ment that was completed about 3
years ago. He alleged that the insured
overstated the square footage and the
value of the property. The lender had
foreclosed on the defaulted loan and
sold it for almost $100,000 less than
the loan balance. The loan officer
wanted to know what the insured
intended to do about their loss and
also threatened to make a complaint
to the state board asking that her
appraisal license be revoked.

The loan officer`s threats and accu-
sations frightened the insured. She
found the appraisal file and was sick-
ened to see that she had made a mis-
take. She had added the square
footage from the guesthouse twice
and therefore the report did overstate
square footage and value.

The first call the insured appraiser
made was to the lender. She apolo-
gized for the error and said she would
report the incident to her insurance
company and "they would make it
right". We investigated the allega-
tions; it was true that the appraisal
overstated square footage and value;
however, the loan amount was low.
The property would have still quali-
fied for the loan even with the correct
square footage and lower value.

After the loan was made, the bor-
rower relocated due to his employ-
ment and decided to rent the property.



The new tenants did significant dam-
age and it was their damage that
caused the property to sell for less
than the loan amount. If it had
remained in good condition, the prop-
erty could have resold for far more
than the outstanding loan balance. We
explained that the appraiser was not
the cause of any loss and declined to
pay the claim. The lender filed suit
because the appraiser had "promised"
the insurance company would pay.

The case was dismissed after a
great deal of attorney fees were paid.
We suspect a lawsuit would not have
been filed if the insured had not
made assurances to the lender at the
outset. The first call to make should
always be to your insurance compa-
ny, and never make any admissions.

Philanthropy Misinterpreted
An appraiser called to report that

he had been served with a summons
and complaint. The borrower sued
him and several other parties claim-
ing that they failed to disclose vari-
ous defects in the property she had
purchased. The appraiser was furious
about the case and insisted he had no
duty to the borrower and that he had
done nothing wrong. He was also
insistent that the insurer pays nothing
to the plaintiff.

The lawsuit progressed for a few
months and plaintiff`s counsel sought
to take the deposition of the apprais-
er. During the deposition it emerged
that the plaintiff contacted the
appraiser a few weeks after the mort-
gage closed to complain that her roof
was leaking. In response to her
request, the appraiser paid her about
$8,000 to help with the roof repairs.
The appraiser`s defense attorney was
surprised by this revelation.

After the deposition the appraiser
admitted that he spoke to the plaintiff
just after the mortgage closed. She
was a single mother and did not have
money to repair the roof. She insist-
ed that someone had to help her and
because the appraiser felt sorry for
her, he agreed to pay for the repairs.
He never asked her to sign a release.
When the plaintiff experienced other
problems with her home she rea-
soned that the appraiser must be the
responsible party because he paid to
fix her roof. She called the appraiser
to ask for additional money and
became angry when the appraiser
refused.

The appraiser`s benevolence prob-
ably served to instigate the filing of
the lawsuit. It also got him in trouble
with his insurance company as the
policy states that no insured is to
admit liability nor did he disclose his
dealings and settlement with the
plaintiff on his renewal application.
The insurance company declined
coverage.

Where to get more information
LIA has other very good articles at

www.liablity.com. Click on Claim
Alerts on the left side of the page.

Copyright 2007. Liability Insurance
Administrators. All rights reserved.
Reprinted with permission. 

More information on
changing this newsletter to
PDF format

Starting in November, you will
also receive a postal mailed letter for
the next 2-3 months with the link to
the special paid subscriber page
where you can get the newsletter. 

Starting in 2008, I will send a post-
card every month with the new link
to the subscriber page where you can
download the newsletter. Keeping
email addresses current is difficult
and sometimes emails get blocked by
spam blockers or sent to a spam 
folder. 

I have also started special 
subscriber emails. I have lots and
lots of good tips that I don't want to
"give away" in my free weekly email
newsletters, sent to over 10,000
appraisers. 

