TEXAS (4 3k f APPRAISER LICENSING & CERTIFICATION BOARD

MEETING AGENDA
AMC Advisory Committee
TALCB Headquarters Office
4th Floor, Stephen F. Austin State Office Building
1700 North Congress, Austin, Texas 78701
Friday, July 18, 2014, 1:30 p.m.

1. Call to order
2. Status update on AMC Committee action items
3. SES report on AMC complaint cases
4. ELS report on AMC registrations

5. Discussion and possible action regarding review of Chapter 159 rules

6. Discussion and possible action regarding development of a penalty matrix for AMC
complaints

7. Discussion and possible action regarding audits of AMCs regarding compliance with
certain statutory and rule requirements

8. Discussion and possible action regarding the definition of “review”

9. Discussion and possible action regarding panel management and fee structure
10.Discussion and possible action regarding AMC Committee action items
11.Discussion and possible action regarding agenda items for future meetings
12.Discussion regarding future meetings dates

13.Adjourn
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Action Item List Last updated: 07/17/14
Date Assigned Date
Requested [ltem Description Person/Division |Status Remarks Completed
1st Draft-06/04/14; revised 07/17/14;
06/04/14 |Chapter 159 Rule Review Staff/Comm'ee  |In progress > ] r'a /04/14; revise 17/
awaiting member comments on 159.155
. . . , 1st Draft-06/04/14; awaiting Committee
04/17/14 |Suggestions regarding AMC penalty matrix SES/Comm’'ee In progress
feedback
Suggestions regarding scope and practice of 1st Draft-06/04/14; Bring licensing req'mts,
04/17/14 &8 . & § scop P SES/Comm’'ee In progress . /04/ & & req
AMC audits add'l language re: scope to next mtg
Add to AMC related FAQs: Manually Adding a SES/ELS to draft additional FAQs for GC
04/22/14 |Panelist (not using PMT); Appraiser Dispute SES/ELS In progress review; review existing FAQs for new
Resolution; Mandatory Reporting Obligation website
R t: City, County, il address, and
Adding fields to the AMC Information available .eques |.y . ounty, emal .a ress a.n
04/22/14 | . AMS/ITS In progress license expiration date. Info is now available
via download . .
by clicking on panelist name.
04/17/14 |Education program for AMCs Staff On hold After adoption of Federal regs for AMCs
04/17/14 Respo.nse to inquiry regarding adding VA Comm'r/SES Completed TC and email exchange w/Mr Westerfield. 06/04/14
appraisers to AMC panel Concluded no rule change needed.
Provid ber of ding AMC I t
04/17/14 | OVIde NUMBEr ot pending AVIL paneirequestsy .o Completed Provided at Meeting on 06/04/14 06/02/14
not yet accepted
Review rules for possible revision to allow
. 2 . . All additions & removals are charged $10.
alternative method for adding appraiser to AMC )
04/17/14 . . ) GC/SES/IT Completed Draft lenguage presented at Meeting on 06/04/14
panel; administrative removal — verify no charge 06/04/14
or penalty at AMC renewal time
04/17/14 Draft of TALCB comments on proposed federal Comm'r Completed Presented and approved at Meeting on 06/06/14
AMC rules 06/04/14; Submitted 06/06/14.
Provid ber of i A isal
04/22/14 | 'OVIG€ NUMDET T appraisers on Appraisa ITS Completed Provided at Meeting on 06/04/14 06/02/14
panel for each registered AMC (approx. 190)
04/22/14 Budget for AMC registrations, if this can be 555 Completed Budget sh'ows. fees from AMC renewals as 05/09/14
separated from TALCB budget separate line item.
04/22/14 |Detail some notable AMC closed complaints SES Completed Given at each AMC Committee meeting 06/02/14
Done; See April 2014 i g to highlight
04/22/14 |Separate AMC section in the TALCB Newsletter JAMS Completed ?ne ee Apri Is5U€; easy to highllg 04/30/14
with future HTML format
Add link to AMC web for th
04/22/14 e B L s RIS e ITS Completed GC requested via ELS 5/16/14 05/23/14

application form to add a panelist
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July 17, 2014
AMC COMPLAINTS
Respondent (AMC) |Date Received [Disposition |Disposition Date |Complainant Complaint No. |
Lendervend, LLC 4/21/2014 Pending Pending TALCB 2014-191
Murcor, Inc. 2/19/2014 Pending Pending TALCB 2014-132
StreetLinks, LLC 3/28/2014 Dismissed by Commissioner 6/5/2014 TALCB 2014-169
Landavalue, LLC 2/3/2014 Dismissed by Commissioner w/warning 7/7/2014 WALLACE RUSSELL RAY 2014-119
2013
LANDAVALUE LLC 11/8/2013 Disciplinary Action (Revocation) 5/21/2014 TALCB 2014-064
LANDAVALUE LLC 10/9/2013 Disciplinary Action (Revocation) 5/21/2014 TALCB 2014-039
FIRST VALUATION SERVICES LLC 11/8/2013 Dismissed by Commissioner 2/21/2014 ALDRIDGE DAVID EDWARD 2014-067
STREETLINKS LLC 7/3/2013 Dismissed by Commissioner 12/16/2013 LYSSY MATT 2013-266
STREETLINKS LLC 6/18/2013 Dismissed by Commissioner 8/15/2013 AVILES ANDREW 2013-248
2012
ES APPRAISAL SERVICES LLC 12/27/2012 Disciplinary Action (Revocation) 7/10/2013 JONES ROBERT RANDELL 2013-114
VALUATION PARTNERS 11/29/2012 Dismissed by Commissioner w/warning  1/22/2013 DURHAM RONALD DWAYNE 2013-096
JVI APPRAISALDIVISION LLC 11/14/2012 Dismissed by Commissioner 4/29/2013 ALDRIDGE DAVID EDWARD 2013-086
JVI APPRAISALDIVISION LLC 11/9/2012 Dismissed by Commissioner 4/29/2013 BORING JOHN MATTHEW 2013-084
JVI APPRAISALDIVISION LLC 11/7/2012 Dismissed by Commissioner 4/29/2013 LEAL LAURO 2013-083
JVI APPRAISALDIVISION LLC 10/23/2012 Dismissed by Commissioner 4/29/2013 TOLOPKA MICHAELANTHONY 2013-072
JVI APPRAISALDIVISION LLC 10/22/2012 Dismissed by Commissioner 4/29/2013 MCINTURFF DAVID CHARLES  2013-067
JVI APPRAISALDIVISION LLC 10/22/2012 Dismissed by Commissioner 4/29/2013 MARLOW BRIAN JAMES 2013-061
JVI APPRAISALDIVISION LLC 10/22/2012 Dismissed by Commissioner 4/29/2013 SORGE GREGORY KENT 2013-070
JVI APPRAISAL DIVISION LLC 10/22/2012 Dismissed by Commissioner 4/29/2013 FREESE KEN MITCHEL 2013-071
LESTER MICHAEL LANCE 10/19/2012 Dismissed by Commissioner 1/22/2013 MCCOY KLINT 2013-056
JORDAN REAL ESTATE GROUP INC 10/1/2012 Dismissed by Commissioner w/warning  8/1/2013 KREAMER MARK 2013-044
JVI APPRAISALDIVISION LLC 9/27/2012 Dismissed by Commissioner 4/18/2013 WATSON DEBORAH LOYCE 2013-028
RELS 9/27/2012 Dismissed by Commissioner 11/29/2012 GARZA ROBERT LEE 2013-032
JVI APPRAISALDIVISION LLC 9/18/2012 Dismissed by Commissioner 4/29/2013 MOFFITT MICHAEL LOUIS 2013-026
JVI APPRAISALDIVISION LLC 8/2/2012 Disciplinary Action (Revocation) 4/8/2013 STREEP WILLIAM CLOKE 2012-302

P.O. Box 12188, Austin, Texas 78711-2188 * 1700 N. Congress Ave., Ste. 400, Austin, Texas 78701
512-936-3001 * www.talcb.state.tx.us
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AMC COMPLAINT SOURCES
FY 2012 - FY 2014

0.0 0

mAMC-0

W Appraisers - 15

m Banks & Thrifts -0

W Consumers - 4

m Dodd-Frank Referrals - 0

B Federal & State Regulators - 0
B Mortgage Lenders - 0

B Other Governmental Agencies - 0
m Other -1

| Staff Initiated - 7

M Trade Organizations - 0

M Unknown -0




CHAPTER 159. RULES RELATING TO THE
PROVISIONS OF THE TEXAS APPRAISAL
MANAGEMENT COMPANY REGISTRATION
AND REGULATION ACT

§159.1. Definitions.

(a) AMC--Appraisal management company.

(b) AMC Act --Chapter 1104, Texas Occupations
Code, Texas Appraisal Management Company
Reqistration and Regulation Act.

(c) Administrative law judge--A judge employed by the
State Office of Administrative Hearings (SOAH).
(d)[€e)] Advertising--a written or oral statement or
communication by or on behalf of an AMCl[appraisal-
management-company] that induces or attempts to induce
a member of the public to use the services of the AMC,
including but not limited to all publications, radio or
television broadcasts, all electronic media including
email, text messages, social networking websites, and the
Internet, business stationery, business cards, signs and
billboards

(e)[€€)] Applicant--A person seeking to become

registered under the AMC Act[Chapter1104-ofthe
Texas Occupations Code].

(f)[€e)] Appraisal firm--An entity that employs appraisers
on an exclusive basis and receives compensation for
performing appraisals and issuing appraisal reports in its
own name.]

(@)[F)] Appraiser contact--A person designated by an
AMC pursuant to §1104.103(b)(6) of the [Fexas-

Appraisal-Management- Company-Registration-and-

Regulation] AMC Act to respond to and communicate

with appraisers on the [eempanys]AMC’s appraisal

panel regarding appraisal assignments.

(h) Board--The Texas Appraiser Licensing and

Certification Board

(D[€g)] Commissioner--The Commissioner of the [Fexas

Appraiser-Licensing-and Certification] Board.

[(h)-Contested-case--A-proceeding-in-which-the legal-

by E_e B.eeud aftera OPpo tunity-for & &djhd'.e&“"e
e?” g—/-atter t. atis-completed-wit e.]ut being

(D[€H] Day--A calendar day unless clearly indicated

otherwise.

(k) License--The whole or a part of any Board permit,

certificate, approval, reqgistration or similar form of

permission required by Chapter 1103 or 1104, Texas

Occupations Code.

(D License holder--A person licensed or registered by

the Board under the AMC Act.

(m)[{)] Party--The Board and each person named or

admitted as a party.

(M)[€k)] Person--Any individual, partnership,

corporation, or legal entity.

[(1) Pleading--A written-document, submitted by a party-

oraperson-seeking to-participate in-a case asa party, that
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(0)[€m}] Primary contact--A person who meets the
definition of "controlling person" in §1104.003 of the
AMC [the Texas Appraisal Management Company-

Registration-and-Regulation] Act and is designated by
an AMC pursuant to §1104.104 of the AMC Act as the

primary contact for all communication between the

[beard]Board and the [eempany]AMC.

[La-Pegictonifonomengsiord s oRnne e

FADRCgomOREEemnn R A Ao Benrdundor tho Thosane
ical o

Pegulntion-te—

(p)[€e)] Respondent--Any person subject to the

jurisdiction of the Board, registered or unregistered,
against whom any complaint has been made.

]
(0)[€e)] SOAH--State Office of Administrative
Hearings.
(r) USPAP--Uniform Standards of Professional
Appraisal Practice.

The provisions of this §159.1 adopted to be effective
November 3, 2011, 36 TexReg 7320.

8159.3. Appraisal Management Company Advisory
Committee.

(a) A quorum of the committee consists of two
members.

(b) The committee may meet at the call of the chair or
upon the request of a majority of its members. The
committee shall meet at the request of the Board.

(c) Unless state law or Board rules require
otherwise, meetings [Meetings] shall be conducted in
accordance with [the-Fexas-Open-Meetings-Act-and]
Robert's Rules of Order.

(d) At the end of a term, members shall continue to
serve until their successors are qualified.

The provisions of this §159.3 adopted to be effective
November 3, 2011, 36 TexReg 7320.

§159.4. Jurisdiction and Exemptions.
(a) This chapter does not apply to appraisal
management services provided:
(1) for the appraisal of:
(A) commercial property; or
(B) residential properties of more than four units;
or
(2) by persons exempted under §1104.004, the AMC

Act[Texas-Occupations-Code].
(b) For the purposes of §1104.004 of the AMC

Act[, Texas Occupations Code]:

(1) a person exclusively employs appraisers on an
employer and employee basis for the performance of



appraisals if the person does not also employ appraisers
as independent contractors or under any other
arrangement;

(2) a person employs not more than 15 appraisers on an
exclusive basis as independent contractors for the
performance of appraisals if:

(A) the person prohibits the independent contractors
from performing appraisals for others; and

(B) the person does not employ more than 15
appraisers as independent contractors at any time;

(3) a subsidiary of a financial institution is not a
department or unit within the institution;

(4) an AMCJappraisal-management-company] that
requires an employee of the AMC[appraisal-management
cempany] who is an appraiser who provided no
significant real property appraisal assistance to sign
an appraisal that is completed by another appraiser who

contracts with the AMC[appraisal-management-company
Oeeupations-Cede], is not exempt from the registration
requirement or other requirements of the AMC
Act[ehapter]; and

(5) an AMCJappraisal-management-company] has an
appraisal panel of not more than 15 appraisers at all times
during a calendar year if:

(A) [i]the AMC does not have more than 15
appraisers on its panel at any time; and

(B) an appraiser who has been removed from the
AMC'’s panel is not added back to the panel within 12
months after the date of removal.
(c) A person may solicit prospective panelists in
anticipation of acting as an AM C[appraisal-management
company] without being registered as an AMC, provided
that it is registered prior to forming a panel, accepting an
appraisal assignment, or performing any other act
constituting an appraisal management service.
(d) For the purposes of the AMC Act, a property is
located in Texas if it is located wholly or partly in the
state.

The provisions of this §159.4 adopted to be effective
November 3, 2011, 36 TexReg 7320.

§159.52. Fees.
(@) The Board [shal]will charge and the Commissioner
[shaH]will collect the following fees:

(1) a fee of $3,300 for an application for a two-year
registration;

(2) a fee of $3,300 for a timely renewal of a two-year
registration;

(3) a fee equal to 1-1/2 times the timely renewal fee for
the late renewal of a registration within 90 days of
expiration; a fee equal to two times the timely renewal
fee for the late renewal of a registration more than 90
days but less than six months after expiration;

(4) the national registry fee in the amount charged by
the Appraisal Subcommittee for the AMC[appraisal-

management-company] registry;
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(5) a fee of $10 for each appraiser on a panel at the
time of renewal of a registration;

(6) a fee of $10 to add an appraiser to a panel in the
Board's records;

(7) a fee of $10 for the termination of an appraiser
from a panel,

(8) a fee of $25 to request a registration be placed on
inactive status;

(9) a fee of $50 to return to active status;

(10) a fee of $40 for preparing a certificate of
licensure history or active licensure;

(11) a fee for a returned check equal to that charged
for a returned check by the Texas Real Estate
Commission;

(12) a fee of $20 for filing any request to change an
owner, primary contact, appraiser contact, registered
business name or place of business;

(13) a fee of $50 for evaluation of an owner or
primary contact's background history not submitted
with an original application or renewal;

(14) a fee of $20 for filing any application, renewal,
change request, or other record on paper when the
person may otherwise file electronically by accessing
the Board's website and entering the required
information online; and

(15) any fee required by the Department of
Information Resources for establishing and
maintaining online applications.

(b) Fees must be submitted in U.S. funds payable to the
order of the Texas Appraiser Licensing and
Certification Board. Fees are not refundable once an
application has been accepted for filing. Persons who
have submitted a check which has been returned, and
who have not made good on that check within 30 days,
for whatever reason, [shall]must submit all future fees
in the form of a cashier's check or money order.

(c) AMCs registered with the Board [shall]must pay
any annual registry fee as required under federal law.
All registry fees collected by the Board [shaH]will be
deposited in the Texas Treasury Safekeeping Trust
Company to the credit of the appraiser registry fund.
The Board [shaH]will send the fees to the Appraisal
Subcommittee as required by federal law.

The provisions of this §159.52 adopted to be effective
March 5, 2012, 37 TexReg 483; amended to be effective
December 22, 2013, 38 TexReg 9050.

§159.101. Use of Business Name [Registration-
Reguirements]. A license holder[Registrant]
[shal]must notify the Board, on a form approved by

the Board[forthe-purpese], within 30 days after the
license holder[Registrant] starts or stops using a hame

in business other than the name in which it is registered.

The provisions of this §159.101 adopted to be effective
November 3, 2011, 36 TexReg 7320.



8159.102. Eligibility for Registration; Ownership. For
the purpose of certifying to the Board that an applicant
has reviewed the owners of the entity as required by the
AMC Act and that no such owner has had a license [er
certificate] to act as an appraiser denied, revoked, or
surrendered in lieu of revocation unless the license [er
certification] was subsequently granted or reinstated, the
applicant may rely on the Appraisal Subcommittee's
online National Registry [Hicense/certification]
database.

The provisions of this §159.102 adopted to be effective
November 3, 2011, 36 TexReg 7320.

8159.103. Applications.

(a) An application must be accompanied by one
completed and signed Owner/Primary Contact
Background History form for the primary contact and
each owner of more than 10% of the company.

(b) An application may be rejected if incomplete.

(c) An application may be considered void and subject to
no further evaluation or processing if an applicant fails to
provide information or documentation within 60 days
after the Board makes written request for the information
or documentation.

(d) License holders[Registrants] [shal]must retain
documents establishing ownership for a period of five
years from the date the application was filed.

The provisions of this §159.103 adopted to be effective
November 3, 2011, 36 TexReg 7320.

8159.104. Primary Contact; Appraiser Contact.

(@) A license holder[Registrant] [shal]must give the
Board written notice of any change to the contact
information for its primary contact or appraiser contact
within 15 days of the change.

(b) If a license holder’s[Registrant’s| primary contact or
appraiser contact changes, the license holder[Registrant]
[shaH]must give the Board written notice of the change,
including all information required by 81104.103(b)(4)
and[er] (6)[5] of the AMC Act[Texas-Oceupations-
Ceode], and, if appropriate, documentation that the person
is qualified to serve under 81104.104(b) [;] of the AMC
Act[Texas-Ocecupations-Code], within 15 days of the
change.

(c) A license holder[Registrant] [sha]must give the
Board written notice within 15 days if its primary contact
or appraiser contact ceases to serve in that role and a
qualified replacement is not immediately named. If a
license holder’s[Registrant’s] primary contact or
appraiser contact ceases to [be] serve in that role and the
license holder[Registrant] does not give the Board
written notice of a replacement, the license
holder[Registrant] [shalwill be placed on inactive
status.

(d) A primary contact who assumes that role during the
term of the registration [shaljmust provide the Board
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written consent to a criminal history background check,
as required by 81104.102[;] of the AMC Act[Fexas-
Oecupations-Ceode]. If the person does not satisfy the
Board's moral character requirements, the Board
[shaH]will remove the person from its records and the
license holder[Registrant] will be placed on inactive
status. Such a decision by the Board [staff] may be
reviewed and reconsidered by the Commissioner if the
license holder[Registrant] submits a written request
for reconsideration within ten days of notice that the
person does not qualify to serve as primary contact. The
license holder[Registrant] will remain on inactive
status while the request for reconsideration is pending.
(e) The appraiser contact must hold an active, current
license [er-certification] issued by an appraiser
regulatory agency within the jurisdiction of the
Appraisal Subcommittee.

The provisions of this §159.104 adopted to be effective
November 3, 2011, 36 TexReg 7320.

§159.105. Denial of Registration.

(2) AMCs[Appraisal-managementcompanies], persons
who own more than 10% of an AMC, and individuals
who act as the primary contact for an AMC must be
honest, trustworthy, and reliable. Accordingly, such
persons must satisfy the Board of their honesty,
integrity, and trustworthiness before a registration may
be issued or renewed.

(b) The Board[beard] deems the following felonies and
misdemeanors directly related to the field of appraisal
management and suggestive of a lack of the requisite
moral character:

(1) offenses involving fraud or misrepresentation;

(2) offenses against real or personal property
belonging to another, if committed knowingly or
intentionally;

(3) offenses against public administration;

(4) offenses involving the sale or other disposition of
real or personal property belonging to another without
authorization of law;

(5) offenses involving moral turpitude; and

(6) offenses of attempting or conspiring to commit
any of the foregoing offenses.

(c) In determining whether a criminal offense by an
applicant, the primary contact, or an owner of more
than 10% of the AMC prevents the issuance of a
registration, the Board [shal]will consider the
following factors:

(1) the nature and seriousness of the crime;

(2) the relationship of the crime to the purposes for
requiring a registration to provide appraisal
management services;

(3) the extent to which a registration might offer an
opportunity to engage in further criminal activity of the
same type as that which the person had previously been
involved; and

(4) the relationship of the crime to the ability,



capacity, or fitness required to be involved, directly or
indirectly, in performing the duties and discharge the
responsibilities of AMClappraisal-management
company].

(d) In determining the present fitness of a person who has
committed an offense under this section, the
[beard]Board [shal]will consider the following
evidence:

(1) the extent and nature of the person's past criminal
activity;

(2) the age of the person at the time of the commission
of the crime;

(3) the amount of time that has elapsed since the
person's last criminal activity;

(4) the conduct and work activity of the person prior to
and following the criminal activity;

(5) evidence of the person's rehabilitation or
rehabilitative effort while incarcerated or following
release; and

(6) other evidence of the person's present fitness
including letters of recommendation from prosecution,
law enforcement, and correctional officers who
prosecuted, arrested, or had custodial responsibility for
the person; the sheriff and chief of police in the
community where the person resides; and any other
persons in contact with the person.

(e) A person is presumed to lack the requisite moral
character if less than two years has elapsed since the
offense was committed.

(f) An applicant is presumed to be unfit to perform
appraisal management services if the person has violated
the appraiser independence standards of Section 129E of
the Truth in Lending Act (15 U.S.C. §1601 et seq.). This
presumption may be [ebutted]rebutted by credible
evidence to the contrary.

(9) It [shall-be]is the responsibility of the applicant to the
extent possible to secure and provide the [beard]Board
the recommendations of the prosecution, law
enforcement, and correctional authorities, as well as
evidence, in the form required by the board, relating to
whether the applicant has maintained a record of steady
employment, has maintained a record of good conduct,
and is current on the payment of any outstanding court
costs, supervision fees, fines, and restitution.

(h) A currently incarcerated individual does not possess
the required good moral character.

(i) The primary contact and each owner of more than
10% of the AMC[appraisal-management-company] must
consent in writing to a criminal history background check
at the time the company submits an application.

(j) An application for renewal that is proposed to be
denied by Standards and Enforcement Services Division
staff may be reviewed and reconsidered by the
Commissioner if the applicant submits a written request
for reconsideration within ten days of notice of the
proposed denial. The right to request reconsideration is
distinct from, and in addition to, an applicant's right to
appeal a proposed denial before SOAH [the-State Office-
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¢ Aderinictrati ingsl.

The provisions of this §159.105 adopted to be
effective November 3, 2011, 36 TexReg 7320.

8159.107. Expiration. A registration is valid for the
term for which it is issued by the Board [unless
suspended-or revoked for cause].

The provisions of this §159.107 adopted to be
effective November 3, 2011, 36 TexReg 7320.

§159.108. Renewal.
(a) The Board [shal]will send a renewal notice to the
license holder’s[Registrant’s] primary contact at least
180 days prior to the expiration of the
license[registration].
(b) To renew a license, a license holder must:

(1) submit an application as required by
§1104.103 of the AMC Act; and

(2) pay all applicable renewal fees established in
§159.52 of this chapter.
(c) It is the responsibility of the license
holder[Registrant] to apply for renewal in accordance
with [Chapter-1104[ )] Texas Occupations-Code}-
and] this section[ehapter] sufficiently in advance of the
expiration date to ensure that all renewal requirements,
including background checks, are satisfied before the
expiration date of the [registration]license.
(d) Failure to receive a renewal notice from the
[beard]Board does not relieve the license
holder[Registrant] of the responsibility to timely apply
for renewal.
(e)[€€}] An application for renewal is not complete, and
no renewal will issue, until all application requirements
are satisfied.

The provisions of this §159.108 adopted to be effective
November 3, 2011, 36 TexReg 7320.

