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¢ the conclusion of this chapter, students will be able to:

. Understand the four unique processes involved in the underwriting

decision
. Describe how the appraisal works as a key component of the analysis

ofany real estate financing credit decision
Understand the development and importance of the professional
alifcations of appraisers of residential and commercial real estate
escribe how appraisers approach residential real estate appraisal
nd the three key methods they employ
E"P'f'f'n the primary real estate property characteristics that
"Fpraisers must take into account when developing a final decision
: sbout 5 subject property’s value
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erty. The “I.lderwnf ast or present value, anfi-welgd g ffect
vides an estimate O }f‘s or her experience in tms’ﬁel . Many ‘.mderwritin
the future based on hi in the business the last time residentig] real estyy,
rofessionals were mati lue—during the mid-1980s in the o) Delt stge,
had a major declme.ln ;;a 1991 recession—so this has proved 5 daunting
and more gen;raﬂl);:‘hz reecent mortgage crisis.
task to many dur

: ortment of informatiop, an
A loan analYSisni;)V:; Su‘;:iff;;:; must determine the degre
these diverse elefeno ’such thing as a risk-free mortgage loan.
involved: 'ﬂfere ! e responsibility to determine the magnitude ¢
underwriter’s prlfi1 for it in the terms and conditions of the Jogy, The
and to Coqlpeg stae:mines the ratio of loan to value, the length of time for
degree of risk det he interest and discount points required by the lender.
ICPZ):ZT:;; the essential elements in underwriting any mortgage loalz
the property to be pledged must be examined for 31.11tab1hty. As dlsc)usse.
) , idential loan, it is the borrower’s per
in the previous chapter, for a resi N,
sonal income that is expected to repay the loan. For com "t o
it is the income from the property that becomes more 1?11;:; sor.newhat
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. 1 an, the
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Property serves as a backup, a pledge of something of value
assures Ieépayment of the |
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.00 placed on the appraisal :
ents belﬂ.g P _ . COmmunity dye ¢
oV fequleriiata collection process will be daunting. We wilj discus(:-,
" s " Jater D the chapter ;
i ngeS ercial loan, the propert?’ analysis must look further, Gep-
dﬁ;o racomm.g; expected to be repaid from income generated by the
oan 1 rty does serve as collateral—a backup in cage

e 102 " e prope
ﬁ% while .+ is more jmportant for the underwriter to make sure
efd

o income can sustain loan repayment. While the underlying
in

ffer poth rely on professional appraisals as a starting point for
iffers
o P;;s analysis

2y be defined as an estimate of value of an adequately
" ,q,praisal - ity 25 ofa speciﬁc date. It is the considered opinion of a
ped PIOP¢ Jlified professional supported by an analysis of rel-

dqu
Je geable:“ r:\lis 2l can be an evaluatior: of a full ownership, a partial

g interest, O Jeasehold rights. .
H0erS appraisal provides information that has several uses
A |'»'r¢"|’°’t)’al zstate- It is used as an important measure of the loan
 fnancing (riers limit loan amounts to 2 percentage of property value.
gpount: Lfen ceommerdal loans, the loan amount may have an alternate
}.im.:e:::;:centage of the property’s income. But a property’s income is
:T;a direct reflection of the property’s.value. In addition, an appraisal
aesasasupport document for institutional lenders when they undergo
glatory examinations. o

Determination of appraised value is made by individuals specially
lified in the field. In the past, a lending institution’s loan officer might
e estimated the property value based on personal knowledge and
{ merience in the area. However, as mortgage lending increased in vol-
{ meand complexity, almost all appraisals were shifted to professionals
ospecialized in this work. Some work as employees of a lending insti-

| "mand some as independent fee appraisers.
. WelState Certification

b the

past, b e

nninationo(t)lf1 t}: qualification of professional appraisers and the

o ey the proyi at comprises acceptable content in an appraisal
fice of various independent appraiser associations.
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TER10 . .
HAPTE roups orgamzad to devlalc?p quality ¢, .
primaril)’ peer ga ward designations to eligible Membey N rdg

ese are mselves andtod r to 1989, there Was no federy reo.  Neet.
among the rements. Prio ton

. require”

ing thel - in this ﬁe:ﬁ;re the blame for the collapse of sayy anq |

While many must 0s, Congess felt the quality of APPraisa]g , 0
the 19805, ult, legislation wag Passeq

bility. As a res ) _
assme of the responsib st;yn dards for both appraisers ang the COnte'c:]ttmg
of

passed the Financial Institutions Reform, Recoy
Iy,

(FIRREA), of which Title XI spelled out 4 Syst

ing federal appraiser and app plisestantodls t(? be useq asa guism
for setting ; state to develop its own systefn of qualificatiop, Title c
line for eac both residential and commercial loans. FIRR o establishel;

aPPlicabiieC:;le d the Federal Financial Institations Examination Coupe
. ‘iﬁu:Csubcommittee known as the Appraisal Subcommite, The I:vli
wi

applies to a loan made by a federally related lender and jg Pplicaple

both residential and commercial loans.
The purpose of the Subcommittee was to develop Suitable -
a

for state licensure of appraisers and standards for appraisals thyy Woulg
assure credible information for federally related lenders, Federally Telateg
is a broad-brush definition of any lender with some relation to the feq 6t

government, including those carrying federal deposit insurance, and cgy.
ers quasi-government entities such as Fannie Mae and Freddie My,

Since its creation, the Appraisal Subcommittee hag get Standards thyg
are now reflected in every state’s requirements for certification and Jicep,
ing of individuals qualified to perform appraisals in federally related traps.
actions. The Subcommittee continues to monitor requirements of federal
regulatory agencies with respect to appraisal standards. It also maintains
a national registry of state-certified and state-licensed appraisers eligible
{0 appraise in federally related transactions. The Appraisal Foundation
(TAF) is the Congressionally appointed writer of the Uniform Standards
of Professional Appraisal Practice (USPAP) and sets qualification stand-
ards for appraisers.

raisals.
aPPIn 1989, Congress

and Enforcement Act

| THE APPRAISAL FOUNDATION
 Standand; ‘zc"wﬂ, “Q‘ﬁ:g’m%. of Appreisal

Source: © 201 OnCourse Learning




P
*ApaTty Appraisal

: APPraisers

i

@ X calls for the qualification of appraisers throy

: h
A5 Ti § experience requirements to be established b > -

R g AN i 4B _ Y state law,
fl' tesung | 2008, the new examination criteria became effective, The

@ uar.);n’critefi a, including the college degree requirement, were

edﬂcan ) 2010, as announced. by the Appraisal Qualificationg

effecﬁ"e Jantt iben oted that state requirements may exceed AQB min;.
tsh

: b EIh ; (f)our categories of appraisers and their qualifications are below,

f s 4.Gene ral Real Property Appraiser is qualified to evalu-
L ACE idential and commercial property of any size. A general
e ‘{th ' st demonstrate knowledge of the profession and under-
appfalser I;locum ents involved. To qualify, the applicant for the Cer-
stand gleeneral license must hold a Bachelor’s degree or higher from
fie

jited college Of university, and have 300 hours of AQB-
acclred {ucation, including 15 hours of USPAP, plus 14 hours per
approve entinuing education and 3,000 hours of experience (1,500
earr:fnjzst be obtained in non-residential appraisal work), during
g?: past 30 months. . :
tified Resi dential Real Property Appraiser can appraise one-
LA four-unit residential properties without regard to value or complex-
:?YOTO qualify, the appraiser must hold a Bachelor’s degree or higher
tom an accredited college Of university, and have 200 hours of educa-
on, including 15 hours of USPAP, in addition to 14 hours per year
o continuing education. The appraiser must have passed the AQB-
approved Certified Residential Real Property Appraiser examination

nd have 2,500 hours of experience during the past 24 months.

3. A Licensed Residential Real Property Appraiser is qualified to
appraise non-complex one- to four-unit residential properties hav-
inga transaction value of less than $1,000,000, and complex one- to
four-unit residential properties having a transaction value less than
:ﬁ:g’gggc LRleIIA applicants for the Licensed Residential credential
fon frome:lu Y COI.nplete 30 sen.lester hours of college-level educa-
vty a;}clred1ted college, .]unior college, community colle'ge,
Nettution ac.crec:itczul: 8¢ or Unlver.sit.y must be a degree-grantlng
"eion accreditatieo Y the.C(.)mmlssmn on College.s, a regional or
Stecognized by the I{]aSSS(S)cmtlon, or by an accrediting agency that
S. Secretary of Education. In addition to the
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30 semester hours, applicants must also complete 150 hours of edy.
cation, including 15 hours of USPAP, in addition to 14 hours pe;

year of continuing education and 2,000 hours of experience over the %

course of no fewer than 12 months.
4. An Appraiser Trainee must complete 75 hours of education apg
ions and the 15-hour Nationa]

e Core Curriculum examinat
leting 14 hours of continuing

dition to comp.
cessive years. Appraiser Trainees are
am (as all other categories are) and

thin 5 years of starting.

pass th
USPAP course, in ad

education in the third and suc

not required to pass a state ex
irements Wi

must finish these requi
The Appraisal Foundation sets the criteria for who can reproduce the
approved USPAP materials for training and education; this is limited to

the firms referred to as Appraisal Sponsors.

s for Appraisers and FHA Mortgages
ensed qualified appraisers also be approved
ork. FHA Mortgagee Letter 1996-26 speci-
s must avoid conflicts of interest and the

appearance of conflicts of interest. In order to help appraisers avoid actual
conflicts or the appearance of conflicts, no members of a lender’s loan
production staff or any person (i) who is compensated on a commission
basis upon the successful completion of a loan, or (ii) who reports, ulti-

t independent of the loan production

mately, to any officer of the lender no
ations with an

staff and process, is allowed to have substantive communic
appraiser relating to or on valuation, including order-

having an impact
ing or managing an app HA Mortgagee Letter 2009-28

raisal assignment. F
is effective for all case numbers assigned on ot after January 1, 2010. The

existing requirements will remain in effect.
The new requirements are as follows:

Standard

HUD/F1iA requires that lic
for FHA mortgage appraisal w
fies that FHA Roster appraiser

. Mortgage brokers and commission-based lender staff are prohibited

from participating in the appraisal process.