Because these newsletters are
short, only 12 pages, I am now doing
Special Reports on some of the top-
ics. Special Report prices are $10 for
paid subscribers. The Special
Reports have longer articles than
published in this newsletter plus
attachments of other articles, docu-
ments, etc. on the topic.

If you don't want to subscribe to
the PDF version, let us know and we
will refund the balance of your 
subscription. 

If you did not receive the
October PDF issue, please send an
email to info@appraisaltoday.com
with your name and zip code!!
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July 23, 2007
Reprinted with permission of FNC.

Industry experts explain the good,
the bad, and the risky
What makes a good appraisal? Is it

the completeness of the report itself?
Is it the diligence of the appraiser? Is
it the extras-the pictures and com-
mentary?

FNC asked valuation experts to
weigh in on the key elements that
make a so-called good appraisal bet-
ter than a bad appraisal. Our authori-
ties also point out the red flags that
should be caught by a lending insti-
tution's appraisal review process.

Why is this important? By quanti-
fying what's good and what's bad in
an appraisal report, we get closer to
the new Holy Grail of mortgage
lending-a comprehensive Collateral
Score on the property.

The Experts:
* Bob Dunning is director of

Asset Liquidity at Wachovia.
* Todd Baur is the managing

director of Countrywide Home Loans
and the president and chief operating
officer of LandSafe Appraisal.

* Danny Wiley, SRA, is owner of
the Wiley Group, which specializes
in residential appraisals. He is a
member of the Appraisal Standards
Board, and served as chair from
2002-2004.

* Gwen Magrisso, project manag-
er at FNC, helped develop a rule sys-
tem for reviewing appraisals that led
to FNC's Appraisal Score. Prior to
FNC, she served as vice president for
Appraisal Operations at a nationwide
lender for 15 years.

1. How do you define a "good"
appraisal? What are the key
components?

Bob Dunning: A "good" appraisal
accurately discloses the materials,
condition, utility, and location of the
subject property and provides a rea-
sonable and supported opinion of
market value through the use of
recent, proximate and similar compa-
rable sales.

Todd Baur: Bracketing is, by far,
the most important component in a
good appraisal. Recent, proximate,
and similar sales that provide a real-
istic bracketed range within which
the appraiser can report are crucial to
the completion of an excellent
appraisal.

Danny Wiley: Unlike most
appraisers and users of appraisal ser-
vices, as a certified USPAP nerd, I
distinguish between the appraisal and
the appraisal report. 

A good appraisal is one that is
based on sound analysis of relevant
data.

A good appraisal report is one that
leads the identified intended users
through the appraiser's analysis in a
meaningful way. It offers discussion
of factors specifically relevant to the
subject property. It not only commu-
nicates the value opinion, it con-
vinces the intended users that the
appraiser's analysis was credible in
all respects.

It is possible to have a poor report
of a good appraisal. It is not possible
to have a good report of a poor
appraisal.

Gwen Magrisso: A good appraisal
is well supported and documented. It
meets banking regulations, Fannie
Mae, Freddie Mac, and USPAP
guidelines and requirements. The
reader of the report should be able to
follow the thought process of the

appraiser. The report should contain
an accurate description of the subject
property and its market or neighbor-
hood. Is the appraiser truly using the
best comparable sales? Is the apprais-
er researching and confirming his or
her sales? Is the appraiser reporting
and properly handling any sales com-
parables? The reader should be able
to confirm that the appraiser's value
conclusion makes sense.

2. How do you define a "bad"
appraisal?

Bob Dunning: A "bad" appraisal
misrepresents the subject's materials,
condition, utility, or location and/or
provides an unreasonable or unsup-
ported opinion of market value based
on comparable sales that are not
recent, proximate, or similar.

Todd Baur: When comps are "cher-
ry-picked" on the basis of their value
or where the only criteria used is the
sales price or target value. Any
appraisal where all of the compara-
bles are adjusted up or down without
proper bracketing, or without a real,
verifiable basis for the value opinion.