§159.109. Inactive Status.
(a) To elect to be placed on inactive status, a license
holder[Registrant] must do the following:

(1) file a request for inactive status on a form
approved by the Board and pay the required fee; and

(2) confirm in writing to the Board that the license
holder[Registrant] has given written notice of its
election to go inactive to all appraisers listed on the
license holder’s[Registrant’s] appraiser panel at least
30 days prior to filing the request for inactive status.
(b) In order to return from inactive status to active
status, a license holder[Registrant] [shallmust submit
to the Board a completed Request for Active Status
form and proof of compliance with all outstanding
requirements for active registration.
(c) A license holder[Registrant] that has elected or
been placed on inactive status may not engage in any
activity for which registration is required until an active
registration has been issued by the Board.



(d) The appraiser panel of a license holder[Registrant]
on inactive status will remain in place [unti-the-
Peglstontspmdronmma o)
(e) A license holder[Registrant] may [ret] renew on
inactive status. To renew on inactive status, a [As-
naetive] license holder[Registrant] must satisfy:

(1) all requirements under subsection (a) of this
section; and

(2) all renewal requirements for an active registration
under 8159.108 of this chapter.

The provisions of this §159.109 adopted to be effective
November 3, 2011, 36 TexReg 7320; amended to be
effective September 11, 2013, 38 TexReg 5879.

§159.154. Competency of Appraisers.

(a) In addition to verifying an appraiser's licensure [o+
certification] as required by §1104.152 of the AMC Act,
an AMC must, at the time of or before making an
assignment to an appraiser, obtain a written certification
from the appraiser that the appraiser:

(1) is competent in the property type of the assignment;

(2) is competent in the geographical area of the
assignment;

(3) has access to appropriate data sources for the
assignment;

(4) will immediately notify the AMC if the appraiser
later determines that he or she is not qualified under
paragraph (1), (2), or (3) of this subsection to complete
the assignment; and

(5) is aware that misrepresentation of competency is
subject to the mandatory reporting requirement in
§1104.160 of the AMC Act.

(b) An AMC that has reviewed an appraiser's work
[shaH]must consider the findings of the review in
verifying competency for the purpose of assigning future
work.

(c) For the purposes of verifying that an appraiser has not
had a license [er-certification-as-an-appraiser] denied in
another jurisdiction, an AMC may rely on information
provided by the appraiser.

The provisions of this §159.154 adopted to be
effective March 5, 2012, 37 TexReg 483.

§159.155. Periodic Review of Appraisals.
(@) A license holder[Registrant] [shal]must review the
work of appraisers performing appraisal services on 1-4
family unit properties collateralizing mortgage
obligations by performing a review in accordance with
Standard 3 of USPAP[theJ&m#e#nétaﬂdard&eﬁ

] of:

(1) one of the first five appraisals performed for the
license holder[Registrant] by each appraiser, prior to
making a sixth assignment; and

(2) a total of five percent, randomly selected, of the
appraisals performed for the AMC for each
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twelve-month period following the date of the AMC's
registration.

(b) Appraisals performed pursuant to subsection (a)(1)
of this section [shaH]will be counted toward the
calculation of five percent for the purposes of
subsection (2)(2) of this section.

(c) A review pursuant to subsection (a)(1) of this
section is not required if the first five appraisals by an
appraiser were completed before the AMC was

required by the AMC Act[Chapter1104-of the Texas-
Oeccupations-Code], to be registered with the Board.

(d) In addition to satisfying the requirements of
§1104.153 of the AMC Act, the review appraiser must
have access to appropriate data sources for the
appraisal being reviewed.

(e) A certified residential appraiser may perform a
review of a residential real estate appraisal completed
by a certified general appraiser if the review appraiser
is otherwise permitted by the Texas Appraiser
Licensing and Certification Act to perform the
assignment.

(f) An appraiser conducting a review under §1104.155
of the AMC Act and this rule must ensure compliance
with the USPAP and with §1104.154 of the AMC Act.
(9) In order to satisfy the requirements of §1104.155 of
the AMC Act, this rule and USPAP, a license
holder[Registrant] performing a review must adhere to
the following minimum scope of work:

(1) research and consult the appropriate data sources
for the appraisal being reviewed to, at a minimum,
validate the significant characteristics of the
comparables and the essential elements of the
transactions including:

(A) the multiple listing service(s) or other
recognized methods, techniques and data sources for
the geographic area in which the appraisal under review
was performed, if the appraisal under review included a
sales comparison approach;

(B) published cost data sources and other
recognized methods, techniques and data sources for
the geographic area in which the appraisal under review
was performed, if the appraisal under review included a
cost approach;

(C) the comparable rental data, income and
expense data, and other recognized methods,
techniques and data sources for the geographic area in
which the appraisal under review was performed, if the
appraisal under review included an income approach;
and

(D) the sales or listing history of the property
which is the subject of the appraisal under review, if
that property was sold within the three years prior to the
effective date of the appraisal under review or listed for
sale as of the effective date of the appraisal under

review([; the scope of review must include research-and
consultation-of that];

(2) state the reviewer's opinions and conclusions
about the work under review for each of the approaches



to value utilized in the appraisal under review, including
the reason for any disagreements;

(3) identify if the appraisal under review omitted an
approach to value, a particular piece of information, or an
analysis of either that was necessary for credible
assignment results, identify what was omitted and
explain why it was necessary for credible assignment
results;

(4) identify the client, any intended users and the
effective date of the appraisal review;

(5) state that the appraisal review's intended use and
purpose is to satisfy the requirements of §1104.155 of the
AMC Act and this rule, including ensuring that the
appraisal under review complies with the [editien-of]
USPAP edition in effect at the time of the appraisal;

(6) state that the scope of work for the appraisal review
is commensurate with the requirements of 81104.155 of
the AMC Act, this rule and USPAP edition in effect at
the time of the appraisal review and that the scope of
work ensures the development of credible assignment
results and that no assignment conditions impose
limitations which make the results of the review not
credible;

(7) identify the appraisal under review, including:

(A) any ownership interest of the appraiser or
reviewer in the property that is the subject of the
appraisal under review;

(B) the report date and effective date of the appraisal
under review;

(C) the effective date of the opinions or conclusions
in the appraisal under review;

(D) the physical, legal, and economic characteristics
of the property, properties, property type(s), or market
area in the appraisal under review; and

(E) the name of all appraisers who signed or
provided significant professional assistance in the
appraisal under review;

(8) state clearly and conspicuously, all extraordinary
assumptions and hypothetical conditions and state that
their use might have affected the review; and

(9) contain a certification which complies with USPAP
Standards Rule 3-6.

(h) While not required by §1104.155 of the AMC Act or
this rule, if the reviewer elects to develop an opinion of
value, review opinion, or real property appraisal
consulting conclusion, the review must comply with the
additional provisions of USPAP governing the
development of an opinion of value, review opinion, or
real property appraisal consulting conclusion.

The provisions of this §159.155 adopted to be effective
March 5, 2012, 37 TexReg 483; amended to be effective
December 4, 2012, 37 TexReg 9509; amended to be
effective September 11, 2013, 38 TexReg 5879.

8159.156. Business Records.
(a) For the purposes of the requirement in §1104.156(c)
of the AMC Act regarding retention of written records of
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substantive communications between an AMC and an
appraiser, a communication is substantive if it relates to
the appraiser's qualifications or to the scope of work of
an assignment.

(b) An AMC may not require an appraiser to keep
confidential the existence of the appraiser's business
relationship with an AMC or the fact that the appraiser
has received any specific assignment from the AMC to
perform an appraisal[-confidential].

(c) A business entity registered as an AMC must
maintain documentation showing that it has complied
with the requirements contained in its governing
documents for changing officers or managers. The
business entity must promptly provide to [FALCB]the
Board upon request all business formation, ownership
and representative authorization records and changes
thereto required to be kept by the business entity by
law.

(d) Written records include electronic records.

The provisions of this §159.156 adopted to be effective
November 3, 2011, 36 TexReg 7320; amended to be
effective September 12, 2012, 37 TexReg 7175.

§159.157. Compensation of Appraisers.
(a) A license holder[Registrant] [shaH]must
compensate the appraisers on the panel based on a
compensation policy, established by the license
holder[Registrant], that provides for customary and
reasonable fees by taking into consideration the
requirements of and any presumptions available under
federal law.
(b) A license holder[Registrant] [shall]must reassess
its compensation policy at least annually and shall
retain, for a period of five years, records of all
compensation information that formed the basis for the
policy.
(c) A license holder[Registrant] [shall]must make any
fee schedule adopted under its compensation policy
available to each appraiser on its panel [any-fee-

. : el
(d) A license holder[Registrant] [shal]may not require
an appraiser to sign a certification that a fee for an
assignment is customary and reasonable.

The provisions of this §159.157 adopted to be effective
March 5, 2012, 37 TexReg 483.

8159.159. Disclosure of Registered Name and
Registration Number.

(a) For the purposes of the AMC Act, "documents used
to procure appraisals” include written documents and
electronic communications, including e-mail, used for
that purpose, but does not include general
advertisements and supporting documentation.

(b) On all documents used to procure appraisals, an
AMC must disclose the name it registered with the
Board, any other name that it uses in business and the



registration number received from the Board.

The provisions of this §159.159 adopted to be effective
November 3, 2011, 36 TexReg 7320; amended to be
effective September 11, 2013, 38 TexReg 5879.

8159.161. Appraiser Panel.

(a) If an appraiser is not employed by the AMC or
already a member of the AMC’s panel, an AMC must
add the appraiser to the AMC’s panel no later than
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(b) The dispute resolution process [shaH]must provide
for either:

(1) review by an external third party; or

(2) internal review by a person whose position within
the company is above the level of the person
responsible for the decision or action under review.
(c) A license holder’s dispute resolution process for

the date on which the AMC makes an assignment to

appraisers must provide for:

the appraiser. [An-appraisalmanagementcompany-may
not-make-an-assignment-to-an-appraiserwho-is-nota-

Iel berof the- MCspa eII atthe-time of the assignment
CPAne s ompie nobosie
(b) To add an appraiser to a panel, the AMC [shal]must:

(1) a written response to the request for review;

(2) a written statement of the outcome of the
dispute resolution process; and

(3) copies of all relevant documentation to the
appraiser upon written request.
(d) An appraiser who is aggrieved under §1104.157

(1) initiate the appropriate two-party transaction[-H-
avaiable;] through the [Fexas-AppraiserLicensing-and-
Certification] Board's online [Heense]panel management
system, including payment of any required fee(s); or

(2) submit a notice on a form approved by the Board
for this purpose, including the signatures of the appraiser
and the AMC's primary contact, and the appropriate
fee(s).

(c) An appraiser or an AMC may terminate the
appraiser’s membership on a panel [Eitherthe-

membership-on-apanel] by:

(1) submitting a termination notice electronically[--
available;] through the [Fexas-AppraiserLicensing-and-
Certification] Board's online [Heense]panel
management system, including payment of any required
fee; or

(2) submitting a notice on a form approved by the
Board for this purpose and the appropriate fee(s).

(d) If an appraiser terminates his or her membership on a
panel, [she-orshe-shal]the appraiser must immediately
notify the AMC of the termination. If an AMC terminates
an appraiser's membership on a panel, the AMCJ[it]
[shaH]must immediately notify the appraiser of the
termination.

(e) If an appraiser's license [er-certification] expires or is
revoked, the Board [shaH]will remove the appraiser from
any panels on which [he-ershe]the appraiser is listed
with no fee charged to the AMC or to the appraiser.

The provisions of this §159.161 adopted to be effective
November 3, 2011, 36 TexReg 7320; amended to be
effective June 10, 2012, 37 TexReg 4224.

8159.162. Dispute Resolution.
(a) A license holder must provide a dispute resolution
process for appraisers.
[A-Registrant’s-dispute resolution-processfor-appraisers-
shall-provide for—
. fow:
(;1? S-writeRFesponse 1o ; &-vequest-for fe“'e"l“.

or 81104.161 of the AMC Act must utilize the
license holder’s dispute resolution process before
filling a complaint against the AMC with the Board.

The provisions of this §159.162 adopted to be effective
November 3, 2011, 36 TexReg 7320.

§159.201. Guidelines for Revocation, Suspension, or
Denial of a [Registration]License.
(a) The Board may suspend or revoke a
[registration]license issued under provisions of [this]
the AMC Act, or deny issuing a [registration]license to
an applicant, [at] any time [when] it is [has-been]
determined that the person applying for or holding the
[registration]license or the AMC’s primary contact:
(1) disregards or violates a provision of the AMC_

Act or Board rules[efthe-Rules-ofthe Texas-Appraiser
Licensing-and-Certification-Board];

(2) is convicted of a felony;

(3) fails to notify the Board not later than the 30th
day after the date of the final conviction if the person, in
a court of this or another state or in a federal court, has
been convicted of or entered a plea of guilty or nolo
contendere to a felony or a criminal offense involving
fraud or moral turpitude;

(4) fails to notify the Board not later than the 30th
day after the date of incarceration if the person, in this
or another state, has been incarcerated for a criminal
offense involving fraud or moral turpitude;

(5) fails to notify the Board not later than the 30th
day after the date disciplinary action becomes final
against the person with regard to any occupational
license the person holds in Texas or any other
jurisdiction;

(6) fails to comply with the USPAP edition[Uniform

i i i ]

in effect at the time of the appraisal or appraisal
practice;
(7) acts or holds [himselorherselfor] any [ether]

person out as a registered AMC[appraisal-management
company] under the AMC Act or another state’s act




when not so licensed or certified;

(8) accepts payment for appraisal management services
but fails to deliver the agreed service in the agreed upon
manner;

(9) refuses to refund payment received for appraisal
management services when he or she has failed to deliver
the appraiser service in the agreed upon manner;

(10) accepts payment for services contingent upon a
minimum, maximum, or pre-agreed value estimate;

(11) offers to perform appraisal management services
or agrees to perform such services when employment to
perform such services is contingent upon a minimum,
maximum, or pre-agreed value estimate;

(12) makes a material misrepresentation or omission of
material fact;

(13) has had a registration as an AMC[appraisal-
management-company| revoked, suspended, or
otherwise acted against by any other jurisdiction for an
act which is an offense under Texas law;

(14) procures a registration pursuant to the AMC Act
by making false, misleading, or fraudulent
representation;

(15) has had a final civil judgment entered against him
or her on any one of the following grounds:

(A) fraud;

(B) intentional or knowing misrepresentation; or

(C) grossly negligent misrepresentation in the
making of real estate appraiser services;

(16) fails to make good on a payment issued to the
Board within 30 days after the Board has mailed a request
for payment by certified mail to the license
holder’s[Registrant’s] primary contact as reflected
[by]in the Board's records;

(17) knowingly or willfully engages in false or
misleading conduct or advertising with respect to client
solicitation;

ASneiserhelds Bisen oo rothnrnmanaut oo
another state's Act when-not so-licensed-or certified;]

[€29)](18) uses any title, designation, initial or other
insignia or identification that would mislead the public as
to that person's credentials, qualifications, competency,
or ability to provide appraisal management services;

[€20)](19) fails to comply with a final order of the
Board; or

[21)](20) fails to answer all inquiries concerning
matters under the jurisdiction of the Board within 20 days
of notice to said person’s or primary
contact’s[individuals] address of record, or within the
time period allowed if granted a written extension by the
Board.

(b) The Board has discretion in determining the
appropriate penalty for any violation under subsection (a)
of this section.

(c) The Board may probate a penalty or sanction, and
may impose conditions of the probation, including, but
not limited to:

(1) the type and scope of appraisal management
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practice;

(2) requirements for additional education by the
AMC’s[appraisal-management-company’s] controlling
persons;

(3) monetary administrative penalties; and

(4) requirements for reporting appraisal management
activity to the Board.

(d) A person applying for reinstatement after
revocation or surrender of a registration must comply
with all requirements that would apply if the
registration [Heense-or-certification] had instead
expired.
(e) The provisions of this section do not relieve a
person from civil liability or from criminal prosecution
under the AMC Act or under the laws of this State.
(f) The Board may not investigate under this section a
complaint submitted either more than two years after
the date of discovery or more than two years after the
completion of any litigation involving the incident,
whichever event occurs later, involving the
AMClappraisal-management-company] that is the
subject of the complaint.
(g) Except as provided by Texas Government Code
8402.031(b) and Texas Penal Code §32.32(d), there
[shal]will be no undercover or covert investigations
conducted by authority of the AMC Act.
employees of this-agency shall-be-held-harmless with-
. ;
respect io-any disclosures |e_xde it B_eauel ' ]

The provisions of this §159.201 adopted to be effective
November 3, 2011, 36 TexReg 7320.

§159.204. Complaint Processing.
(@) A complaint must be in writing on_a form
prescribed by the Board and must be signed by the
complainant. Board staff may initiate a complaint.
[€)] Upon receipt of a complaint, staff [shal]will:
(D)[€A)] assign the complaint a case humber in the
complaint tracking system; and
(2)[£B)] send written acknowledgement of receipt
to the complainant.
(b)[D)] If the staff determines at any time that the
complaint is not within the Board's jurisdiction, or that
no violation exists, the complaint [shati-then]will be
dismissed with no further processing. The Board or the
Commissioner may delegate to [Beard] staff the duty to
dismiss complaints.
(c)[€3)] A complaint alleging mortgage fraud or in
which mortgage fraud is suspected:
(D)[€A)Y] may be investigated covertly; and
(2)[€BY] [shat]will be referred to the appropriate
prosecutorial authorities.
(d)[(4)] Staff may request additional information
necessary to determine how to proceed with the
complaint.
(e)[€5)] A copy of the complaint and all supporting




documentation [shalJwill be sent to the
[respondent]Respondent unless the complaint qualifies
for covert investigation and the Standards and
Enforcement Services Division deems covert
investigation appropriate.
(0)[€6)] The [espondentshall]Respondent must submit
a response within 20 days of receiving a copy of the
complaint. The 20-day period may be extended for good
cause upon request in writing or by e-mail.

(D[€A)] The response [shal]must include the
following:

(A)[H] a narrative response to the complaint,
addressing each and every element thereof;

(B)[€#)] a copy of all requested records and any other
relevant records;

(C)[€#B] a list of any and all persons known to the
respondent to have actual knowledge of any of the
matters made the subject of the complaint and, if in the
[respondent’s|Respondent’s possession, contact
information for such persons; and

(D)[€~4)] the following statement in the letter
transmitting the response: EXCEPT AS
SPECIFICALLY SET FORTH HEREIN, THE COPIES
OF RECORDS ACCOMPANYING THIS RESPONSE
ARE TRUE AND CORRECT COPIES OF THE
ACTUAL RECORDS.

(2)[(B)] The [respondent]|Respondent may also
address other matters not raised in the complaint that the

[respondent]Respondent believes likely to be raised.
(@)[€A] The complaint [shaH]will be assigned to a staff
investigator and [shal]will be investigated by the staff
investigator or peer investigative committee, as
appropriate.

(M)[€8)] The staff investigator or peer investigative
committee assigned to investigate a complaint [shat]will
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prepare a report detailing its findings on a form
approved by the Board for that purpose. [Reperts-

prepared-by-a-peer-investigative-committee-shall-be-
reviewed by the Standards-and Enforcement Services-
ispositi k]
(i) Staff will evaluate the complaint, the
Respondent’s response, if any, and the investigative
report to determine if there is probable cause to
believe a violation of the AMC Act or Board rules
occurred:

(1) If staff concludes there is no probable cause to
believe that a violation of the AMC Act or Board
rules occurred, the complaint will be dismissed with
no further processing;

(2) If staff concludes there is probable cause to
believe that a violation of the AMC Act or Board
rules occurred, staff may recommend that the
Board enter into an agreed order with the
Respondent or, if an agreed resolution cannot be
reached, proceed as the complainant in a contested
case hearing under Chapter 2001, Government
Code.

(D[€9)] Agreed orders[reselutions-efcomplaint
matters] must be signed by the

[respendent]Respondent, a representative of the
Standards and Enforcement Services Division, and the
Commissioner.

The provisions of this §159.204 adopted to be effective
November 3, 2011, 36 TexReg 7320.
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Appraisal Management Company (AMC) Complaint Processing

(a) Receipt of a Complaint Intake Form by the board does not constitute the filing of a formal complaint
by the board against the appraisal management company (AMC) named on the Complaint Intake Form.
Upon receipt of a signed Complaint Intake Form, staff shall:

(1) assign the complaint a case number in the complaint tracking system; and
(2) send written acknowledgement of receipt to the complainant.

(b) If the staff determines at any time that the complaint is not within the board's jurisdiction or that no
violation exists, the complaint shall be dismissed with no further processing. The board or the
commissioner may delegate to staff the duty to dismiss complaints.

(c) A complaint alleging mortgage fraud or in which mortgage fraud is suspected:
(1) may be investigated covertly; and
(2) shall be referred to the appropriate prosecutorial authorities.

(d) Staff may request additional information necessary to determine how to proceed with the complaint
from any person.

(e) As part of a preliminary investigative review, a copy of the Complaint Intake Form and all supporting
documentation shall be sent to the respondent unless the complaint qualifies for covert investigation
and the Standards and Enforcement Services Division deems covert investigation appropriate.

(f) The respondent shall submit a response within 20 days of receiving a copy of the Complaint Intake
Form. The 20-day period may be extended for good cause upon request in writing or by e-mail. The
response shall include the following:

(1) a copy of the appraisal report and/or any other documentation or business records that is
the subject of the complaint;

(2) a copy of the documents and/or business records associated with the appraisal(s),
incident(s), or conduct listed in the complaint, with the following signed statement attached to
the response: | SWEAR AND AFFIRM THAT EXCEPT AS SPECIFICALLY SET FORTH HEREIN, THE
COPY OF EACH AND EVERY BUSINESS RECORD ACCOMPANYING THIS RESPONSE IS A TRUE AND
CORRECT COPY OF THE ACTUAL BUSINESS RECORD, AND NOTHING HAS BEEN ADDED TO OR
REMOVED FROM THIS BUSINESS RECORD OR ALTERED. (SIGNATURE OF RESPONDENT);

(3) a narrative response to the complaint, addressing each and every item in the complaint;

(4) a list of any and all persons known to the respondent to have actual knowledge of any of the
matters made the subject of the complaint and, if in the respondent's possession, contact
information;
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(5) any documentation that supports respondent's position that was not in the original
documentation, as long as it is conspicuously labeled as additional documentation and kept
separate from the original documentation. The respondent may also address other matters not
raised in the complaint that the respondent believes need explanation; and

(6) a signed, dated and completed copy of any questionnaire sent by board staff.

(g) Staff will evaluate the complaint within three months of receipt of the response from respondent to
determine whether sufficient evidence of a potential violation of TALCB's statutes or rules, or the
Uniform Standards of Professional Appraisal Practice (USPAP) exists to pursue investigation and possible
formal disciplinary action. If the staff determines that there is no jurisdiction, no violation exists, or
there is insufficient evidence to prove a violation, or the complaint warrants dismissal, including
contingent dismissal, under subsection (j) of this section, the complaint shall be dismissed with no
further processing.

(h) If the complaint is not dismissed under subsection (g) of this section, a formal complaint will be
opened and it will be investigated by a staff investigator or peer investigative committee, as
appropriate. Staff may also open a formal complaint on its own motion. A written notice that a formal
complaint has been opened will be sent to the complainant and respondent.

(i) The staff investigator or peer investigative committee assigned to investigate a formal complaint shall
prepare a report detailing its findings on a form approved by the board for that purpose. Reports
prepared by a peer investigative committee shall be reviewed by the Standards and Enforcement
Services Division, which shall determine the appropriate disposition of the complaint.

(j) In determining the proper disposition of a formal complaint pending as of or filed after the effective
date of this subsection, and subject to the maximum penalties authorized under Texas Occupations
Code §§1104.201, 1104.202, 1104.214, and 1104.215, staff, the administrative law judge in a contested
case hearing and the board shall consider the following sanctions guidelines and list of non-exclusive
factors as demonstrated by the evidence in the record of a contested case proceeding.

(1) For the purposes of these sanctions guidelines:

(A) An AMC will not be considered to have had a prior warning letter, contingent
dismissal or discipline if that prior warning letter, contingent dismissal or discipline
occurred more than seven (7) years ago;

(B) A prior warning letter, contingent dismissal or discipline given less than seven years
ago will not be considered unless the board had taken final action against the AMC
before the date of the incident that led to the subsequent disciplinary action;

(C) Prior discipline is defined as any sanction (including administrative penalty) received
under a board final or agreed order;

(D) A violation refers to a violation of any provision of the Act, Board Rules or USPAP;
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(E) "Minor deficiencies" is defined as violations of the Act, Board Rules or USPAP which
do not call into question the qualification of the AMC for licensure in Texas;

(F) "Serious deficiencies" is defined as violations of the Act, Board Rules or USPAP which
do call into question the qualification of the AMC for licensure in Texas;

(G) "Remedial measures" include, but are not limited to, training, , education, , or any
combination thereof; and

(H) The terms of a contingent dismissal agreement will be in writing and agreed to by all
parties. If respondent completes all remedial measures required in the agreement
within a certain prescribed period of time, the complaint will be dismissed with a non-
disciplinary warning letter.

