
Real Estate Appraisal Compliance Audit
Note: This sample audit checklist has been updated to include the changes to 12 CFR 1026.35 regarding appraisals and higher-risk mortgages.  The new rules are effective for loan applications taken on or after January 18, 2014.
The bank’s compliance with the requirements enumerated in its appraisal policy should be reviewed. The review should include a sample of appraisals performed for a sample of credit transactions.

The following checklist should be modified to fit the specifics of your institution.
REAL ESTATE APPRAISALS

	
	Yes, No N/A
	Work Paper Reference
	Comments

	1.
Has the board of directors, consistent with its duties and responsibilities and in accordance with the Interagency Appraisal and Evaluation Guidelines, implemented written appraisal and evaluation policies and procedures that:
	
	
	

	•
Provide for the independence of the persons ordering, performing, and reviewing appraisals or evaluations?
	
	
	

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

	•
Ensure that appraisals comply with the agencies' appraisal regulations and are consistent with supervisory guidance?
	
	
	

	•
Ensure that appraisals and evaluations contain sufficient information to support the credit decision?
	
	
	

	•
Maintain criteria for the content and appropriate use of evaluations consistent with safe and sound banking practices? 
	
	
	

	•
Provide for the receipt and review of the appraisal or evaluation report in a timely manner to facilitate the credit decision? 
	
	
	

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

	•
Implement internal controls that promote compliance with these program standards, including those related to monitoring third-party arrangements?
	
	
	

	•
Establish criteria for monitoring collateral values?
	
	
	

	•
Establish criteria for obtaining appraisals or evaluations for transactions that are not otherwise covered by the appraisal requirements of the agencies' appraisal regulations? 
	
	
	

	•
Provide for the independence of the persons ordering, performing, and reviewing appraisals or evaluations?
	
	
	

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

	•
Ensure that appraisals comply with the agencies' appraisal regulations and are consistent with supervisory guidance? 
	
	
	

	•
Ensure that appraisals and evaluations contain sufficient information to support the credit decision?
	
	
	

	•
Maintain criteria for the content and appropriate use of evaluations consistent with safe and sound banking practices? 
	
	
	

	•
Provide for the receipt and review of the appraisal or evaluation report in a timely manner to facilitate the credit decision? 
	
	
	

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

	•
Implement internal controls that promote compliance with these program standards, including those related to monitoring third-party arrangements?
	
	
	

	•
Establish criteria for monitoring collateral values?
	
	
	

	•
Establish criteria for obtaining appraisals or evaluations for transactions that are not otherwise covered by the appraisal requirements of the agencies' appraisal regulations? 
	
	
	

	2.
Does the board of directors on an annual basis review its appraisal, evaluation, and review policies and procedures to ensure that the appraisal and evaluation policies and procedures meet the needs of the bank's real estate lending activity? 
	
	
	

	Transactions Requiring Appraisals
	
	
	

	3.
Does the bank require appraisals on all real estate related financial transactions, except for the following?
	
	
	

	(1)
Transactions with a transaction value equal to or less than $250,000 (Note: The agencies' appraisal regulations, at a minimum, require an evaluation consistent with safe and sound banking practices.)
	
	
	

	(2)
Property taken as an abundance of caution 
	
	
	

	(3)
Loans not secured by real estate
	
	
	

	(4)
Liens for purposes other than the real estate's value
	
	
	

	(5)
Real estate-secured 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 (Note:  For this type of exempted loan, under the agencies' appraisal regulations, an institution may obtain an evaluation in lieu of an appraisal.) 
	
	
	

	(6)
Leases 
	
	
	

	(7)
Renewals, refinancings, and other subsequent transactions if:
	
	
	

	•
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  
	
	
	

	•
There is no advancement of new monies, other than funds necessary to cover reasonable closing costs.
Note: An evaluation is required for (1), (5), and (7).
	
	
	

	Transactions Requiring Evaluations
	
	
	

	4.
If an appraisal is not required as noted above, does the bank require an evaluation?
	
	
	

	Minimum Standards of an Appraisal
	
	
	

	5.
Is the appraisal written and contain sufficient information and analysis to support the credit decision?
	
	
	

	6.
Did the bank obtain an appraisal that is appropriate for the particular transaction, considering the risk and complexity of the transaction?
	