Danny Wiley: A bad appraisal is
one in which the appraiser was uneth-
ical and/or incompetent in some
aspect of the development.
Manifestations of this include picking
sales solely to support a target num-
ber (bias) rather than picking them
based on actual comparability to the
subject.

Bad reports do not communicate in
a meaningful way or they communi-
cate in a misleading way. Residential
report forms are too often populated
with meaningless boilerplate. For
example, some appraisers seem to
take pride in developing a single
neighborhood description that they
use in every single report. They rely
on generic comments that aren't real-

What do lenders want? Defining the Elements of a
Solid Appraisal: A Roundtable Discussion 
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ly meaningful to the appraisal prob-
lem at hand.

Other examples include not
explaining the analysis or failing to
disclose relevant characteristics (poor
location, poor physical condition,
etc.).

Gwen Magrisso: A bad appraisal
would be sloppy and full of inconsis-
tencies, would not support the value,
and would provide weak supports for
adjustments. It would also show that
the appraiser went outside the market
for comparable sales and that he or
she overlooked true comparables to
make a value. It might show that the
appraiser is unfamiliar with the mar-
ket or did not accurately report the
physical characteristics of the subject
property.

3. Does your institution have a group
of tried and true appraisers whom
you trust?

Bob Dunning: No.
Todd Baur: Yes, with one million

orders being processed on average
each year, we rely on both employees
and fee panel providers with whom
we've built trusting relationships.

Gwen Magrisso: When I worked at
a lending institution, we looked for
appraisers with solid local market
knowledge. They also had to have up-
to-date data sources, including MLS,
where it is available. They had to pro-
vide well-supported and documented
appraisals. We also stressed profes-
sionalism with our appraisers when
they interacted with bank staff, bor-
rowers, and Realtors. Quick turn-
around time, a sense of urgency, and a
willingness to address any follow-up
questions were important, as well.

4. How do you catch bad appraisals?
What characteristics or patterns do
you look for?

Bob Dunning: We use a combina-
tion of manual and automated risk
scoring tools as well as human
review. We look for comparable sales
with significant amenity or utility dif-
ferences, excessively distant from the

subject or across obvious neighbor-
hood boundaries, and inconsistent
adjustments for differences.

Todd Baur: There are a number of
methods we use to catch "bad"
appraisals. We have a Governance
group that handles post-closing quali-
ty control audits in a number of cate-
gories and they are continually
reviewing hundreds of reports. We
also have pre-delivery technological
solutions that are proprietary to
Countrywide that enable us to
sequester or highlight suspicious
appraisals before they reach the cus-
tomer, and our reviewers get involved
to access any issues.

Danny Wiley: As a fee reviewer, I
do not make the initial decision about
whether or not a report should be
reviewed. However, when I conduct
reviews I do look for clues in a report.
Sloppy and rushed reporting often,
though not always, indicates sloppy
analysis. Heavy reliance on boiler-
plate, comparable sales that are an
extended distance away when the sub-
ject property is in a subdivision, fail-
ure to really analyze the history of the
property-these are all red flags.

Gwen Magrisso: We checked out
our data sources to make sure that the
description of the subject and compa-
rables could be verified. We also
checked for the listing and sales histo-
ries of the comparables whenever
possible to check for flips. We looked
for inconsistencies in the appraisals.
We looked for weak technical skills,
sloppiness, and comments that raised
more questions then they addressed.
When in doubt, we would order a
review from a local appraiser.
Sometimes we even ordered a whole
new appraisal.

5. How much time does your
institution spend, on average, on
appraisal review?

Bob Dunning: We estimate an aver-
age of 10-15 minutes per appraisal
report. The majority of reports are
exposed to a cursory review (five
minutes or less) while the more ques-

tionable report reviews can exceed 60
minutes.

Todd Baur: We have a department
staffed with nearly 100 people who
ensure that the quality of our
appraisals is exceptional. This is their
sole mission: appraisal quality.

Danny Wiley: A typical appraisal
review assignment takes about the
same amount of time it would take to
actually appraise the property. In the
case of a poor appraisal or a very
poorly written report the review can
take much longer than it would take
to appraise the property.

