
Interagency guidelines require
examiners to analyze a regu-
lated institution’s written real

estate lending policies to ensure
their consistency with safe and
sound banking practices. The
guidelines state that a real estate
lending program should include
an appropriate real estate apprais-
al and evaluation program. In
fact, an institution’s board of
directors is responsible for adopt-
ing policies and procedures that
establish effective real estate
appraisal and evaluation pro-
grams. The institution’s size, loca-
tion, and the nature of its real-
estate-related activities will be
considered in assessing the ade-
quacy of its program.

Most real estate collateral val-
uation requirements are imposed
by banking regulations, appraisal
standards, and statutes. All banks
should have copies of the follow-
ing regulations and standards:
• Title XI of the Financial

Institutions Reform,
Recovery, and Enforcement
Act of 1989 (FIRREA).

• Amendment to FIRREA
effective June 7, 1994. 

• Interagency Appraisal and
Evaluation Guidelines
(October 7, 1994). 

• Uniform Standards of
Professional Appraisal
Practice (USPAP).
The 1994 amendment to

FIRREA and the Interagency

Appraisal and Evaluation
Guidelines can be found on the
Web sites of the OCC
(www.occ.treas.gov) and Federal
Reserve Board (www.federalre-
serve.gov). The USPAP is updat-
ed annually and available from
the Appraisal Foundation
(www.appraisalfoundation.org).

Appraisal Exemptions
An appraisal performed by a

state-certified or state-licensed
appraiser is required for all real-
estate-related financial transac-
tions unless one of 12 permitted
exemptions is invoked. The 1994
amendment to FIRREA provides
a detailed explanation of each
exemption.
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The safety and soundness of loans secured by real estate

depend on adequate underwriting supporting the transac-

tion and thorough ongoing account management. A valua-

tion of the real estate collateral—an essential component of these

processes—consists of either a valid real estate appraisal or evalua-

tion. This article looks at appraisals.
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The following three exemp-
tions do not require an appraisal,
but do require an appropriate eval-
uation of the real estate collateral:
1. The transaction value is

$250,000 or less.1

2. A business loan has a transac-
tion value of $1 million or less
and is not dependent on the
sale of, or rental income
derived from, the real estate
taken as collateral as the pri-
mary source of repayment.

3. The transaction results from
an existing extension of cred-
it, provided there has been no
obvious or material deteriora-
tion in market conditions or
physical aspects of the prop-
erty that threatens the ade-
quacy of the institution’s real
estate collateral protection.
The following nine

exemptions do not
require an appraisal
or evaluation of
the real estate
collateral:
1. A lien

on real estate
has been taken as
collateral in an abundance
of caution.

2. The transaction is not secured
by real estate.

3. A lien on real estate has been
taken for purposes other than
the real estate’s value.

4. A lease of real estate is
entered into, unless the lease
is the economic equivalent of
a purchase or sale of the
leased real estate.

5. The transaction involves 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 prop-
erty, including mortgage-
backed securities—and is sup-
ported by appraisals that met
requirements for appraisals at
time of origination.

6. The transaction is insured or
guaranteed by a U.S. govern-
ment agency or government-
sponsored agency.

7. The transaction meets all the
qualifications for sale to a
U.S. government agency or
government-sponsored
agency.

8. The regulated institution is
acting in a fiduciary capacity
and is not required to obtain
an appraisal under other law.

9. The
regulatory
agency determines
that the services of an
appraiser are not necessary to
protect the federal financial
and public policy interests in
real-estate-related financial
transactions or to protect the
safety and soundness of the
institution.
The use of an exemption to

appraisal requirements must be
supported and documented. An

institution may choose to perform
an appraisal or an evaluation even
when one is not required by FIR-
REA. Also, regulators have the
right to require a bank to obtain an
appraisal on an exempt transaction
whenever it is necessary to address
safety and soundness concerns.

Minimum Appraisal Standards
FIRREA states all appraisals

for federally related transactions
must:
• Conform to generally accept-

ed appraisal standards as evi-
denced by the Uniform
Standards of Professional
Appraisals Practice promul-
gated by the Appraisal
Standards Boards of the
Appraisal Foundation, unless
principles of safe and sound
banking require compliance

with stricter standards.
•  Be written and

contain suffi-
cient informa-

tion and
analysis to sup-

port the institu-
tion’s decision to

engage in the trans-
action.

•  Analyze and report
appropriate deductions and

discounts for proposed con-
struction or renovation, partial-
ly leased buildings, nonmarket
lease terms, and tract develop-
ments with unsold units.

• Be based on the definition of
market value set forth in the
regulation.

• Be performed by state-
licensed or certified apprais-
ers in accordance with
requirements set forth in the
regulation.
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Selecting Appraisers
Selecting the right appraiser

for the job is critical to the entire
appraisal process. Receiving a
quality appraisal report will speed
up the review process and give
the bank confidence in the real
estate’s collateral value. 

Appraisal regulations provide
criteria for banks to follow when
selecting an appraiser. These
include the following:
• The process must not be

biased.
• The appraiser selected must

be competent to complete the
assignment.