	
	

	7.
Does the appraisal:
	
	
	

	•
Conform to generally accepted appraisal standards as evidenced by the Uniform Standards of Professional Appraisal Practice (USPAP) promulgated by the Appraisal Standards Board of the Appraisal Foundation, unless principles of safe and sound banking require compliance with stricter standards?
	
	
	

	•
Contain an opinion of market value, as defined in the agencies' appraisal regulations?  
	
	
	

	•
Contain a certification that the appraiser has complied with USPAP?
	
	
	

	•
Conform to the USPAP Scope of Work Rule?
	
	
	

	•
Contain sufficient information to enable the intended user of the appraisal to understand the report properly? 
	
	
	

	•
Specify the use of the appraisal report?
	
	
	

	•
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?
	
	
	

	•
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?
	
	
	

	•
Contain an estimate of market value, as defined by the agencies' appraisal regulations?
	
	
	

	8.
Was the appraisal performed by state-certified or -licensed appraisers in accordance with requirements set forth in the appraisal regulations?
	
	
	

	Minimum Requirement for an Evaluation
	
	
	

	9.
Do evaluations contain the following minimum information, as required by the interagency guidelines:
	
	
	

	•
The location of the property?
	
	
	

	•
A description of the property and its current and projected use?
	
	
	

	•
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 (i.e., the date that the analysis was completed), with any limiting conditions?
	
	
	

	•
A description of the method(s) the institution used to confirm the property's actual physical condition and the extent to which an inspection was performed?
	
	
	

	•
A description of the analysis that was performed and the supporting information that was used in valuing the property?
	
	
	

	•
A description of the supplemental information that was considered when using an analytical method or technological tool?
	
	
	

	•
All source(s) of information used in the analysis, as applicable, to value the property, including:
	
	
	

	—
External data sources (such as market sales databases and public tax and land records)?
	
	
	

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

	—
Evidence of a property inspection?
	
	
	

	—
Photos of the property?
	
	
	

	—
Description of the neighborhood?
	
	
	

	—
Local market conditions?
	
	
	

	•
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?
	
	
	

	10.
Does the bank have adequate procedures to determine whether to use an existing appraisal or evaluation? 
	
	
	

	Note:  A new appraisal or evaluation is necessary if the originally reported market value has changed due to factors such as:  
	
	
	

	•
Passage of time
	
	
	

	•
Volatility of the local market
	
	
	

	•
Changes in terms and availability of financing
	
	
	

	•
Natural disasters 
	
	
	

	•
Limited or over supply of competing properties
	
	
	

	•
Improvements to the subject property or competing properties 
	
	
	

	•
Lack of maintenance of the subject or competing properties
	
	
	

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

	•
Changes in zoning, building materials, or technology
	
	
	

	•
Environmental contamination
	
	
	

	11.
Do the bank's procedures for reviewing appraisals and evaluations: 
	
	
	

	•
Address the independence, educational and training qualifications, and role of the reviewer? 
	
	
	

	•
Reflect a risk-focused approach for determining the depth of the review?
	
	
	

	•
Establish a process for resolving any deficiencies in appraisals or evaluations?
	
	
	

	•
Set forth documentation standards for the review and the resolution of noted deficiencies?
	
	
	

	12.
Does the bank have 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?
	
	
	

	13.
If the bank uses an appraisal from another financial institution, has it confirmed that:
	
	
	

	•
The appraiser was engaged directly by the other financial services institution?
	
	
	

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

	•
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.)   
	
	
	

	Note:  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.  
	
	
	

	14.
Does the bank have adequate policies for documenting the review of appraisals and evaluations in the credit file?
Note: 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.  
	
	
	

	15.
Do the bank's policies and procedures for resolving any inaccuracies or weaknesses in an appraisal or evaluation identified through the review process include the following: 
	
	
	

	•
Communicating the noted deficiencies to and requesting correction of such deficiencies by the appraiser or person who prepared the evaluation? 
Note: 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. 
	
	
	

	•
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?
	
	
	

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

	Independence of the Appraisal and Evaluation Program
	
	
	

	16.
Does the appraiser not have a direct or indirect financial interest in the property or transaction?
Note: 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.
	