Gwen Magrisso: An administrative
review took 20 minutes. A technical
review took 45 minutes, which was
still not enough time to catch every-
thing.

6. What percentage of appraisals
processed are subject to above-
average scrutiny?

Bob Dunning: 15 percent.
Todd Baur: That's difficult to say.

We look at both appraisal and loan
characteristics and scrutinize many
variables that create a high-risk
appraisal or transaction.

7. Do you think, across the industry,
that appraisal review is pretty
standard, or does every institution
put its personal stamp on the
process?

Bob Dunning: The industry is mov-
ing toward more standardization in
appraisal review, but varying business
models and risk appetites will contin-
ue to drive customization of the
process to meet specific needs.

Todd Baur: Unfortunately, there are
many organizations that only do what
they have to do. I can only speak for
LandSafe, of course, and LandSafe is
dedicated to producing high quality
appraisal reports and has built tech-
nologies and processes to support that
objective.

Danny Wiley: My experience has
been that clients have very different
parameters for reviewing appraisal
reports.
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cost, such as 1%, many business own-
ers consider dropping a line of credit.
But remember the rule of banking: If
you really need the money, you prob-
ably can't qualify for the loan.
3. If you don't have a line of credit,
set one up now - business or home
equity. Check around for competitive
rates. It's a lot cheaper than using
credit cards if you're really in a cash
flow pinch. 
4. Closely monitor your three sources
of cash:
• Appraisals in process, not yet com-
pleted
• Appraisals billed out, but not yet
collected
• Paid billings: cash on hand
5. Complete and bill out appraisals as
fast as possible. The sooner they're
billed, the sooner they'll be paid.
We're all tempted to "let the work fill
up the time available." But it delays
payment of your bill. If they don't
have the appraisal, they won't pay the
bill. 
6. Give your associate appraisers a
higher fee split if they're willing to
wait to be paid until you're paid for
appraisals. This policy can be a sub-
stantial help to cash flow problems
because the highest percent of
expenses is appraisal labor. 
7. Be very aggressive with past-due
accounts, particularly non-institution-
al companies, such as mortgage bro-
kers. If the mortgage business
declines significantly many mortgage
brokers will go out of business. Let
them be late paying someone else, not
you. In collections, the "squeaky
wheel gets the grease." Call every day
if necessary.
8. Get interest on your money by set-
ting up a "sweeps" account or interest
bearing checking account, and doing
daily deposits. Even if it's only one or
two percent interest, it's better than
nothing. 
9. Get as many pre-payment or CODs
as possible. Offer a discount, if neces-

When business is strong, we
sometimes forget about being

frugal. Now that business has slowed
down for most of us (as compared
with the hectic pace of the past few
years) it's time to think about cutting
costs.

Even if your business hasn't slowed
down, why not try to spend less
money? Then there will be more
money in your pocket. 

Some of the advice in this article is
for larger appraisal firms, but most
applies to all of us. If you're the only
one in your office, your spouse or
another appraiser may be able to pro-
vide feedback.

For appraisal firms, some of the
costs are variable, based on volume
of business. For example, if your
work volume drops, your gasoline
expense and appraisal fee split labor
also drop. 

But fixed costs, such as car pay-
ments and data services can cause
financial problems when appraisal
assignments drop off quickly. 

The Two Primary Rules of cash
management

There are two primary rules used
by all properly managed 
companies, from one-appraiser firms
to Fortune 500 companies:
1. Pay your bills only when they are
due.
2. Get your income as soon as possi-
ble.