. Historically, the FHA prohibited mort
appraisal reports completed by an appraiser selected, retained, Of

compensated, in any manner by real estate agents. To ensure ap-
praiser independence, FHA-approved lenders are now prohibited
from accepting appraisals prepared by FHA RoStet appraisers who
are selected, retained, or compensated in any manner by mortgagt

gagees from accepting
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member of a lender’s staff who ig o

et OF aﬂl})’asis tied to the successful completion

bf‘;‘missioﬂ fer 2009-28 lists those practices in

:;Ortg“g Lth€f originators are prohibited from e
ro

. ht be construed as attempting to infly
mig

Pensated o
of a loanl FH A
which lenders,
Ngaging. These
€nce aPPraisers’

act e. .
Gompliance D) was required for FHA appraisals reported op the
Dataset R‘iﬁ) form and the 1073 (Condo) form. Appraisals reported

1004 h as the 1025 and 1004C, may not be required to

suc
¢ forms; More specifics on the UAD will be covered later

er 1072
o jp complian®
?Ifmis chapter

Gelection in FHA Connection
ot

sible for assuring that the appraiser who actually con-
SPOI11used for an FHA-insured raoitgage is correctly identi-

the 3PPCralzie ction (discussed further in Chapter 14). The FHA has
. 1ig FHA LO

merous 0ccasions, the name of an appraiser appearing
d that 08 DU screen is not the appraiser who actually completes
et losc;l-lll who fail to assure that FHA Connection reflects
'ai,;nofile appraiser are subject to administrative sanctions.

the correct 1

| e on Appraisal Management Company (AMC)
.‘ gndAppropriate Third-Party Fees

ek dogs not require the use of AMCs or other third-party organiéatiorcllj

| frapprasal ordering, but recognizes that some lende.rs use AM (si an

wother third-party organizations to help ensure apprsuser 1ndepfen ence.

Tddressseveral questions that have already been raised regardl.ng com-

wsion, this document corrects and expands existing fee requirements
iorh in Mortgagee Letter 1997-46.

{ Aapproved lenders must ensure that:

' F}.{A Appraisers are not prohibited by the lender, AMC, or other
"dparty from recording the fee the appraiser was paid for the per-

| omance of the appraisal in the appraisal report.
{ ' M Roster ap

0 reagopaly
. ¢ Pproper

praisers are compensated at a rate that is customary

le for appraisal services performed in the market area
ty being appraised,
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. The fee for the actual completion of an FHA appraisal may not in.
clude a fee for management of the appraisal process or any activity
other than the performance of the appraisal.
Any management fees charged by an AMCor Othelj third party must
lated to ordering processing, Or reviewing

[
be for actual services re
FHA financing.
not exceed what is customary

appraisals performed for
third-party fees mu
vided in the market area of the

AMC and other
and reasonable for s

property being appraised.

Standards for Appraisals
IRREA’s Title XI requires that the content

As stated earlier in the chapter, F
of appraisals meets the standards set by the Appraisal Standards Board
which is a part of the Appraisal Foundation. The Appraisal Foundatiorl
was created in 1987 by eight active private appraisal associations. Prior
Jation in 1989, professional appraisers recog.

h appraisers and appraisals,

to passage of federal legis
nized a need for better qualification for bot
ndation to develop practical standards

and established the Appraisal Fou
tion of their work is an indication of

and requirements. Federal recogni
f their standards.

FIRREA’ continued acceptance o

Federal standards require appraisals to conform to the USPAP as
adopted by the AQB. A standardized appraisal form has been devel-
oped in a cooperative effort between the industry working group, Fan-
nie Mae, Freddie Mac, HUD, and the VA. The form, called the Uniform
Residential Appraisal Report (URAR), is a revision of Fannie Mae Form
1004/Freddie Mac Form 70. It became mandatory for use after January

1, 1994. The last major revision of the standards of appraisal review of
residential properties and the revision of Form 1004 and Form 70 took
nt form in use as of Febru-

place in March of 2005. (A copy of the curre
eral requirements also set

ary 2011 is reproduced in the Appendix.) Fed
a minimum level of certification based on the value and kind of property

appraised.

New Quality Mortgage (QM) Appraisal Issues
ng rules

The T : .
underrfl{lethulln L ending Act (TILA) of 1968 and its implementi
gulation Z seek to promote the informed use of consumer credit
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2010,
. ﬂdf" by ¢ securing higher-priced loans. The Cop Sumer By Prin.
Jenc® au( CFPB) under the Dodd-Frank Act ancial

o Was to imp]

o B on Jments in partnership with five other federa] reguiztlent
are adopting @ NEW rule, the Higher-Priced Mort ory

t

a
.al Rule. The rule is part of Regulation Z. 8age Loans
)APP:ZI mortgage is defined as an HPML if it ig secured by 5
enrincipal dwelling and has interest rates above the foﬂowing
5P

C‘msln:lds;

frstlien mortgage (other than a jumbo loan) with an annyg]
r e APR) that exceeds the Average Prime Offer Rate

P:;S; ; publi shed by the Bureau at the time the APR is set, by 1.5

entage points O MOTE
e Jien jumbo loan with an APR that exceeds the APOR at
1 is?ﬁrsthe APR is set by 2.5 percentage points or more. A loan
e t-lmebo loan when the principal balance exceeds the limit in
is @ Jumof the date the transaction’s rate is set for the maximum
eﬁ;i;; obligation eligible for purchase by Freddie Mac. (Com-

ment 35(2)(1)-3)
tis a subordinate-lien with an APR that exceeds the APOR at the
' ime the APR s set by 3.5 percentage points or more.

isa
, Jt1s

When you originate a higher-priced, first-lien, or subordinate-lien
ucovered by the HPML Appraisal Rule, you must:

. Usea licensed or certified appraiser who certifies that the apprais-
4 complies with the Uniform Standards of Professional Appraisal
Practice (USPAP) and the Financial Institutions Reform, Recovery

ind Enforcement Act (FIRREA) of 1989, as amended, 12 U.S.C. 3331
tseq, and any implementing regulations.

' Have the appraiser physically visit the property, view the interior,
ind produce a written appraisal report.

' Obtaj ” ;

seu;‘:;t iadfll:l}?ngl appraisal at your own expense if the property’s
| fed the dwelling within the past 180 d i i

lira i it o, p ays and is reselling

by certain thresholds, which can be found in
1 : ;
. V2014 Small Entity Compliance Guide. (See link at end of

1
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thin three busin

with regard to appraisals.

Provide a disclosure wi
explaining the consumer’s rights .
Give consumers free copies of the appral
connection with the loan at Jeast three days

the transaction.

Appraisai Associations
rds for apprai
fessional Org

fy under eac
rs wh

Federal certification standa

of a number of private pro
ignations to those who quali :
are peer groups made up of apprais¢

and improving the quality of their pro
dicate qualiﬁcat

tain designations thatin

work. The requirements differ somewhat, b
prescribed Jevel of educat experience, in a
formance on some rather
of the better-known organization

ion of America, Inc. (1)

jon and
difficult tests. Followin

Appraisers Associat
AAA—Certified Member

The Appraisal Institute (2)
MAI—Member of Appraisal Institute

SRA—Senior Residential Appraiser
SRPA—Senior Real Property Appraiser

American Society of Appraisers (1)
ASA—Senior Member of the Society

FASA—Fellow of the Society

American Society of Farm Managers and Rural Appraisers
group in the United States) (1)

AFM—Accredited Farm Manager

ARA—Accredited Rural Appraiser

International Association of Assessing Officers (1)
RES—Residential Evaluation Specialist
é:g:Asse.ssment Administration Specialist

Certified Assessment Evaluator

ess days of applicatiop

sal reports performed iy,
before consummation of

sers have not changed the existence
anizations offering appraisal des.
h organization’s standards. These
o are interested in maintaining
fession. Each organization offers cer-
ion in a particular area of appraisa]
1t all are based on a minimum,
ddition to successful per.
g is a brief listing of some

s and the designations granted by each:

(the oldest
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.0 of Independent Fee Appraisers' (1)

AsSoCiatlo : Resi .
dent Fee Appraiser (Residential Only), Memb er

o In Jeped

ﬂaﬂl AT sepe ndent Fee Appraiser, Senior Member
p As,lﬂ Jepen Jent Fee Agricultural Appraiser, Specialist
Fee Appraiser, Counselor

_IndeP
lfﬁé/lndef’endent
If . of Real Estate Appraisers (2)

tio
al Assoaa-ﬁed Real Estate Appraiser

fio" rti -
N o /Cirti fed Commercial Real Estate Appraiser

CCRA;egistered Trainee Appraiser

A/
. Juary 1 2015, was an Approved Sponsor of the Appraisal
, 0n J ionand had the right to reproduce USPAP materials,
apuary 19,2015, was not an Approved Sponsor of the Appraisal
) thout the rights to reproduce USPAP materials.

ation wi
isignations are g00f1 indicators of expertise in a specialized area
 and they give some assurance of an appraiser’s interest
ndards. But there is no requirement that a

wor

5
Ofapgral' in ];)rofessioﬂal stand
p in order to qualify as a state certified or

ng to any peer grou

jansed 2pPTAISEr

os of Appraising

rs approach their problems? What are they looking for
iy determining values? What analytical details should lenders or bor-
owers expect £0 find in professional appraisals? Considerable study has
jen given to the theory that underlies all sound appraisals, resulting in
secfc appraisal principles that guide professional thinking in evaluat-
g property. Following are descriptions of several of the more important

principles:
\ Supply and demand. The theory underlying all economic practice

sthat scarcity influences supply; and that what people want and can
purchase controls the demand.

princp!

How do appr: aise

\

|
e A
ican Associatio .
Fedent Feg A n of Certified Appraisers merged with the National Association of Inde-

Car ppraisers f .
C;F:L':t:i SPPfaiser, Resi doern:i:‘l’)secrzg‘?érs V‘Vlth the former professional designations of CA-R
and CA-Fg | (Certif’cled Appraiz;tr'ﬁ;:rr’:F;irj 'Eer’ds)e"i“)’ SAErifod sy
y and).
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2. Substitution. The value of repla‘:eable prop.erty will tend to Coincide
with the value of an equally desirable substitute property.