(2) List of factors to consider in determining proper disposition of a formal complaint:

(A) Whether the Respondent has previously received a warning letter or contingent
dismissal, and if so, the similarity of facts or violations in that previous complaint to the
facts or violations in the instant complaint matter;

(B) Whether the Respondent has previously been disciplined;

(C) If previously disciplined, the nature of the discipline, including:
(i) Whether it concerned the same or similar violations or facts;
(ii) The nature of the disciplinary sanctions imposed;
(iii) The length of time since the previous discipline;

(D) The difficulty or complexity of the incident at issue;

(E) Whether the violations found were of a negligent, grossly negligent or a knowing or
intentional nature;

(F) Whether the violations found involved a single appraisal or instance of conduct or
multiple appraisals or instances of conduct;

(G) To whom were the appraisal report(s) or the conduct directed, with greater weight
placed upon appraisal report(s) or conduct directed at:

(i) A financial institution or their agent, contemplating a lending decision based,
in part, on the appraisal report(s) or conduct at issue;

(ii) The board;
(iii) A matter which is actively being litigated in a state or federal court or before

a regulatory body of a state or the federal government;

Page 3 of 9



AGENDA ITEM 6
SES Draft 05/30/14

(iv) Another government agency or government sponsored entity, including, but
not limited to, the United States Department of Veteran's Administration, the
United States Department of Housing and Urban Development, the State of
Texas, Fannie Mae, and Freddie Mac;

(v) A consumer contemplating a real property transaction involving the
consumer's principal residence;

(H) Whether Respondent's violations caused any harm, including financial harm, and the
amount of such harm;

(I) Whether Respondent acknowledged or admitted to violations and cooperated with
the board's investigation prior to any contested case hearing;

(J) The business operating history of the AMC, including, but not limited to:
(i) The size of the AMC’s appraiser panel;
(ii) The length of time Respondent has been licensed as an AMC in Texas;

The length of time the AMC has been conducting business operations, in any
jurisdiction;

(iii) The nature and extent of any remedial measures and sanctions the
Respondent had received related to the areas in which violations were found;
and

If the Respondent is affiliated with any other business entities;

(K) Whether Respondent can improve the AMC practice through the use of remedial
measures.

(3) The sanctions guidelines contained herein shall be employed in conjunction with the factors
listed in paragraph (2) of this subsection to assist in reaching the proper disposition of a formal
complaint:

(A) 1st Time Discipline Level 1--violations of the Act, Board Rules, or USPAP which
evidence minor deficiencies will result in one of the following outcomes:

(i) Dismissal;
(i) Dismissal with non-disciplinary warning letter;
(iii) Contingent dismissal with remedial measures.

(B) 1st Time Discipline Level 2--violations of the Act, Board Rules, or USPAP which
evidence serious deficiencies will result in one of the following outcomes:
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(i) Contingent dismissal with remedial measures;
(ii) A final order which imposes one or more of the following:
(1) Remedial measures;

(1) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the
AMC practice;

(1) A probationary period with provisions for monitoring the AMC's
practice;

(IV) Restrictions on the AMC’s ability to administer an appraiser panel,
or the size thereof;

(V) Restrictions on the scope of practice the AMC is allowed to engage
in for a specified time period or until specified conditions are satisfied;

(V1) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of
a continuing violation is a separate violation.

(C) 1st Time Discipline Level 3--violations of the Act, Board Rules, or USPAP which
evidence serious deficiencies and were done with knowledge, deliberately, willfully, or
with gross negligence will result in a final order which imposes one or more of the
following:

(i) A period of suspension;
(ii) A revocation;
(iii) Remedial measures;

(iv) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the AMC
practice;

(v) A probationary period with provisions for monitoring the AMC's practice;

(vi) Restrictions on the AMC’s ability to administer an appraiser panel, or the
size thereof;

(vii) Restrictions on the scope of practice the AMC is allowed to engage in for a
specified time period or until specified conditions are satisfied;
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(viii) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

(D) 2nd Time Discipline Level 1--violations of the Act, Board Rules, or USPAP which
evidence minor deficiencies will result in one of the following outcomes:

(i) Dismissal;

(ii) Dismissal with non-disciplinary warning letter;

(iii) Contingent dismissal with remedial measures;

(iv) A final order which imposes one or more of the following:
(I) Remedial measures;

(1) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the
AMC practice;

(111) A probationary period with provisions for monitoring the AMC's
practice;

(IV) Restrictions on the AMC’s ability to administer an appraiser panel,
or the size thereof;

(V) Restrictions on the scope of practice the AMC is allowed to engage
in for a specified time period or until specified conditions are satisfied;

(V1) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of
a continuing violation is a separate violation.

(E) 2nd Time Discipline Level 2--violations of the Act, Board Rules, or USPAP which
evidence serious deficiencies will result in a final order which imposes one or more of
the following:

(i) A period of suspension;
(ii) A revocation;
(iii) Remedial measures;

(iv) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the AMC
practice;
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(v) A probationary period with provisions for monitoring the AMC's practice;

(vi) Restrictions on the AMC's ability to administer an appraiser panel, or the
size thereof;

(vii) Restrictions on the scope of practice the AMC is allowed to engage in for a
specified time period or until specified conditions are satisfied;

(viii) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

(F) 2nd Time Discipline Level 3--violations of the Act, Board Rules, or USPAP which
evidence serious deficiencies and were done with knowledge, deliberately, willfully, or
with gross negligence will result in a final order which imposes one or more of the
following:

(i) A period of suspension;
(ii) A revocation;
(iii) Remedial measures;

(iv) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the AMC
practice;

(v) A probationary period with provisions for monitoring the AMC's practice;

(vi) Restrictions on the AMC's ability to administer an appraiser panel, or the
size thereof;

(vii) Restrictions on the scope of practice the AMC is allowed to engage in for a
specified time period or until specified conditions are satisfied;

(viii) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

(G) 3rd Time Discipline Level 1--violations of the Act, Board Rules, or USPAP which
evidence minor deficiencies will result in a final order which imposes one or more of the
following:

(i) A period of suspension;

(ii) A revocation;
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(iii) Remedial measures;

(iv) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the AMC
practice;

(v) A probationary period with provisions for monitoring the AMC's practice;

(vi) Restrictions on the AMC’s ability to administer an appraiser panel, or the
size thereof;

(vii) Restrictions on the scope of practice the AMC is allowed to engage in for a
specified time period or until specified conditions are satisfied;

(viii) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

(H) 3rd Time Discipline Level 2--violations of the Act, Board Rules, or USPAP which
evidence serious deficiencies will result in a final order which imposes one or more of
the following:

(i) A period of suspension;
(ii) A revocation;
(iii) Remedial measures;

(iv) Required promulgation, adoption and implementation of written,
preventative policies or procedures addressing specific areas of the AMC
practice;

(v) A probationary period with provisions for monitoring the AMC's practice;

(vi) Restrictions on the AMC’s ability to administer an appraiser panel, or the
size thereof;

(vii) Restrictions on the scope of practice the AMC is allowed to engage in for a
specified time period or until specified conditions are satisfied;

(viii) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

() 3rd Time Discipline Level 3--violations of the Act, Board Rules, or USPAP which
evidence serious deficiencies and were done with knowledge, deliberately, willfully, or
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with gross negligence will result in a final order which imposes one or more of the
following:
(i) A revocation; and

(i) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

(J) 4th Time Discipline--violations of the Act, Board Rules or USPAP will result in a final
order which imposes the following:

(i) A revocation; and

(i) Up to $10,000 in administrative penalties per act or omission which
constitutes a violation(s) of USPAP, Board Rules, or the Act; each day of a
continuing violation is a separate violation.

(K) Unlicensed AMC activity will result in a final order which imposes a $10,000 in
administrative penalties per unlicensed AMC activity; each day of a continuing violation
is a separate violation.

(4) In addition, staff may recommend any or all of the following:

(A) Reducing or increasing the recommended sanction or administrative penalty for a
complaint based on documented factors that support the deviation, including but not
limited to those factors articulated under paragraph (2) of this subsection;

(B) Probating all or a portion of any remedial measure, sanction, or administrative
penalty for a period not to exceed five years;

(C) Requiring additional reporting requirements;

(D) the payment of costs expended by the board associated with the investigation, and
if applicable, a contested case, including legal fees and administrative costs; and

(E) Such other recommendations, with documented support, as will achieve the
purposes of the Act, the Rules, and/or USPAP.

(k) Agreed resolutions of complaint matters pursuant to Texas Occupations Code §1104(a)(3) must be
signed by the respondent, a representative of the Standards and Enforcement Services Division, and the
commissioner.
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Appraisal Management Company (AMC) Audit Process

Purpose: The reason for conducting audits of AMCs in Texas is to protect consumers of
real estate services by ensuring AMCs registered in Texas are complying with their
licensing requirements, as promulgated in Texas Occupations Code Chapter 1104, 22
Texas Administrative Code Chapter 159, and related law. The Texas Appraiser
Licensing and Certification Board (the “Board”) is required under Tex. Occ. Code Sec.
_1104.156 to ensure AMCs are complying with their licensing requirements.
This provision also allows the Board to audit AMCs to ensure compliance.- [OPTIONAL
BASED ON FEDERAL REGULATIONS] Additionally, the Appraisal Subcommittee
requires the Board to audit AMCs, pursuant to Federal Registry Regulation

TBD [THIS IS THE MINIMUM AMC REGULATION
REQUIREMENTS PROPOSED BY THE GROUP OF FEDERAL AGENCIES]. AMC
compliance with licensing requirements is not complaint driven like appraiser regulation,
thus an audit process is required to ensure AMC’s are complying with their licensing
requirements.

Scope: There will be two types of audits of AMCs in Texas. The first audit will be
titled a First Tier Audit. The First Tier Audit will be a random [RANDOM OR ALL?]
audit of all AMCs registered in Texas, to ensure compliance with statutory and regulatory
licensing requirements._[WHICH LICENSING REQUIREMENTS?] The second audit
will be titled the Second Tier Audit. The Second Tier Audit will be for those AMCs who
fail the First Tier Audit and for those AMCs selected for audit as a result of their
disciplinary history. [OTHER REASONS FOR AN AMC TO BE SUBJECTED TO
THIS TIER? WHICH LICENSING REQUIREMENTS? ALL?] First Tier audits will
be done remotely [DESKTOP AUDITS SEEM MOST APPROPRIATE? ANY TO BE
FIELD AUDITS?]. Second Tier Audits may be done remotely or in person, depending
on, the location of the AMC, the size and structure of the AMC, nature of the triggering
event, and the intended scope of the audit by staff; within staff’s discretion [OTHER
CONSIDERATIONS FOR IN PERSON VS. REMOTELY?].

Legal Authority: Pursuant to Tex. Occ. Code Sec(s). 1104.156(b) and 22 Tex.
Admin. Code Rule(s) [159.155, DEPENDS ON WHAT
REQUIREMENTS WE WILL FOCUS ON], the Board is authorized to audit AMCs
registered in the State of Texas.

Audit Standards:

a. The standards for both the First Tier and Second Tier Audits can be found in Occ.
Code Sec. and 22 Tex. Admin. Code Rule .[STILL NEED
TO BE DEVELOPED. MOSTLY IN THE RULES, ALREADY HAVE A
STATUTE PERMITTING AUDITING. THESE WILL BE THE AREAS
WHERE THE AUDIT REQUIREMENTS ARE FOUND].

b. Standards of Performance: The standards for an AMCs performance resulting
from an Audit will be: [ASC RATING CRITERIA ARE AN OPTION AS WELL
THOUGH MAY NOT BE APPROPRAITE]

i. _In Compliance;

kii.In General Compliance, Not Subject to Re-Audit

HEiv. Not in Compliance.
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Audit Resolution: Upon the completion of an audit, the AMC will receive one of the
designated Standards of Performance. The audit resolution will depend on how the AMC
performed. [THIS IS WHERE WE WILL EXPLAIN THE DEFINITION OF THE
PERFORMANCE STANDARDS AND THE SUBSEQUENT COURSE OF ACTION,
THE RECOURSE]
a. In Compliance: An AMC that is found to be in compliance will have no further
audit requirements.
b. In General Compliance, Not Subject to Re-Audit: An AMC that is found to be in
general compliant, not subject to re-audit, will be subject to: [COULD BE
TAKEN OUT OF THE EXCLUSION PERIOD AFTER AUDIT AND PUT

BACK IN POOL OF RANDOM AUDIT CANDIDATES]

i._Warning letter; «—{ Formatted

ii. Adopt Change in Written Policies and Procedures;
iii. Highlight deficient areas of prior audit on subsequent audits;
b-c.Not in General Compliance, Subject to Re-Audit: An AMC that is found to be not
in general compliance and subject to re-audit, will be subject to: [ADMIN
PENALTY APPROPRIATE?]
i. Cease and Desist Letter;
ii. Adopt Change in Written Policies and Procedures; and
iii. A Subsequent Audit to confirm changes made.
&.d.Not in Compliance: An AMC that is found to not be in compliance will be subject
to:

i. Cease and Desist Letter;
ii. Temporary Suspension; and
iii. Staff Initiated Complaint.
Retention Schedule: [THIS IS A SECTION THAT WILL DETAIL HOW LONG
AUDIT RESULTS ARE RETAINED ON RECORD. SUGGEST 4 TO 10 YEARS,
BASED ON OUTCOME OF FINDINGS]
a. First Tier Audit:
b. Second Tier Audit:
—
First Tier Audit Procedure:
a. Scope of First Tier Audit: [WHAT WILL BE AUDITED - WHAT LICENSING
REQUIREMENTS???]
a-b.AMC’s to be Audited: [WHICH AMC’S WILL BE SUBJECT TO THE FIRST
TIER AUDIT — A PERCENTAGE, RANDOMLY?, OR ALL OF THEM, HOW
OFTEN, IF AUDITED HOW LONG REMOVED?]
b.c.Randem-Audit: This audit will be of all registered AMCs in the State of Texas.
The Board will randomly audit _TBD___ % [WHAT PERCENTAGE, 5% LIKE
159.155, WITH < 200 AMCs, WE CAN FIGURE OUT A REASONABLE
SAMPLE AND WORKLOAD] of all AMCs each _quarter____ [TIME
PERIOD?] [OR WE COULD DO A LIMITED AUDIT OF ALL AMC’SON A
CERTAIN BASIS, LIKE 3-4 LICENSING REQUIREMENTS, ETC.].
i. Frequency of Audit: An AMC that is subject to a First Tier Audit and
passes the audit with an In Compliance standard of performance, will not
be subject to audit for two years, unless a Second Tier Audit is initiated by
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Staff as a result of the AMCs disciplinary history. [THOUGHTS ON
THIS TIME PERIOD - SHORTER OR LONGER?_SHOULD THEY BE
REMOVED AT ALL FROM SUBSEQUENT AUDIT PERIODS?]

ii. Selection Process: [HOW CAN WE RANDOMLY GENERATE __ %
OF REGISTERED AMCS TO AUDIT_IF TO BE DONE RANDOMLY?
IT SHOULD BE ABLE TO CODE SOMETHING FOR THIS. OR WILL
IT BE ALL AMCS?]

¢.d.Board Education and Licensing Services Division Report: [WHAT
INFORMATION DO WE WANT TO GET FROM ELS BEFORE WE
INITIATE THE AUDIT PROCESS? WHAT LICESNING REQUIREMENTS
COULD BE PRELIMINARILY REVIEWED PRIOR TO NOTICE OF AUDIT
AND AUDIT? FOR EXAMPLE, REGISTRATION REQUIREMENTS?]

e-e.Audit Notice: [WHEN AND HOW WE SEND NOTICE]

e-f. AMC Response:

i. Response: [WHEN AND HOW THEY HAVE TO RESPOND?]

ii. Documents Subject to Audit: [WHICH BUSINESS RECORDS WILL
THEY HAVE TO PRODUCE WITH THEIR RESPONSE? WILL
LIKELY NEED INPUT FROM INDUSTRY PARTICIPANTS]

iii. Failure to Respond: Failure to timely respond to an audit notice will result
in a Staff-initiated complaint against the AMC._[WHAT OTHER
PRINCIPLED RECOURSE COULD OCCUR?]

f.0. Audit Report: [THIS WILL BE A REPORT THAT IS SIMILAR TO OUR
INVESTIGATIVE REPORT. SHOULD BE SET UP SIMLARLY AND
INCLUDE INFORMATION THAT IS FOUND IN OUR DISCIPLINARY
FACTORS WORKSHEET, WE COULD TITLE THE SECTION “AUDIT
STANDARDS OF PERFORMANCE FACTORS”, WHICH WOULD BE
ADDITIONAL FACTORS TO CONSIDER IN RATING THE AUDIT
STANDARD]

VIII.  Second Tier Audit Procedure:

a. Scope of Second Tier Audit: [WHAT WILL BE AUDITED - WHAT
LICENSING REQUIREMENTS?]

b. FargetAuditAMC’s to be Audited: This audit will be for AMCs registered in the
State of Texas who either fail the First Tier Audit or are selected for audit as a
result of their disciplinary history. [ANY OTHER REASON FOR AN AMC TO
BE SELECTED FOR A SECOND TIER AUDIT?]

c. First Tier Audit Failure: [HOW LONG AFTER THE FIRST TIER AUDIT
SHOULD WE PERFORM THE SECOND TIER AUDIT_IF THEY FAIL THE
FIRST, IMMEDIATELY??]

d. Disciplinary History for Second Tier Audit: [THESE AMCS WILL BE
SUBJECT TO THE SECOND TIER AUDIT DUE TO CERTAIN
DISCIPLINARY HISTORY, RECIDIVISTS ARE ORDERED SIMILAR TO
THE TIERED APPROACH OF 153.24]

i. First Time Offenders: These AMCs will be selected for a Second Tier
Audit as a result of having one prior discipline instance.

ii. Second Time Offenders: These AMCs will be selected for a Second Tier
Audit as a result of having two prior discipline instances.
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iii. Third Time Offenders: These AMCs will be selected for a Second Tier
Audit as a result of having three prior discipline instances.
iv. Fourth Time Offenders: These AMCs will be selected for a Second Tier
Audit as a result of having four prior discipline instances.
v. Automatic Offenses: These offenses automatically trigger a Second Tier
Audit, regardless of how many prior discipline instances an AMC has.
1. Offenses Automatically Triggering Audit:

e. Board Education and Licensing Services Division Report: [WHAT
INFORMATION DO WE WANT TO GET FROM ELS BEFORE WE
INITIATE THE AUDIT PROCESS?]

f. Audit Notice: [WHEN AND HOW WE SEND NOTICE]

g. AMC Response:

i. Response: [WHEN AND HOW THEY HAVE TO RESPOND]
ii. Documents Subject to Audit: [WHICH BUSINESS RECORDS WILL
THEY HAVE TO PRODUCE WITH THEIR RESPONSE]
iii. Failure to Respond: Failure to timely respond to an audit notice will result
in a Staff-initiated complaint against the AMC.

h. Audit Report: [THIS WILL BE A REPORT THAT IS SIMILAR TO OUR
INVESTIGATIVE REPORT. | WANT IT SET UP THE SAME WAY. | ALSO
WANT IT TO INCLUDE INFORMATION THAT IS FOUND IN OUR DFAW,
WE COULD TITLE THE SECTION “AUDIT STANDARDS OF
PERFORMANCE FACTORS”, WHICH WOULD BD ADDITIONAL
FACTORS TO CONSIDER IN RATING THE AUDIT STANDARD]

=

Notes for Discussion «—{ Formatted

a. Prohibited Practices 1104.203: Would require the auditing of certain amount of
appraisal assignments [WHAT PERCENTAGE OF THEIR APPRAISALS
WOULD WE REVIEW, OR HOW MANY AUDIT? OR A PERCENTAGE UP
TO A CERTAIN NUMBER? HOW CHOOSE THOSE FILES? WHAT
PROHIBITED PRACTICES OR ALL OF THEM? UNDER TIER ONE OR
TIER TWO? (PERHAPS TIER ONE BECAUSE SO FUNDAMENTAL)]

b. IN-PERSON AUDIT VERSUS DESKTOP AUDIT - SHOULD AUDITS BE IN
PERSON/FIELD? SHOULD THIS BE RESERVED FOR SECOND TIER OR
CERTAIN FIRST TIER AUDITS? HOW CONDUCT IN THE FIELD (THINK
SAFETY)?

i. WHAT LICESNING REQUIREMENTS WOULD LEND ITSELF TO A «——{ Formatted

FIELD AUDIT VS. DESKTOP AUDIT?

ii. WHICH INVESTIGATORS DO FIELD AUDITS?

iii. WHO FROM AMC WOULD HAVE TO BE PRESENT AT A FILED
AUDIT?

iv. COULD THE AMC HAVE A REPRESENTATIVE OR COUNSEL
PRESENT? IF SO, HOW DOES SES RESPOND?

v. OR SHOULD IN FIELD BE DISCRETIONARY? SHOULD AT LEAST
RETAIN THE ABILITY TO DO?

vi. HOW HANDLE FIELD AUDITS IF AMC PLACE OF BUSINESS IS A
RESIDENCE?

c. DO WE WANT TO HAVE AN UNANNOUNCED AUDIT?




h.d.SHOULD WE ALLOW FOR AUDITS TO BE CONDUCTED PURSUANT TO
VERIFIABLE TIPS? FOR INSTANCE, IF AN AMC EMPLOYEE, MEMBER
OF THE PUBLIC, OR SOMEONE OTHERWISE WITH KNOWLEDGE
MAKES US AWARE OF SUSPECTED ISSUES, SHOULD WE BE ABLE TO
INITIATE AN AUDIT BASED ON THE VERIFIABLE TIP? IF YES, THEN
WHAT LEVEL OF AUDIT, FIRST OR SECOND? LIMITED TO
ALLEGATIONS IN VERIFIABLE TIP [MAY BE TOO LIMITING]?
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TEXAS AMC REQUIREMENTS

AMC REGISTRATION LICENSURE REQUIREMENTS - 1104. SUBCHAPTER C. REGISTRATION REQUIREMENTS

Cite

Short Definition

Definition

Comments

1104.101. REGISTRATION REQUIRED.

1104.101-REGISTRATION REQUIRED

Unless a person is registered under this chapter, a person may not:

(1) act or attempt to act as an appraisal management company;

(2) provide or attempt to provide appraisal management services; or
(3) advertise or represent or attempt to advertise or represent the
person as an appraisal management company.

REGISTRATION REQUIRED; See also Board Rule § 159.101
Registration Requirements

1104.102. ELIGIBILITY FOR
REGISTRATION; OWNERSHIP.

(a) A person who has had a license or certificate to act as an
appraiser denied, revoked, or surrendered in lieu of revocation in any
state may not own in any manner more than one percent of an
appraisal management company registered or applying for registration
under this chapter unless the person has subsequently had a license or
certificate to act as an appraiser granted or reinstated.

(b) An entity more than 10 percent of which is owned by a person who
has had a license or certificate to act as an appraiser denied, revoked,
or surrendered in lieu of revocation in any state may not own more
than 10 percent of an appraisal management company registered or
applying for registration under this chapter unless the person has
subsequently had a license or certificate to act as an appraiser
granted or reinstated.

(c) A person owning more than 10 percent of an appraisal
management company in this state must:

(1) be of good moral character, as determined by the board; and

(2) submit to a background investigation, as determined by the board.
(d) An appraisal management company applying for registration
under this chapter shall certify to the board that:

(1) it has reviewed each entity that owns more than 10 percent of the
company; and

(2) no entity reviewed under Subdivision (1) is more than 10 percent
owned by a person who has had a license or certificate to act as an
appraiser denied, revoked, or surrendered in lieu of revocation and
who has not subseauently had a license or certificate to act as an

ELIGIBILITY FOR REGISTRATION; OWNERSHIP; See also Board Rule
§159.102 Eligibility for Registration; Ownership
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TEXAS AMC REQUIREMENTS

AMC REGISTRATION LICENSURE REQUIREMENTS - 1104. SUBCHAPTER C. REGISTRATION REQUIREMENTS

Cite

Short Definition

Definition

Comments

1104.103. APPLICATION FOR
REGISTRATION OR RENEWAL.

(a) An applicant for registration or registration renewal under this
chapter must submit:

(1) an application on a form approved by the board; and

(2) the application or renewal fee established under Section
1104.052(a).