Cash management
1. Pay no bill before its time. Don't
pay any bills until they're due. See
who has a late charge, and who does-
n't. Send checks out on Friday to take
advantage of the weekend "float."
2. Exercise dormant lines of credit.
Frequently business owners set up
lines of credit they don't use. The
bank may drop your line of credit if it
is not used for a certain period of
time, so be sure to check its use
requirements. If there is an annual

Gwen Magrisso: Yes and no. Some
institutions use Certified/Licensed
Appraisers for the review function.
Some institutions use underwriters or
other employees for the review func-
tion. Some have a combination. Some
institutions make loans nationwide, so
they require a different model for
their review process vs. institutions
that are community banks or regional
in focus. Some institutions use VMCs
for their review process. Also,
whether your channels are wholesale,
correspondent, or retail make a differ-
ence.

8. What's your reaction been to new
automated appraisal review
technologies? Are they trusted?

Bob Dunning: Our institution is
open to developing technologies, but
has taken a calculated and methodical
approach around testing, validation,
and implementation.

Todd Baur: Automated appraisal
review technologies have their place.
They fit very well in their place, but
like any technological solution, they
have limitations and we are careful to
build our processes around their
strengths and their weaknesses.

Danny Wiley: I would not rate my
personal experience with automated
reviews as especially bad or especial-
ly good. Automated reviews are like
automated valuations. They can be a
good tool, but they are often misused.
Relying solely on an automated
review is no different than relying
solely on an administrative staff
member with a checklist. Proper
review, just like proper appraisal,
requires the application of judgment.
Through the use of elaborate decision
trees automated reviews can duplicate
some, but not all, of that process.

Gwen Magrisso: At my institution,
we had mixed responses. We found
some employees embrace it while
others are skeptical. Overall, automat-
ed tools added to our review process
in a positive way. For example, online
access to data was key to the review
process. 

57 ways to cut costs and increase cash
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sary. Require pre-payment from pri-
vate clients, or business clients that
may cause payment problems. If they
won't pre-pay or COD, turn down the
work. Don't work for free. 

Rent - office and storage 
10. Try to renegotiate your lease to a
lower rent, or a temporary lower rent
while business is slow. 
11. Sublet unused office space to
appraisers or non-appraisers. Or,
move out of your larger office space
to a smaller sublet office.
12. If you need to move or downsize
to a smaller office, but have a lease,
work with your landlord. Maybe he or
she will let you sublease, make a par-
tial payment of the rest of your lease,
or move to a smaller space. In most
parts of the country, the office market
is not doing well. Landlords are will-
ing to negotiate. Negotiate with the
landlord for some type of compensa-
tion for phone and electrical improve-

MBA Loan Volume Application Index – 1/90 to 9/07
Market Index                           Base = 100 in 1990
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ments you have made and paid for, but
will have to leave behind when you
move. 
13. Move "back home" and work out
of the garage, spare bedroom, or even
the dining room table. If you think it's
too cramped, consider it only tempo-
rary until business picks up again. 
14. Shop around for low-cost storage
space. We have to save our appraisal
files for at least 5 years, and many of
us save them for much longer. What to
keep and throw out in files is an indi-
vidual decision, but you can shop for a
lower storage cost. 
15. Get rid of excess stored stuff, such
as old office furniture. Sell it or give it
away. Don't pay storage costs for
things you really don't need. Don't be
a packrat. 

Pricing
16. Keep close track of your competi-
tor's costs. Don't underbid or lose
work because you overbid. When fees
are changing, don't get left behind and
lose valuable assignments from over-
bidding, or income from underbidding. 
17. Don't offer lower prices to a client
that isn't price sensitive. Why give
away your profits? Not everyone gives
assignments to the low bidder. Some
don't even do competitive bidding. 
18. Know your costs on appraisals.

The high fee jobs may not be the
most profitable. It may be more
profitable to set up referral alliances
with appraisers in other geographic
areas, rather than spend the time
traveling and doing extra research
on an area you're unfamiliar with. 

Dues and publications
19. Carefully review each organiza-
tion where you pay dues. Do you
really participate, or do you send in
dues because "you always have."
You can always rejoin later, when
business picks up if you feel guilty
about dropping out. 
20. Review the publications you
subscribe to. If a publication isn't
useful, consider not renewing.

Coming next month - 39 more
ways to cut costs!!