3. Highest and best use. It is the use of land a't the tl.rne of the apprajq al
that will provide the greatest net return. This requxres. the Proper by).
ance of the four agents Of production (labor, coordination, Capity)
and land) to provide the maximun return for the land used. :

4. Contribution. This principle applies to the contributory market valye

h as an elevator in a three-story by;) d

added by an improvement, SUC €= ) :
ing, or the value added to a building lot by increasing the depth o

that lot.
m value, land use must conforp,

ty. To achieve maximu
improvement, such as a $30( 000

5. Conformi
to the surrounding area. An Over-
£$60,000 homes, will lower the vaJy,

house builtina neighborhood 0 ‘
of the larger house. Conversely, a $60,000 home in a neighborhoggq

of $300,000 homes might se€ its value increase.
6. Anticipation. Since value is considered to be the worth of all pregen

and future benefits resulting from property ownership, the anticipa.

tion of future benefits must be evaluated.

Arm’s length transaction. This is a transaction in which the par.
ties involved are not related or previously involved. Transactiong
between family members and relatives are normally not considered
arm’s length. Transactions between friends, colleagues, or individy-
als with previous or existing relationships may or may not be arm
length. Appraisers must be careful to know individual state laws
relating to licensed appraisers’ responsibilities to disclose transac-

tions that are not arm’s length.

TYPES OF APPRAISALS

I{lj 81994, the Uniform Standards of Professional Appraisal Practice
l(i .:’f;P) was changed to include a Departure Provision that permits 2
; a::ll: ¢ ;‘pra'lsal‘, the rules of which are classified as specific guidelines
! rer' than blnd}ng requirements. The burden of proof is placed on the
frI:)I:natl;Zszi;‘l)ea d; before accepting an assignment that the departurt
hesphose rm Standards will not confuse or mislead those relying o
Th i ,

sometlfilig ll’::;i;r must advise the client that the assignment call for

an a full appraisal and that departures will be explain¢®

The client -
i must agree that a limited appraisal would be appropriaté



Types of Appraisals

arture Provision now lists two types
of apprai
sals:

raisal, defined as the act of estimating value wj
e Provision. ¢ without

™
te @
omple
! fokin the Depart®’
o= p,-aisal, Jefined as the act of estimating value resulti
ing

A lim!tev ing the Departure Provision.

' from in
ol is being used for purposes of valuation in i

o apr.aIS e [nternal Revenue Service (IRS), the apprzli?;rc lsr}f;u?d
5 il Othe Departure Provision under SR 9-4, the “Market Approach
o V0 e ection of the USPAP. The appraiser should generall
g Me it factors found in Revenue Ruling 59-60, which states tha}':
oV s the intended user of the valuation, the person performin
0 meﬁon hould follow all of the specific guidelines of SR 9-4 withou%c

/

| peae® follows:
e appraisal report, where the appraiser’s responsibility to deter-
' e whether greater «Jetail or explanation” is required based on the

ntended Use ond the Intended User(s) of the report. The minimum
qandards for an Appraisal Report are:

» When there are Intended Users in addition to the Client

b, When the Client may need to understand the appraiser’s rationale

for options and conclusions
. When the Client may not have specialized knowledge about the

subject property

4 1 The restrictive report, which is the least detailed of the reporting

optons. There is a minimal presentation of information and it is

ltlll;ntcli::(tl flor the'cli‘ent only. The report must contain a use restric-

¥ waar ncse:hrl)tr Emts reliance on the report on the part of the client,

difond nforr ;if)??rt cannot be properly understood without
rom the appraiser.

These g Jeve]
. s of ' .
it ot appraisals may be found in practice in roughly the

4 1T

X Erestrictive

, report: [ o
b | etter form. In its simplest form, an appraiser

tter t ' i
Iziomts and reaching: e client detailing only the most important
or gy conclusion of value. No background informa

el Porting data are gj
ped “ata are given, alth c
these prior soting the esfilrlr{l;ht the appraiser must have
a e.

pr
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2. 'The appraisal report: Standard form. For reside.nu'al appraisals, a stanq.
ard printed form is now required. It is Fre.dd1e Mac Form 70/Fannje
Mae Form 1004, called the Uniform Residential Appl.'alsal Report.
The most recently revised form was mandated for use in May 20¢5,
Note: Due to new reporting rules issued by the U?PAP in 2014
when a appraiser uses the standard Form 1004 they will have to dey)
with the label “built-in” to the form, there may be no way to delete
the “Summary Appraisal Report” label from the form, bu‘t‘ it shoylg
be viewed as an unnecessary [2nd] label and the USPAP “Apprajgy)
Report” label should be prominently displayed somewhere near t},
beginning of the report. Since official form r6p.0rts that cannot b,

changed, the USPAP seems to believe that relying on the fact thg;

the phrase “Summary Appraisal Report” includes the words “Ap-
praisal Report” is N OT adequate to properly identify the report ap.
ort should be prominently gjs_

tion used and the term Appraisal Rep
played by itself or within a longer identifying sentence. Most haye
pared in Accordance with USpAp

just used: Appraisal Report; Pre
Standards Rule 2-2(a) or This report was prepared in accordance
with the requirements of the Appraisal Report option of USpap
As of July 14, 2015 the Fannie Mae Form 1004 called the Uniforp

Residential Appraisal Report had not been update to reflect the
new language requirement of 2014-2015 USPAP Report Option

(Standards 2 & 8).

Appraisal Report

To better explain major information found in an evaluation of property,
appraisal report is detailed in the following section.

Description of Property

’I?le Property should be defined in accurate legal wording, and the pre-
cise rights ?f ownership must be described. The rights may be a leasehold
interest, mineral rights, surface rights, or the full value of the fee simple

rights in the land and buildings thereon.

The Date and Purpose of the Appraisal

A .
nilzir:és?ls can be made for times other than the present, such a8 when
0 settle an earlier legal dispute. The date of the appraised value




Types of Appraisals

own. Also, the purpose of the appraisal should be
dea.rl}f Juence the dominant appro’ach to value. In professional
o s ereuils 1 such thingas the buyer’s or seller’s value; this is not
ﬂ’sal , ideﬂﬁﬁisolzr:vould be to estimate value for an insurance
pn&” phasizing @ cost aPpr(?ach to value, as claimé are adjusted
et e ot If the purpose is 2 condemnation action, the most

pasis gach is the market value approach.

t app"

and simple letter report will not provide any
a, the narrative report discloses economic
economlc [ues to value. An overall study of the market region is
on 8 2% Jude an area as large as an entire state. The focus
Y o to the local area—the town or that portion of a
ed dovt ated. From there, the analysis narrows even

is loc
tt];,e f;;"ef; fgiyneighborhOOd and then to the actual site under
t0 € _

e d form
tandar
while ﬂ.le ]S,ackgf ound dat

Te Approaches to Value
s use three common approaches to estimate value: (1) cost,
prise

.f () sles comparison, and (3) income. All appr(?achei Sh'ougld beaIIISEd
| yewver possible, and all should reach apprommat.e y similar values,
| jhough these values are seldom the same. .In cert‘aln appralrsal.s, only
| eapproach may be practical, such as valuing a city hall building for
| iswance purposes. In such an analysis, only a cost approach would be
| e, as there is not much buying or selling of city halls to provide
| sscomparison data, nor is there a true income from the building itself
bprovide figures for an income approach. A single-family residence
i ;‘:Y pear 10 lack any income for analysis, but certain neighborhoods
"aificient houses rented to provide enough data to reach an income-

1 9o , P '
. Effa t:ch c(?nCluswn. We will discuss the three approaches to value in
"detal ater in the chapter.

- Quﬂlifying Conditions
| St g
ey “analysis of proper

i, “tthe pro

. the appraiser discovers any material factors

Perty’s value, these can and should be reported as
of the value conclusion,
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e study, the figure most people turn

This is the real conclusi al. Each of the approaches ¢, valy
€

ished apprais .

first when handed a ﬁn:rhvaluftion-  2s the pilFose of fitis s
alue is favored over the otherg . 0

- Or

will result in a firm ﬂ(jou S chesto v
g e of the app .
CXPIaUI Wh)',tl(?lnan income property such as 2 n.notel, the value Judgmen,
example, Wi on the income analysis. The final conclugje, -
and represents the considered kn °W1edgls
e

would rest most heavily o
i e
a single value for the Proli'-aliser  King the report.

and experience of the app
His or Her Qualifications

Certification of the Appraiser and "
raiser certifies his or her opinion by sign ature ang
| interest in the property being appraised that coul
influence a truly objective conclu.sio.n. A recitatiO{l of th.e appraiser’ eq,
cational background, standing Wlthll:l the profession as indicated by pro.
fessional ratings, and previous experlence-.—suc}.l as appraisals Previoyg]
The certification serves to Substantiatz

made and for whom—is included. if
the quality of the appraisal for an underwriting officer.

Estimate of Value
on of th

The professional app
disclaims any financia

Addendum
Depending on the need for clarification, the appraisal will include Maps

of the area under consideration with the site pointed out, plus the locatign
of comparable properties referred to in the analysis. Charts may be ygeq
to indicate such things as the variables in a market analysis. Photos of the

subject property are usually mandatory.

THREE APPROACHES TO PROPERTY VALUE

The three approaches to value, the essence of an appraisal, are discussed

in the sections that follow,

Property Value as Estimated by Cost Approach

ghcmisfc;:ts:zz md:' is. developed as the sum of the building reproduction
developed th 5 ::Clatlon: plus .land value. The reproduction costs can be
ing every item 0;ne way. a builder would prepare a bid proposal——by list-
head. Reproduct; material, l.abor, field burden, and administrative 0"
<Hion cost estimates have been simplified in active urba?



Three Approaches to Property Val
ue

Compilati on of many cost experiences converted to g cq
sthrou%hOt fgure: The offices of active appraisers collect such datasitr-l
.fo
u ce :
thfor ref¢ re : py definition detracts from the value and must be
deppc P"‘i‘tw ; . reproduction costs. However, external obsolescence
vl ﬂomdeducti on or an addition, depending on its nature. Three
a

ded‘;e either fa dju stments must be made in the cost approach.
L es 5
te eteriofation' Wear and tear on the building is the type

| Phﬁicdmmonl)’ associated with the word deprefiatz'on. Examples
co the flaking paint, a worn-out roof needing new shingles,

Jould bf? . Jow casements. These are curable items and, under
d rottllzlg - ethod, should be deducted from value as rehabili-
ihe bre Other items of physical deterioration are incurable—
7 costs- onomically feasible to repair. For example, the aging

ing 0Ot € f the walls is incurable, and this kind of dete-

meall . o)

dations Of ) .

founhould be charged off as a certain portion of the usable life
tion $

building Another method of handling physical deterioration,
the DUESTE

st to the breakdown method, is the engineering or observed
o contrd

. each major component of the building is listed and
fits full life is charged off. This method recognizes that

tage o : ;
;r;el:'ofcomp onent of 2 building may have a different life and the
lericentane of depreciation would vary at any point in time.