(b) The application must contain:

(1) the name, business address, and telephone contact information of
the entity seeking registration;

(2) if the entity is not a corporation domiciled in this state, the name
and contact information for the company's agent for service of process
in this state;

(3) the name, address, and contact information for any individual or
any corporation, partnership, or other business entity that owns more
than 10 percent of the appraisal management company;

(4) the name, address, and contact information for at least one
controlling person;

(5) the designation of a primary contact under Section 1104.104;

(6) the name and contact information of at least one appraiser
designated by the company to respond to and communicate with
appraisers on the company's appraisal panel regarding appraisal
assignments;

(7) a certification that the entity has a system in place to ensure
compliance with Subchapter D and Section 129E of the Truth in Lending
Act (15 US.C. Section 1601 et seq.);

(8) a written irevocable consent to service of process: and

APPLICATION FOR REGISTRATION OR RENEWAL; See also Board
Rule § 159.103 Applications

1104.104. DESIGNATION OF PRIMARY
CONTACT.

1104.104. DESIGNATION OF
PRIMARY CONTACT AND
REQUIREMENTS OF PRIMARY
CONTACT

(a) An appraisal management company applying for registration
under this chapter shall designate one controlling person as the primary
contact for all communication between the board and the company.
(b) The controlling person designated under Subsection (a):

(1) must:

(A) be certified as an appraiser in at least one state at all times during
the designation; or

(B) have completed:

(i) the 15-hour national Uniform Standards of Professional Appraisal
Practice course; and

(i) the seven-hour national Uniform Standards of Professional Appraisal
Practice update course not more than two years before the renewal of
the appraisal management company's registration;

(2) may not have had a license or certificate to act as an appraiser
denied, revoked, or surrendered in lieu of revocation in any state unless
the person has subsequently had a license or certificate to act as an
appraiser granted or reinstated;

(3) must be of good moral character, as determined by the board;
and

(4) shall submit to a background investigation, as determined by the
board.

DESIGNATION OF PRIMARY CONTACT; See also Board Rule §
159.104 Primary Contact; Appraiser Contact
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TEXAS AMC REQUIREMENTS

AMC REGISTRATION LICENSURE REQUIREMENTS - 1104. SUBCHAPTER C. REGISTRATION REQUIREMENTS

Cite

Short Definition

Definition

Comments

1104.105. DENIAL OF REGISTRATION.

1104.105-DENIAL OF
REGISTRATION

(a) The board may deny a registration:

(1) to an applicant who fails to satisfy a requirement of this chapter; or
(2) on a determination by the board that:

(A) there is reasonable evidence that any person who owns more than
10 percent of the appraisal management company or any confrolling
person of the company has, within the 24 months preceding the date
of the application, had a license or certification as an appraiser or a
registration as an appraisal management company suspended,
revoked, or put on probation in any state;

(B) the applicant has, while registered under this chapter,
demonstrated incompetency, untrustworthiness, or conduct or
practices that render the registrant unfit to perform appraisal
management services; or

(C) the applicant no longer performs appraisal management services
in good faith and is a source of detriment, injury, or loss to the public.
(b) The board shall immediately provide written notice to the applicant
of the board's denial of a registration under this chapter.

(c) An appeal of the denial of a registration is governed by Chapter
2001, Government Code.

DENIAL OF REGISTRATION; See also Board Rule § 159.105 Denial of
Registration

1104.106. ISSUANCE AND PUBLICATION
OF REGISTRATION NUMBER.

1104.106-ISSUANCE AND
PUBLICATION OF REGISTRATION
NUMBER

The board shall:

(1) issue a unique registration number to each appraisal management
company registered under this chapter; and

(2) publish annually a list of the companies registered under this
chapter and the registration number of each company.

ISSUANCE AND PUBLICATION OF REGISTRATION NUMBER. This is a
requirement of the Board.

1104.107. EXPIRATION OF

REGISTRATION.

1104.107-EXPIRATION OF
REGISTRATION EVERY TWO (2)
YEARS

Unless renewed, a registration issued under this chapter expires on the
second anniversary of the date the registration is issued.

EXPIRATION OF REGISTRATION; See also Board Rule § 159.107
Expiration

AMC OPERATIONAL LICENSURE REQUIREMENTS - 1104. SUBCHAPTER D. PRACTICE BY APPRAISAL MANAGEMENT COMPANY
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TEXAS AMC REQUIREMENTS

AMC REGISTRATION LICENSURE REQUIREMENTS - 1104. SUBCHAPTER C. REGISTRATION REQUIREMENTS

Cite

Short Definition

Definition

Comments

1104.151. EMPLOYMENT OF CERTAIN
PERSONS PROHIBITED.

1104.151-EMPLOYMENT OF
CERTAIN PERSONS PROHIBITED
AND EXCEPTIONS

(a) An appraisal management company registered under this chapter
may not knowingly:

(1) employ a person in a position in which the person has the
responsibility to order appraisals or to review completed appraisals if
the person has had a license or certificate to act as an appraiser
denied, revoked, or surrendered in lieu of revocation in any state;

(2) enterinto any independent contractor arrangement for the
provision of appraisals or appraisal management services with any
person who has had a license or certificate to act as an appraiser
denied, revoked, or surrendered in lieu of revocation in any state; or
(3) enterinto any confract, agreement, or other business relationship
for the provision of appraisals or appraisal management services with
any entity that employs, has entered into an independent contract
arrangement, or has entered info any contract, agreement, or other
business relationship with any person who has ever had a license or
certificate to act as an appraiser denied, revoked, or surrendered in
lieu of revocation in any state.

(b) An appraisal management company is not in violation of
Subsection (a) if the person whose license or certification was denied,
revoked, or surrendered in lieu of revocation has since that denial,
revocation, or surrender had a license or certificate granted or
reinstated and the person maintains the license or certificate in good
standing.

EMPLOYMENT OF CERTAIN PERSONS PROHIBITED

1104.152. VERIFICATION OF LICENSURE

OR CERTIFICATION.

1104.152-VERIFICATION OF
LICENSURE OR CERTIFICATION OF
PANELISTS

An appraisal management company registered under this chapter
must verify that an individual to whom the company is making an
assignment for the completion of an appraisal:

(1) is licensed or certified under Chapter 1103; and

(2) has not had a license or certificate as an appraiser denied,
revoked, or surrendered in lieu of revocation since the last time the
company made an assignment for an appraisal to the appraiser.

VERIFICATION OF LICENSURE OR CERTIFICATION

1104.153. APPRAISAL REVIEW.

1104.153-APPRAISAL REVIEW
REQUIREMENTS OF WHO CAN
REVIEW UNDER RULE 159.155

A person who performs an appraisal review for an appraisal
management company must be licensed or certified under Chapter
1103 with at least the same certification for the property type as the
appraiser who completed the report being reviewed.

APPRAISAL REVIEW; See also Board Rule § 159.155(e) Periodic
Review of Appraisals, the "5% requirement"

1104.154. COMPETENCY OF
APPRAISERS.

1104.154-AMC MUST ENSURE
COMPETENCY OF APPRAISERS

Before making an assignment to an appraiser, an appraisal
management company must verify that the appraiser receiving the
assignment satisfies each provision of the competency rule of the
Uniform Standards of Professional Appraisal Practice for the appraisal
being assigned.

COMPETENCY OF APPRAISERS; See also Board Rule § 159.154
Competency of Appraisers

1104.155. PROFESSIONAL STANDARDS.

1104.155-AMC MUST ENSURE
COMPLIANCE WITH
PROFESSIONAL STANDARDS
INCLUDING USPAP

An appraisal management company registered under this chapter
shall on a periodic basis perform an appraisal review of the work of
appraisers performing appraisal services for the company to ensure
that the services comply with: (1) the edition of the Uniform Standards
of Professional Appraisal Practice in effect at the time of the appraisal;
or

(2) other standards prescribed by board rule.

PROFESSIONAL STANDARDS; See also Board Rule § 159.155
Periodic Review of Appraisers, the "5% requirement"
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1104.156. BUSINESS RECORDS.

1104.156-AMC BUSINESS RECORDS
RETENTION REQUIREMENTS

(a) An appraisal management company registered under this chapter
or that has applied for registration under this chapter shall retain for at
least five years all business records relating to each service request that
the company receives and the appraiser who performs the appraisal
for the company.

(b) The board may audit the records of an appraisal management
company registered under this chapter to ensure compliance with this
chapter, board rules, and the Uniform Standards of Professional
Appraisal Practice.

(c) A written record of all substantive communications between an
appraisal management company registered under this chapter and an
appraiser relating fo inclusion on an appraisal panel or to an appraisal
assignment must be maintained as provided under Subsection (a).

BUSINESS RECORDS; See also Board Rule § 159.156 Business
Records

1104.157. COMPENSATION OF

APPRAISERS.

1104.157-COMPENSATION OF
APPRAISERS POLICY AND
REASONABLE AND CUSTOMARY
REQUIREMENTS

(a) An appraisal management company shall:

(1) exceptin cases of breach of confract or substandard performance
of services, pay an appraiser for the completion of an appraisal or
valuation assignment not later than the 60th day after the date the
appraiser provides the completed appraisal or valuation assignment to
the company or its assignee; and

(2) compensate appraisers at a rate that is reasonable and customary
for appraisals being performed in the market area of the property
being appraised consistent with the presumptions under federal law.
(b) An appraiser who is aggrieved under this section may file a
complaint with the board against the appraisal management
company if the matter remains unresolved after the appraiser
completes the company's dispute resolution process under Section
1104.162.

COMPENSATION OF APPRAISERS; See also Board Rule § 159.157
Compensation of Appraisers

1104.158. STATEMENT OF FEES.

1104.158-STATEMENT OF FEES
DISCLOSURE TO PANELISTS
REQUIRED

(a) Inreporting to a client, an appraisal management company shall
separately state the fees:

(1) paid to an appraiser for the completion of an appraisal; and

(2) charged by the company for appraisal management services.

(b) An appraisal management company may not:

(1) prohibit an appraiser from recording in the body of the report that is
submitted by the appraiser to the company the fee that the appraiser
was paid by the company for completing the appraisal; or

(2) include any fees for appraisal management services performed by
the company in the amount the company reports as charges for the
actual completion of an appraisal by an appraiser.

STATEMENT OF FEES; See also Board Rule § 159.157
Compensation of Appraisers

1104.159. DISCLOSURE OF
REGISTRATION NUMBER.

1104.159-DISCLOSURE OF
REGISTRATION NUMBER REQUIRED

An appraisal management company registered under this chapter
shall disclose the company's registration number on all documents used
to procure appraisals in this state.

DISCLOSURE OF REGISTRATION NUMBER; See also Board Rule §
159.159 Disclosure of Registered Name and Registration
Number
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Definition
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1104.160. MANDATORY REPORTING.

1104.160-MANDATORY
REPORTING REQUIREMENT

An appraisal management company that has a reasonable basis to
believe an appraiser is failing to comply with the Uniform Standards of
Professional Appraisal Practice in a manner that materially affects a
value conclusion, violating applicable laws, or otherwise engaging in
unethical or unprofessional conduct shall refer the matter to the board
in the manner provided by Section 1104.204.

MANDATORY REPORTING

1104.161. REMOVAL OF APPRAISER
FROM APPRAISAL PANEL.

1104.161-REMOVAL OF APPRAISER
FROM APPRAISAL PANEL
REQUIREMENTS

(a) Other than during the first 30 days after the date an appraiser is first
added to the appraisal panel of an appraisal management company,
a company may not remove an appraiser from its panel, or otherwise
refuse to assign requests for appraisal services to an appraiser without:
(1) notifying the appraiser in writing of the reasons for removal from the
company's panel;

(2) if the appraiser is being removed from the panel for illegal conduct,
a violation of the Uniform Standards of Professional Appraisal Practice,
or a violation of this chapter, notifying the appraiser of the nature of the
alleged conduct or violation; and

(3) providing an opportunity for the appraiser to respond in writing to
the notification.

(b) An appraiser who is removed from the appraisal panel of an
appraisal management company for alleged illegal conduct, a
violation of the Uniform Standards of Professional Appraisal Practice, or
a violation of this chapter, may file a complaint with the board for a
review of the decision of the company if the matter remains unresolved
after the appraiser completes the company's dispute resolution process
under Section 1104.162.

(c) In areview under Subsection (b), the board may not make any
determination regarding the nature of the business relationship
between the appraiser and the appraisal management company that
is unrelated to the grounds for the removal.

(d) The board shall hear and resolve a complaint filed under
Subsection (b) not later than the 180th dav after the date the

REMOVAL OF APPRAISER FROM APPRAISAL PANEL; See also
Board Rule § 159.161 Appraiser Panel

1104.162. DISPUTE RESOLUTION.

1104.162-DISPUTE RESOLUTION
PREREQUISITES FOR FILING OF
ENUMERATED COMPLAINT

An appraisal management company shall make a dispute resolution
process available to review a written request by an appraiser who:

(1) is dismissed from the company's appraisal panel for a reason stated
in Section 1104.161(a)(2);

(2) is not paid as required by Section 1104.157; or

(3) alleges a violation by the company of one or more prohibitions in
Section 1104.203.

DISPUTE RESOLUTION; See also Board Rule § 159.162 Dispute
Resolution

AMC PROHIBITED PRACTICES LICENSURE REQUIREMENTS - 1104.203. PROHIBITED PRACTICES

Prohibited Practices 1104.203;
1104.203(a)(1)

1104.203(a)(1)-B42 FACTORS

(a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may noft: (1)
cause or attempt to cause the appraised value of a property assigned
under an appraisal to be based on any factor other than the
independent judgment of the appraiser;

Appraiser Independence - Prohibited Practices 1104.203: Would
require the auditing of certain amount of appraisal assignments
to determine these practices are not occurring. Would also be
appropriate to get a written response from appraiser of
selected files, questionnaire of prohibited practices and then
follow up phone interview.
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1104.203(a)(2)

1104.203(a) (2)-APPRAISER
INDEPENDENCE REQUIRED
MISCHARACTERIZATION

(a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (2)
cause or attempt to cause the mischaracterization of the appraised
value of a property in conjunction with a consumer credit fransaction;

Appraiser Independence

1104.203(a)(3)

1104.203(a1)(3)-APPRAISER
INDEPENDENCE REQUIRED
PREDETERMINED VALUE

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (3)
seek to influence an appraiser or otherwise to encourage a targeted
value in order to facilitate the making or pricing of a consumer credit
fransaction;

Appraiser Independence

1104.203(a) (4)

1104.203(c1) (4)-NO TAMPERING
WITH APPRAISAL REPORT

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (4)
alter, modify, or otherwise change a completed appraisal report
submitted by an appraiser by:

(A) altering or removing the appraiser's signature or seal; or

(B) adding information to, removing information from, or changing
information contained in the appraisal report, including any disclosure
submitted by an appraiser in or with the report;

AMCs may not alter appraisal reports

1104.203(a)(5)

1104.203(a1)(5)-NO PRECONDITION
REQUIREMENTS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (5)
condition the request for an appraisal or the payment of an appraisal
fee, salary, or bonus on the opinion, conclusion, or valuation to be
reached, or on a preliminary estimate or opinion requested from an
appraiser;

No conditional assignments

1104.203(a)(6)

1104.203(a) (6)-MAY NOT REQUEST
ESTIMATES OR
PREDETERMINATIONS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (6)
request that an appraiser provide an estimated, predetermined, or
desired valuation in an appraisal report, or provide estimated values or
comparable sales at any time before the appraiser's completion of an
appraisal;

Appraiser Independence

1104.203(a)(7)

1104.203(a)(7)-NO PROVIDING OF
TARGETED VALUE

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (7)
provide to an appraiser an anticipated, estimated, encouraged, or
desired value for a subject property or a proposed or target amount to
be loaned to the borrower, except that a copy of the sales contract for
a purchase transaction may be provided;

Appraiser Independence

1104.203(a)(8)

1104.203(a)(8)-NO CONTINGENCY
ON OUTCOME

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (8)
make any part of the appraiser's fee or the appraisal management
company's fee contingent on a favorable outcome, including:

(A) aloan closing; or

(B) a specific valuation being achieved by the appraiser in the
appraisal report;

No fee contingent on favorable outcome
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1104.203(a)(9)

1104.203(a)(9)-NO IMPROPERT
WITHHOLDING OF PAYMENT

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (%)
withhold or threaten to withhold timely payment for an appraisal report
or appraisal services rendered when the appraisal report or services are
provided in accordance with the confract between the parties;

No withholding of payment after services are provided in
accordance with contract

1104.203(a)(10)

1104.203(a1)(10)-NO IMPROPER
WITHHOLDING FUTURE BUSINESS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (10)
withhold or threaten to withhold future business from an appraiser;

No withholding, or threat of withholding, future business

1104.203(a)(11)

1104.203(a)(11)-NO IMPROPER
THREATS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (11)
demote or terminate or threaten to demote or terminate an appraiser;

No demotion or termination, or threat of demotion or
termination, of an appraiser

1104.203(a)(12)

1104.203(a1)(12)-NO IMPROPER
ENTICEMENTS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (12)
expressly or impliedly promise future business, promotions, or increased
compensation for an appraiser;

No promise of future business, promotions, or increased
compensation

1104.203(a)(13)

1104.203(a)(13)-NO COLLATERAL
COMPENSATION

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (13)
provide to an appraiser, or any person related to the appraiser, stock or
other financial or nonfinancial benefits;

No stock or other financial or nonfinancial benefits

1104.203(a)(14)

1104.203(a1) (14)-NOTICE REQUIRED
TO REMOVE PANELISTS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (14)
allow the removal of an appraiser from an appraisal panel, without
prior written notice to the appraiser;

No removal from appraisal panel, without prior written notice
to the appraiser

1104.203(a)(15)

1104.203(a)(15)-NO SECOND
APPRAISAL REPORT AND
EXCEPTIONS (VALUE SHOPPING)

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (15)
obtain, use, or pay for a second or subsequent appraisal or order an
automated valuation model in connection with a mortgage financing
fransaction unless:

(A) thereis a reasonable basis to believe that the initial appraisal was
flawed or tainted and that basis is clearly and appropriately noted in
the loan file;

(B) the subsequent appraisal or automated valuation model is done
under a bona fide pre-funding or post-funding appraisal review or
quality control process; or

(C) the subsequent appraisal or automated valuation model is
otherwise required or permitted by federal or state law;

May only obtain automated valuation model under certain
circumstances

1104.203(a)(16)

1104.203(a)(16)-NO PROHIBITIONS
AGAINST ALLOWABLE
COMMUNICATIONS

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (16)
prohibit legal and allowable communication between the appraiser
and:

(A) the lender;

(B) areal estate license holder; or

(C) any other person from whom the appraiser, in the appraiser's own
professional judgment, believes information would be relevant;

May not prohibit communication between appraiser and
certain individuals
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1104.203(a)(17)

1104.203(a)(17)-MUST ACCEPT
APPRAISAL REPORTS WITH
SUBSTANTIAL ASSISTANCE UNLESS
NOTED IN ASSIGNMENT
CONDITIONS OR STATEMENT OF
WORK

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (17)
refuse to accept an appraisal report prepared by more than one
appraiser if an appraiser provides substantial assistance to another
appraiser in the preparation of the report, unless the appraisal
assignment names an individual appraiser or the statement of work
requires an unassisted report;

May not refuse to accept an appraisal report prepared by
more than one appraiser

1104.203(a)(18)

159.155

1104.203(a1) (18)-APPRAISER
INDEPENDENCE REQUIRED
CATCHALL

159.155-AMC FIRST FIVE AND 5%
REVIEW SCOPE OF WORK
REQUIREMENT

a) An appraisal management company or an employee, director,
officer, or agent of an appraisal management company may not: (18)
require an appraiser to:

(A) prepare an appraisal report if the appraiser, in the appraiser's own
professional judgment, believes the appraiser does not have the
necessary expertise for the specific geographic area and the appraiser
has notified the company of this belief;

(B) prepare an appraisal report under a schedule that the appraiser, in
the appraiser's own professional judgment, believes does not afford the
appraiser the ability to meet all the relevant legal and professional
obligations if the appraiser has notified the company of this belief;

(C) provide the appraisal management company with the appraiser's
digital signature or seal;

(D) modify any aspect of an appraisal report without the appraiser's
agreement that the modification is appropriate;

(E) engage in any act or practice that does not comply with:

(i) the Uniform Standards of Professional Appraisal Practice; or

(i) any assignment conditions and certifications required by the client;
(F) engage in any other act or practice that impairs or attempts to
impair an appraiser's independence, objectivity, or impartiality;

(G) enterinto an agreement to not serve on the panel of another
appraisal management company;

(H) indemnify or hold harmless the appraisal management company
against liability except liability for errors and omissions by the appraiser;
or

(a) Aregistrant shall review the work of appraisers performing appraisal
services on 1-4 family unit properties collateralizing mortgage
obligations by performing a review in accordance with Standard 3 of
the Uniform Standards of Professional Appraisal Practice (USPAP) of: (1)
one of the first five appraisals performed for the registrant by each
appraiser, prior to making a sixth assignment; and (2) a total of five
percent, randomly selected, of the appraisals performed for the AMC
for each twelve-month period following the date of the AMC's
registration.

Appraiser Independence

Review five percent, randomly selected, of all appraisals
performed in the last twelve-months

(b) Appraisals performed pursuant to subsection (a)(1) of this section
shall be counted toward the calculation of five percent for the
purposes of subsection (a)(2) of this section.

Calculation of five percent

(c) A review pursuant to subsection (a)(1) of this section is not required if
the first five appraisals by an appraiser were completed before the
AMC was required by Chapter 1104 of the Texas Occupations Code, to
be registered with the Board.

Calculation of five percent
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(d) In addition to satisfying the requirements of §1104.153 of the Act, the |Review appraiser must have access to appropriate data
review appraiser must have access to appropriate data sources for the |sources
appraisal being reviewed.

Certified residential appraiser may perform a review of a
residential real estate appraisal completed by a certified
general appraiser

(e) A certified residential appraiser may perform a review of a
residential real estate appraisal completed by a certified general
appraiser if the review appraiser is otherwise permitted by the Texas
Appraiser Licensing and Certification Act to perform the assignment.

(f) An appraiser conducting a review under §1104.155 of the Act and Reviewer must comply with USPAP and competency
this rule must ensure compliance with the USPAP and with §1104.154 of |requirements
the Act.

(9) In order to satisfy the requirements of §1104.155 of the Act, this rule Scope of Work of review

and USPAP, a registrant performing a review must adhere to the
following minimum scope of work:(1) research and consult the
appropriate data sources for the appraisal being reviewed to, at a
minimum, validate the significant characteristics of the comparables
and the essential elements of the transactions including: (A) the
multiple listing service(s) or other recognized methods, techniques and
data sources for the geographic area in which the appraisal under
review was performed, if the appraisal under review included a sales
comparison approach;(B) published cost data sources and other
recognized methods, techniques and data sources for the geographic
area in which the appraisal under review was performed, if the
appraisal under review included a cost approach; (C) the comparable
rental data, income and expense data, and other recognized
methods, techniques and data sources for the geographic area in
which the appraisal under review was performed, if the appraisal under
review included an income approach; and(D) the sales or listing history
of the property which is the subject of the appraisal under review, if
that property was sold within the three years prior to the effective date
of the appraisal under review or listed for sale as of the effective date
of the appraisal under review, the scope of review must include
research and consultation of that;
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Scope of Work of review

(2) state the reviewer's opinions and conclusions about the work under
review for each of the approaches to value utilized in the appraisal
under review, including the reason for any disagreements; (3) identify if
the appraisal under review omitted an approach to value, a particular
piece of information, or an analysis of either that was necessary for
credible assignment results, identify what was omitted and explain why
it was necessary for credible assignment results; (4) identify the client,
any intended users and the effective date of the appraisal review; (5)
state that the appraisal review's infended use and purpose is to satisfy
the requirements of §1104.155 of the Act and this rule, including
ensuring that the appraisal under review complies with the edition of
USPAP in effect at the time of the appraisal; (6) state that the scope of
work for the appraisal review is commensurate with the requirements of
§1104.155 of the Act, this rule and USPAP in effect at the time of the
appraisal review and that the scope of work ensures the development
of credible assignment results and that no assignment conditions
impose limitations which make the results of the review not credible;

(7) identify the appraisal under review, including: (A) any ownership
interest of the appraiser or reviewer in the property that is the subject of
the appraisal under review; (B) the report date and effective date of
the appraisal under review; (C) the effective date of the opinions or
conclusions in the appraisal under review; (D) the physical, legal, and
economic characteristics of the property, properties, property type(s),
or market area in the appraisal under review; and (E) the name of all
appraisers who signed or provided significant professional assistance in
the appraisal under review;

(8) state clearly and conspicuously, all extraordinary assumptions and  |Scope of Work of review
hypothetical conditions and state that their use might have affected
the review; and (9) contain a certification which complies with USPAP
Standards Rule 3-6.

