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Last December, the FRB, FDIC, OCC,
OTS and NCUA jointly published
the new Interagency Appraisal and
Evaluation Guidelines to update and
supersede the 1994 guidelines for
providing regulatory guidance on
real property valuations for all real
estate related transactions at regulated
financial institutions (i.e. — banks,
thrifts, credit unions, etc.). These
guidelines apply to portfolio and
capital markets transactions.

The following is a summary of
some key elements of the guidelines.
Please refer to the guidelines

themselves for specific details.

Independence of the Appraisal
Program

The guidelines firmly require
that institutions or their agents must
directly select and engage appraisers.
Borrowers may not recommend
appraisers. Loan production staff may
not recommend or select an appraiser.
They may however, exchange factual
information about the property with

the appraiser.

Engagement Letters

When ordering appraisals,
regulated lending institutions must
use written engagement letters
which include the intended use,
user, Scope of Work and reporting
option for the appraisal assignment.
Engagement letters should also
include: a clear identification and
description of the property and
interest to be appraised, the status
and condition of the property, the
value(s) to be estimated, and any

special appraisal requirements.

Minimum Appraisal Standards
According to the guidelines, all
real estate appraisals for regulated
institutions must meet the following
five minimum requirements: 1)
Conform to USPAP; 2) Be written
and contain sufficient information
and analysis to support the lending
decision; 3) Analyze and report
deductions and discounts for proposed
or non-stabilized properties, non-
market lease terms or unsold tracts; 4)
Be based on the regulatory definition
of Market Value, and include the
current Market Value “As Is”, as
well as Prospective Market Value
upon Completion or Stabilization, if
applicable; and 5) Be performed by a

state licensed or certified appraiser.

Appraisal Development

Lending institutions should
discuss their needs and expectations
with appraisers in order to develop an
appropriate and mutually agreed upon
Scope of Work for each assignment.
The guidelines state that institutions
should not allow lower cost or speed
of delivery time to inappropriately
influence their determination of a
Scope of Work or selection of an
appraiser for an assignment. These
decisions should instead be based on
what would be most appropriate for

the particular transaction.

Broker Price Opinions

The guidelines specifically state
that broker price opinions cannot be
used as appraisals, evaluations or as
the basis for any lending transaction,
because they do not provide an

estimate of the property’s market value.

Validity of Appraisals

Lending institutions have to
establish their own criteria for how
long an appraisal remains valid, and
this schedule must be reflected in
their policies and procedures. This
policy should consider factors such as:
the passage of time, volatility of the
local market, changes in availability

and terms of financing, changes in
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supply of competing properdes, and
chianges nundednng coonommic and
rmarker AESUMAPRonS (8.5 - CAP Tames,
occupancy, lease races and verms, e

bdppraisal Review

Appraisals for regulaced lending
instipgtions should be ceviewed
prior t0 a final credie decision v
make sure they: a) comply with
Agency guidelines and Insciud on
requirernenics; b)) contaln subhcient
informaticn and anakvels o support
the lending eransaceion, and <) are
reasonable and well supported
by appropriacs daea and analyses.
Appraisal reviews may be conduceed
by in-house appraizal seaff, or by
oucscurted third-parey appraisers.
Review appraisers cannot change
the walue conclusion n an appraisal
repore, but chey may dewelop their
own second opinicn of Markee
Value uf they do noe agree widh the
conclusions of the original appraiser.
[nstitutions should have a nsk-based
approach bor determining the depth
of rewicw, based on the relacdve nsk of
dhie LoEn transscaon.

Resolution of Deficiencies
Lending msticutions should
develop policies and procedures bor
resolving weaknesses n appraisals
idencibed dhrough the review
process. These policies should
include procedurss For communicating
deficiencies vo che appraiser and
requescing revisions., These policies
should include procedures boo
addressing significant deficiencies
chat could noe be resobved widh the
original appraiser. Crprions could
include relying on a USPAF compliane

second opiuon of Madket YValue by
ehie feview appralser, of obtalning &
second appraisal.

Manitering Collateral Valuas/!
Loean Modifications and
Workouts

Forcholio monitoring policies at
regulated lending inseitdcions should
include polices regarding when
v obealn new appraisals on oeal
PIoPerty SUPpoTtng existing loans,
parcicularly Bor loans that el be
rmcdified or worked cut. Crieena
should address decerioradon in dhe
credic or negauve changes in market
conditlons Bnce originadon.

These are dhe updaeed rules of the
road regard ing valuations for regulaed
lending insticueions, Undecseanding
and embracing these mules can help
o kecp dhe lending process smocth
by avoiding regulacory delays on the
waluarion Erone.
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