, Functional obsolescence. AS impc?rtant as physical .deteri‘orati.on is

it category of 10sS in value resulting from poor basic design, inad-
equate faclties, O outdated equipmen.t. These elemen.ts, too, can be
arable or incurable. An example of incurable functional obsoles-
cence would be an aging building that no longer meets the needs of
nodern business with its demands for greater flexibility in its office
aangements, There could be an excess of walls or partitions in an
ofice building, which would cost money to remove and modernize,
but might be curable, Lack of air conditioning in a hotel or office
bulding s an older example of curable functional obsolescence.

3' SEI:Z";:E t‘;,b:::(lieizcel:ce.n The third type of de:pr.eciation has a more elu-
e e Z; fl;:t y not pa{rt of the building .at all. External obso-
iy s or}i outside @d surroundmg the property that
ifthese forces’ g quiring the determination of the plus or minus effect
ey -Some are very obvious influences—for example, a new

3 bypassin ot -
gan existing service station, or the construction of an
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ndustry in an area adjacent to resic.lential Prope

Ui cerainy lower alue, Howeres e bridging or ' Fang
v hnd for development would e substang e

e nA more difficult problem is ascertaining the €Conom; e in

::l: ;OSSible decline in a SP?le.lC nelihbtorhoc’d. While lan;“npact

are able to exercise SOIME voice In protest or encourage Rerg

. _ -
outside forces, for the most Par t, what is done with Deighboy; theg,
erties is not contro

[lable and is not curable. And it vy Ing Prop,
latent force that can

affect the value of an individygq) proil)lzvayS be
After determining building reprod}lction cost, then o, .. |
adjustments, the third factor to be.consuil.ered.under the cogt apclatl()n
is value of the land. Land value, which varies with loca] ec S icproach
tions, affects demand, and to a lesser extent, supply. More recent] Cong;
ronmental problems have affected the value and availability of lang
value is best determined through an examination of recent sales of
larly located properties—i.e., the sales comparison methgg s discsnnL
in the next section. Usgeq
However, there are sometimes specific reasons for changes

appraised value of land. Buildings can and do deteriorate, whj), . n; the
continue to increase in value due to the same outside factors 5 ; can
the preceding discussion of external obsolescence. For example, o ec:) in
areas expand, certain intersections become more and more Vah;abl:r an
throughways and freeways concentrate greater flows of traffic, and’}?ew
shopping centers add to the value of all surrounding land, A subuﬂl)lge
sprawl moves outward, former farmland increases in value as jt |, ecomil:
potential residential subdivisions. Another example can be found iy some
older sections of a city when the land becomes more valuable thap the
building. The building may represent such poor usage of the land that t
becomes a liability to the property value, and its removal costs should be
deducted from the stated value of the land. By ascertaining these fluctua-

e, the appraiser can bring a cost analysis into step witha

undeSil’able i

150
Biated value by a sales comP"”
; i o nel
rminea dy prices péa similar Pmperﬂes lnatlh erOPeg
§ approach is most commonly used with feslden?soni psefl
ari

iotfers sufficient sales information to make comp




Three Approaches to Property Value

ries are €ver Prec.isely COTFParab'.e’ much of the analysg

. per _— itself with detailing major characteristicg and

tract from the value of the property, Fo, eXam-

) s sold two years earlier, the appraiser could

[heg',e roperf)’ erty would show an increase, or decrease, ip

: P 01:1 the nature of the neighborhood. A fireplace

ependl " ld give it a plus factor in comparison with a

perty wﬁrepla ce. Comparisons are comprehensive, coy.
oa size, physical condition, and amenities.

i oxist in the relationship between sales prices
hpot " on does iser is primarily concerned with completed
e €0 ces. A1 2 Pr?i cated by extraneous pressures such as forced

ancomp nsfers within a family. The willing-buyer
or tI%a free market sale is lacking in a forced sale.
rdofa dered by most to represent a ceiling or

rsub

a :
PrOPeFty 46 location

ice is consi ; .
(llind s offering price ! erty. Appraisers usually recognize the inher-
inb of ¢ for the P rop rice, especially one set by homeowners. This

u p
q “’"rfyo anssﬁiridding together the original purchase price,
cu jved @
rrive

a ts that have been made, the selling com-
mp? Jmateur notion of general market appreciation.
wnerswner actually receives such a sales price from a
a0 0 often 2 0 akes the profeSSional feel a bit foolish!
t""e;ﬁyer, and this ™ { basis for comparing market values of prop-
ing 45 a sounl mid-1980s. By that time, it had become

. o in the :
r question 1;articu1arl}’ home builders, to offer attractive

. Jucement. By payinga lender part of the inter-
aEE lﬂydown, a seller could offer lower-than-market

buyer during the early years of a mortgage. The
de loan qualification easier, which attracted
cost of the buydown of interest was usually added into

gore buyers: Th; use. Since the sales price thereby included a built-in
o price of t.he Ono longer an accurate indication of true market value.
d rsl;:/aessince added a requirement that any market value used

Mo lep fer cales comparisons be adjusted downward to reflect any exces-
ﬁﬁi costs. Between 2007 and 2010, the use of a special .code in the
\iltpe Listing Services (MLS) around the United States which allowed
sles prices to be reported as listing prices caused distortions in the use
f MLS data for the sales comparison approach. RE InfoLink (REIL)—
e MLS serving the counties of Monterey, San Benito, San Mateo, Santa

ome sellers

front, 25 in 20

a
ve interest rates to
& t amount ma

fipance cost,
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tysis
Northem California—approved ad i

Clara, 2 bling buyel'S or seuers t‘O WltthIdthe sale price o n of "
icy ena of a transaction. With completion of ap, “A
n

v -o
ertyasa COﬂCélat;e price” form and payment ofa $.500 fee, the liStin lzatl()n
to Withhold al sale price, can be entered into the gy o8 Price

tu : :
raher th?ﬂ tcl:-f):v.cz The listing agent will be.req.ulréd t0 enter codee fielg
at dg;eeﬁﬁzsl Remarks (agent only) field, indicating that the Salesm the

ithheld. Some referred tq this as .tl.le “Z” code. Both Fanpje
was wi revised their definition of market value tq « R ang
Freddie Maf: h?tfat] a property should bring.” the Mogy
probable Perl(C; 2010, in response to the issues discusseq aboye
contIinm{il;r:‘; crisis in residential ﬁr.lance., Fannie Mae and Freddie 11/11: -
the direction of the Federal Housm% Finance :ﬁgenc.y (FHFA), g
the Uniform Collateral Data Portal .(UCDP )> which ig a sin
for the electronic submission of appralsa.l data files, Lenders are requi
use UCDP* to submit electronic apPralsal data files that conforpy, tedto
GSE requirements, including the Uniform Appraisal Dataset (i AD) “?haﬂ
applicable, before the delivery date of tbe mortgage to either Fannie Men
or Freddie Mac. The goal of the UCDP is to allow lenders to take ae
consistent approach to appraisal definitions and requirementg thrmore
the use of a common portal for submitting appraisal data fileg Ough
UCDP became available in June 2011. To facilitate 5 SMOoth trgy
sition to the electronic submission of appraisal data files, lenders Wer;
encouraged to begin using UCDP for their live productiop immediately

nd Santa Cruz in

o Appraisal report forms for all conventional mortgages delivered t,
the GSEs on or after March 19, 2012, have been submitted to UCDp
prior to the delivery date of the mortgage if:

» The loan application is dated on or after December 1,2011
»> An appraisal report is required
Appraisals must be submitted before the delivery date of the mortgage
to Fannie Mae or Freddie Mac and must include the applicable required
appraisal report forms listed below for all conventional appraisal reports
issued on the dates listed above,

* Uniform Residentia] Appraisal Report (Fannie Mae 1004/Freddie
Mac Form 70)*

*Berg, Kris. “How Timely—Northern California MLS Allows Sales Price to Be /Sandieg°h°meblog
Home Blog, Aug. 8, 2007, Accessed May 11, 2011 at http://sandiegocastles.com
/how-tlmely-northern-california-mls-allows-sales—price-to-be-withheld/
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i : ELY
Home Appraisal Report (Fannie Mae 1004¢/preqq;

A oM dial [ncome Property App eport (Fannije Mae

iden
I Resld-e Mac Form 72) - .
5‘11" /Frl?ddl minium Unit Appraisal Report (Fannie Mae 1073/

n

465)”
Iﬂdl‘;je Mac Form tion Individual Condominium Unit Appraisal
fyfd _or‘onl)( e 1075/Freddie Mac Form 466)*

InspeC
Bfttﬂ (Fan Lspection Residential Appraisal Report (Fannie Mae

R Interest Appraisal Report (F.annie Mae Form 2090)
g COOP;SPeCtion Individual Cooperative Interest Appraisal
W only

jof ae Form 2095)
Eﬂe:rf (Fannle M Lison Approach uses the sales price of a compa-
e . oct Gales COmPan positive or negative adjustments in that price
. mwakes e iz to the value of the subject property. The URAR
rnPal; comparables be used. This is the only required
wrﬂofe a;at at least thl: unless otherwise directed by its automated under-
mq‘ﬁ‘e; by Fanﬂie. Ma 2 departure from the appraisal approz?ch in effect
aproag gyster™- ! ﬂswlSA ; praisal Standards Board of the Appraisal Founda-
i

‘ ach when it is neces
10 2005 "‘:‘; ipat (1) appraisers do a cost appro sary
uir

t results and (2) the appraiser must always explain the
.onmen )

00510 assi , . cost approach, or income approach?
sedible as e tomPanSOBeS‘gi?Eﬁ:i the Aggraisal Foundation will aid in
0 adear 3 to « UAD, which requires 50 additional data collection
Bl:mnsiﬂ'on to the ﬂz definitions and responses for a key subset of the fields
thints nd standar d‘Z:js .| Foundation met with the Federal Housing Finance
P use. The APPT and Freddie Mac on February 17, 2011, and March
ench Fannj.e Mae:[he Uniform Mortgage Data Processing (UMDP) ini-
0, 201, 10 dls[jﬁsiiorm Appraisal Dataset (UAD) and express its concerns
ion of the new regulations and their effects on the

iive and the
d submitted its concerns in writing on April 29, 2011.

and

Jih the implementat
icer COMMUNILY; an .
Przlﬁs:icfmmductiig the UCDP® in 2011, Fannie Mae followed by

junching proprietary appraisal messages in the UCDP* in January 2013.

ey Danny. “USPAP in the Real World.” Presentation at Appraisal Standards Board, the Appraisal
Fundetion Annual Meeting, Aug. 1, 2006.