(h) While not required by §1104.155 of the Act or this rule, if the reviewer [Opinion of Value
elects to develop an opinion of value, review opinion, or real property
appraisal consulting conclusion, the review must comply with the
additional provisions of USPAP governing the development of an
opinion of value, review opinion, or real property appraisal consulting
conclusion.

BOARD RULE § 159.161. APPRAISER PANEL
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159.161. APPRAISER PANEL

159.161. APPRAISER PANEL-AMC
REQUIREMENTS TO ADD, REMOVE
AND USE PANELISTS; TERMINATION
PROCEDURES

(a) An appraisal management company may not make an assignment
to an appraiser who is not a member of the AMC's panel at the time of
the assignment unless the appraiser is employed by the AMC on an
employer-employee basis. (b) To add an appraiser to a panel, the
AMC shall: (1) initiate the appropriate two-party transaction, if
available, through the Texas Appraiser Licensing and Certification
Board's online license management system, including payment of any
required fee(s); or (2) submit a notice on a form approved by the Board
for this purpose, including the signatures of the appraiser and the AMC's
primary contact, and the appropriate fee(s). (c) Either the appraiser or
the AMC may terminate an appraiser's membership on a panel by: (1)
submitting a termination notice electronically, if available, through the
Texas Appraiser Licensing and Certification Board's online license
management system, including payment of any required fee; or (2)
submitting a notice on a form approved by the Board for this purpose
and the appropriate fee(s). (d) If an appraiser terminates his or her
membership on a panel, he or she shall immediately notify the AMC of
the termination. If an AMC terminates an appraiser's membership on a
panel, it shall immediately notify the appraiser of the termination. (e) If
an appraiser's license or certification expires or is revoked, the Board
shall remove the appraiser from any panels on which he or she is listed
with no fee charged to the AMC or to the appraiser.

Appraiser panel requirements (rule being revised)
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Interagency Appraisal and Evaluation Guidelines
l. Purpose

The Office of the Comptroller of the Currency (OCC), the Board of Governors of the
Federal Reserve System (FRB), the Federal Deposit Insurance Corporation (FDIC), the Office of
Thrift Supervision (OTS), and the National Credit Union Administration (NCUA) (the Agencies)
are jointly issuing these Interagency Appraisal and Evaluation Guidelines (Guidelines), which
supersede the 1994 Interagency Appraisal and Evaluation Guidelines. These Guidelines,
including their appendices, address supervisory matters relating to real estate appraisals and
evaluations used to support real estate-related financial transactions.! Further, these Guidelines
provide federally regulated institutions and examiners clarification on the Agencies’ expectations
for prudent appraisal and evaluation policies, procedures, and practices.

. Background

Title X1 of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989
(FIRREA)? requires each Agency to prescribe appropriate standards for the performance of real
estate appraisals in connection with “federally related transactions,”® which are defined as those
real estate-related financial transactions that an Agency engages in, contracts for, or regulates
and that require the services of an appraiser.” The Agencies’ appraisal regulations must require,
at a minimum, that real estate appraisals be performed in accordance with generally accepted
uniform appraisal standards as evidenced by the appraisal standards promulgated by the
Appraisal Standards Board, and that such appraisals be in writing.> An Agency may require
compliance with additional appraisal standards if it makes a determination that such additional
standards are required to properly carry out its statutory responsibilities.® Each of the Agencies
has adopted additional appraisal standards.’

The Agencies’ real estate lending regulations and guidelines,® issued pursuant to section
304 of the Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA),® require
each institution to adopt and maintain written real estate lending policies that are consistent with
principles of safety and soundness and that reflect consideration of the real estate lending
guidelines issued as an appendix to the regulations.™

! These Guidelines pertain to all real estate-related financial transactions originated or purchased by a regulated

institution or its operating subsidiary for its own portfolio or as assets held for sale, including activities of

commercial and residential real estate mortgage operations, capital markets groups, and asset securitization and

sales units.

Pub. L. 101-73, Title XI, 103 Stat. 511 (1989); 12 U.S.C. 3331, et seq.

12 U.S.C. 3339

12 U.S.C. 3350(4).

Supra Note 3.

Id.

OCC: 12 CFR part 34, subpart C; FRB: 12 CFR part 208, subpart E, and 12 CFR part 225, subpart G; FDIC: 12

CFR part 323; OTS: 12 CFR part 564; and NCUA: 12 CFR part 722.

8 OCC: 12 CFR part 34, subpart C; FRB: 12 CFR part 208, subpart E; FDIC: 12 CFR part 365; and OTS: 12 CFR
560.100 and 560.101.

° Pub. L. 102-242, § 304, 105 Stat. 2354; 12 U.S.C. 1828(0).

19 NCUA'’s general lending regulation addresses residential real estate lending by federal credit unions, and its
member business loan regulation addresses commercial real estate lending. 12 CFR 701.21; 12 CFR part 723.
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The real estate lending guidelines state that an institution’s real estate lending program
should include an appropriate real estate appraisal and evaluation program.

I1l.  Supervisory Policy

An institution’s real estate appraisal and evaluation policies and procedures will be
reviewed as part of the examination of the institution’s overall real estate-related activities.
Examiners will consider the size and the nature of an institution’s real estate-related activities
when assessing the appropriateness of its program.

While borrowers’ ability to repay their real estate loans according to reasonable terms
remains the primary consideration in the lending decision, an institution also must consider the
value of the underlying real estate collateral in accordance with the Agencies’ appraisal
regulations. Institutions that fail to comply with the Agencies’ appraisal regulations or to
maintain a sound appraisal and evaluation program consistent with supervisory guidance will be
cited in supervisory letters or examination reports and may be criticized for unsafe and unsound
banking practices. Deficiencies will require appropriate corrective action.

When analyzing individual transactions, examiners will review an appraisal or evaluation
to determine whether the methods, assumptions, and value conclusions are reasonable.
Examiners also will determine whether the appraisal or evaluation complies with the Agencies’
appraisal regulations and is consistent with supervisory guidance as well as the institution’s
policies. Examiners will review the steps taken by an institution to ensure that the persons who
perform the institution’s appraisals and evaluations are qualified, competent, and are not subject
to conflicts of interest.

IV.  Appraisal and Evaluation Program
An institution’s board of directors or its designated committee is responsible for adopting
and reviewing policies and procedures that establish an effective real estate appraisal and

evaluation program. The program should:

e Provide for the independence of the persons ordering, performing, and reviewing
appraisals or evaluations.

e Establish selection criteria and procedures to evaluate and monitor the ongoing
performance of appraisers and persons who perform evaluations.

e Ensure that appraisals comply with the Agencies’ appraisal regulations and are
consistent with supervisory guidance.

e Ensure that appraisals and evaluations contain sufficient information to support the
credit decision.

e Maintain criteria for the content and appropriate use of evaluations consistent with
safe and sound banking practices.
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e Provide for the receipt and review of the appraisal or evaluation report in a timely
manner to facilitate the credit decision.

e Develop criteria to assess whether an existing appraisal or evaluation may be used to
support a subsequent transaction.

e Implement internal controls that promote compliance with these program standards,
including those related to monitoring third party arrangements.

e Establish criteria for monitoring collateral values.

e Establish criteria for obtaining appraisals or evaluations for transactions that are not
otherwise covered by the appraisal requirements of the Agencies’ appraisal
regulations.

V. Independence of the Appraisal and Evaluation Program

For both appraisal and evaluation functions, an institution should maintain standards of
independence as part of an effective collateral valuation program for all of its real estate lending
activity. The collateral valuation program is an integral component of the credit underwriting
process and, therefore, should be isolated from influence by the institution’s loan production
staff. An institution should establish reporting lines independent of loan production for staff who
administer the institution’s collateral valuation program, including the ordering, reviewing, and
acceptance of appraisals and evaluations. Appraisers must be independent of the loan production
and collection processes and have no direct, indirect or prospective interest, financial or
otherwise, in the property or transaction.'* These standards of independence also should apply
to persons who perform evaluations.

For a small or rural institution or branch, it may not always be possible or practical to
separate the collateral valuation program from the loan production process. If absolute lines of
independence cannot be achieved, an institution should be able to demonstrate clearly that it has
prudent safeguards to isolate its collateral valuation program from influence or interference from
the loan production process. In such cases, another loan officer, other officer, or director of the
institution may be the only person qualified to analyze the real estate collateral. To ensure their
independence, such lending officials, officers, or directors must abstain from any vote or
approval involving loans on which they ordered, performed, or reviewed the appraisal or
evaluation.*

1 The Agencies’ appraisal regulations set forth specific appraiser independence requirements that exceed those set

forth in the Uniform Standards of Professional Appraisal Practice (USPAP). Institutions also should be aware of
separate requirements on conflicts of interest under Regulation Z (Truth in Lending), 12 CFR 226.42(d).

NCUA has recognized that it may be necessary for credit union loan officers or other officials to participate in
the appraisal or evaluation function although it may be sound business practice to ensure no single person has the
sole authority to make credit decisions involving loans on which the person ordered or reviewed the appraisal or
evaluation. 55 FR 5614, 5618 (February 16, 1990), 55 FR 30193, 30206 (July 25, 1990).

12
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Communication between the institution’s collateral valuation staff and an appraiser or
person performing an evaluation is essential for the exchange of appropriate information relative
to the valuation assignment. An institution’s policies and procedures should specify methods for
communication that ensure independence in the collateral valuation function. These policies and
procedures should foster timely and appropriate communications regarding the assignment and
establish a process for responding to questions from the appraiser or person performing an
evaluation.

An institution may exchange information with appraisers and persons who perform
evaluations, which may include providing a copy of the sales contract® for a purchase
transaction. However, an institution should not directly or indirectly coerce, influence, or
otherwise encourage an appraiser or a person who performs an evaluation to misstate or
misrepresent the value of the property.'* Consistent with its policies and procedures, an
institution also may request the appraiser or person who performs an evaluation to:

e Consider additional information about the subject property or about comparable
properties.

e Provide additional supporting information about the basis for a valuation.

e Correct factual errors in an appraisal.

An institution’s policies and procedures should ensure that it avoids inappropriate actions
that would compromise the independence of the collateral valuation function,™ including:

e Communicating a predetermined, expected, or qualifying estimate of value, or a loan
amount or target loan-to-value ratio to an appraiser or person performing an
evaluation.

e Specifying a minimum value requirement for the property that is needed to approve
the loan or as a condition of ordering the valuation.

e Conditioning a person’s compensation on loan consummation.

e Failing to compensate a person because a property is not valued at a certain amount.®

3 Refer to USPAP Standards Rule 1-5(a) and the Ethics Rule.

" For mortgage transactions secured by a consumer’s principal dwelling, refer to 12 CFR 226.36(b) under
Regulation Z (Truth in Lending) through March 31, 2011. Also refer to 12 CFR 226.42, which is mandatory
beginning on April 1, 2011. Regulation Z also prohibits a creditor from extending credit when it knows that the
appraiser independence standards have been violated, unless the creditor determines that the value of the
property is not materially misstated.

5 See 12 CFR 226.42(c).

18 This provision does not preclude an institution from withholding compensation from an appraiser or person who
provided an evaluation based on a breach of contract or substandard performance of services under a contractual
provision.

Page 4 of 45



AGENDA ITEM 8

e Implying that current or future retention of a person’s services depends on the amount
at which the appraiser or person performing an evaluation values a property.

e Excluding a person from consideration for future engagement because a property’s
reported market value does not meet a specified threshold.

After obtaining an appraisal or evaluation, or as part of its business practice, an institution
may find it necessary to obtain another appraisal or evaluation of a property and would be
expected to adhere to a policy of selecting the most credible appraisal or evaluation, rather than
the appraisal or evaluation that states the highest value. (Refer to the Reviewing Appraisals and
Evaluations section in these Guidelines for additional information on determining and
documenting the credibility of an appraisal or evaluation.) Further, an institution’s reporting of a
person suspected of non-compliance with the Uniform Standards of Professional Appraisal
Practice (USPAP), and applicable federal or state laws or regulations, or otherwise engaged in
other unethical or unprofessional conduct to the appropriate authorities would not be viewed by
the Agencies as coercion or undue influence. However, an institution should not use the threat of
reporting a false allegation in order to influence or coerce an appraiser or a person who performs
an evaluation.

VI.  Selection of Appraisers or Persons Who Perform Evaluations

An institution’s collateral valuation program should establish criteria to select, evaluate,
and monitor the performance of appraisers and persons who perform evaluations. The criteria
should ensure that:

e The person selected possesses the requisite education, expertise, and experience to
competently complete the assignment.

e The work performed by appraisers and persons providing evaluation services is
periodically reviewed by the institution.

e The person selected is capable of rendering an unbiased opinion.

e The person selected is independent and has no direct, indirect, or prospective interest,
financial or otherwise, in the property or the transaction.

e The appraiser selected to perform an appraisal holds the appropriate state certification
or license at the time of the assignment. Persons who perform evaluations should
possess the appropriate appraisal or collateral valuation education, expertise, and
experience relevant to the type of property being valued. Such persons may include
appraisers, real estate lending professionals, agricultural extension agents, or
foresters.!’

7" Although not required, an institution may use state certified or licensed appraisers to perform evaluations.
Institutions should refer to USPAP Advisory Opinion 13 for guidance on appraisers performing evaluations of
real property collateral.
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An institution or its agent must directly select and engage appraisers. The only exception
to this requirement is that the Agencies’ appraisal regulations allow an institution to use an
appraisal prepared for another financial services institution provided certain conditions are met.
An institution or its agents also should directly select and engage persons who perform
evaluations. Independence is compromised when a borrower recommends an appraiser or a
person to perform an evaluation. Independence is also compromised when loan production staff
selects a person to perform an appraisal or evaluation for a specific transaction. For certain
transactions, an institution also must comply with the provisions addressing valuation
independence in Regulation Z (Truth in Lending).™®

An institution’s selection process should ensure that a qualified, competent and
independent person is selected to perform a valuation assignment. An institution should maintain
documentation to demonstrate that the appraiser or person performing an evaluation is competent,
independent, and has the relevant experience and knowledge for the market, location, and type of
real property being valued. Further, the person who selects or oversees the selection of appraisers
or persons providing evaluation services should be independent from the loan production area.
An institution’s use of a borrower-ordered or borrower-provided appraisal violates the Agencies’
appraisal regulations. However, a borrower can inform an institution that a current appraisal
exists, and the institution may request it directly from the other financial services institution.

A. Approved Appraiser List

If an institution establishes an approved appraiser list for selecting an appraiser for a
particular assignment, the institution should have appropriate procedures for the development
and administration of the list. These procedures should include a process for qualifying an
appraiser for initial placement on the list, as well as periodic monitoring of the appraiser’s
performance and credentials to assess whether to retain the appraiser on the list. Further, there
should be periodic internal review of the use of the approved appraiser list to confirm that
appropriate procedures and controls exist to ensure independence in the development,
administration, and maintenance of the list. For residential transactions, loan production staff
can use a revolving, pre-approved appraiser list, provided the development and maintenance of
the list is not under their control.

B. Engagement L etters

An institution should use written engagement letters when ordering appraisals,
particularly for large, complex, or out-of-area commercial real estate properties. An engagement
letter facilitates communication with the appraiser and documents the expectations of each party
to the appraisal assignment. In addition to the other information, the engagement letter will
identify the intended use and user(s), as defined in USPAP. An engagement letter also may
specify whether there are any legal or contractual restrictions on the sharing of the appraisal with
other parties. An institution should include the engagement letter in its credit file. To avoid the
appearance of any conflict of interest, appraisal or evaluation development work should not
commence until the institution has selected and engaged a person for the assignment.

18 See 12 CFR 226.42.
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VIIl. Transactions That Require Appraisals

Although the Agencies’ appraisal regulations exempt certain real estate-related financial
transactions from the appraisal requirement, most real estate-related financial transactions over
the appraisal threshold are considered federally related transactions and, thus, require
appraisals.™® The Agencies also reserve the right to require an appraisal under their appraisal
regulations to address safety and soundness concerns in a transaction. (See Appendix A,
Appraisal Exemptions.)?

VI, Minimum Appraisal Standards

The Agencies’ appraisal regulations include minimum standards for the preparation
of an appraisal. (See Appendix D, Glossary of Terms, for terminology used in these
Guidelines.) The appraisal must:

e Conform to generally accepted appraisal standards as evidenced by the USPAP
promulgated by the Appraisal Standards Board of the Appraisal Foundation
unless principles of safe and sound banking require compliance with stricter
standards. Although allowed by USPAP, the Agencies’ appraisal regulations do
not permit an appraiser to appraise any property in which the appraiser has an
interest, direct or indirect, financial or otherwise in the property or transaction.
Further, the appraisal must contain an opinion of market value as defined in the
Agencies’ appraisal regulations. (See discussion on the definition of market value
below.) Under USPAP, the appraisal must contain a certification that the
appraiser has complied with USPAP. An institution may refer to the appraiser’s
USPAP certification in its assessment of the appraiser’s independence concerning
the transaction and the property. Under the Agencies’ appraisal regulations, the
result of an Automated Valuation Model (AVM), by itself or signed by an
appraiser, is not an appraisal, because a state certified or licensed appraiser must
perform an appraisal in conformance with USPAP and the Agencies’ minimum
appraisal standards. Further, the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 (Dodd-Frank Act)?* provides “[i]n conjunction with the
purchase of a consumer’s principal dwelling, broker price opinions may not be
used as the primary basis to determine the value of a piece of property for the
purpose of loan origination of a residential mortgage loan secured by such piece
of property.”?

9 In order to facilitate recovery in designated major disaster areas, subject to safety and soundness considerations,

the Depository Institutions Disaster Relief Act of 1992 provides the Agencies with the authority to waive certain
appraisal requirements for up to three years after a Presidential declaration of a natural disaster. Pub. L. 102-485,
82, 106 Stat. 2771 (October 23, 1992); 12 U.S.C. 3352.

As a matter of policy, OTS uses its supervisory authority to require problem associations and associations in
troubled condition to obtain appraisals for all real estate-related transactions over $100,000 (unless the
transaction is otherwise exempt). NCUA requires a written estimate of market value for all real estate-related
transactions valued at the appraisal threshold or less, or that involve an existing extension of credit where there is
either an advancement of new monies or a material change in the condition of the property. 12 CFR 722.3(d).

2L pyb. L. 111-203, 124 Stat. 1376 (2010).

2 Dodd-Frank Act, Section 1473(r).

20
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e Be written and contain sufficient information and analysis to support the institution's
decision to engage in the transaction. An institution should obtain an appraisal that is
appropriate for the particular federally related transaction, considering the risk and
complexity of the transaction. The level of detail should be sufficient for the
institution to understand the appraiser’s analysis and opinion of the property’s market
value. As provided by the USPAP Scope of Work Rule, appraisers are responsible
for establishing the scope of work to be performed in rendering an opinion of the
property’s market value. An institution should ensure that the scope of work is
appropriate for the assignment. The appraiser’s scope of work should be consistent
with the extent of the research and analyses employed for similar property types,
market conditions, and transactions. Therefore, an institution should be cautious in
limiting the scope of the appraiser’s inspection, research, or other information used to
determine the property’s condition and relevant market factors, which could affect the
credibility of the appraisal.

According to USPAP, appraisal reports must contain sufficient information to enable
the intended user of the appraisal to understand the report properly. An institution
should specify the use of an appraisal report option that is commensurate with the risk
and complexity of the transaction. The appraisal report should contain sufficient
disclosure of the nature and extent of inspection and research performed by the
appraiser to verify the property’s condition and support the appraiser’s opinion of
market value. (See Appendix D, Glossary of Terms, for the definition of appraisal
report options.)

Institutions should be aware that provisions in the Dodd-Frank Act address appraisal
requirements for a higher-risk mortgage to a consumer.”® To implement these
provisions, the Agencies recognize that future regulations will address the
requirement that the appraiser conduct a physical property visit of the interior of the
mortgaged property.**

e Analyze and report appropriate deductions and discounts for proposed
construction or renovation, partially leased buildings, non-market lease terms, and
tract developments with unsold units. Appraisers must analyze, apply, and report
appropriate deductions and discounts when providing an estimate of market value
based on demand for real estate in the future. This standard is designed to avoid
having appraisals prepared using unrealistic assumptions and inappropriate
methods in arriving at the property’s market value. (See Appendix C, Deductions
and Discounts, for further explanation on deductions and discounts.)

28 Under the law, the provisions are effective 12 months after final regulations to implement the provisions are
published. See Dodd-Frank Act, Section 1400(c)(1).
# Section 1471 of the Dodd-Frank Act added a new section 129H to the Truth-in-Lending Act (15 U.S.C. 1631 et

seq.).
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e Be based upon the definition of market value set forth in the appraisal regulation.
Each appraisal must contain an estimate of market value, as defined by the Agencies’
appraisal regulations. The definition of market value assumes that the price is not
affected by undue stimulus, which would allow the value of the real property to be
increased by favorable financing or seller concessions. Value opinions such as
“going concern value,” “value in use,” or a special value to a specific property user
may not be used as market value for federally related transactions. An appraisal may
contain separate opinions of such values so long as they are clearly identified and
disclosed.

The estimate of market value should consider the real property’s actual physical
condition, use, and zoning as of the effective date of the appraiser’s opinion of value.
For a transaction financing construction or renovation of a building, an institution
would generally request an appraiser to provide the property’s current market value in
its “as is” condition, and, as applicable, its prospective market value upon completion
and/or prospective market value upon stabilization.” Prospective market value
opinions should be based upon current and reasonably expected market conditions.
When an appraisal includes prospective market value opinions, there should be a
point of reference to the market conditions and time frame on which the appraiser
based the analysis.”® An institution should understand the real property’s “as is”
market value and should consider the prospective market value that corresponds to
the credit decision and the phase of the project being funded, if applicable.

e Be performed by state certified or licensed appraisers in accordance with
requirements set forth in the appraisal regulation. In determining competency for a
given appraisal assignment, an institution must consider an appraiser’s education and
experience. While an institution must confirm that the appraiser holds a valid
credential from the appropriate state appraiser regulatory authority, a state
certification or license is a minimum credentialing requirement. Appraisers are
expected to be selected for individual assignments based on their competency to
perform the appraisal, including knowledge of the property type and specific property
market.

As stated in the Agencies’ appraisal regulations, a state certified or licensed appraiser
may not be considered competent solely by virtue of being certified or licensed. In
communicating an appraisal assignment, an institution should convey to the appraiser
that the Agencies’ minimum appraisal standards must be followed.

% Under NCUA regulations, “market value” of a construction and development project is the value at the time a
commercial real estate loan is made, which includes “the appraised value of land owned by the borrower on
which the project is to be built, less any liens, plus the cost to build the project.” 68 FR 56537, 56540 (October
1, 2003) (referring to Office of General Counsel Opinion 01-0422 (June 7, 2001)); 12 CFR 723.3(h).

% See USPAP, Statement 4 on Prospective Value Opinions, for further explanation.
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IX.  Appraisal Development

The Agencies’ appraisal regulations require appraisals for federally related transactions to
comply with the requirements in USPAP, some of which are addressed below. Consistent with
the USPAP Scope of Work Rule,?” the appraisal must reflect an appropriate scope of work that
provides for “credible” assignment results. The appraiser’s scope of work should reflect the
extent to which the property is identified and inspected, the type and extent of data researched,
and the analyses applied to arrive at opinions or conclusions. Further, USPAP requires the
appraiser to disclose whether he or she previously appraised the property.

While an appraiser must comply with USPAP and establish the scope of work in an
appraisal assignment, an institution is responsible for obtaining an appraisal that contains
sufficient information and analysis to support its decision to engage in the transaction.
Therefore, to ensure that an appraisal is appropriate for the intended use, an institution should
discuss its needs and expectations for the appraisal with the appraiser. Such discussions should
assist the appraiser in establishing the scope of work and form the basis of the institution’s
engagement letter, as appropriate. These communications should adhere to the institution’s
policies and procedures on independence of the appraiser and not unduly influence the appraiser.
An institution should not allow lower cost or the speed of delivery time to inappropriately
influence its appraisal ordering procedures or the appraiser’s determination of the scope of work
for an appraisal supporting a federally related transaction.