• The appraiser selected must
not be biased.

• The appraiser selected is
independent and has no
direct or indirect interest,
financial or otherwise, in the
property transaction.
Most importantly, the

appraiser must be selected and
engaged directly by the institu-
tion or its agent. The appraiser’s
client is the institution, not the
borrower. To maintain the integri-
ty of the appraisal process, the
borrower should not have a say in
the process. 

An institution cannot use an
appraisal ordered by or prepared
for the borrower. An appraisal
prepared for the borrower also
cannot be readdressed to a bank,
as it remains a prohibited borrow-
er-ordered appraisal. However, an
institution may use an appraisal
prepared by an appraiser engaged
directly by another financial serv-
ices institution, as long as the
institution reviews it to deter-
mine its own acceptance of the
report.

Appraisal Options
An institution may engage an

appraiser to perform a complete
appraisal or a limited appraisal. A
complete appraisal does not
invoke the Departure Rule, which
permits departure from standards
identified as specific guidelines.
This type of appraisal complies
with all USPAP binding require-
ments and specific guidelines.

A limited appraisal invokes
the Departure Rule. Departure
from standards designated as bind-
ing requirements is not permitted.
The most common departure is
not developing one of the three
approaches to value—for example,
not developing the cost approach
on a 20-year-old building.

The agencies do not prohibit
institutions from ordering limited
appraisals but urge caution, as the
level of reliability could be less
than that of a complete appraisal.
Also, both the appraiser and the
client must agree that a limited
appraisal service is appropriate.

Appraisal assignments may be
reported in three different report
formats: Self-Contained (S.R. 2-2a),
Summary (S.R. 2-2b), or Restricted
Use (S.R. 2-2c). The primary dif-
ference is in the level of detail
presented in the report. The Self-
Contained Report provides the
most detail, and a Restricted Use
Report provides the least detail.

For federally related transac-
tions requiring an appraisal, the
agencies require a Summary or
Self-Contained Report. A Restrict-
ed Use Report is not adequate to
underwrite such transactions.

However, a Restricted Use
Report is allowed and might be
appropriate for ongoing collateral
monitoring or transactions that

require an evaluation. Restricted
Use Reports are for a single client
only. Thus, these reports cannot
be shared with the borrower and
cannot be used by another finan-
cial institution. If a borrower
wants a copy of the appraisal, a
Summary or Self-Contained
Report must be ordered.

Every appraisal should be
ordered with a written engage-
ment letter, which outlines the
institution’s requirements and
expectations and delineates each
party’s responsibilities. Many
banks require a copy of the
engagement letter to be included
in the appraisal report. This is
especially helpful to other finan-
cial institutions that may need to
review the report. The engage-
ment letter will indicate that
another institution selected and
engaged the appraiser.

Reviewing Appraisals
An institution should have a

policy that guides staff with the
various options that arise in the
review process. For all appraisal
assignments, you should first deter-
mine whether the appraisal report
represents the product ordered per
the engagement letter, then decide
to perform either a compliance check-
list (aka administrative review) or
appraisal review (aka technical
review).

Determining if you received
the correct product is fairly easy.
Review the engagement letter
and answer some basic questions.
• Property appraised is the

same as the collateral to be
taken.

• The assignment and report
types are the product that was
ordered.
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Account Manager/Mail Code: Project Name/Location:
Appraisal Firm / Appraiser Name(s): Assignment /Report Type:

USPAP Requirements
Compliance

Page

1 Does the appraisal consider and analyze all current sale agreements, purchase option, or the listing of the
property being appraised (SR 1-5 (a))?

2 Does the appraisal consider and analyze all prior sales of the property being appraised, which occurred within
three years of the effective date of the appraisal (S.R. 1-5(b))?

3 Does the appraisal consider and reconcile the quality of data available and analyze this data using the
approaches that are most applicable or suitable for the assignment (S.R. 1-5(c))?

4 Does the appraisal state the identity of the client and any intended users (except Restricted Use Appraisal
Report) (S.R. 2-2(abc) i)?

5 Does the appraisal state the intended use of the appraisal (S.R. 2-2(abc) ii)?

6 Does the appraisal identify and state/summarize/describe the real estate being appraised (S.R. 2-2 (abc) iii)?

7 Does the appraisal state the real property interest being appraised (S.R. 2-2(abc) iv)?

8 Does the appraisal state the purpose of the appraisal and define and/or reference the value to be estimated
(S.R.2-2 (abc) v)?

9 Does the appraisal state the effective date of the appraisal and the date of the report (S.R.2-2 (abc) vi)?

10 Does the appraisal state/summarize/describe the extent of the process of collecting, confirming, and reporting
data (S.R.2-2 (abc) vii)?

11 Does the appraisal state all ordinary and extraordinary assumptions, hypothetical conditions, and limiting
conditions that affect the analyses, opinion, and conclusions (S.R.2-1C, 2-2(abc) viii)?

12 Does the appraisal describe/summarize/state the information considered, the appraisal procedures followed, and
the reasoning that supports the analysis, opinions, and conclusions (S.R.2-2 (abc) ix)?