Teseforms are uniform in appearance and required content and only the form numbers vary from
Faanie Mae to Freddie Mac.
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sisted lenders in detecting data ;
messages have s > M Incgp s
'lh;ﬁem roving the overall reasonableness and quality of aPpraflslstencie
and imp 13, 2014, numerous other Fanpje Ma. 183] data s

On December » AU
tired in order to focug len . Prop.

raisal messages Were re :
:lri,gibilit)’ and compliance messages, and to better align Withentlon on

.. In addition, Fannie Mae implem?nted additiong] ., *PPrajg
g::;r);etaf)’ messages in UCDP" to provide more informa?i:lges to t}?i
lenders identify potential defects during the appraisa] rey;q . nd hel,
changes included the introduction of an appraisa] rig) i 0
new messages in UCDP* from Collatera.l Underwriter™ (CUm) ;
prietary appraisal risk assessment al?pllcation developed b %a ne.w Pro.
in January of 2015 to support proactive management of appra ie My,

On January 26, 2015, the severity level for 21 Fannie Mac sal qu &lity_
appraisal messages that relate to eligibility violations were mo di_ﬁedpmprietaly
ity level changed from a warning message that is aUtOmaticauy ove e seye,
hard stop requiring a lender action (a manual override oy the syl rr}(iden tog
corrected appraisal) to obtain a “Successful” submissjon Satre Missiop ofy

s in the UCDp-
Property Value as Estimated by Incorne APP"Oa ch

Because the income approach examines the actual retyrp
invested, it is the most important method for any inVeStmenfer dollyy
When people buy investment property, they normally expect t0property.
or recapture in appraisal terminology, their money with 4 prolztcover,
money comes from two sources: (1) the annual €arnings (excess in' The
over all costs) and (2) the proceeds from a resale at the end of the 1 o
ownership, called the residual value. ermof
There are several acceptable methods used to estimate valye with an
income approach. However, any method based on the value of future
income suffers from the same problem: Real estate does not offer the
certainty of future income that other kinds of investment may provide.
Nevertheless, once an income stream has been developed for analysis pur-
poses, two methods are more widely used to convert the income stream
into a value of the income-producing asset: the capitalization methodand

the» iscount analysis method, described next.

- . incomé
Bo. o of converting an!
simplest, method - s done by

pitalization of the income. Th
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gtream ¥ Rate of Return = Value
me
nc0

; inco
L™
R e yedr

o stream is the expected profit derived from
¢ rate of return is the return, expressed as a
ects to receive from the property. The

e or 7 agtor
w t(:t [he mVeS investor’ or the analyst, as one commensurate
) th the d the degree of risk involved.

! _gbythe
- ‘h“"ﬂs‘cteﬂnﬂlzfcondmon san

« of $20,000. A fair rate of return

PgtYShowsan inc?:clluding comparable risks involved, is 9%. -
arket: 1

e stream

0,000+ 09 = $222,222
owing the foregoing returns, you can
he cash flow. Add to that amount the

Wa‘f‘l‘le Off 313 roperty at the end of a holding period, and 1"
0

f:discount analysis. This procedure takes each year’s future cash

olreduces it o its present worth. The investor receives a return on
it delivered at intervals in the future. Yet payment for the
| ymeproducing asset i expected at time of purchase, either in cash
'iykoroving money to deliver the cash at closing. So the question is:
b arethe future cash flows worth in dollars today? By referring
%“lhe“?resent Worth of a Dollar” (the third column in Table 10-1), we
}:ﬁﬁlﬂ?ﬂz& the discount. Using the same numbers as in the previ-
Theﬁ[;:ree a. S;O the result shown in Table 10-1.
m‘hediscoigi c:llzlei}(?'l are hypothetical and intended only to illus-
ulation. In practice, the holding period would most

e Jlue by one income approach.
" | $222222
‘ ‘ g |
incom=" 000
lue of Jual (estimate ) 85, |
e of $307,222
ue R T ot
TOta] » isely defined; it can mean different thmgs to dzﬁe;egt analysts. How-
mmcom”‘ - nOth::ltween properties, whatever measure 1susedthe same measure must
¥ |
fﬂwaﬂhl’f"?‘w
;WtAnulysis Method |
! nalvsi i ' from financial mar-
| method Of analysis—this one derived
i
{

B
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CHAPTE Resid
380 Present Worth of Cash Flow Plus Residual
-1

TABLE 10 Present Worth of a \
m Dollar Factor* at 9% Rate P;Qse’\t w°

At End Flow ° c“"\ F] Tth
W 0.91743 N
: $20,00 . 0.84168 - 18,349

: 20,088 ) 0.77218 : 16,83,

3 20,0 Sum of annual cash flows - m

3, the property is sold for $250,000, = 30,63

Atthe end of year 5 TR E 8 uals $250,000 x 0.77218 %
discounted to its pres h of cash flows plus residual

-
=

Total present wort

pl::is:ed by the Appraisal Institute.

Source: ©2016 OnCourse Learning

likely be much longer. And t}?e annual Fash flows woulq e
take into account such variations as might be anticipateq in
and rental-rate adjustments. This kind of calculatiop can be
with a computer using any of several available software pro

« $243)672
rth factors are obtained from financial tables such as “An Introduction to StatistiCS for
nt wo r

PraiSQR n
)

p r Oj eCted t0
OCCupancy

¥

gramg,

While all three appraisal approaches are yged in ey
properties, more weight is given to a specific approach
the property being appraised. The following table show

Which Approach Has the Most Significant Weigt?

aluating o
depending on
s the approach

being given the most weight as a function of the property:

TYPE OF PROPERTY

APPRAISAL APPROACH

Abandoned fire station

House in zoned residential
subdivision

Stand-alone operating drug store

Tract of raw land

Condon i .

'strial area

Cost

Sales Comparison

Income

Sales Comparison
Sales Comparison
Income

Cost

Income

Cost



Property Characteristics

A ARACTERISTICS

4 5€ e used as “go/no-go” determinants in the
a geloan. Commentary follows on several of the more

Unit$ Jass one- t0 four-family housing as residential.
gl 1ef¢ Z rs in the conventional loan market separate this
i y len eﬂ housing (which qualifies for prime loan rates)
o e al:r; al property (which is rated for higher risk loans).
ultiuﬂi mm VA issue commitments for two-, three-, and four-

and Eh;e requirements are not as favorable as those for
bu

| ders no longer view the number of bedro.oms as an
| ntion lfﬂ tion, Years ago it was not unusual to restrict loans to

@n onsideratiot an one bedroom. But the market has changed
8 that had n;?,ruyers prefer limited bedroom space. As long as the
5 b ? able market exists for the property should foreclo-
ollateral is acceptable. (The FHA does base

tain programs on the number of available

helieves @ reason

rome Decessary the ¢
imits in Cer

{ (e Footage
| ygium house size based on square footage is no longer used as a loan

| jyminat, As builders have endeavored to reduce housing costs, the
1 iwihouses has been reduced. The old standard of “not less than 1,000
{ e et of living area” is simply not applicable in today’s markets.
{ uauly the importance of square footage is more relevant to the value
flehouse in an appraisal. There are a few exceptions for permanently
1 tdedmobile homes where the minimum square footage requirement
| Mk and RHS is 400 square feet. An extremely small but growing
}m trend lfnown simply as the “Tiny House” movement has taken
| "geafthis FHA small-home financing outlet.
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362 CHAPTER 10 Property Analysis
managed to pave their streets; there are some

ew subdivisions that have not. Lenders haye

» situation for a loan if it can result ip,
or example, the cost of paving is ofter,
essment on the property fronting
mount is unknown, it is difficult

Paved Streets

While most cities have
smaller communities and n
used the lack of paving as a “no-go
a lessening of the collateral value. F

handled in the form of an additional ass
sessment’s a

the new pavement. If the as
to make adequate provision for the charge.

Utilities

A loan application may be rejected if the property offered as collatery]

does not have adequate S€Wer nd water facilities. Top preference is given
private operation furniShing

to a municipally operated or a regulated
both sewer and water services. The use of septic tanks or private water

wells may be a cause for rejection. Some lenders will permit a septic tank

if the percolation tests of the soil surrounding it meet certain minimum
ts. Also classed as ytilities are the services of electricity, naty-

hone. Lack of electricity would be a negative factor for

urban and suburban properties, but could be accepted in rural areas. Lack
of natural gas or telephone is not detrimental for a loan. Also, there are
no requirements for electricity or phones to be furnished through under-

ground systems at the present time.

requiremen
ral gas, and telep

Building Materials
As important as building materials would seem to be, only the use of asbes-

tos is considered a negative factor in underwriting a loan. Whether the
building is sheathed in aluminum, wood, brick, or stone is important to an
itppraiser ’i,n.evaluating the building, but not to a lender in determining a
fo;cl))/n;)l-go situation. The q.ua.lity of building materials is expressed in terms
of both the value of the building and in its estimated life or apparent age.

Amenities

The iceti -

the p?((:;zrnt;citzsatrf;at exist in some buildings are reflected in the value of

ming pool, ﬁ,ne landsmt -con31dere.d critical for the underwriter. A sWirt-

recreational area are :ﬁplgg, exterior lighting, a neighborhood club, o2

are never consid » ded features that increase property value, P
nsidered requirements for loan approval.
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ot tion of real
pcern in the evaluation of real property as collateral for 5
eceht c0 Lot theland is on or near hazardous waste are. While
. 0 e likely 10 be found Ina commercial area, residengiq]
plem is ma Jlso be involved. The importance of all environmenta]

become @ major factor in loan determination ang will
ts haSe fully in a later chapter.
r

most conventional lenders among urban, suburban,
e 41 b The differences are not always clearly delineated, but
1;1-0 d classification that is useful in describing packages

vide

wl of metropolitan areas, the term suburban now
e to ¢ spizcation in a recorded subdivision of land in the gen-
o ost aﬂding cities—still the region of greatest growth in our
A e surro neans the downtown and near-downtown areas of our
s Urlbi‘:lznﬁﬁes farm housing and, to many lenders, houses existing

s Ruf:n owns. “Rural” may also be used to identify housing with-
er townS:

¢st0a central water and sewer system.
Py

Neighbor hoods

1 {dersno longer specify areas or neighborhoods wi’fhin.a city as accept-
1 i or unacceptable for making loans. The pr.actlce is know.n more
samorly 25 red-lining, from lines drawn on city maps to guide loan
fers Such identification has been interpreted as leading to possible
| tirimination in violation of the Fair Housing Act. Obviously, a neigh-
| twhood that is allowed to deteriorate does not make an attractive loca-
{ fmfora30-year loan. Nevertheless, lenders are asked to qualify houses

wieirindividual merit rather than on the basis of the neighborhood in
‘- Vihthey are located,

| s assistance i monitoring compliance with these rules, federally
| "Hlated lenders aye

e g required to disclose the geographic areas in which
. 1‘;11 ge loans by census tract or by postal zip code number.