As required by USPAP, the appraisal must include any approach to value (that is, the
cost, income, and sales comparison approaches) that is applicable and necessary to the
assignment. Further, the appraiser should disclose the rationale for the omission of a valuation
approach. The appraiser must analyze and reconcile the information from the approaches to
arrive at the estimated market value. The appraisal also should include a discussion on market
conditions, including relevant information on property value trends, demand and supply factors,
and exposure time. Other information might include the prevalence and effect of sales and
financing concessions, the list-to-sale price ratio, and availability of financing. In addition, an
appraisal should reflect an analysis of the property’s sales history and an opinion as to the
highest and best use of the property. USPAP requires the appraiser to disclose whether or not the
subject property was inspected and whether anyone provided significant assistance to the
appraiser signing the appraisal report.

X. Appraisal Reports

An institution is responsible for identifying the appropriate appraisal report option to
support its credit decisions. The institution should consider the risk, size, and complexity of the
transaction and the real estate collateral when determining the appraisal report format to be
specified in its appraisal engagement instructions to an appraiser.

27 See USPAP, Scope of Work Rule, Advisory Opinions 28 and 29.
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USPAP provides various appraisal report options that an appraiser may use to present the
results of appraisal assignments. The major difference among these report options is the level of
detail presented in the report. A report option that merely states, rather than summarizes or
describes the content and information required in an appraisal report, may lack sufficient
supporting information and analysis to explain the appraiser’s opinions and conclusions.

Generally, a report option that is restricted to a single client and intended user will not be
appropriate to support most federally related transactions. These reports lack sufficient
supporting information and analysis for underwriting purposes. These less detailed reports may
be appropriate for real estate portfolio monitoring purposes. (See Appendix D, Glossary of
Terms, for the definition of appraisal report options.)

Regardless of the report option, the appraisal report should contain sufficient detail to
allow the institution to understand the scope of work performed. Sufficient information should
include the disclosure of research and analysis performed, as well as disclosure of the research
and analysis typically warranted for the type of appraisal, but omitted, along with the rationale
for its omission.

XI.  Transactions That Require Evaluations

The Agencies’ appraisal regulations permit an institution to obtain an appropriate
evaluation of real property collateral in lieu of an appraisal for transactions that qualify for
certain exemptions. These exemptions include a transaction that:

e Has a transaction value equal to or less than the appraisal threshold of $250,000.

e Is abusiness loan with a transaction value equal to or less than the business loan
threshold of $1 million, and is not dependent on the sale of, or rental income derived
from, real estate as the primary source of repayment.”®

e Involves an existing extension of credit at the lending institution, provided that:

0 There has been no obvious and material change in market conditions or
physical aspects of the property that threaten the adequacy of the institution’s
real estate collateral protection after the transaction, even with the
advancement of new monies; or

0 There is no advancement of new monies other than funds necessary to cover
reasonable closing costs.”

For more information on real estate-related financial transactions that are exempt from
the appraisal requirement, see Appendix A, Appraisal Exemptions. For a discussion on changes
in market conditions, see the section on Validity of Appraisals and Evaluations in these
Guidelines.

%8 NCUA regulations do not contain an exemption from the appraisal requirements specific to member business
loans.

2 NCUA'’s appraisal regulation requires credit unions to meet both conditions to avoid the need for an appraisal as
set forth in 12 CFR 722.3(d).
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Although the Agencies’ appraisal regulations allow an institution to use an evaluation for
certain transactions, an institution should establish policies and procedures for determining when
to obtain an appraisal for such transactions. For example, an institution should consider
obtaining an appraisal as an institution’s portfolio risk increases or for higher risk real estate-
related financial transactions, such as those involving:

e Loans with combined loan-to-value ratios in excess of the supervisory loan-to-value
limits.

e Atypical properties.
e Properties outside the institution’s traditional lending market.

e Transactions involving existing extensions of credit with significant risk to the
institution.

e Borrowers with high risk characteristics.
XIl.  Evaluation Development

An evaluation must be consistent with safe and sound banking practices and should
support the institution’s decision to engage in the transaction. An institution should be able to
demonstrate that an evaluation, whether prepared by an individual or supported by an analytical
method or a technological tool, provides a reliable estimate of the collateral’s market value as of
a stated effective date prior to the decision to enter into a transaction. (Refer to Appendix B,
Evaluations Based on Analytical Methods or Technological Tools.)

A valuation method that does not provide a property’s market value or sufficient
information and analysis to support the value conclusion is not acceptable as an evaluation. For
example, a valuation method that provides a sales or list price, such as a broker price opinion,
cannot be used as an evaluation because, among other things, it does not provide a property’s
market value. Further, the Dodd-Frank Act provides “[i]n conjunction with the purchase of a
consumer’s principal dwelling, broker price opinions may not be used as the primary basis to
determine the value of a piece of property for the purpose of loan origination of a residential
mortgage loan secured by such piece of property.”®® Likewise, information on local housing
conditions and trends, such as a competitive market analysis, does not contain sufficient
information on a specific property that is needed, and therefore, would not be acceptable as an
evaluation. The information obtained from such sources, while insufficient as an evaluation,
may be useful to develop an evaluation or appraisal.

An institution should establish policies and procedures for determining an appropriate
collateral valuation method for a given transaction considering associated risks. These policies
and procedures should address the process for selecting the appropriate valuation method for a
transaction rather than using the method that renders the highest value, lowest cost, or fastest
turnaround time.

¥ Dodd-Frank Act, Section 1473(r).
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A valuation method should address the property’s actual physical condition and
characteristics as well as the economic and market conditions that affect the estimate of the
collateral’s market value. It would not be acceptable for an institution to base an evaluation on
unsupported assumptions, such as a property is in “average” condition, the zoning will change,
or the property is not affected by adverse market conditions. Therefore, an institution should
establish criteria for determining the level and extent of research or inspection necessary to
ascertain the property’s actual physical condition, and the economic and market factors that
should be considered in developing an evaluation. An institution should consider performing an
inspection to ascertain the actual physical condition of the property and market factors that affect
its market value. When an inspection is not performed, an institution should be able to
demonstrate how these property and market factors were determined.

XIIl.  Evaluation Content

An evaluation should contain sufficient information detailing the analysis, assumptions,
and conclusions to support the credit decision. An evaluation’s content should be documented in
the credit file or reproducible. The evaluation should, at a minimum:

e |dentify the location of the property.

e Provide a description of the property and its current and projected use.

e Provide an estimate of the property’s market value in its actual physical condition,

use and zoning designation as of the effective date of the evaluation (that is, the date

that the analysis was completed), with any limiting conditions.

e Describe the method(s) the institution used to confirm the property’s actual physical
condition and the extent to which an inspection was performed.

e Describe the analysis that was performed and the supporting information that was
used in valuing the property.

e Describe the supplemental information that was considered when using an analytical
method or technological tool.

e Indicate all source(s) of information used in the analysis, as applicable, to value the
property, including:

o External data sources (such as market sales databases and public tax and land
records);

o Property-specific data (such as previous sales data for the subject property, tax
assessment data, and comparable sales information);

o Evidence of a property inspection;
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0 Photos of the property;
o0 Description of the neighborhood; or
0 Local market conditions.

e Include information on the preparer when an evaluation is performed by a person,
such as the name and contact information, and signature (electronic or other legally
permissible signature) of the preparer.

(See Appendix B, Evaluations Based on Analytical Methods or Technological Tools, for
guidance on the appropriate use of analytical methods and technological tools for developing an
evaluation.)

XIV. Validity of Appraisals and Evaluations

The Agencies allow an institution to use an existing appraisal or evaluation to support a
subsequent transaction in certain circumstances. Therefore, an institution should establish
criteria for assessing whether an existing appraisal or evaluation continues to reflect the market
value of the property (that is, remains valid). Such criteria will vary depending upon the
condition of the property and the marketplace, and the nature of the transaction. The
documentation in the credit file should provide the facts and analysis to support the institution’s
conclusion that the existing appraisal or evaluation may be used in the subsequent transaction. A
new appraisal or evaluation is necessary if the originally reported market value has changed due
to factors such as:

e Passage of time.

e Volatility of the local market.

e Changes in terms and availability of financing.

e Natural disasters.

e Limited or over supply of competing properties.

e Improvements to the subject property or competing properties.

e Lack of maintenance of the subject or competing properties.

e Changes in underlying economic and market assumptions, such as capitalization rates
and lease terms.

e Changes in zoning, building materials, or technology.

e Environmental contamination.
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XV. Reviewing Appraisals and Evaluations

The Agencies’ appraisal regulations specify that appraisals for federally related
transactions must contain sufficient information and analysis to support an institution’s decision
to engage in the credit transaction. For certain transactions that do not require an appraisal, the
Agencies’ regulations require an institution to obtain an appropriate evaluation of real property
collateral that is consistent with safe and sound banking practices.

As part of the credit approval process and prior to a final credit decision, an institution
should review appraisals and evaluations to ensure that they comply with the Agencies’ appraisal
regulations and are consistent with supervisory guidance and its own internal policies. This
review also should ensure that an appraisal or evaluation contains sufficient information and
analysis to support the decision to engage in the transaction.

Through the review process, the institution should be able to assess the reasonableness of
the appraisal or evaluation, including whether the valuation methods, assumptions, and data
sources are appropriate and well-supported. An institution may use the review findings to
monitor and evaluate the competency and ongoing performance of appraisers and persons who
perform evaluations. (See the discussion in these Guidelines on Selection of Appraisers or
Persons Who Perform Evaluations.)

When an institution identifies an appraisal or evaluation that is inconsistent with the
Agencies’ appraisal regulations and the deficiencies cannot be resolved with the appraiser or
person who performed the evaluation, the institution must obtain an appraisal or evaluation that
meets the regulatory requirements prior to making a credit decision. Though a reviewer cannot
change the value conclusion in the original appraisal, an appraisal review performed by an
appropriately qualified and competent state certified or licensed appraiser in accordance with
USPAP may result in a second opinion of market value. An institution may rely on the second
opinion of market value obtained through an acceptable USPAP-compliant appraisal review to
support its credit decision.

An institution’s policies and procedures for reviewing appraisals and evaluations, at a
minimum, should:

e Address the independence, educational and training qualifications, and role of the
reviewer.

e Reflect a risk-focused approach for determining the depth of the review.
e Establish a process for resolving any deficiencies in appraisals or evaluations.

e Set forth documentation standards for the review and the resolution of noted
deficiencies.
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A. Reviewer Qualifications

An institution should establish qualification criteria for persons who are eligible to review
appraisals and evaluations. Persons who review appraisals and evaluations should be
independent of the transaction and have no direct or indirect interest, financial or otherwise, in
the property or transaction, and be independent of and insulated from any influence by loan
production staff. Reviewers also should possess the requisite education, expertise, and
competence to perform the review commensurate with the complexity of the transaction, type of
real property, and market. Further, reviewers should be capable of assessing whether the
appraisal or evaluation contains sufficient information and analysis to support the institution’s
decision to engage in the transaction.

A small or rural institution or branch with limited staff should implement prudent
safeguards for reviewing appraisals and evaluations when absolute lines of independence cannot
be achieved. Under these circumstances, the review may be part of the originating loan officer’s
overall credit analysis, as long as the originating loan officer abstains from directly or indirectly
approving or voting to approve the loan.

An institution should assess the level of in-house expertise available to review appraisals
for complex projects, high-risk transactions, and out-of-market properties. An institution may
find it appropriate to employ additional personnel or engage a third party to perform the reviews.
When using a third party, an institution remains responsible for the quality and adequacy of the
review process, including the qualification standards for reviewers. (See the discussion in these
Guidelines on Third Party Arrangements.)

B. Depth of Review

An institution should implement a risk-focused approach for determining the depth of the
review needed to ensure that appraisals and evaluations contain sufficient information and
analysis to support the institution’s decision to engage in the transaction. This process should
differentiate between high- and low-risk transactions so that the review is commensurate with the
risk. The depth of the review should be sufficient to ensure that the methods, assumptions, data
sources, and conclusions are reasonable, well-supported, and appropriate for the transaction,
property, and market. The review also should consider the process through which the appraisal
or evaluation is obtained, either directly by the institution or from another financial services
institution. The review process should be commensurate with the type of transaction as
discussed below:

e Commercial Real Estate. An institution should ensure that appraisals or evaluations
for commercial real estate transactions are subject to an appropriate level of review.
Transactions involving complex properties or high-risk commercial loans should be
reviewed more comprehensively to assess the technical quality of the appraiser’s
analysis. For example, an institution should perform a more comprehensive review of
transactions involving large-dollar credits, loans secured by complex or specialized
properties, and properties outside the institution’s traditional lending market. Persons
performing such reviews should have the appropriate expertise and knowledge
relative to the type of property and its market.
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The depth of the review of appraisals and evaluations completed for commercial
properties securing lower risk transactions may be less technical in nature, but still
should provide meaningful results that are commensurate with the size, type, and
complexity of the underlying credit transaction. In addition, an institution should
establish criteria for when to expand the depth of the review.

e 1-to-4 Family Residential Real Estate. The reviews for residential real estate
transactions should reflect a risk-focused approach that is commensurate with the
size, type, and complexity of the underlying credit transaction, as well as loan and
portfolio risk characteristics. These risk factors could include debt-to-income ratios,
loan-to-value ratios, level of documentation, transaction dollar amount, or other
relevant factors. With prior approval from its primary federal regulator, an institution
may employ various techniques, such as automated tools or sampling methods, for
performing pre-funding reviews of appraisals or evaluations supporting lower risk
residential mortgages. When using such techniques, an institution should maintain
sufficient data and employ appropriate screening parameters to provide adequate
quality assurance and should ensure that the work of all appraisers and persons
performing evaluations is periodically reviewed. In addition, an institution should
establish criteria for when to expand the depth of the review.

An institution may use sampling and audit procedures to verify the seller’s
representations and warranties that the appraisals for the underlying loans in a pool of
residential loans satisfy the Agencies’ appraisal regulations and are consistent with
supervisory guidance and an institution’s internal policies. If an institution is unable
to confirm that the appraisal meets the Agencies’ appraisal requirements, then the
institution must obtain an appraisal prior to engaging in the transaction.

o Appraisals from Other Financial Services Institutions.>* The Agencies’ appraisal
regulations specify that an institution may use an appraisal that was prepared by an
appraiser engaged directly by another financial services institution, provided the
institution determines that the appraisal conforms to the Agencies’ appraisal
regulations and is otherwise acceptable. An institution should assess whether to use
the appraisal prior to making a credit decision. An institution should subject such
appraisals to at least the same level of review that the institution performs on
appraisals it obtains directly for similar properties and document its review in the
credit file. The documentation of the review should support the institution’s reliance
on the appraisal. Among other considerations, an institution should confirm that:

0 The appraiser was engaged directly by the other financial services institution.

0 The appraiser had no direct, indirect, or prospective interest, financial or
otherwise, in the property or transaction.

¥ An institution generally should not rely on an evaluation prepared by or for another financial services institution
because it will not have sufficient information relative to the other institution’s risk management practices for
developing evaluations.
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o0 The financial services institution (not the borrower) ordered the appraisal. For
example, an engagement letter should show that the financial services
institution, not the borrower, engaged the appraiser.

An institution must not accept an appraisal that has been readdressed or altered by the
appraiser with the intent to conceal the original client. Altering an appraisal report in a
manner that conceals the original client or intended users of the appraisal is misleading, does
not conform to USPAP, and violates the Agencies’ appraisal regulations.

C. Resolution of Deficiencies

An institution should establish policies and procedures for resolving any inaccuracies or
weaknesses in an appraisal or evaluation identified through the review process, including
procedures for:

e Communicating the noted deficiencies to and requesting correction of such
deficiencies by the appraiser or person who prepared the evaluation. An institution
should implement adequate internal controls to ensure that such communications do
not result in any coercion or undue influence on the appraiser or person who
performed the evaluation.

e Addressing significant deficiencies in the appraisal that could not be resolved with the
original appraiser by obtaining a second appraisal or relying on a review that
complies with Standards Rule 3 of USPAP and is performed by an appropriately
qualified and competent state certified or licensed appraiser prior to the final credit
decision.

e Replacing evaluations prior to the credit decision that do not provide credible results
or lack sufficient information to support the final credit decision.

D. Documentation of the Review

An institution should establish policies for documenting the review of appraisals and
evaluations in the credit file. Such policies should address the level of documentation needed for
the review, given the type, risk and complexity of the transaction. The documentation should
describe the resolution of any appraisal or evaluation deficiencies, including reasons for
obtaining and relying on a second appraisal or evaluation. The documentation also should
provide an audit trail that documents the resolution of noted deficiencies or details the reasons
for relying on a second opinion of market value.

XVI. Third Party Arrangements

An institution that engages a third party to perform certain collateral valuation functions
on its behalf is responsible for understanding and managing the risks associated with the
arrangement. An institution should use caution if it engages a third party to administer any part
of its appraisal and evaluation function, including the ordering or reviewing of appraisals and
evaluations, selecting an appraiser or person to perform evaluations, or providing access to
analytical methods or technological tools.
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An institution is accountable for ensuring that any services performed by a third party,
both affiliated and unaffiliated entities, comply with applicable laws and regulations and are
consistent with supervisory guidance.®* Therefore, an institution should have the resources and
expertise necessary for performing ongoing oversight of third party arrangements.

An institution should have internal controls for identifying, monitoring, and managing the
risks associated with using a third party arrangement for valuation services, including
compliance, legal, reputational, and operational risks. While the arrangement may allow an
institution to achieve specific business objectives, such as gaining access to expertise that is not
available internally, the reduced operational control over outsourced activities poses additional
risk. Consistent with safe and sound practices, an institution should have a written contract that
clearly defines the expectations and obligations of both the financial institution and the third
party, including that the third party will perform its services in compliance with the Agencies’
appraisal regulations and consistent with supervisory guidance.

Prior to entering into any arrangement with a third party for valuation services, an
institution should compare the risks, costs, and benefits of the proposed relationship to those
associated with using another vendor or conducting the activity in-house. The decision to
outsource any part of the collateral valuation function should not be unduly influenced by any
short-term cost savings. An institution should take into account all aspects of the long-term
effect of the relationship, including the managerial expertise and associated costs for effectively
monitoring the arrangement on an ongoing basis.

If an institution outsources any part of the collateral valuation function, it should exercise
appropriate due diligence in the selection of a third party. This process should include sufficient
analysis by the institution to assess whether the third party provider can perform the services
consistent with the institution’s performance standards and regulatory requirements. An
institution should be able to demonstrate that its policies and procedures establish effective
internal controls to monitor and periodically assess the collateral valuation functions performed
by a third party.

An institution also is responsible for ensuring that a third party selects an appraiser or a
person to perform an evaluation who is competent and independent, has the requisite experience
and training for the assignment, and thorough knowledge of the subject property’s market.
Appraisers must be appropriately certified or licensed, but this minimum credentialing
requirement, although necessary, is not sufficient to determine that an appraiser is competent to
perform an assignment for a particular property or geographic market.

%2 See, for example, FFIEC Statement on Risk Management of Outsourced Technology Service (November 28,
2000) for guidance on the assessment, selection, contract review, and monitoring of a third party that provides
services to a regulated institution. Refer to the institution’s primary federal regulator for additional guidance on
third party arrangements: OCC Bulletin 2001-47, Third-Party Relationships (November 1, 2001); OTS Thrift
Bulletin 82a, Third Party Arrangements (September 1, 2004); NCUA Letter to Credit Unions: 01-CU-20, Due
Diligence Over Third Party Service Arrangements (November 2001), 07-CU-13, Supervisory Letter-Evaluation
Third Party Relationships (December 2007), 08-CU-09, Evaluating Third Party Relationships Questionnaire
(April 2008); and FDIC Financial Institution Letter 44-2008, Guidance for Managing Third-Party Risk (June
2008).
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An institution should ensure that when a third party engages an appraiser or a person who
performs an evaluation, the third party conveys to that person the intended use of the appraisal or
evaluation and that the regulated institution is the client. For example, an engagement letter
facilitates the communication of this information.

An institution’s risk management system should reflect the complexity of the outsourced
activities and associated risk. An institution should document the results of ongoing monitoring
efforts and periodic assessments of the arrangement(s) with a third party for compliance with
applicable regulations and consistency with supervisory guidance and its performance standards.
If deficiencies are discovered, an institution should take remedial action in a timely manner.

XVII. Program Compliance

Deficiencies in an institution’s appraisal and evaluation program that result in violations
of the Agencies’ appraisal regulations or contraventions of the Agencies’ supervisory guidance
reflect negatively on management. An institution’s appraisal and evaluation policies should
establish internal controls to promote an effective appraisal and evaluation program. The
compliance process should:

e Maintain a system of adequate controls, verification, and testing to ensure that
appraisals and evaluations provide credible market values.

e Insulate the persons responsible for ascertaining the compliance of the institution’s
appraisal and evaluation function from any influence by loan production staff.

e Ensure the institution’s practices result in the selection of appraisers and persons who
perform evaluations with the appropriate qualifications and demonstrated competency
for the assignment.

e Establish procedures to test the quality of the appraisal and evaluation review process.

e Use, as appropriate, the results of the institution’s review process and other relevant
information as a basis for considering a person for a future appraisal or evaluation

assignment.

e Report appraisal and evaluation deficiencies to appropriate internal parties and, if
applicable, to external authorities in a timely manner.

A. Monitoring Collateral VValues

Consistent with the Agencies’ real estate lending regulations and guidelines,® an
institution should monitor collateral risk on a portfolio and on an individual credit basis.

¥ OCC: 12 CFR part 34, subpart D; FRB: 12 CFR part 208, subpart E; FDIC: 12 CFR part 365; OTS: 12 CFR
560.100 and 560.101; and NCUA: 12 CFR 701.21.
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Therefore, an institution should have policies and procedures that address the need for
obtaining current collateral valuation information to understand its collateral position over the
life of a credit and effectively manage the risk in its real estate credit portfolios. The policies and
procedures also should address the need to obtain current valuation information for collateral
supporting an existing credit that may be modified or considered for a loan workout.

Under their appraisal regulations, the Agencies reserve the right to require an institution
to obtain an appraisal or evaluation when there are safety and soundness concerns on an existing
real estate secured credit. Therefore, an institution should be able to demonstrate that sufficient
information is available to support the current market value of the collateral and the classification
of a problem real estate credit. When such information is not available, an examiner may direct
an institution to obtain a new appraisal or evaluation in order to have sufficient information to
understand the current market value of the collateral. Examiners would be expected to provide
an institution with a reasonable amount of time to obtain a new appraisal or evaluation.

B. Portfolio Collateral Risk

Prudent portfolio monitoring practices include criteria for determining when to obtain a
new appraisal or evaluation. Among other considerations, the criteria should address
deterioration in the credit since origination or changes in market conditions. Changes in market
conditions could include material changes in current and projected vacancy, absorption rates,
lease terms, rental rates, and sale prices, including concessions and overruns and delays in
construction costs. Fluctuations in discount or direct capitalization rates also are indicators of
changing market conditions.

In assessing whether changes in market conditions are material, an institution should
consider the individual and aggregate effect of these changes on its collateral protection and the
risk in its real estate lending programs or credit portfolios. Moreover, as an institution’s reliance
on collateral becomes more important, its policies and procedures should:

e Ensure that timely information is available to management for assessing collateral
and associated risk.

e Specify when new or updated collateral valuations are appropriate or desirable to
understand collateral risk in the transaction(s).

e Delineate the valuation method to be employed after considering the property type,
current market conditions, current use of the property, and the relevance of the most
recent appraisal or evaluation in the credit file.

Consistent with sound collateral valuation monitoring practices, an institution can use a
variety of techniques for monitoring the effect of collateral valuation trends on portfolio risk.
Sources of relevant information may include external market data, internal data, or reviews of
recently obtained appraisals and evaluations. An institution should be able to demonstrate that it
has sufficient, reliable, and timely information on market trends to understand the risk associated
with its lending activity.
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C. Modifications and Workouts of Existing Credits

An institution may find it appropriate to modify a loan or to engage in a workout with an
existing borrower. The Agencies expect an institution to consider current collateral valuation
information to assess its collateral risk and facilitate an informed decision on whether to engage
in a modification or workout of an existing real estate credit. (See the discussion above on
Portfolio Collateral Risk.)