	
	

	17.
Are staff appraisers/evaluators and reviewers independent of the loan production function or at least not involved in the specific transaction in smaller institutions?
Note: For loans subject to 12 CFR 1026.42 of Regulation Z (loans secured by the consumer's primary dwelling) institutions can utilize a safe harbor for independence depending on their size.  
Large Institution Rule (assets of $250 million or more in the last two years):

•
Employee does not have conflict of interest if:

—
Compensation is not based on the value of property appraised

—
Employee is not part of the loan production function

—
No employee, officer, or director in the creditor's loan production function is directly or indirectly involved in selecting, retaining, recommending or influencing the selection of the person to prepare a valuation or perform valuation management functions, or to be included in or excluded from a list of approved persons who prepare valuations or perform valuation management functions.
Small Institution Rule (assets of less than $250 million in the last two years):

•
Employee does not have conflict of interest if:

—
The compensation of the person preparing a valuation or performing valuation management functions is not based on the value arrived at in any valuation

—
The creditor requires that any employee, officer, or director of the creditor who orders, performs, or reviews a valuation for a covered transaction abstain from participating in any decision to approve, not approve, or set the terms of that transaction.
	
	
	

	Selecting Appraisers and Persons Who Perform Evaluations
	
	
	

	18.
Does the bank have adequate procedures to select, evaluate, and monitor the performance of appraisers and persons who perform evaluations, including the following:

•
The person selected possesses the requisite education, expertise, and experience to competently complete the assignment? 

•
The work performed by appraisers and persons providing evaluation services is periodically reviewed by the institution? 

•
The person selected is capable of rendering an unbiased opinion?

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

	19.
If the bank has an approved appraiser list for selecting an appraiser, does it have appropriate procedures for the development and administration of the list?
Note: 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, preapproved appraiser list, provided the development and maintenance of the list is not under their control. 
	
	
	

	20.
Does the bank use written engagement letters when ordering appraisals?
	
	
	

	21.
Does the engagement letter identify the intended use and users, as defined in USPAP?
	
	
	

	22.
Does the bank include the engagement letter in the credit file?
	
	
	

	23.
If the bank uses a third party to perform appraisals, has it conducted an adequate third-party due diligence review in accordance with the guidance issued by its primary regulator?
	
	
	

	24.
Are appraisers fairly considered for assignments regardless of their membership or lack of membership in a particular appraisal organization?
	
	
	

	Requirement for Appraisals on a Consumer's Principal Dwelling (12 CFR 1026.42)
	
	
	

	25.
Does the bank have procedures and internal controls that ensure that employees do not attempt to affect the outcome of an appraisal by any of the following means: 

•
Seeking to influence a person that prepares a valuation to report a minimum or maximum value for the consumer's principal dwelling?

•
Withholding or threatening to withhold timely payment to a person that prepares a valuation or performs valuation management functions because the person does not value the consumer's principal dwelling at or above a certain amount?

•
Implying to a person that prepares valuations that current or future retention of the person depends on the amount at which the person estimates the value of the consumer's principal dwelling?

•
Excluding a person that prepares a valuation from consideration for future engagement because the person reports a value for the consumer's principal dwelling that does not meet or exceed a predetermined threshold?

•
Conditioning the compensation paid to a person that prepares a valuation on consummation of the covered transaction?
	
	
	

	26.
Does the bank have procedures and internal controls in place to ensure that no one attempts to mischaracterize or induce anyone else to mischaracterize the value of a consumer's principal dwelling, including the falsification or alteration of an appraisal?
Note: A bona fide error is not a misrepresentation.
	
	
	

	27.
Does the bank have procedures in place to compensate fee appraisers at a rate that is customary and reasonable for comparable appraisal services performed in the geographic market of the property being appraised?  (12 CFR 1026.42(f))
Note: The bank is presumed to be in compliance with 12 CFR 1026.42(f) of Regulation Z if:

•
The creditor or its agents compensate the fee appraiser in an amount that is reasonably related to recent rates paid for comparable appraisal services performed in the geographic market of the property being appraised. In determining this amount, a creditor or its agents shall review the factors below and make any adjustments to recent rates paid in the relevant geographic market necessary to ensure that the amount of compensation is reasonable:

—
The type of property

—
The scope of work

—
The time in which the appraisal services are required to be performed

—
Fee appraiser qualifications, experience professional record, work quality

•
The creditor also does not engage in any anticompetitive acts in violation of state or federal law that affect the compensation paid to fee appraisers, including but not limited to:

—
Entering into any contracts or engaging in any conspiracies to restrain trade through methods such as price fixing or market allocation

—
Engaging in any acts of monopolization such as restricting any person from entering the relevant geographic market or causing any person to leave the relevant geographic market

Alternatively, the creditor is presumed to be in compliance if it determines the amount of compensation paid to the fee appraiser by relying on information about rates that:

•
Is based on objective third-party information, including fee schedules, studies, and surveys prepared by independent third parties, such as government agencies, academic institutions, and private research firms

•
Is based on recent rates paid to a representative sample of providers of appraisal services in the geographic market of the property being appraised or the fee schedules of those providers 

Fees based on fee schedules as described above must exclude compensation paid to fee appraisers for appraisals ordered by appraisal management companies.
	
	
	

	28.
Does the bank have procedures in place to report any appraiser who has not complied with the USPAP or ethical or professional requirements for appraisers under applicable state or federal statutes or regulations to the appropriate state agency if the failure to comply is material? 
Note: A failure to comply is material if it is likely to significantly affect the value assigned to the consumer's principal dwelling.
	
	
	

	The following questions are for loan applications taken on or after January 18, 2014 and are subject to 12 CFR 1026.35.
	
	
	

	29.
Does the bank refrain from originating a higher-risk mortgage as defined in 12 CFR 1026.35 unless it:

•
Obtains a written appraisal?

•
The appraisal is performed by a certified or licensed appraiser?

•
The appraiser conducts a physical property visit of the interior of the property?


	
	
	

	30.
Does the bank provide a notice at application for covered loans that states:

•
The purpose of the appraisal?

•
That the creditor will provide the applicant a copy of any written appraisal?

•
That the applicant may choose to have a separate appraisal conducted for the applicant’s own use at his or her own expense?
	
	
	

	31.
Does the bank provide a free copy of any written appraisals obtained for covered transactions at least three business days before consummation?
	
	
	

	32.
For a covered transaction in which the loan will finance the purchase of the consumer’s principal dwelling and there has been an increase in the purchase price from a prior sale that took place within 180 days of the current sale, does the bank obtain an additional appraisal if:

•
The seller is reselling the property within 90 days of acquiring it and the resale price exceeds the seller’s acquisition price by more than 10 percent?

•
The seller is reselling the property within 91 to 180 days of acquiring it and the resale price exceeds the seller’s acquisition price by more than 20 percent?
	
	
	

	33.
If obtained, is the additional written appraisal from a different licensed or certified appraiser?
	
	
	

	34.
Does the second appraisal include the following information:

•
An analysis of the difference in sale prices (i.e., the sale price paid by the seller and the acquisition price of the property as set forth in the consumer’s purchase agreement)?

•
Changes in market conditions?

•
Any improvements made to the property between the date of the previous sale and the current sale?
	
	
	


Exemptions from the Additional Appraisal Requirement

The additional appraisal requirement does not apply to extensions of credit that finance a consumer’s acquisition of property: 

· From a local, state, or federal government agency; 

· From a person who acquired title to the property through foreclosure, deed-in-lieu of foreclosure, or other similar judicial or non-judicial procedure as a result of the person’s exercise of rights as the holder of a defaulted mortgage loan; 

· From a non-profit entity as part of a local, state, or federal government program under which the non-profit entity is permitted to acquire title to single-family properties for resale from a seller who acquired title to the property through the process of foreclosure, deed-in-lieu of foreclosure, or other similar judicial or non-judicial procedure; 

· From a person who acquired title to the property by inheritance or pursuant to a court order of dissolution of marriage, civil union, or domestic partnership, or of partition of joint or marital assets to which the seller was a party; 

· From an employer or relocation agency in connection with the relocation of an employee; 

· From a servicemember, as defined in 50 USC Appx. 511(1), who received a deployment or permanent change of station order after the servicemember purchased the property; 

· Located in an area designated by the President as a federal disaster area, if and for as long as the federal financial institutions regulatory agencies, as defined in 12 USC 3350(6), waive the requirements in title XI of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989, as amended (12 USC 3331 et seq.), and any implementing regulations in that area; or 

· Located in a rural county, as defined in 12 CFR 1026.35(b)(2)(iv)(A). 

