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Untie our Hands: HB 431 - Real Estate Appraisal Clarifications 

March 27, 2017 

In response to feedback we have received regarding HB 431, and in an effort to clear
up misinformation, the NCAI would like to offer the following document supporting
our position regarding evaluations. 

THE CASE FOR LICENSED APPRAISERS TO BE PERMITTED
TO PERFORM  NON-USPAP COMPLIANT REAL ESTATE

EVALUATIONS

"Everyone in the state can do an evaluation, except the one person most qualified.
You licensed the appraiser to protect the public, now untie our hands and let us do the
job you licensed us for."  Alex J. Uminski
 
Brief Background

Federal Law (i.e. FIRREA) states the following about who is permitted to perform
evaluations:

"Persons who perform evaluations should possess the appropriate appraisal or
collateral valuation education, expertise, and experience relevant to the type of
property being valued. Such persons may include appraisers, real estate lending
professionals, agricultural extension agents, or foresters." (emphasis added)
 
Frequently Asked Questions (and Answers)
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Q:  What is the difference between an appraisal and an evaluation?
 
A:  Real Estate Appraisals are performed for a variety of clients and typically in
compliance with the Uniform Standards of Professional Appraisal Practice (USPAP). 
Albeit, there are other standards that can be followed. There is no one set of standards
for real estate appraisals. Evaluations are limited to federally-regulated financial
institutions only. This product has been around since at least 1990. Evaluation content
is provided in the Interagency Appraisal and Evaluation Guidelines (IAEG - December
2010). As evaluations are not appraisals, they do not fall under USPAP or any other
appraisal standards.
 
Q:  How will allowing appraisers to perform evaluations benefit the consumer?
 
A:  By allowing professional appraisers to perform evaluations, financial institutions
will be obtaining evaluations from the people most qualified to value real estate. For
the past 27+ years, evaluations have been performed by lesser qualified non-
appraisers. 
 
Q:  Will this benefit or hurt licensed appraisers?
 
A:  This will only benefit licensed appraisers. There is no downside to allowing
licensed appraisers to perform evaluations that do not comply with USPAP. The annual
volume of evaluations is estimated to be 4 to 6 times greater than the volume of
appraisals. Since 1990, other real estate professionals have been meeting this need.
Appraisers are almost all small businesses and they would benefit greatly from having
access to this market. Clients and consumers also benefit from having access to the
most qualified individuals.

Q:  Who has been performing evaluations since 1990 when FIRREA went into effect?
 
A:  In all states except Georgia, Indiana, and Tennessee, a variety of non-appraisers
have been providing evaluations. These three states permit licensed appraisers to
perform evaluations that do not need to comply with USPAP. Virginia recently passed
a similar law that goes into effect July 1, 2017. Like North Carolina, Florida is
considering such a law.
               
Q:  If H.B. 431 is passed, how much work will appraisers lose?
 
A:  The demand for appraisals should not change. Evaluations have been performed
since 1990. Thus, the past, current, and future volume of appraisals already reflects the
use of evaluations by financial institutions. Thus, work should increase for those
appraisers who are selected by banks to perform this service. Obviously, some
appraisers may not want to perform evaluations. However, all appraisers deserve to
make that business decision for themselves.
 
Q:  Aren't evaluations simply a way of getting cheaper real estate valuations?
 
A:  Once again, evaluations have been obtained since 1990. Passing H.B. 431 does not
change the cost of products obtained by financial institutions. Yes, on average,



evaluations are cheaper than appraisals. This is due to many factors. First, evaluations
are not expected to have the detail required of an appraisal report. Second, evaluations
are only permitted for smaller, low-risk transactions. The IAEG states that as loan
and/or property size and complexity increases, the financial institution should obtain
an appraisal.
 
Q:  Isn't this an attack on the 'little guy,' the appraiser, and the public at large?
 
A:  Providing North Carolina appraisers with the opportunity to provide a service that
has been around since 1990 should benefit these small business owners. Also,
permitting the most qualified professionals to perform evaluations will benefit the
public. For 27 years, North Carolina appraisers have not been permitted to perform
non-USPAP evaluations and the public has not benefitted from their expertise. This is
a win for both the little guy and the public.
 
Q:  Would performing an evaluation be in violation of any USPAP Rules (Ethics,
Record Keeping, Competency, Scope of Work, Jurisdictional Exception)?
 
A:  Evaluation development and content is dictated by the December 2010 IAEG, not
USPAP. However, a licensed appraiser can easily comply with all USPAP Rules when
performing an evaluation.  An option is to edit Section 2 of HB 431 (Line 17) to delete
the words 'Standards 1 and 2 of.'  This would eliminate any USPAP requirements.    
 
Q:  How are evaluations regulated?
 
A:  By the regulatory agencies that oversee federally-regulated financial institutions. 
The North Carolina Appraisal Board (NCAB) would not need to regulate evaluations. 
Any complaints would be referred to the particular bank or credit union's federal
and/or state regulator. This would not change from the way such complaints have been
handled since 1990 when FIRREA went into effect.
 
The IAEG states, "An institution's real estate appraisal and evaluation policies and
procedures will be reviewed as part of the examination of the institution's overall real
estate-related activities. Examiners will consider the size and the nature of an
institution's real estate-related activities when assessing the appropriateness of its
program. ... Institutions that fail to comply with the Agencies' appraisal regulations or
to maintain a sound appraisal and evaluation program consistent with supervisory
guidance will be cited in supervisory letters or examination reports and may be
criticized for unsafe and unsound banking practices. Deficiencies will require
appropriate corrective action."
 