Loan Modifications. A loan modification to an existing credit that involves a limited
change(s)** in the terms of the note or loan agreement and that does not adversely
affect the institution’s real estate collateral protection after the modification does not
rise to the level of a new real estate-related financial transaction for purposes of the
Agencies’ appraisal regulations. As a result, an institution would not be required to
obtain either a new appraisal or evaluation to comply with the Agencies’ appraisal
regulations, but should have an understanding of its collateral risk. For example,
institutions can use automated valuation models or other valuation techniques when
considering a modification to a residential mortgage loan. An institution should have
procedures for ensuring an alternative collateral valuation method provides reliable
information. In addition, an institution should be able to demonstrate that a
modification reflects prudent underwriting standards and is consistent with safe and
sound lending practices. Examiners will assess the adequacy of valuation information
an institution uses for loan modifications.

Loan Workouts. As noted under “Monitoring Collateral Values,” an institution’s
policies and procedures should address the need for current information on the value
of real estate collateral supporting a loan workout. A loan workout can take many
forms, including a modification that adversely affects the institution’s real estate
collateral protection after the modification, a renewal or extension of loan terms, the
advancement of new monies, or a restructuring with or without concessions. These
types of loan workouts are new real estate-related financial transactions.

If the loan workout does not include the advancement of new monies other than
reasonable closing costs, the institution may obtain an evaluation in lieu of an
appraisal. For loan workouts that involve the advancement of new monies, an
institution may obtain an evaluation in lieu of an appraisal provided there has been no
obvious and material change in market conditions and no change in the physical
aspects of the property that threatens the adequacy of the institution’s real estate
collateral protection after the workout.®

¥ A loan modification that entails a decrease in the interest rate or a single extension of a limited or short-term
nature would not be viewed as a subsequent transaction. For example, an extension arising from a short-term
delay in the full repayment of the loan when there is documented evidence that payment from the borrower is
forthcoming, or a brief delay in the scheduled closing on the sale of a property when there is evidence that the
closing will be completed in the near term.

35

Under the NCUA'’s appraisal regulation, a credit union must meet both conditions to avoid the need for an

appraisal. If a transaction does not involve an advancement of new monies and there have been no obvious and
material changes in market or property conditions, a credit union must obtain a written estimate of market value
that is consistent with the standards for evaluations as discussed in these Guidelines. 12 CFR 722.3(d).
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In these cases, an institution should support and document its rationale for using this
exemption. An institution must obtain an appraisal when a loan workout involves the
advancement of new monies and there is an obvious and material change in either
market conditions or physical aspects of the property, or both, that threatens the
adequacy of the institution’s real estate collateral protection after the workout (unless
another exemption applies)®®. (See also Appendix A, Appraisal Exemptions, for
transactions where an evaluation would be allowed in lieu of an appraisal.)

e Collateral Valuation Policies for Modifications and Workouts. An institution’s
policies should address the need for obtaining current collateral valuation information
for a loan modification or workout. The policies should specify the valuation method
to be used and address the need to monitor collateral risk on an ongoing basis taking
into consideration changing market conditions and the borrower’s repayment
performance. An institution also should be able to demonstrate that the collateral
valuation method used is reliable for a given credit or loan type.

Further, for loan workouts, an institution’s policies should specify conditions under
which an appraisal or evaluation will be obtained. As loan repayment becomes more
dependent on the sale of collateral, an institution’s policies should address the need to
obtain an appraisal or evaluation for safety and soundness reasons even though one is
not otherwise required by the Agencies' appraisal regulations.

XVIII.Referrals

An institution should file a complaint with the appropriate state appraiser regulatory
officials when it suspects that a state certified or licensed appraiser failed to comply with
USPAP, applicable state laws, or engaged in other unethical or unprofessional conduct. In
addition, effective April 1, 2011, an institution must file a complaint with the appropriate state
appraiser certifying and licensing agency under certain circumstances.*’

An institution also must file a suspicious activity report (SAR) with the Financial Crimes
Enforcement Network of the Department of the Treasury (FInCEN) when suspecting fraud or
identifying other transactions meeting the SAR filing criteria.*® Examiners finding evidence of
unethical or unprofessional conduct by appraisers should instruct the institution to file a
complaint with state appraiser regulatory officials and, when required, to file a SAR with
FinCEN. If there is a concern regarding the institution’s ability or willingness to file a complaint
or make a referral, examiners should forward their findings and recommendations to their
supervisory office for appropriate disposition and referral to state appraiser regulatory officials
and FinCEN, as necessary.

% For example, if the transaction value is below the appraisal threshold of $250,000.

¥ See 12 CFR 226.42(g).

% Refer to federal regulations at FRB: 12 CFR 208.62, 211.5(k), 211.24(f), and 225.4(f); FDIC: 12 CFR part 353;
NCUA: 12 CFR part 748; OCC: 12 CFR 21.11; OTS: 12 CFR 563.180; and FinCEN: 31 CFR 103.18. Refer also
to the Federal Financial Institutions Examination Council Bank Secrecy Act/Anti-Money Laundering
Examination Manual (Revised April 29, 2010) to review the general criteria, but note that instructions on filing a
SAR through the Financial Crime Enforcement Network (FinCEN) of the Department of the Treasury are
attached to the SAR form. The SAR form is available on FinCEN’s website.
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Appendix A
Appraisal Exemptions

Under Title X1 of FIRREA, the Agencies were granted the authority to identify categories
of real estate-related financial transactions that do not require the services of an appraiser to
protect federal financial and public policy interests or to satisfy principles of safe and sound
lending. Therefore, in their appraisal regulations, the Agencies identified certain real estate-
related financial transactions that do not require the services of an appraiser and that are exempt
from the appraisal requirement. This appendix provides further clarification on the application
of these regulatory exemptions and should be read in the context of each Agency’s appraisal
regulation. If an institution has a question as to whether a particular transaction qualifies for an
exemption, the institution should seek guidance from its primary federal regulator. For those
transactions qualifying for the appraisal threshold, existing extensions of credit, or the business
loan exemptions, an institution is exempted from the appraisal requirement, but still must, at a
minimum, obtain an evaluation consistent with these Guidelines.*’

1. Appraisal Threshold

For transactions with a transaction value equal to or less than $250,000, the Agencies’
appraisal regulations, at a minimum, require an evaluation consistent with safe and sound
banking practices.”’ If an institution enters into a transaction that is secured by several
individual properties that are not part of a tract development, the estimate of value of each
individual property should determine whether an appraisal or evaluation would be required
for that property. For example, an institution makes a loan secured by seven commercial
properties in different markets with two properties valued in excess of the appraisal threshold
and five properties valued less than the appraisal threshold. An institution would need to
obtain an appraisal on the two properties valued in excess of the appraisal threshold and
evaluations on the five properties below the appraisal threshold, even though the aggregate
loan commitment exceeds the appraisal threshold.

2. Abundance of Caution

An institution may take a lien on real estate and be exempt from obtaining an appraisal if
the lien on real estate is taken by the lender in an abundance of caution. This exemption is
intended to have limited application, especially for real estate loans secured by residential
properties in which the real estate is the only form of collateral. In order for a business loan
to qualify for the abundance of caution exemption, the Agencies expect the extension of
credit to be well supported by the borrower’s cash flow or collateral other than real property.
The institution’s credit analysis should verify and document the adequacy and reliability of
these repayment sources and conclude that knowledge of the market value of the real estate
on which the lien will be taken as an abundance of caution is unnecessary in making the
credit decision.

¥ NCUA'’s regulations do not provide an exemption from the appraisal requirements specific to member business
loans.

%0 NCUA'’s appraisal regulation requires a written estimate of market value, performed by a qualified and
experienced person who has no interest in the property, for transactions equal to or less than the appraisal
threshold and transactions involving an existing extension of credit. 12 CFR 722.3(d).
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An institution should not invoke the abundance of caution exemption if its credit analysis
reveals that the transaction would not be adequately secured by sources of repayment other
than the real estate, even if the contributory value of the real estate collateral is low relative
to the entire collateral pool and other repayment sources. Similarly, the exemption should
not be applied to a loan or loan program unless the institution verifies and documents the
primary and secondary repayment sources. In the absence of verification of the repayment
sources, this exemption should not be used merely to reduce the cost associated with
obtaining an appraisal, to minimize transaction processing time, or to offer slightly better
terms to a borrower than would be otherwise offered.

In addition, prior to making a final commitment to the borrower, the institution should
document and retain in the credit file the analysis performed to verify that the abundance of
caution exemption has been appropriately applied. If the operating performance or financial
condition of the company subsequently deteriorates and the lender determines that the real
estate will be relied upon as a repayment source, an appraisal should then be obtained, unless
another exemption applies.

3. Loans Not Secured by Real Estate

An institution is not required to obtain an appraisal on a loan that is not secured by real
estate, even if the proceeds of the loan are used to acquire or improve real property.** For
loans covered by this exemption, the real estate has no direct effect on the institution’s
decision to extend credit because the institution has no legal security interest in the real
estate. This exemption is not intended to be applied to real estate-related financial
transactions other than those involving loans. For example, this exemption should not be
applied to a transaction such as an institution's investment in real estate for its own use.

4. Liens for Purposes Other Than the Real Estate’s VValue

This exemption allows an institution to take liens against real estate without obtaining an
appraisal to protect legal rights to, or control over, other collateral. Institutions frequently
take real estate liens to protect legal rights to other collateral rather than because of the
contributory value of the real estate as an individual asset. For example, an institution
making a loan to a logging operation may take a lien against the real estate upon which the
timber stands to ensure its access to the timber in the event of default. To apply the
exemption, the institution should determine that the market value of the real estate as an
individual asset is not necessary to support its decision to extend credit.

* NCUA'’s regulations do not provide an exemption from the appraisal requirements specific to loans not secured
by real estate.
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5. Real Estate-Secured Business Loans

This exemption applies to business loans with a transaction value of $1 million or less
when the sale of, or rental income derived from, real estate is not the primary source of
repayment.*> To apply this exemption, the Agencies expect the institution to determine that
the primary source of repayment for the business loan is operating cash flow from the
business rather than rental income or sale of real estate. For this type of exempted loan,
under the Agencies’ appraisal regulations, an institution may obtain an evaluation in lieu of
an appraisal.

This exemption will not apply to transactions in which the lender has taken a security
interest in real estate, but the primary source of repayment is provided by cash flow or sale of
real estate in which the lender has no security interest. For example, a transaction in which a
loan is secured by real estate for one project, in which the lender has taken a security interest,
but will be repaid with the cash flow from real estate sales or rental income from other real
estate projects, in which the lender does not have a security interest, would not qualify for the
exemption. (See Appendix D, Glossary of Terms, for a definition of business loan.)

6. Leases

An institution is required to obtain appraisals of leases that are the economic equivalent
of a purchase or sale of the leased real estate. For example, an institution must obtain an
appraisal on a transaction involving a capital lease, as the real estate interest is of sufficient
magnitude to be recognized as an asset of the lessee for accounting purposes. Operating
leases that are not the economic equivalent of the purchase or sale of the leased property do
not require appraisals.

7. Renewals, Refinancings, and Other Subsequent Transactions

Under certain circumstances, renewals, refinancings, and other subsequent transactions
may be supported by evaluations rather than appraisals. The Agencies’ appraisal regulations
permit an evaluation for a renewal or refinancing of an existing extension of credit at the
institution when either:

(i) There has been no obvious and material change in market conditions or physical
aspects of the property that threatens the adequacy of the institution’s real estate
collateral protection after the transaction, even with the advancement of new monies;
or

(ii) There is no advancement of new monies, other than funds necessary to cover
reasonable closing costs.*?

2 NCUA'’s appraisal regulation, 12 CFR 722, does not define “business loan.” A “member business loan” is
regulated under 12 CFR 723.

% Under the NCUA’s appraisal regulation, a credit union must meet both conditions to avoid the need for an
appraisal. If a transaction does not involve an advancement of new monies and there have been no obvious and
material changes in market or property conditions, a credit union must obtain a written estimate of market value
that is consistent with the standards for evaluations as discussed in these Guidelines. 12 CFR 722.3(d).

Page 26 of 45



AGENDA ITEM 8

A subsequent transaction is exempt from the appraisal requirement if no new monies are
advanced (other than funds necessary to cover reasonable closing costs) even when there has
been an obvious and material change in market conditions or the physical aspects of the
property that threatens the adequacy of the institution’s real estate collateral protection.
Conversely, when new monies are advanced (other than funds necessary to cover reasonable
closing costs) and there has been an obvious and material change in market conditions or the
physical aspects of the property that threaten the adequacy of the institution’s real estate
collateral protection, the institution must obtain an appraisal unless another exemption
applies.

For the purposes of these Guidelines, an institution is considered to have advanced new
monies (excluding reasonable closing costs) when there is an increase in the principal
amount of the loan over the amount of principal outstanding before the renewal or
refinancing. For example, an institution originated a 15-year term loan for $3 million and, in
year 14, the outstanding principal is $2.5 million. In year 14, the borrower seeks to refinance
the loan at a lower interest rate and requests a loan of $2.8 million. The $300,000 would be
considered new monies. On the other hand, an institution has provided a $5 million
revolving line of credit to a borrower for two years and, at the end of year two, renews the
$5 million line for another two years. At the time of renewal, the borrower has drawn down
$1 million. In this example, the amount of the line remains unchanged even though the
amount available on the line is less than the line commitment. Renewing the line of credit at
its original amount would not be considered an advancement of new monies. Further, when
an institution advances funds to protect its interest in a property, such as to repair damaged
property, a new appraisal or evaluation would not be required because these funds would be
used to restore the damaged property to its original condition.

To satisfy the condition for no obvious and material change in market conditions or the
physical aspects of the property, the current or planned future use of the property should be
consistent with the use identified in the existing appraisal or evaluation. For example, if a
property has reportedly increased in value because of a planned change in use of the property
resulting from rezoning, an appraisal should be performed unless another exemption applies.

If an evaluation is permitted under this exemption, an institution may use an existing
appraisal or evaluation as long as the institution verifies and documents that the appraisal or
evaluation continues to be valid. (See the discussion in the Validity of Appraisals and
Evaluations section of these Guidelines.) Even if a subsequent transaction qualifies for this
exemption, an institution should consider the risk posed by the transaction and may wish to
consider obtaining a new appraisal.

Loan Workouts or Restructurings. Loan workouts, debt restructurings, loan assumptions,
and similar transactions involving the addition or substitution of borrowers may qualify for
the exemption for renewals, refinancings and other subsequent transactions. Use of this
exemption depends on meeting the conditions listed in (i) and (ii) at the beginning of the
discussion on Renewals, Refinancings, and Other Subsequent Transactions. An institution
also should consider such factors as the quality of the underlying collateral and the validity of
the existing appraisal or evaluation.
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If a loan workout involves acceptance of new real estate collateral that facilitates the
orderly collection of the credit, or reduces the institution’s risk of loss, an appraisal or
evaluation of the existing and new collateral may be prudent, even if it is obtained after the
workout occurs and the institution perfects its security interest.

Transactions Involving Real Estate Notes

This exemption applies to appraisal requirements for transactions involving the purchase,
sale, investment in, exchange of, or extension of credit secured by a loan or interest in a loan,
pooled loans, or interests in real property, including mortgage-backed securities. If each note
or real estate interest meets the Agencies’ regulatory requirements for appraisals at the time
the real estate note was originated, the institution need not obtain a new appraisal to support
its interest in the transaction. The institution should employ audit procedures and review a
representative sample of appraisals supporting pooled loans or real estate notes to determine
that the conditions of the exemption have been satisfied.

Principles of safe and sound banking practices require an institution to determine the
suitability of purchasing or investing in existing real estate-secured loans and real estate
interests. These transactions should have been originated according to secondary market
standards and have a history of performance. The information from these sources, together
with original documentation, should be sufficient to allow an institution to make appropriate
credit decisions regarding these transactions.

An institution may presume that the underlying loans in a marketable, mortgage-backed
security satisfy the requirements of the Agencies’ appraisal regulations whenever an issuer
makes a public statement, such as in a prospectus, that the appraisals comply with the
Agencies’ appraisal regulations. A marketable security is one that may be sold with
reasonable promptness at a price that corresponds to its fair value.

If the mortgages that secure the mortgage warehouse loan are sold to Fannie Mae or
Freddie Mac, the sale itself may be used to demonstrate that the underlying loans complied
with the Agencies’ appraisal regulations. In such cases, the Agencies expect an institution to
monitor its borrower’s performance in selling loans to the secondary market and take
appropriate steps, such as increasing sampling and auditing of the loans and the supporting
documentation, if the borrower experiences more than a minimal rate of loans being put back
by an investor.

Transactions Insured or Guaranteed by a U.S. Government Agency or U.S.
Government-sponsored Agency

This exemption applies to transactions that are wholly or partially insured or guaranteed
by a U.S. government agency or U.S. government-sponsored agency. The Agencies expect
these transactions to meet all the underwriting requirements of the federal insurer or
guarantor, including its appraisal requirements, in order to receive the insurance or guarantee.
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10. Transactions that Qualify for Sale to, or Meet the Appraisal Standards of, a U.S.
Government Agency or U.S. Government-sponsored Agency

This exemption applies to transactions that either (i) qualify for sale to a U.S. government
agency or U.S. government-sponsored agency,* or (ii) involve a residential real estate
transaction in which the appraisal conforms to Fannie Mae or Freddie Mac appraisal
standards applicable to that category of real estate. An institution may engage in these
transactions without obtaining a separate appraisal conforming to the Agencies’ appraisal
regulations. Given the risk to the institution that it may have to repurchase a loan that does
not comply with the appraisal standards of the U.S. government agency or U.S. government-
sponsored agency, the institution should have appropriate policies to confirm its compliance
with the underwriting and appraisal standards of the U.S. government agency or U.S.
government-sponsored agency.

10(i) Aninstitution that relies on exemption 10(i) should maintain adequate documentation
that confirms that the transaction qualifies for sale to a U.S. government agency or
U.S. government-sponsored agency. If the qualification for sale is not adequately
documented, the transaction should be supported by an appraisal that conforms to the
Agencies’ appraisal regulations, unless another exemption applies.

10(ii) To qualify for this exemption, transactions that do not conform to all of Fannie Mae
or Freddie Mac underwriting standards, such as jumbo or other residential real estate
loans, must be supported by an appraisal that meets these government-sponsored
agencies’ appraisal standards for the applicable property type and is documented in
the credit file or reproducible.

11. Transactions by Regulated Institutions as Fiduciaries

An institution acting as a fiduciary is not required to obtain appraisals under the
Agencies’ appraisal regulations if an appraisal is not required under other laws governing
fiduciary responsibilities in connection with a transaction.” For example, if no other law
requires an appraisal in connection with the sale of a parcel of real estate to a beneficiary of a
trust on terms specified in a trust instrument, an appraisal is not required under the Agencies’
appraisal regulations. However, when a fiduciary transaction requires an appraisal under
other laws, that appraisal should conform to the Agencies’ appraisal requirements.

* These government-sponsored agencies include Banks for Cooperatives; Federal Agriculture Mortgage
Corporation; Federal Farm Credit Banks; Federal Home Loan Banks; Freddie Mac; Fannie Mae; and Tennessee
Valley Authority.

* Generally, credit unions have limited fiduciary authority and NCUA’s appraisal regulation does not specifically
exempt transactions by fiduciaries.
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12. Appraisals Not Necessary to Protect Federal Financial and Public Policy Interests or
the Safety and Soundness of Financial Institutions

The Agencies retain the authority to determine when the services of an appraiser are not
required in order to protect federal financial and public policy interests or the safety and
soundness of financial institutions. This exemption is intended to apply to individual
transactions on a case-by-case basis rather than broad categories of transactions that would
otherwise be addressed by an appraisal exemption. An institution would need to seek a
waiver from its supervisory federal agency before entering into the transaction.
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Appendix B
Evaluations Based on Analytical Methods or Technological Tools

The Agencies’ appraisal regulations permit an institution to use an evaluation in lieu of
an appraisal for certain transactions. An institution may use a variety of analytical methods and
technological tools for developing an evaluation, provided the institution can demonstrate that
the valuation method is consistent with safe and sound banking practices and these Guidelines
(see sections on Evaluation Development and Evaluation Content).*® An institution should not
select a method or tool solely because it provides the highest value, the lowest cost, or the fastest
response or turnaround time.

An institution should establish policies and procedures that provide a sound process for
using various methods or tools. Such policies and procedures should:

Ensure staff has the requisite expertise and training to manage the selection, use, and
validation of an analytical method or technological tool. If an institution does not
have the in-house expertise relative to a particular method or tool, then an institution
should employ additional personnel or engage a third party. (See the Third Party
Arrangements section in these Guidelines.)

Address the selection, use, and validation of the valuation method or tool.

Establish criteria for determining whether a particular valuation method or tool is
appropriate for a given transaction or lending activity, considering associated risks.
These risks include, but are not limited to, transaction size and purpose, credit quality,
and leverage tolerance (loan-to-value).

Specify criteria when a market event or risk factor would preclude the use of a
particular method or tool.

Address standards for the use of multiple methods or tools, if applicable, for valuing
the same property or to support a particular lending activity.

Provide criteria for ensuring that the institution uses a method or tool that produces a
reliable estimate of market value that supports the institution’s decision to engage in a
transaction.

Address the extent to which:

0 An inspection or research is necessary to ascertain the property’s actual
physical condition, and

o Supplemental information is needed to assess the effect of market conditions
or other factors on the estimate of market value.

" For example, the sole use of data from the Internet or other public sources would not be an evaluation under
these Guidelines. Additionally, valuation methods that do not contain sufficient information and analysis or
provide a market value conclusion would not be acceptable as evaluations.

Page 31 of 45



AGENDA ITEM 8

An institution should establish an effective system of controls for verifying that a
valuation method or tool is employed in a manner consistent with internal policies and
procedures. Moreover, the institution’s staff responsible for internal controls should have the
skills commensurate with the complexity or sophistication of the method or tool. Examiners will
review an institution’s policies, procedures, and internal controls to ensure that an institution’s
use of a method or tool is appropriate and consistent with safe and sound banking practices.

Automated Valuation Models (AVMs)

AVMs are computer programs that estimate a property’s market value based on market,
economic, and demographic factors. Institutions may employ AVMs for a variety of uses such
as loan underwriting and portfolio monitoring. An institution may not rely solely on the results
of an AVM to develop an evaluation unless the resulting evaluation is consistent with safe and
sound banking practices and these Guidelines. (See the Evaluation Development and Evaluation
Content sections.) For example, to be consistent with the standards for an evaluation, the results
of an AVM would need to address a property’s actual physical condition, and therefore, could
not be based on an unsupported assumption, such as a property is in “average” condition.

Institutions should establish policies and procedures that govern the use of AVMs and
specify the supplemental information that is required to develop an evaluation. When the
supplemental information indicates the AVM is not an acceptable valuation tool, the institution’s
policies and procedures should require the use of an alternative method or tool.

Selecting an AVM(s)

When selecting an AVM or multiple AVMs, an institution should:

e Perform the necessary level of due diligence on AVM vendors and their models,
including how model developers conducted performance testing as well as the sample
size used and the geographic level tested (such as, county level or zip code).

e Establish acceptable minimum performance criteria for a model prior to and
independent of the validation process.

e Perform a detailed validation of the model(s) considered during the selection process
and document the validation process.

e Evaluate underlying data used in the model(s), including the data sources and types,
frequency of updates, quality control performed on the data, and the sources of the
data in states where public real estate sales data are not disclosed.

e Assess modeling techniques and the inherent strengths and weaknesses of different
model types (such as hedonic, index, and blended) as well as how a model(s)
performs for different property types (such as condominiums, planned unit
developments, and single family detached residences).
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e Evaluate the vendor’s scoring system and methodology for the model(s). Determine
whether the scoring system provides an appropriate indicator of model reliability by
property types and geographic locations.

Following the selection of an AVM(s), an institution should develop policies and
procedures to address the appropriate use of an AVM(s) and its monitoring and ongoing
validation processes.

Determining AVM Use

An institution should establish policies and procedures for determining whether an AVM
can be used for a particular transaction. The institution should:

e Maintain AVM performance criteria for accuracy and reliability in a given
transaction, lending activity, and geographic location.*’

e Establish internal confidence score® minimums, or similar criteria, for when each
model can be used.

e Implement controls to preclude “value shopping” when more than one AVM is used
for the same property.

e Establish procedures for obtaining an appraisal or using a different valuation method
to develop an evaluation when an AVM’s resulting value is not reliable to support the
credit decision. For example, in areas that have experienced a high incidence of
fraud, the institution should consider whether the AVM may be relied upon for the
transaction or another valuation method should be used.

e ldentify circumstances under which an AVM may not be used, including:

0 When market conditions warrant, such as during the aftermath of a natural
disaster or a major economic event;

o0 When a model’s performance is outside of specified tolerances for a particular
geographic market or property price-tier range; or

0 When a property is non-homogeneous, such as atypical lot sizes or property
types.

" For example, an institution should establish a level of acceptable core accuracy and limit exposure to a model’s
systemic tendency to over value properties (commonly referred to as “tail risk™).