I ' . .
el byt arp oblems are arising in older neighborhoods that have
. CDOW Tecoverin

Soccuyg g due to a phenomenon called “gentrifica-
rl " areas where older homes have been removed and
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are built in their place. Just a few blocks a
remain that have market values someﬁm:;ay, howe-ve
qas low »Q
as 25
% the

townhomes
homes being built and sold

older homes
Jevel of the new town

Flood-Prone Areas
The federal government has designated certain ar
e
These are areas that either have ?ll)Se eof the coun
n ﬂOode d lt;y ag
the

flood plain zonés.
ars or that, if records do not exist, are calcy]
’ Culated
to
lai ¢
Plain elevat, ali(l)]ne
s

past 100 ye
percent or greater chance of being flood
. ed. F]o
I;ave I?een deten'mned by the U.S. Geological SuOd
;eesYauon dc;)lmpnses. a flood plain area. While horVeY, and lapg
de ;xg':la::gul :tOd plljalg, they may not be financed b“;es may be bztﬂlower
Essentially, thi;) rnz © Yt;:nless.minimum elevationyrend,ers Subject I
ﬂood-proo’fed or he:xisth: t buﬂd;ng °in ﬂo(’d-Pronee:\l s ments af:fo
. ground floor rai reas myst o et
elevation of the 100-year flood plain li;er aised at least one fo‘;:t Cither e
Since 1968, ‘ b
erty owners withﬂs]zbi;e':i;ral government has offered gec; el
Fashtance Program FlO | zec}i'l flood insurance throughirmtance to pr
. mL;st 5 a homeowner to be eligible f € Nationg] Fl: '
gree to participate in flood Or such covetaod
managem gea
. ent ang
dized insurange

regulat in i u
- iul e ddevelopment in its flood-prone areas. The syb
ered in cooperati i Vs. . ‘
ffe peration with selected private in o
surance

COmpanj

1€$ in

approved areas.
In 1973, Con
required commurglirézs passed the Flood Disaster Protecti
Program as a condi .s to participate in the Natio alecuon Act, which
required property Oltlon of receiving federal ﬁnallc?a] Flood Insurance
wners in flood h assistance. And
ance as a conditi o azard areas to - And it
ition of obtaining financing throughpz:1 ;:c}ll as:uﬂood e
erally regulated,

supervised, or insured financial i
probably believi nancial institution. E
y believing they would not be flooded ;Z;;:é — bormosers
’ paying premiums

dur;{lg the term of the loan
0 help make '
such nonpayment of premiums more difficult, the

National Flood Insura
crs and servicers, incl?;zj ct of 1994 imposed new obligations on lend-
.msurance and mandator & maflflatory escrow requirements for flood
Insurance if the borrow Yf PIOVISIONS for “forced placement” of flood
notifed i the required co ails to pay premiums. The borrove 7 y
action is taken withj coverage is not purchased and kept in forcé If 00
in 45 days of notification, the lender or servicet must
ing the costtothe

purchase the
e insurance on behalf of the borrower, chargi?



&
I‘OPthy Ch.r.c“filﬁc'

d servicers MAy TIow rely on a determinatiop
gf Lend;fderal pmergency Management Agency (FEMA by the
n"‘o OfOf the" puilding i8 in a special flood hazard area,

W0 ot the
wﬂeforno

X ne Areas
. ter'P 1o : i
Wo,sas . evelopments increase in areas that are subject to cer-
w pstd jisasters, many lenders are refusing to consider loans
«“ﬂc-nds ofnan'l[s The P otential for disasters includes earthquakes, vol-
2K rties: lling soils, subsidence of the land, landslides, fire-
hic faulting. Where adequate hazard insurance is

ost lenders will make the loans. |

) stating

frequently-used criterion for determining
ofd _The range varies from an insistence

| % and “nacceptable loaﬁzuses——wlﬁch is unusual—to no fixed
Jers couple the age of property with the location of the

b Meny Jen 'ethrhOOds maintain their desirability over the years,
. S0 neig o|d homes may qualify for prime loans. Older houses
010 49'Y€?f' ; neighborhOOdS may still qualify for mortgage loans,

| enotin it ¢ rates and for shorter terms. The originator of a loan

. hor inferes ' )
Wtilghirkleep in mind the speciﬁc requirements of various secondary-
Wa
: so);rces of money in regard to prOperty g
pguding the question of age, conventional loans are considered

1 ;0 vays: One s the actual age of property; the other is its years of

caining useful lfe. 1f actual age is the criterion, a “no-go” limit is set
yusecic maximum age—such as 15 years, for example. A lender may
anitto ke loans on new houses only, or perhaps on houses not over
1 teeyersold, or not over 20 years old. Determining the actual age is the
1 onshlty of an appraiser, and some flexibility is allowed in his or her
.‘ woiess‘}onal opinion. It is not necessary, in most cases, to report the date
mﬂfhil;g per@it or the exact day of commencement of construction.
‘hEho)m \ Sggir:m;r can make a judgment call on the apparent age of
- " th:;y’ au‘flvgﬂ-kept house and yard would indicate a lower
- meﬂ]‘fg(; : one that has been allowed to deteriorate.
ity oo 0 usmg-the age of a property as an underwriting
o itional loan is the appraiser’s judgment of its remainin
this Purpose, both FNMA 8
J and FHLMC use the same standard

,i
=1
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as the FHA and the VA to qual
term of the loan cannot
erty pledged as collateral.
useful life, which is why m

of remaining life rather than _
e still strict req!

seful life on any uni

usage. There ar
for remaining u

Sample Items From

Uniform Residential Ap

Comparable Comparable Comparabe

Item Subject No. 1 No. 2 No'_:’\\_
Proximity to Subject  1.42 Miles 0.32 Miles 0.60 Miles

Sales Price $449,000 $417,000 $540,000 $595,000
Price/Gross Area $161.98 $210.61 $205.32 $230.00
Financing CONV CONV CONV
Concessions N/A N/A N/A

Date of Sale/Time xx/yyDOM 35 xx/yy DOM 62  xx/yy DOM

328
Location Good Good Good Good
Site 7.603 Corner 8,669 Inside 14,586 C- 6,895 Inside
. Sac-40,000
View Canal/Ocean ~ Ocean View Canal/Ocean  Ocean Vie
" View View !
oom Count 8-4-2.5 8-4-3 -1
o : -4-3-1,500 3.35.-
roes g Acea st A 7-3-3.5-3,000  8-4-3-1,500
3’9 0 Osq + 2,630 sq ft + 2,587 sq ft +
Rooms Below Grade ~ Boat Slip N , e 20
one + 7,000 Boat ~ None + 7,000
Garage/Carport Slip
1 BIGAR
F 2BIGAR 2 Bl GAR-2,500 3 Bl GAR-
ence, Pool, Etc Fe 5,000
. ' nce, P ’
Ne? Adj. (Total) ool None+7,000  None + 7,001  Fence, Pool
Adj. Sales Price 22,100 ~31,400 9,750
469,100 508,600 604750

W PR By
Ve I
RS . 20
i Tt R

exceed 1
Priort

Fannie M

ify loan$s th
00% of there

2y older il imate now in
e 30-year estimate 1 more cOmm()n

ning an appraiser’s onin:
rements concerning ppraiser’s Opinign

t that is a condo conversion.

: LI.;L‘:-'JIu‘»;y-'—W‘ EAVIR e

aelFre
praisal Report

at they will purchase—that jg

maining useful life of the -, e
¢ limitation was 75% of rem amu[:
aisals show an estimate of 4 Years

v B 3,
doXams

die Mac




Property Characteristics

f pope™™ egories of teane
U"" perties fall into four categories of usage insofar as mqyy.

cerned. These are as follows:
on

entl
¢
ge-‘"jt g are .1 This usage of property is considered the best, ang
ﬁi pl ed. . ) » Al
( Mmman ds lower interest rates and discounts than apply to
b olly €@

ihnef usage;pie 4. For loan purposes, rental property is classed in

, T‘“"ﬂt‘ocerci .1 loan category. The raticznale is tha'f rental property
pe L vea first call on the owners personal income should a
would not il situation arise. This means a loan at a little higher

troub finat 4 discount and for a shorter term than that for owner-

terest eal This is true even though residential rental prop-
ocCﬂPied p.rope;ty“;esidential loans” for savings association tax pur-
orties da;silﬁzoafar 25 banking regulations are concerned.
ses 05 Not too many years ago, resort houses could be
425 coottages, sometimes poorly built f)f nonpermanent
and generally not acceptable as security .for loans. The
- often lacked proper fire and police protection, were sub-
oator dalism and excessive storm damage, and were often not
ect toc‘tf:;‘ o municipal utility systems. In recent years, the growth

. higher-class subdivisions in lakefront or mountainous areas

;i:ewe»aﬂy improved the quality and thus the acceptability of these

homgers s collateral. Lenders do, in fact, make many resort home

jons, but they adjust the loan amount downward, ranging from,
pechaps, 90% to as low as 65% loan-to-value ratio. In resort-type
dexelopments, it is not unusual for a developer to buy a loan com-
nitment, paying the discount fee necessary to provide potential cus-

omers with a dependable, economical source of mortgage money.