13 Does the appraisal describe/summarize/state the appraiser's opinion of highest and best use of the real estate,
when such an opinion is necessary and appropriate (S.R.2-2 (abc) x)?

14 Does the appraisal state and explain any permitted departures from specific requirements of Standard 1 and the
reason for excluding any of the usual valuation approaches (S.R. 2-2(abc) xi)?

15 Does the appraisal contain a prominent use restriction (applicable for Restricted Appraisal Reports only)  (2-2
(c)(xi))? 

16 Does the appraisal include a signed certification in accordance with Standards Rule 2-2(abc) xii, 2-3?

FIRREA Requirements YES/NO/ N/A

A Does the appraisal conform to USPAP or stricter underwriting standards?

B Does the written report contain sufficient information and analysis?

C Do the analyses within the appraisal apply appropriate discounts/deductions for proposed construction or reno-
vation, partially leased buildings, nonmarket lease terms, or tract developments with unsold units?

D Does the appraisal include a definition of market value as defined in 12 CFR 34.42? (See item #8.)

E Is the appraisal performed by a state licensed or certified appraiser?

Note: This is a compliance checklist that has been completed to ensure that the appraisal meets the minimum requirements of the Uniform Standards
of Professional Appraisal Practice and FIRREA. The scope of this work is not that of an appraisal review. Furthermore, this checklist is not required to
conform to Standard 3 of the Uniform Standards of Professional Appraisal Practice. The reviewer does not make judgments on the analysis or conclu-
sions within the report.

This Compliance Checklist was completed by:_____________________________Date:__________________
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• All items agreed to in the
engagement letter have been
provided (interest appraised,
market value “as is,” etc.).

• The report (Letter of
Transmittal and Certification)
is signed by an appraiser on
the institution’s approved
appraiser’s list.
If you have not received the

product you ordered, contact the
appraiser immediately to discuss
the discrepancies. Once the cor-
rect product is received, the
review process can begin.

Regulations require institu-
tions only to ensure appraisals
comply with FIRREA and
USPAP. A compliance checklist,
like that shown in this article,
meets this requirement. However,
for safety and soundness reasons,
a detailed appraisal review might
be prudent in situtations involv-
ing a high loan-to-value ratio,
large transaction value, complex
property type, etc.

A compliance checklist
checks the report for compliance
with FIRREA, USPAP, and an
institution’s own appraisal require-
ments. FIRREA has five mini-
mum appraisal standards, outlined
earlier in this article. USPAP has a
set of binding requirements that
must be addressed in every
report. A compliance checklist
does not make judgment on the
analysis or conclusions within the
report. It provides checks for com-
pliance issues only.

Appraisal reviews include a
judgment concerning the analysis
or conclusions of a report and are
subject to USPAP Standards Rule
3. The primary goal of making a
detailed review is to determine
whether the value is reasonable

and whether it is reliable enough
to be used as a basis for business
decisions.

There are four possible out-
comes of an appraisal review:
1. The report and value conclu-

sion(s) are accepted without
change.

2. The report is accepted, but the
reviewer changes the value in
accordance with USPAP
Standards Rule 1 and 2.2

3. The report is returned to the
appraiser for corrections
and/or additions—a value
change may or may not occur.

4. The report is rejected due to
serious deficiencies and lack
of cooperation from the
appraiser—a new appraisal
must be ordered.
The reviewer should focus on

factual errors and items that affect
the value conclusion rather than
on nonmaterial issues. Simply
complaining about the value does
not help either side. The reviewer
must show errors in the report
and/or present factual data not
analyzed by the appraiser.

Finally, if the report was well
written and supported, let the
appraiser know of your satisfac-
tion. This is a business relation-
ship and you may need a favor
from this appraiser one day, e.g.,
comparable market data or a two-
week delivery on an assignment
when four to six weeks is the
norm. When most clients call only
to complain, your compliments
will go a long way in building
favorable relationships with your
fee appraisers. Remember that
this should be an ongoing rela-
tionship, and communication is
the key to a successful, long-term
business association.

Summary
A real estate appraisal pro-

gram consists of three main parts:
1. A population of competent

appraisers, as determined by
each institution, to order
appraisals from.

2. Policy to obtain the appropri-
ate appraisal and report type
for each transaction.

3. Policy to determine the
appropriate level of review for
each appraisal report.
Selecting the right appraiser

and appropriate appraisal type will
result in a cheaper, more efficient
process. Performing the appropri-
ate review will improve the effi-
ciency of internal resources. As a
result, your bank will have
increased confidence in the collat-
eral valuation process. ❐

Contact Mann at
george.mann@suntrust.com; con-
tact Lawton at
kevin.lawton@suntrust.com.

Notes

1 Transaction value is defined as the amount of the
loan or extension of credit under consideration. A
series of related transactions will be considered as
one transaction if it appears that an institution is
attempting to avoid the appraisal regulation by
structuring the transaction below the appraisal
threshold.

2 The reviewer may not change the appraisal's or
evaluation's estimate of value as a result of the
review unless the reviewer is appropriately licensed
or certified.
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