Examiners receive training on what to look for in appraisals and evaluations. This
training is often provided by licensed appraisers - many with the MAI Designation
from the Appraisal Institute.
 
Q:  Wouldn't an evaluation be misleading and unsupportable?
 
A:  No. The IAEG states, " An evaluation must be consistent with safe and sound
banking practices and should support the institution's decision to engage in the
transaction. An institution should be able to demonstrate that an evaluation, whether



prepared by an individual or supported by an analytical method or a technological tool,
provides a reliable estimate of the collateral's market value as of a stated effective date
prior to the decision to enter into a transaction ."
 
Q:  Won't banks and credit unions simply obtain Broker Price Opinions (BPOs) for
their evaluations?
 
A:  No. The IAEG states that products like BPOs that do not provide an opinion of
market value cannot be used as evaluations.
 
 
COMMENTARY FROM THE FEDERAL REGULATORS REGARDING THE

USE OF EVALUATIONS BY FINANCIAL INSTITUTIONS
 
The following comments were issued along with the December 2010 IAEG. This
supplemental information is included so the State can be comfortable that Federal
Regulators have given considerable thought to the use of evaluations over the past 27
years. It is noted that two licensed real estate appraisers participated in the writing of
the December 2010 IAEG and helped to shore up evaluation development and content.
   
Transactions that Require Evaluations. Financial institutions appreciated the flexibility
contained in the Proposal that permitted the use of evaluations for low-risk
transactions, consistent with the Agencies' appraisal regulations. These commenters
contended that appropriate risk management practices provide sufficient safeguards to
elevate their collateral valuation methods (that is, obtaining an appraisal instead of an
evaluation) when warranted. Several appraiser and appraisal organization commenters
expressed their longstanding opposition to institutions' use of evaluations in lieu of
appraisals for exempt transactions. This section in the Guidelines references Appendix
A, Appraisal Exemptions, which has been revised in response to comments on the
Proposal. The Agencies note that the Guidelines do not expand the categories of
appraisal exemptions set forth in the Agencies' appraisal regulations.
 
For further clarity, this section incorporates certain technical edits to address specific
comments. For instance, the dollar amount of the appraisal threshold and of the
business loan threshold from the Agencies' appraisal regulations were incorporated in
the text of this section. This section also addresses the factors that an institution should
consider in determining whether to obtain an appraisal, even though an evaluation is
permitted. This topic was moved from the Evaluation Content section in the Proposal
to this section, as it relates to the regulatory requirement that evaluations reflect safe
and sound banking practices. In particular, comments from appraisers and appraisal
organizations noted that the Agencies should not permit evaluations, even detailed
ones, to substitute for appraisals in higher risk real estate loans. The Agencies believe
that the Guidelines adequately address an institution's responsibility to maintain
policies and procedures for obtaining an appropriate appraisal or evaluation to support
its credit decision.
 
Evaluation Development and Evaluation Content. As noted above, some appraiser and
appraisal group commenters expressed their views that evaluations generally do not
provide an adequate assessment of a property's market value and requested that the
Agencies provide additional guidance on the content of evaluations and the level of



detail to be included in evaluations supporting higher risk transactions. Comments
provided by financial institutions support the approach taken in the Proposal, which
establishes minimum supervisory expectations for an evaluation and is designed to
ensure an institution obtains a more detailed evaluation, or possibly an appraisal, when
additional information is necessary to assess collateral risk in the credit decision.
 
In response to comments, the Agencies revised the Guidelines to stress that an
institution should consider transaction risk when it is evaluating the appropriate
collateral valuation method and level of documentation for an evaluation. The
Guidelines also now provide additional clarification on the Agencies' supervisory
expectations for the development and content of evaluations. A new section on
Evaluation Development provides guidance on the requirement in the Agencies'
appraisal regulations that evaluations must be consistent with safe and sound banking
practices. These revisions incorporate and clarify certain supervisory expectations
from the Evaluation Content section of the Proposal, and emphasize an institution's
responsibility to establish criteria addressing the appropriate level of analysis and
information necessary to support the estimate of market value in an evaluation.
 
Clarifying edits also reaffirm that valuation methods used to develop an evaluation
must be consistent with safe and sound banking practices. For example, an AVM may
be used for a transaction provided the resulting evaluation meets all of the supervisory
expectations in the Evaluation Development and Evaluation Content sections in the
Guidelines, is consistent with safe and sound banking practices, and produces a
credible market value conclusion. In response to comments, the Guidelines clarify how
institutions can use analytical methods or technological tools to develop an evaluation.
The Guidelines, for instance, emphasize the importance of considering the property's
condition in the development of an evaluation, regardless of the method or tool used.
Further, technical edits were incorporated in the Evaluation Content section of the
Guidelines to address commenters' questions regarding the appropriate level of
documentation in an evaluation.

The Guidelines also address questions from several commenters on the appropriate use
of broker price opinions (BPOs) in the context of the Agencies' appraisal regulations.
The Proposal did not specifically address the use of BPOs or similar valuation
methods. The Guidelines confirm that BPOs and other similar valuation methods, in
and of themselves, do not comply with the minimum appraisal standards in the
Agencies' appraisal regulations and are not consistent with the Agencies' minimum
supervisory expectations for evaluations. A BPO or other valuation method may
provide useful information in developing an appraisal or evaluation, for monitoring
collateral values for existing loans, or in modifying loans in certain circumstances.
Further, the Dodd-Frank Act provides, in conjunction with the purchase of a
consumer's principal dwelling, broker price opinions may not be used as the primary
basis to determine the value of a piece of property for the purpose of a loan origination
of a residential mortgage loan secured by such piece of property.

Reference: Dodd-Frank Act, Section 1473(r).
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