* Stcond homes. Second homes are a close corollary to resort homes,
bough they differ in several ways. The more affluent society has
i‘::l;;? @ growing n.umber of families that are financially able to

%] utllize two different houses. On occasion, the house in the

Yy mi .

sgyc:lﬁeggtstzszzs Ezed ir'1 and less occupied, on the whole, than the

Ty il Inalr(ne in the country. In financing these homes,

Mg e cotsider deS a Car.eful determination as to which house

ey g h‘e the primary housing entitled to preferential
“hich one should be downgraded as a second home,
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9 or 80% O smaller Joan. A decision such s this woy]
ere the borrower was making a purchase baseq d
tial annual income and not much in other a5 SPn.
consider risk from the viewpoint of a sug gts_
working disablement. Whi:Il:

b loss or
ly have to be forfeited under adye
Ise

receivinga 75
be required wh
marily on a substan

The lender must then
e due to jo

decrease in incom
house, then, would most like
circumstances?

e supported 2 growth in demand for cong
standing houses. The advantages include | 0-

to mo.re flmenities, and the same tess
ership. Those most interested in t}?-x
d couples, and senior citiZenlsS

CON DOMINIUMS

festyles hav
ace of free-
sibility, access
th all home oWn
young marrie

Changes in li
miniums in pl
maintenance respon

advantages that go wi
type of dwelling are sin
dult population.

together comprising OVer half the a
Classifying a unit of space remote from attachment to the land
piece of real estate has required new state property laws. All states pa o
such enabling legislation prior to 1960, making it possible to ple dp ess}ffl
[lateral for mortgage loans. Generally, thesi l:m:s
s

type of property as co
state how condominiums can be legally described so that they can be ]
3 C a a
ss, from a lender’s viewpoint, a cond;

sified as real property. Neverthele
minium loan involves more questions than does a free-standing h
loan because of common areas usually owned jointly by all unit Ofmeouse
' IS,
Management of common areas I3 generally handled by a homeowners’
rs
gement agreement. Lenders need

association, or perhaps through a mana
to know how maintenance costs are managed and how they are allo
ent or under

Fated to the unit owners because with an imprecise agreem
inadequate management, COStS could suddenly escalate, creating an early
Jlfzn default. One examplf.a of possible problems is with new properties
eveloper may hold maintenance costs to a minimum during the sell
ance costs for unit

out period, but this may leave an overload of mainten
f a con-

owners later on.

While ' i

a lender has little voice in the continuing operation 0
reement may

;;’;1:1:)13;1253‘3;2 C;Ireful screening of the management ag
rights associated Wi?h :sl(;me. provisions. Besides maintenance cost ¢
In some states, a mainten ecting these charges can present real P%'Ol?lemt f)
ance assessment may carry lien rights sim il
mortgage Jien.

those of
property taxes—that is, they can take priority over @



Condominiums

uire a copy of the management agreement or

ers &° nf ociation operating Contraf:t for the condominium ag
I,eﬂd mers ass htation. A review of this agreement takes time, so
med cume s usually require more than one loan in a pro-
cosb Jender: nation of a condominium loan application.

e . ami

ead tﬂndertakmg zz me builders ask a lender for project approval
! 1b"f3red,is Problem’its for sale. However, complicating this issue is the
i un

oi¢ . gan an d FHA appraisal is valid
o‘f‘ W o1 num e tha; apizo;:ar to 123) ans in the ;-Il?gj
the @ .on loans rom O
that ctio

4 i ' al is done to obtain a
o cons 09-30. This project approv
“Cedoftgagee etter 2(;rtiﬁcation process is the method used by HUD
FHAM fication: Thei;ium complexes meet comprehensive criter.ia to
| e tha iscally stable and properly managed. The certifica-
1. .

ihat they afd by HUD as a risk management tool to reduce the
s use

P' ' . . an
{° proces su Josures o FHA insured loans on condomlnl'u.ms d
pility f forec®™ erywhere. Prior to 2010, condo communities were
ities €V

:' coma™ d he developer) or could be
| QT - HA do approve (by the |

] S;er pre"iOUSly EFHAC g;ot Approval”. The “Spot Approval process has
B . a

1 "igageloan,

chased USITE 4 and all Condos were given expiration datc.as for their
al and certification and they must be re-certified (?very

all FHA-approved appraisers will first check to see if the
Nor‘:\’y is on the FHA' approved list. (See link at end of chapter.)

s Izpifaus occurred in some of the earlier condominium projects,
Several p1

1 .. i hindsight, these have been mostly overcome. These I.)roble.ms
i:fol‘:ed both apartment conversions and new developments in which

incpers held onto management control too long. Examples of this

{ fidofproblem include retention of exclusive rights to all future sal.es of
{ s controlling distribution and resale of utilities to the individual

| uis and holding an unlimited right to expand the project that could
§ Meurden existing amentities.

Whﬂe property qualification for a condominium differs as outlined,
ation for 2 borrower buying a condo is the same as for any other

’]h . . . »
" tfollowingis 5 summary of all the basic “regulations/requirements

Must be e
o “In place before an FHA lender can endorse a condominium
mencing in 2015,

Aullnits Pldgn
“’mpleteland facilities and phases inside the project must be 100%
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must be sold prior to endorsemep;
¢ must be owner occupied. :

an 50% of the units with FHA ]q,
ns,

There can be noO greater )

Any investor/entity (single OF multiple OwWner entities) may gy,
3 0

1o 50% of the total unitS only if at least 50% of the total upjyg - P

complex are OWDer occupied as PT incipal residences. (The pr N the
€vi

limit was 10%.) ) ; oug

ty can be used as commercia]

Space

than 50% of proper
504 of units can be arrears in dues pa
p YmEnts More

« At least 50% of total units

At least 50% of the projec

o No more
No more than 1
than 60 days.
« Right of first
and Restrictio
of homes by a builder
homeowner association
tory Conduct,” as defined u

CFR part 100.

refusal can be present in the “Covenants, Copg;
ns” (defined as Jimitations and rules placed Nditiopg
developer, neighborhood association a groy
). These CCRs cannot violate “Dj 1 and/oy
nder the Fair Housing Act Reng: tl_mina_
10n 24

Commercial Condominiums

While the condominium concept has been most widely appl;
dential units, a number of applications have been made for g,i ed to regi.
use of con-

dos as rental properties or as business locati
a number of the dwelling units are owned bl)(r) rilrsl;:sltsome condo projct,
rental. This fact has caused additional problems i ors and are subject g
among occupants differs. Those owning their oiviln that the mativaton
entire project, including common areas, as an condos Fonsider the
protected to assure future value. Those ’re i aSsejc to be maintained and
pancy a t . ’ nting units may consider occu-
y a temporary situation and have little i iy consicer occh
property’s future value. Differin e little interest in maintaining the
for a homeowners’ associati e ptivations prssent difficult poie™
ated unintentionally whe ion. This conflict of interests is sometimes cr
and resorts to renta] n a developer is unable to sell all finished units
The economic :das preferable to vacancies.
encouraged groups ofvlimta-lges of a multiple-occupancy buiding
cept for owner-occup; dusmessp eople to utilize the condominiur® con-
Interests, such ag ¢ pied office space. The group can be one with simit¥”
or possibly 5 va; octors, or it can be a dive of rofessi"nals
such a proi ariety of sales offic e groul? k rtaking
Project may emphasi es. A developer or builder unde e
asize the presale of the units to assU"® accept®




Cooperative Apartments

chabilitation financing. Individual conq

of or b purchased with long-term financ;
tﬂtﬁn"’ ps MA itions. They are eligible for the sq
M‘P:ws m;;o;an ding building used for business,

“-";t,s any

_cartment is one in which the mfvnership of the entire
p P,,.twe dPin an occupant-owned corp.orauon Or trust that leages
A oS vested. The concept originated in the eastern part of thjs
‘de ing units- dominium ownership was fully developed. 1t pro-
‘heuntr)’ pefore COI:s of multifamily dwellings along with certain own-
fd i dvaInI:aagd dition, co-op apartments offer owners some degree
‘ ‘cﬁ o ts. ho may 0Ccupy the units ar?d a legal means to enforce
o0 O:ith their rules. This is accomplished through control over
4 meﬁanCehi of stock. o
| gunerstiP apartment unit, 1t 1s first necessary to buy shares
| pp purchase anin corporation or a beneficial interest in the trust,
1 goockin the oW Wiership is held. Then the apartment is leased from
4 ding 01 O 3 The purchase price of the stock covers the basic cost
| thecofP"_rate Ownen;t while the lease payment covers ongoing mainte-
1 fuquiring the uthe» occupant holds no title to the apartment unit. To
Co,sm' Th:supant must sell the stock held in the ownership entity.
5 ﬂiﬁ;ﬁ 3,0‘11(1 be subject to certain restrictions on this right to sell.
1 ificulty of freely marketing a co-op un¥t l.1as made this type of own-
{ sipless desirable than that of a condomlmum.. In contrast, a condo-
1 iim unit is classed as real property, and legal title can be conveyed to

1 aomer upon acquisition. The right to sell is not subject to approval by
{ tercondo owners.

08 used for byy;.

N8 at commerciy)
me baSiC tax treat_

Nevertheless, cooperative apartments may offer an owner similar tax

{ dratages a5 those available to the owner of a condominium. There are

{ "eminor differences in tax questions, though, as the common areas of
| e owned by

.. the corporate owner rather than jointly by the unit

' fifz,aswould be true of a condominium unit.

§  Mnang; :

| g the construction of cooperative apartment (or a condo-
ro 0t bas the disadyan

b Wit he. 1 < tage of requiring a number of units to
hﬁllsing vl :nmltlal commitment of money. Unlike a single-family
g, Fett Which allows houses to be constructed at about the

w
€y a .
Vare sold, the COOperative apartment must be planned

3n
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it as a complete project. One method t.hat 'S somey; es
and bu nstruction lender of loan repayment s t, Presel] (,,
assurea Cfmber of the units. Release of constructigp, fundiy,
certain n

. c
ingent on the presale of a specified number of ;¢ S “An b m
conting

MANUFACTURED HOUSING/MOBILE Hop e

The only difference between a mobile home and 5 Manufacy,
that the latter has been cor}structed on or after Jupe | 5,197, om‘e i
the same description applies. The date for Fhe change of hamey er"‘flsfe
from the Federal Manufactured Home Requiremengg Impogeq by therlves
Department of Housing and Urban Deve10pn_1en - The Hyp dor e Us
of such a unit is that it must be transportable i op, OF More g, . Ptioy
less than eight feet wide and 40 feet long. Whep assembleq Suchlons o
must contain no less than 400 square feet. It must be by onap, a hOIne
chassis and may or may not have a permanent foundati()n_ P rmanent

Unless the unit can be classed as rea] Property, it do es 1o
regular mortgage loan. Financing for these units, whep COnsidereg
than real property, may be accomplished Wwith a chatte] Mortgage . Othey
rity for the loan. However, in most areas, the chatte] Mortgage hass sscu.
replaced by a bill of sale with a security agreement tha i Tegulateq 1, een
Uniform Commercial Code, Y the

An FHA-approved appraiser must be aware of the
amounts that can be made on manufactured homes att,,

t qual;

Maximyp loan

ched tg real pron.
erty. These are as follows: Prop
Maximum Loan Amounts
Manufactured home only $69,678
Manufactured home ot $23,226
Manufactured home and lot $92,904

be increased up to 85% in designated high-cost areas. For further infor-
mation on high-cost area limits, contact (800) CALL-FHA.

