

12,346 Appraisal Failures Every Week
by Richard Hagar, SRA 
According to a recent government study, in a span of three months, 160,500 appraisals or 12,346 per week failed to pass a basic screening “review” by the GSEs (Fannie Mae/Freddie Mac).  The report, issued by the Federal Housing Finance Agency, Office of Inspector General (FHFA-OIG), used data collected by the Uniform Mortgage Data Program (UMDP). 

According to the report, about 65 percent of the failures are attributed to the inability of the system to verify an appraiser’s license- a technical glitch in most instances, one hopes, as there can’t possibly be that many unlicensed individuals posing as appraisers! Even with this 65 percent discounted, that still leaves about 4,300 appraisals a week that failed for appraising reasons. The question appraisers need to begin asking is: how many (if any) of these appraisals are mine? 

The OIG reports that in 2012, the GSEs “purchased and guaranteed” approximately six million single family residential mortgages. At six million appraisals per year, that means appraisers are producing roughly 115,384 appraisals per week that are purchased directly by the GSEs. With a failure rate of 12,346 appraisals per week, roughly one in 10 appraisals are causing warning messages to be issued. Those who have a pattern of failure or instances of certain kinds of grievous failures will be blacklisted by Fannie Mae. Conversely, it follows that if you can do error-free work for your clients, you will be in the highest demand, and hopefully, able to demand the highest fees.   

Here are some appraisal failure numbers taken from the FHFA-OIG’s audit report (AUD-2014-008) for a six-month period:

* 321,000 total appraisal failures

* 207,000 "hard stop warnings," indicating that the appraiser's license could not be "verified" (414 appraisals in one year);

* 58,000 alerts indicating that "no property value could be provided" or that the value was in question (29,000 in three months);

* 56,000 appraisals contained potential violations of appraisal underwriting requirements. 

Mixed Bag

Currently, there are approximately 25 different types of appraisal “failures” reported by Fannie Mae’s new AQM system (Appraiser Quality Monitoring). Not everyone is important. Many failures involve “benign” issues like formatting or missing and incomplete information.  But if appraisers can’t remember to fill in information or how to use the correct format or code, what does that say about the rest of the report in the eyes of Fannie Mae and AMCs/lenders? In our experience reviewing appraisals, missing information, spelling errors, formatting problems and inaccuracies usually are indicators of more serious failures. At the very least, correcting these mistakes costs everyone time and money.  

Sampling of Appraisal Failures

Here is a partial list of why appraisals fail: 

1. Inconsistencies between the appraiser’s license and information contained in the Appraisal Subcommittee database (misspelled names, incorrect renewal dates, etc.);

2. Revoked or suspended licenses (this can also be failure to renew by expiration date);

3. Data from automated valuation models indicating the appraised value may be in excess of the neighborhood;

4. Appraiser failed to comment on market trends even though there were indications of negative market trends;

5. Failure to obtain a “442” on appraisals made “subject to” completion;

6. Inconsistent use of quality and condition ratings;

7. Failure to report detrimental conditions;

8. Failure to accurately report on items that may impact value;

9. Failure to make adjustments when the reasons for the adjustment are obvious;

10. Failure to support adjustments;

11. Failure to obtain or analyze a full copy of the purchase and sale agreement.

Quotes from the OIG Report

-Freddie Mac purchased over 4,000 loans, valued at approximately $1.1 billion, despite indications that the appraised values may be excessive for the local market. (And they did this without questioning the appraiser.) 

-Fannie Mae purchased over 56,000 loans, valued at $13 billion, which may have contained potential violations of underwriting requirements.

-In addition, 29,000 out of 135,000 (21%) of appraisals uploaded into the portal generated one of Freddie Mac’s proprietary warning messages alerting that either no property value could be provided or the value of the property was in question. Despite these alerts, Freddie Mac purchased all of the loans for approximately $6.7 billion.

-Fannie Mae did not require lenders to explain or resolve potential problems.

Times Are Changing

Prior to 2013, Fannie Mae reviewed a small fraction of the loans it purchased each year. Numerous bad appraisals slipped through the system but that has changed. Beginning now, quality means something. A failure to provide quality will mean something too - your livelihood. 

The GSEs are now required to analyze every single appraisal before they can allow a loan to fund. They will use the new AQM initiative and the UMDP/UAD system. That is a 100 percent “review” requirement for every appraisal. Each week many thousands of appraisals will be “hard stopped,” with fatal warnings issued, deficiencies questioned and time wasted.  

Missing information must be added to the appraisals and questions regarding consistency and accuracy answered. The lenders or their agents (AMCs) will contact appraisers and require changes before the loan will close. The speed at which appraisals are processed will slow down. Lenders are going to demand that appraisals are delivered sooner, so they will have more time to cure the anticipated problems before the closing date. Appraisers will be rated based on their performance- speed and accuracy. Lenders, or their agents, are going to ask for proof that the appraiser is who he says he is (prevent ID theft by unlicensed people). Appraiser certifications are going to be matched to the property type and state in which the property is located (appraisers and review appraisers). More time will spent on appraisals after they are delivered.

Solutions

Appraisers must understand how to prepare reports that pass through the automated system. They must have a clear understanding of the rating definitions for quality and condition. They must improve the accuracy of the information contained in their appraisals and understand how to determine adjustments. They need to realize that the accuracy of the information matters, not just the value. Lenders will be required to provide a complete and fully executed copy of the purchase and sale agreement (this is vital). 

It won’t be good enough to just “feel” what the adjustments are or state that “in my opinion the adjustment is...”  Instead, appraisers will have to determine, through evidence, what the adjustment should be. Appraisers who provide defective or inconsistent work will be blacklisted by Fannie Mae and placed on “100 percent review” list, which equals a slow death by starvation.

The truth is that many appraisers need a lot of training about the issues that UAD and AQM are programmed to find.  Life is changing. I’m afraid we will either have to train up or be tossed out by the AQM system. The result for the survivors will be a better product and a more competitive spot in the marketplace.


Two-Part Upcoming Webinar Series with Richard Hagar

>Part 1: How to Support and Prove Your Adjustments

Date: August 19th, 10 - 11:30 a.m. PST

Richard Hagar, SRA explains the most common appraisal pitfalls when determining adjustments and shows you how to provide the proper support, analysis and documentation for adjustments in your appraisal report and workfile. This course will help you understand and utilize quick and simple methods for proving adjustments and help you avoid problems, blacklisting and legal actions.

>Part 2: Fannie’s AQM: Understanding Quality and Condition Ratings

In 2014 so far, Fannie Mae has issued numerous “updates” and changes to their AQM policies, including additional requirements with respect to its Quality and Condition Q&C ratings. In this webinar, Hagar provides a blueprint for staying on Fannie Mae’s good side by understanding how to determine Q&C ratings and adapt to Fannie’s changing requirements.

About the Author 

Richard Hagar, SRA, is an appraiser, author and nationally-renowned instructor and consultant for banks, state and federal regulators and appraisers on federal and state compliance issues. Hagar has helped author numerous laws, regulations and guidelines at both state and federal level and is a nationally-recognized expert on appraisal/lender regulatory issues.
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