8 A "confidence score" generally refers to a vendor's own method of quantifying how reliable a model value is by
using a rank ordering process. The scale and components of a confidence score are not standardized. Therefore
an institution needs to understand how a confidence score was derived and the extent to which a confidence score
correlates to model accuracy. If multiple AVMs are used, an institution should understand how the combination
of models affects overall accuracy.
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Validating AVM Results

An institution should establish standards and procedures for independent and ongoing
monitoring and model validation, including the testing of multiple AVMs, to ensure that results
are credible.”® An institution should be able to demonstrate that the depth and extent of its
validation processes are consistent with the materiality of the risk and the complexity of the
transaction. Validation can be performed internally or with the assistance of a third party, as
long as the validation is conducted by qualified individuals that are independent of the model
development or sales functions. An institution should not rely solely on validation
representations provided by an AVM vendor. An institution should perform appropriate model
validation regardless of whether it relies on AVMs that are supported by value insurance or
guarantees. If there are insurance or guarantee components of any particular AVM, the
institution is responsible for understanding the extent and limitations of the insurance policy or
guarantee, and the claim process and financial strength of the insurer.

An institution should ensure that persons who validate an AVM on an ongoing basis are
independent of the loan production and collection processes and have the requisite expertise and
training. In the AVM validation procedures, an institution should specify, at a minimum:

e Expectations for an appropriate sample size.

e Level of geographic analysis.

e Testing frequency and criteria for re-testing.

e Standards of performance measures to be used.
e Range of acceptable performance results.

To ensure unbiased test results, an institution should compare the results of an AVM to
actual sales data in a specified trade area or market prior to the information being available to the
model. If an institution uses more than one AVM, each AVM should be validated. To assess the
effectiveness of its AVM practices, an institution should verify whether loans in which an AVM
was used to establish value met the institution’s performance expectations relative to similar
loans that used a different valuation process. An institution should document the results of its
validation and audit findings. An institution should use these findings to analyze and
periodically update its policies and procedures for an AVM(s) when warranted.

9 See, for example, OCC Bulletin 2000-16, Risk Modeling — Model Validation (May 30, 2000).
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Tax Assessment Valuations (TAVS)

An institution may not rely solely on the data provided by local tax authorities to develop
an evaluation unless the resulting evaluation is consistent with safe and sound banking practices
and these Guidelines. (See the Evaluation Development and Evaluation Content sections.)
Since analytical methods such as TAVs generally need additional support to meet these
Guidelines, institutions should develop policies and procedures that specify the level and extent
of supplemental information that should be obtained to develop an evaluation. Such policies and
procedures also should require the use of an alternate valuation method when such information
does not support the transaction.

An institution may use a TAV in developing an evaluation when it can demonstrate that a
valid correlation exists between the tax assessment data and the market value. In using a TAV to
develop an evaluation, an institution should:

e Determine and document how the tax jurisdiction calculates the TAV and how
frequently property revaluations occur.

e Perform an analysis to determine the relationship between the TAV and the property
market values for properties within a tax jurisdiction.

e Test and document how closely TAVs correlate to market value based on

contemporaneous sales at the time of assessment and revalidate whether the
correlation remains stable as of the effective date of the evaluation.
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Appendix C
Deductions and Discounts

The Agencies’ appraisal regulations require an appraiser to analyze and report
appropriate deductions and discounts for proposed construction or renovation, partially
leased buildings, non-market lease terms, and tract developments with unsold units. For such
transactions, an appraisal must include the market value of the property, which should reflect
the property’s actual physical condition, use, and zoning designation (referred to as the “as
is” value of the property), as of the effective date of the appraisal. Therefore, if the highest
and best use of the property is for development to a different use, the cost of demolition and
site preparation should be considered in the analysis.

Proposed Construction or Renovation

For properties where improvements are to be constructed or rehabilitated, an institution
may request a prospective market value upon completion and a prospective market value upon
stabilization. While an institution may request the appraiser to provide the sum of retail sales for
a proposed development, the result of such calculation is not the market value of the property for
purposes of the Agencies’ appraisal regulations.

Partially Leased Buildings

For proposed and partially leased rental developments, the appraiser must make
appropriate deductions and discounts to reflect that the property has not achieved stabilized
occupancy. The appraisal analysis also should include consideration of the absorption of the
unleased space. Appropriate deductions and discounts should include items such as leasing
commission, rent losses, tenant improvements, and entrepreneurial profit, if such profit is not
included in the discount rate.

Non-market Lease Terms

For properties subject to leases with terms that do not reflect current market
conditions, the appraisal must clearly state the ownership interest being appraised and
provide a discussion of the leases that are in place. If the leased fee interest is being
appraised and contract rent is less than market rent on one or more long term lease(s) to a
highly rated tenant, the market value of the leased fee interest would be less than the market
value of the unencumbered fee simple interest in the property.>® In these situations, the
market value of the leased fee interest should be used.

0 Fee simple interest refers to the most complete ownership unencumbered by any leases or other interests. It is
subject only to the limitations imposed by the governmental powers of taxation, eminent domain, police power
and escheat. Leased fee interest, on the other hand, refers to a landlord’s ownership that is encumbered by one or
more leases.
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Tract Developments with Unsold Units

A tract development is defined in the Agencies’ appraisal regulations as a project of
five units or more that is constructed or is to be constructed as a single development.
Appraisals for these properties must reflect deductions and discounts for holding costs,
marketing costs, and entrepreneurial profit supported by market data. In some cases
entrepreneurial profit may be included in the discount rate. The applicable discount rate is
developed based on investor requirements and the risk associated with the physical and
financial characteristics of the property. In some markets, entrepreneurial profit is treated as
a line item deduction while in other markets it is reflected as a component of the discount
rate.

Regardless of how entrepreneurial profit is handled in the appraisal analysis, an
appropriate explanation and discussion should be provided in the appraisal report. The
projected sales prices and absorption rate of units should be supported by anticipated demand
at the time the units are expected to be exposed for sale. Anticipated demand for the units
should be supported and presented in the appraisal. A reader of the appraisal report should
be able to understand the risk characteristics associated with the subject property and the
market, including the anticipated supply of competing properties.

e Raw Land. The appraiser must provide an opinion of value for raw land based
on its current condition and existing zoning. If an appraiser employs a
developmental approach to value the land that is based on projected land sales or
development and sale of lots, the appraisal must reflect appropriate deductions
and discounts for costs associated with developing and selling lots in the future.
These costs may be incurred during the permitting, construction or selling stages
of development. Appropriate deductions and discounts should include items such
as feasibility studies, permitting, engineering, holding costs, marketing costs, and
entrepreneurial profit and other costs specific to the property. If sufficient market
data exists to perform both the sales comparison and developmental approaches to
value, the appraisal report should detail a reconciliation of these two approaches
in arriving at a market value conclusion for the raw land.

e Developed Lots. For existing or proposed developments of five or more
residential lots in a single development, the appraiser must analyze and report
appropriate deductions and discounts. Appropriate deductions and discounts
should reflect holding costs, marketing costs, and entrepreneurial profit during the
sales absorption period for the sale of the developed lots. The estimated sales
absorption period should reflect the appraiser’s estimate of the time frame for the
actual development and sale of the lots, starting on the effective date of value and
ending as of the expected date of the last lot sale. The absorption period should
be based on market demand for lots in light of current and expected competition
for similar lots in the market area.
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e Attached or Detached Single-family Homes. For proposed construction and
sale of five or more attached or detached single-family homes in the same
development, the appraiser must analyze and report appropriate deductions and
discounts. Appropriate deductions and discounts should reflect holding costs,
marketing costs, and entrepreneurial profit during the sales absorption period of
the completed units. If an institution finances construction on an individual unit
basis, an appraisal of the individual units may be used if the institution can
demonstrate through an independently obtained feasibility study or market
analysis that all units collateralizing the loan can be constructed and sold within
12 months. However, the transaction should be supported by an appraisal that
analyzes and reports appropriate deductions and discounts if any of the individual
units are not completed and sold within the 12-month time frame.

e Condominiums. For proposed construction and sale of a condominium building
with five or more units, the appraisal must reflect appropriate deductions and
discounts. Appropriate deductions and discounts should include holding costs,
marketing costs, and entrepreneurial profit during the sales absorption period of
the completed units. If an institution finances construction of a single
condominium building with less than five units or a condominium project with
multiple buildings with less than five units per building, the institution may rely
on appraisals of the individual units if the institution can demonstrate through an
independently obtained feasibility study or market analysis that all units
collateralizing the loan can be constructed and sold within 12 months. However,
the transaction should be supported by an appraisal that analyzes and reports
appropriate deductions and discounts if any of the individual units are not
completed and sold within the 12-month time frame.
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Appendix D
Glossary of Terms

Agent — The Agencies’ appraisal regulations do not specifically define the term “agent.”
However, the term is generally intended to refer to one who undertakes to transact business or to
manage business affairs for another. According to the Agencies’ appraisal regulations, fee
appraisers must be engaged directly by the federally regulated institution or its agent,>* and have
no direct or indirect interest, financial or otherwise, in the property or the transactions. The
Agencies do not limit the arrangements that federally regulated institutions have with their
agents, provided those arrangements do not place the agent in a conflict of interest that prevents
the agent from representing the interests of the federally regulated institution.

Appraisal — As defined in the Agencies’ appraisal regulations, a written statement independently
and impartially prepared by a qualified appraiser (state licensed or certified) setting forth an
opinion as to the market value of an adequately described property as of a specific date(s),
supported by the presentation and analysis of relevant market information.

Appraisal Management Company — The Agencies’ appraisal regulations do not define the term
appraisal management company. For purposes of these Guidelines, an “appraisal management
company” includes, but is not limited to, a third-party entity that provides real property
valuation-related services, such as selecting and engaging an appraiser to perform an appraisal
based upon requests originating from a regulated institution. The Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010 (Dodd-Frank Act) has a specific definition for this
term in connection with transactions secured by a consumer’s principal dwelling or mortgage
secondary market transactions. See the Third Party Arrangements section in these Guidelines.

Appraisal Report Options — Refer to the definitions for Restricted Use Appraisal Report, Self-
Contained Appraisal Report, and Summary Appraisal Report.

Appraisal Threshold — An appraisal is not required on transactions with a transaction value of
$250,000 or less. As specified in the Agencies’ appraisal regulations, an institution must obtain
an evaluation of the real property collateral, if no other appraisal exemption applies.

Approved Appraiser List — A listing of appraisers who an institution has determined to be
generally qualified and competent to perform appraisals and may address the appraiser’s
expertise in a particular market and property type.

“As Completed” Market Value — Refer to the definition for Prospective Market Value.

“As Is” Market Value — The estimate of the market value of real property in its current physical
condition, use, and zoning as of the appraisal’s effective date.

“As Stabilized” Market Value — Refer to the definition for Prospective Market Value.

*1 Except that the regulated institution also may accept an appraisal that was prepared by an appraiser engaged
directly by another financial services institution in certain circumstances as set forth in the Agencies’ appraisal
regulations.
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Automated Valuation Model — A computer program that estimates a property’s market value
based on market, economic, and demographic factors. Hedonic models generally use property
characteristics (such as square footage and room count) and methodologies to process
information, often based on statistical regression. Index models generally use geographic repeat
sales data over time rather than property characteristic data. Blended or hybrid models use
elements of both hedonic and index models.

Broker Price Opinion (BPO) — An estimate of the probable sales or listing price of the subject
property provided by a real estate broker, sales agent, or sales person. A BPO generally provides
a varying level of detail about a property’s condition, market, and neighborhood, as well as
comparable sales or listings. A BPO is not by itself an appraisal or evaluation, but could be used
for monitoring the collateral value of an existing loan, when deemed appropriate. Further, the
Dodd-Frank Act provides “[i]Jn conjunction with the purchase of a consumer’s principal
dwelling, broker price opinions may not be used as the primary basis to determine the value of a
piece of property for the purpose of loan origination of a residential mortgage loan secured by
such piece of property.”>

Business Loan — As defined in the Agencies’ appraisal regulations, a loan or extension of credit
to any corporation, general or limited partnership, business trust, joint venture, syndicate, sole
proprietorship, or other business entity.>® A business loan includes extensions to entities
engaged in agricultural operations, which is consistent with the Agencies’ real estate lending
guidelines definition of an improved property loan that include loans secured by farmland,
timberland, and ranchland committed to ongoing management and agricultural production.

Business Loan Threshold — A business loan with a transaction value of $1,000,000 or less does
not require an appraisal if the primary source of repayment is not dependent on the sale of, or
rental income derived from, real estate. As specified in the Agencies’ appraisal regulations, an
institution must obtain an evaluation of the real property collateral.>*

Client — According to USPAP, the party or parties who engage(s) an appraiser by employment
or contract for a specific appraisal assignment. For the purposes of these Guidelines, the
appraiser should be aware that the client is the regulated institution. (Refer to the section on
Third Party Arrangements in these Guidelines.)

Credible (Appraisal) Assignment Results — According to USPAP, credible means “worthy of
belief” used in the context of the Scope of Work Rule. Under this rule, credible assignment
results depend on meeting or exceeding both (1) the expectations of parties who are regularly
intended users for similar assignments, and (2) what an appraiser’s peers’ actions would be in
performing the same or a similar assignment.

%2 Dodd-Frank Act, Section 1473(r).

¥ NCUA'’s appraisal regulation, 12 CFR 722, does not define “business loan.” A “member business loan” is
regulated under 12 CFR 723.

NCUA'’s appraisal regulation, 12 CFR 722, does not provide a higher appraisal threshold for loans defined as
“member business loans” under 12 CFR 723.

54
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Credit File — A hardcopy or electronic record that documents all information necessary to (1)
analyze the credit before it is granted and (2) monitor the credit during its life. An institution
may use a computerized or manual system to manage the information in its credit files.

Date of the Appraisal Report — According to USPAP, the date of the appraisal report indicates
when the appraisal analysis was completed.

Effective Date of the Appraisal — USPAP requires that each appraisal report specifies the
effective date of the appraisal and the date of the report. The date of the report indicates the
perspective from which the appraiser is examining the market. The effective date of the
appraisal establishes the context for the value opinion. Three categories of effective dates—
retrospective, current, or prospective—may be used, according to the intended use of the
appraisal assignment.

Effective Date of the Evaluation — For the purposes of the Agencies’ appraisal regulations and
these Guidelines, the effective date of an evaluation is the date that the analysis is completed.

Engagement Letter — An engagement letter between an institution and an appraiser documents
the expectations of each party to the appraisal assignment. For example, an engagement letter
may specify, among other items: (i) the property’s location and legal description; (ii) intended
use and users of the appraisal; (iii) the requirement to provide an opinion of the property’s
market value; (iv) the expectation that the appraiser will comply with applicable laws and
regulations, and be consistent with supervisory guidance; (v) appraisal report format; (vi)
expected delivery date; and (vii) appraisal fee.

Evaluation — A valuation permitted by the Agencies’ appraisal regulations for transactions that
qualify for the appraisal threshold exemption, business loan exemption, or subsequent
transaction exemption.

Exposure Time — As defined in USPAP, the estimated length of time the property interest being
appraised would have been offered on the market prior to the hypothetical consummation of a
sale at market value on the effective date of the appraisal. Exposure time is always presumed to
precede the effective date of the appraisal. Exposure time is a function of price, time, and use —
not an isolated opinion of time alone. (See USPAP Standard 1-2(c) and Statement 6.)

Extraordinary Assumption — As defined in USPAP, an assumption, directly related to a
specific assignment, which, if found to be false, could alter the appraiser’s opinions or
conclusions regarding the property’s market value. An example of an extraordinary assumption
is when an appraiser assumes that an application for a zoning change will be approved and there
IS no evidence to suggest otherwise.

Federally Requlated Institution — For purposes of the Agencies’ appraisal regulations and these
Guidelines, an institution that is supervised by a federal financial institutions regulatory agency.
This includes a national or a state-chartered bank and its subsidiaries, a bank holding company
and its non-bank subsidiaries, a federal savings association and its subsidiaries, a federal savings
and loan holding company and its subsidiaries, and a credit union.
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Federally Related Transaction — As defined in the Agencies’ appraisal regulations, any real
estate-related financial transaction in which the Agencies or any regulated institution engages or
contracts for, and that requires the services of an appraiser.

Financial Services Institution — The Agencies’ appraisal regulations do not contain a specific
definition of the term “financial services institution.” The term is intended to describe entities
that provide services in connection with real estate lending transactions on an ongoing basis,
including loan brokers.

Going Concern Value — The value of a business entity rather than the value of the real property.
The valuation is based on the existing operations of the business and its current operating record,
with the assumption that the business will continue to operate.

Hypothetical Condition — As defined in USPAP, a condition that is contrary to what exists but
is supposed for the purpose of analysis. An example of a hypothetical condition is when an
appraiser assumes a particular property’s zoning is different from what the zoning actually is.

Loan Production Staff — Generally, all personnel responsible for generating loan volume or
approving loans, as well as their subordinates and supervisors. These individuals would include
any employee whose compensation is based on loan volume (such as processing or approving of
loans). An employee is not considered loan production staff just because part of their
compensation includes a general bonus or profit sharing plan that benefits all employees.
Employees responsible solely for credit administration or credit risk management are not
considered loan production staff.

Marketing Time — According to USPAP Advisory Opinion 7, the time it might take to sell the
property interest at the appraised market value during the period immediately after the effective
date of the appraisal. An institution may request an appraiser to separately provide an estimate
of marketing time in an appraisal. However, this is not a requirement of the Agencies’ appraisal
regulations.

Market Value — As defined in the Agencies’ appraisal regulations, the most probable price
which a property should bring in a competitive and open market under all conditions requisite to
a fair sale, the buyer and seller each acting prudently and knowledgeably, and assuming the price
is not affected by undue stimulus. Implicit in this definition are the consummation of a sale as of
a specified date and the passing of title from seller to buyer under conditions whereby:

e Buyer and seller are typically motivated;

e Both parties are well informed or well advised, and acting in what they consider their own
best interests;

e A reasonable time is allowed for exposure in the open market;

e Payment is made in terms of cash in U.S. dollars or in terms of financial arrangements
comparable thereto; and

e The price represents the normal consideration for the property sold unaffected by special or
creative financing or sales concessions granted by anyone associated with the sale.
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Presold Unit — A unit may be considered presold if a buyer has entered into a binding contract to
purchase the unit and has made a substantial and non-refundable earnest money deposit. Further,
the institution should obtain sufficient documentation that the buyer has entered into a legally
binding sales contract and has obtained a written prequalification or commitment for permanent
financing.

Prospective Market Value “as Completed” and ‘““as Stabilized” — A prospective market value
may be appropriate for the valuation of a property interest related to a credit decision for a
proposed development or renovation project. According to USPAP, an appraisal with a
prospective market value reflects an effective date that is subsequent to the date of the appraisal
report. Prospective value opinions are intended to reflect the current expectations and
perceptions of market participants, based on available data. Two prospective value opinions may
be required to reflect the time frame during which development, construction, and occupancy
will occur. The prospective market value “as completed” reflects the property’s market value as
of the time that development is expected to be completed. The prospective market value “as
stabilized” reflects the property’s market value as of the time the property is projected to achieve
stabilized occupancy. For an income-producing property, stabilized occupancy is the occupancy
level that a property is expected to achieve after the property is exposed to the market for lease
over a reasonable period of time and at comparable terms and conditions to other similar
properties. (See USPAP Statement 4 and Advisory Opinion 17.)

Put Back — Represents the ability of an investor to reject mortgage loans from a mortgage
originator if the mortgage loans do not comply with the warranties and representations in their
mortgage purchasing agreement.

Raw Land — A parcel or tract of land with no improvements, for example, infrastructure or
vertical construction. When an appraisal of raw land includes entitlements, the appraisal should
disclose when such entitlements will expire if improvements are not completed within a
specified time period and the potential effect on the value conclusion.

Real Estate-Related Financial Transaction — As defined in the Agencies’ appraisal
regulations, any transaction involving:

e The sale, lease, purchase, investment in or exchange of real property, including
interests in property, or the financing thereof;

e The refinancing of real property or interests in real property; or

e The use of real property or interests in property as security for a loan or investment,
including mortgage-backed securities.

Requlated Institution — Refer to the definition of Federally Regulated Institution.
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Restricted Use Appraisal Report — According to USPAP Standards Rule 2-2(c), a restricted
use appraisal report briefly states information significant to solve the appraisal problem as well
as a reference to the existence of specific work-file information in support of the appraiser’s
opinions and conclusions. The Agencies believe that the restricted use appraisal report will not
be appropriate to underwrite a significant number of federally related transactions due to the lack
of supporting information and analysis in the appraisal report. However, it may be appropriate to
use this type of appraisal report for ongoing collateral monitoring of an institution’s real estate
transactions and other purposes.

Sales Concessions — A cash or noncash contribution that is provided by the seller or other party
to the transaction and reduces the purchaser’s cost to acquire the real property. A sales
concession may include, but is not limited to, the seller paying all or some portion of the
purchaser's closing costs (such as prepaid expenses or discount points) or the seller conveying to
the purchaser personal property which is typically not conveyed with the real property. Sales
concessions do not include fees that a seller is customarily required to pay under state or local
laws. In developing an opinion of market value, an appraiser must take into consideration the
effect of any sales concessions on the market value of the real property. (See "market value™
above and USPAP Standards Rule 1-2(c).)

Sales History and Pending Sales — According to USPAP Standards Rule 1-5, when the value
opinion to be developed is market value, an appraiser must, if such information is available to the
appraiser in the normal course of business, analyze: (1) all current agreements of sale, options,
and listings of the subject property as of the effective date of the appraisal, and (2) all sales of the
subject property that occurred within three years prior to the effective date of the appraisal.

Scope of Work — According to USPAP Scope of Work Rule, the type and extent of
research and analyses in an appraisal assignment. (See the Scope of Work Rule in USPAP.)

Self-contained Appraisal Report — According to USPAP Standards Rule 2-2(a), a self-
contained appraisal report is the most complete and detailed appraisal report option.

Sum of Retail Sales — A mathematical calculation of the sum of the expected sales prices of
several individual properties in the same development to an individual purchaser. The sum of
retail sales is not the market value for purposes of meeting the minimum appraisal standards in
the Agencies’ appraisal regulations.

Summary Appraisal Report — According to USPAP Standards Rule 2-2(b), the

summary appraisal report summarizes all information significant to the solution of an appraisal
problem while still providing sufficient information to enable the client and intended user(s) to
understand the rationale for the opinions and conclusions in the report.

Tract Development — As defined in the Agencies’ appraisal regulations, a project of five units
or more that is constructed or is to be constructed as a single development. For purposes of these
Guidelines, “unit” refers to: a residential or commercial building lot, a detached single-family
home, an attached single-family home, and a residence in a condominium, cooperative, or
timeshare building.
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Transaction Value — As defined in the Agencies’ appraisal regulations:

e For loans or other extensions of credit, the amount of the loan or extension of credit;

o For sales, leases, purchases, and investments in or exchanges of real property, the
market value of the real property interest involved; and

e For the pooling of loans or interests in real property for resale or purchase, the
amount of the loan or market value of the real property calculated with respect to
each such loan or interest in real property.

For purposes of this definition, the transaction value for loans that permit negative amortization
should be the institution’s total committed amount, including any potential negative
amortization.

Uniform Standards of Professional Appraisal Practice (USPAP) — USPAP identifies the
minimum set of standards that apply in all appraisal, appraisal review, and appraisal consulting
assignments. These standards are promulgated by the Appraisal Standards Board of the
Appraisal Foundation and are incorporated as a minimum appraisal standard in the Agencies’
appraisal regulations.

Unsold Units — An unsold unit is a unit that does not meet the conditions listed in the definition
of Presold Units.

Value of Collateral (for Use in Determining Loan-to-Value Ratio) — According to the
Agencies’ real estate lending standards guidelines, the term “value” means an opinion or
estimate set forth in an appraisal or evaluation, whichever may be appropriate, of the market
value of real property, prepared in accordance with the Agencies’ appraisal regulations and these
Guidelines. For loans to purchase an existing property, “value” means the lesser of the actual
acquisition cost or the estimate of value.
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