Conversion of Manufactured Homes to Real Property

me dif
State laws contro] the definition of real property, and there are issoiniti y
ferences from state 1, State. Nevertheless, a manufactured home



Manufactured Housing/Mobile Hom
es

factu $ ersonal prapEk ty with i instrument assertin
X ﬂ’anuthat of a car Liens'ma)’ be mCll.lded in the title instrumengt
art0 e chase financing. Conversion of the unit to real prop-
g daté P.r s everal steps. First, liens attached to the initial titrl,e
eleased: The initial title must be canceled, an action
g5t D s the qnit from its title as personal property. Then
¥ gect releas - the unit must be permanently attached to the’:
: rop neral, prior liens on the manufactured

e P pate law, i1 86
n . . .
ding b tothe Jand, but liens against the land will attach to the
tt

anent attachment.

. ion (B pO) is a common Way of estimating the value
®°F 1 reasons for orderinga BPO include estimating value
ale, understanding collateral value when securing a
ancing estimating liquidation value, and buying out a

mong many others. The major difference

] is cost. Because @ BPO is less compre-

dana praisa :
jweed ormally 2 small percentage of the cost of a full appraisal.
' ’S n

roﬁged by a third party and are not biased in their esti-
Appraisals af;ef e, A BPO is normally done by 2 real estate broker
g of 72 . a listing of the property being valued and

| . hoping to gal
dnfc? ® o nd as such, the primary incentive behind a

sk || differ from that of an appraisal. Regulated depository insti-
oved as mortgage originators by Fannie Mae, Fred-

¥ ions or those appr o ' '
1 e Mag, or the Federal Housing Administration can use a BPO in lieu

| ol appraisal for 2 single-family residential mortgage they are in
{ kprocessof underwriting. However, many financial institutions will use

1 sforthe following types of valuation issues:

1 + Duediligence for investors or investment bankers

1 Foreclosures
I ;Ow-balance home equity lines of credit
. I | ark

i (t)(; Market—a method banks/lenders use to assess the current
I ko assets (homes) on their books and for accounting purposes
| " A0listings

' Requegts
; to remov. ' -
i St e PMI (private mortgage insurance)
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SURVEYS

One of the recurring problems in passing land titles and in Cnsyr;
that a lender is actually receiving a mortgage on the proper Japng isflng
identification of that land. Improper identification of the Property ¢
mortgaged, through field error or typographical error, will invahdate0 be
mortgage instrument (but not the obligation to repay the loan), 5 . the
is made to physically identify a parcel of land. A land survey is an acc Tvey
measurement of the property, not a legal description of it, e
An example of an error in property description occurred i, am
loan several years ago. In this case, the property described in the motel
gage was identified by the perimeter of the building rather thay, b o
boundaries of the land on which the building stood. The parkin Zthe
surrounding the building, which provided the only access to theg rreas
ises, were not included in the mortgage indenture. When it becamle) ;m-
essary to foreclose, the mortgagee learned the hard way that there was ;c(;

access to the building.

P

Source: © 2016 OnCourse Learning




Loga Descriptions

a survey is the physical measure
0P certified by a professionally regiSteredn:lnt of a specific
.cof PfOPC ¢ loan, no lender will accept any measu‘:’eyor. In pro-
nbya professional. It is a precise business ements other
v Jires an accurate description of the land Bing ;na:d the loan
;"dag‘ rt‘]ﬁ nsed surveyor physically defines a piece o fPrope;ytg?tg-ed'

whet Zﬁve or iron rods into the ground at the COme;-s Is Cus-
ey 0= . colored ribbons. It is not unusual for a lending oiﬁa:; ttz

o " dkthe Jand, checking corner markers, thus making sure of th
&ﬂythe cel and whether or not there might be any encroachmentz
o of yfringe o0 the mortgage lien. Any purchaser ofland is well advised
Moﬂuldthe ame procedure- Walking the land prior to closing is a prudent
the prime responsibility for locating encroachments

ol Howeveh ;
dgafﬁw he SUrVEYOD which is one of the reasons why a survey is necessary.

is 2 map showing each boundary line of the property
direction. A survey should not be confused

» ngth and
i its P legal description uses words, while a survey

dha Jegal description. A
{lustration- Legal descriptions are most commonly found in the

lowing three formats.

+c precise le

tand Block

nabably the best-known type of legal description is that found in incor-
areas that have established procedures for land development. To

guin city approval to build streets and connect utilities, a developer
A submit 2 master survey of the entire tract of land, showing how the
cais 0 be divided into lots. The lots are each numbered and may be
poped into “blocks” for easier identification. Once the subdivision plat
saproved, it can be recorded in the county offices and becomes a readily
wiliblelegal reference to any lot in the plan.

w;:’ l‘:ﬁdglg purposes, where the need is to identify a specific property
Mhbl: uelfmofh30 or even 40 years, the recorded subdivision plat is a
ke alteerte ;611) than a street address. Street names change and num-
- ft ut thbe ot and block numbers remain secure because
Picture of whe;e t}iay car gugd t?lat 2 stree.t address gives a much bet-
It uch i et Pr(?per.ty lies in discussing various houses or prop-
ntification is not sufficiently accurate to be acceptable
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CHAPTER 10 Property Analysis

learly identifying Property ;
mon method of ¢ i in reg)
:;t:tleertlrda:s::ttl;;gl:ls first, to give the legal description, followeq |

: a

hrase such as “also known as;” and then by prov1del e et addregg
g[)b illustrate, a property identification might be spelled out as, “Log ,
Block 9 Not’tingham Addition, Harris County,”Texas, also known as 1234
Ashford Lane, Houston, Harris County, Texas:

Metes and Bounds

When recorded plats are not availa.ble for identification of lang (and
sometimes when plats are available), it becor‘nes H%CCSS.arY to nse an exqcy
survey of the boundary lines for complete_ identification. Thig Might 1,
true of a recorded lot that has a stream O I1Ver as one bounda?y, the pre.
cise boundary being subject to change tnrough erosn)n or realignmep;.

The method used is to define startmg‘cor'ner with proper referenceg
to other marking lines, then note the direction in degrezes and the distance
to the next marking corner, and so on aroun‘d t.he perimeter of the prop-
erty back to the starting point. These. descriptions can be quite lengthy
and involved. An example of the wording used to describe severa] bound-
ary lines might be, for example, “ . . and thence along said Smijth Street
south 61 degrees 32 minutes 18 seconds west 948 and 25/100 feet; thence
continuing along said Smith Street south 64 degrees 45 minutes 51 sec-
onds west 162 and 80/100 feet to the point of beginning.”

It is obvious that considerable accuracy is required to figure the pec.
essary directions down to a second of a degree and to measure the dis.
tances over highly variable and often rough terrain in order to close the
boundaries properly. Such a description is acceptable only if certified by
a registered surveyor.

In some rural areas, land is identified in the form of metes and bounds
by the use of monuments. A monument may be something tangible—such
asariver, a tree, rocks, fences, or streets—or an intangible—such as a sur-
vey line from an adjoining property. Physical monuments such as thfese
are subject to destruction, removal, or shifting and do not provide Jasting
identifications for long-term loans,

U.S. Geodetic or Government Survey

ent
As long ago as 1785, the federal government adopted a measurer’ .
systﬁen? for land based op survey lines running north and sout}%:h: sy
meridians, and thoge running east and west, called base lines



Legal DescriptiOns

Jied tO 30 western stat'es, with the exception of Texqs,
sl a'PPe oridians and base !mes were established. Then the
e\';e cof print o areas between the intersections into squares cajeq
Aﬂuﬂ‘ < Jivide 4 miles o7 each side. These c.hecks are further divideq
o pich &7 Zch ' casuring 6 miles by 6 miles, called townships, The
b squafes ed jivided into one-square-mile units (36 to a township),
i 16} ; arethen'ch ,mount to 640 acres each. These sections are thep
'"ﬂ;ﬁ;ioﬂ’ whi uarters, Of such portions as are needed to describe
ﬂntd int0 halves q 5. An example is shown in Figure 10-1.
di‘"'ded N Jand holding™ fthis country, much of the western land was

g ars 0
id? the gro“’th ye urvey Crews. Marking stakes were duly

" ng . - by contracts
oo fashion OY re fre
it Stif)’ corners, and these same markers are frequently used

many of the SUrVeys accumulated errors, including
that

the fac Jines, has created some confusion. It is a concern pri-

{ ¥ o close m'n,ing companies, which must identify their land

o oil an‘isr?l laiming property lines against a neighbor. However,

‘ l:-:%hts, and ranchff fions have not constituted a serious problem for lend-

d,g.efﬂ“lty deschiI;n 4 described, for example, as “Section 16, Township

tions. ¢t New Mexico Prime Meridian,” could effectively

e 108 ,nch loan. A minor inaccuracy in describing such
e 2 ! - he basic security of the collateral.

it inet
ould not undermi is the possibility or probability

i . e Whére there
In pledﬁll;‘;o’t Elr :Cpc ulzcy has occurred as to the exact amount of land

Msﬁei: is customary to use a qualifying term such as “comprising
. o more or less.” ATy variation in property size should be consid-
Sfda'g]jg,ht of what might be termed “reasonable” A few acres out of line

g 640 acres would not matter a great deal, but a few feetina down-
unciy property could well be of critical importance.

¢ Southeast quarter, northeast quarter,
*-1 0 Section 10
or
| S/E 4, N/E 4, Sec. 10
J Amounting to 40 acres

04 ..
s““‘*=©2mslo 4tion of Towng

Mourse Leammg

hip Divided into Quarters




