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When Home Valuation Code of Conduct (HVCC) was implemented back
in May 2009, there was a push towards appraisals being filtered through
Appraisal Management Companies (AMCs). At the time, no one thought out the
implications of giving so much power to a group without basically any oversight or
regulation.

Actually, AMCs were never mandated by HVCC. They were suggested
as a means to provide a buffer between the loan officer and the appraiser.

Somehow in the process, AMCs became front and center, with
banks forming alliances with AMCs, and appraisers having new bosses and
accepting fee splits. Regulation was left up to the States to decide, and no one
was regulating. What followed was a growing disillusionment with AMCs,
especially among appraisers.

Since then several States have passed legislation in this matter, with
Arkansas leading the way. New York State was not one of them. The primary
points of the Arkansas law include:

Bonds be posted by AMCs to cover unpaid fees to appraisers in
case of bankruptcy or dissolution

Background checks of all the principals of AMCs

Exclusion of anyone involved with mortgage fraud, mail fraud or
other similar offenses from operating AMCs

Appointment of one person in each AMC to be in control, that
individual being directly responsible to the State Board for
supplying information.

The Arkansas law includes definitions of what constitutes an AMC, staff
appraiser, contractor, etc. There are also provisions for disclosing fees paid out
and collected by AMCs. Most States involved in legislation expanded on the
Arkansas model. Currently these laws are running between 12 and 25 pages.

Recently | provided a draft to Department of State for a bill regulating
AMCs. | was hoping that it could be brought before the State Assembly and
Senate in 2009. Unfortunately, New York State law dictates a limit of three
proposals that Department of State can advance in a one year period, so my draft
did not make the cut. Hopefully it will be put on the agenda in 2010.

See AMC Regulation in New York State on Page 2
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The proposed New York State draft has been expanded from other
State models to increase the dollar amount of the bond to $1 million (most
States currently require $25,000-$50,000). It will mandate that all reviewers
take the 15-hour and 7-hour USPAP courses every two years and be
USPAP compliant in regard to geography.

It is true that there were AMCs operating very well prior to the
implementation of HYCC, and some will remain after all of this is sorted out.
The current form of HVCC expires at the end of 2010 and requires a re-vote
in order to remain in effect. Will it pass in its current form? Will it be revised?
Will it be kicked to curb? Right now it is anybody’s guess. Hopefully, this
time around the Appraisal Foundation and other appraisal groups will have
more input. For most appraisers and real estate brokers, the end of HVYCC
cannot come quickly enough.

Whatever happens with HVCC, | am gathering support from
members of the New York State Senate and Assembly to introduce my draft
for AMC regulation when regular sessions of both houses resume in this
month.
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By Jeff Beal, CSA-G

Question: Can an appraiser perform a “comp check” assignment, where a client
wants to get an idea of the value of a home prior to proceeding with a mortgage
financing transaction? Does USPAP allow me to perform this type of assignment?

Response: There are two implied questions here:
1) Is this an appraisal? 2) How does payment figure into this?

To answer the first question you must determine what it is your client is
really asking you. Is he asking you for the value of the house subject to the
proposed financing or is he asking you for sales data from which he can draw his
own conclusions. Under USPAP guidelines you may do either.

If you determine that he is asking you for the value of the house, that
constitutes an appraisal; and you must perform the appraisal and report the
conclusion pursuant to Standards 1 and 2. Does this mean you must “write up” an
appraisal on a form or in a narrative format? No, it does not. Remember...an
appraisal is not a report but rather a six- step analytical and communicative process.
What USPAP requires is that: 1) that you go through the six steps competently and
ethically and 2) maintain a proper work file that supports your conclusion and
indicates compliance with USPAP. You may deliver the report in writing or orally so
long as you comply with Standard 2.

If the client is asking you only for sales data from which he can draw his
own conclusion, then you are providing a service which falls under “appraisal
practice.” This is a service for which there is no Standard under USPAP; therefore,
you must comply only with the tenets of the Preamble, use USPAP-defined terms
according to their proper definitions and complying with the Ethics, Competency,
Scope of Work and Jurisdictional Exception rules. As this is not a service for which
there is a Standard, you are not required to maintain a work file; and you can deliver
the requested information any way you want.

The problem arises when it is not clear if the prospective client is asking
you to do an appraisal. If you must analyze the subject to determine the relevant
value characteristics, and then select sales with similar characteristics, the resulting
data has been “filtered” by the appraiser’s judgment. This has the effect of providing
a range of value to the client. Developing a range of value IS an appraisal.

If on the other hand the client asks you to provide sales of all single family
homes of a particular style or size in a specified geographic area within a defined
time period, then you are supplying only the data requested by the client. Since you
are not determining the subject’s relevant value characteristics and not making
selection based on them, you are not performing an appraisal.

Whether you choose to charge for any of these services is immaterial in
determining USPAP compliance. You can do these for free or charge for them.
Charging a fee is a business decisions, and the choice is yours.

For Additional Guidance, refer to the
2010-2011 USPAP Manual

USPAP-related questions can be submitted to Jeff at
jeff.beal@columbiasociety.org
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By Jeff Beal, CSA-G

As of January 1, 2010 there is a new national licensing exam for real estate appraisers.
Below are some sample questions. Be brave and test your skills and knowledge. See if you can
still pass the licensing exam.

1. A fee appraiser seeks to get on the approved list for a local mortgage company. In order to be
considered for approval, the lender requires appraisers to provide sample appraisal reports
performed within the past year. Can the appraiser provide the reports without violating USPAP?

A. No, unless the appraiser secures a release from the client of each sample appraisal
report

B. No, the ETHICS RULE prohibits appraisers from soliciting appraisal work

C. Yes, if all essential elements of confidential information are removed through redaction
or the process of aggregation

D. Yes, an exception to the Confidentiality section of the ETHICS RULE permits an
appraiser to provide appraisal reports to a lender for this purpose

2. A shopping center has direct costs of $2,500,000. Indirect and soft costs are equal to 10% of
direct cost. Entrepreneurial profit is estimated to be 15% of hard and soft costs. What is the
replacement cost of the shopping center?

A. $3,125,000 C. $2,875,000
B. $3,162,500 D. $2,750,000

3. What type of lease is most advantageous to a lessor in a rising expense market?

A. Base year stop C. Modified gross
B. Triple net D. Gross

4. The local zoning ordinance requires that any property with impervious coverage that
discharges more than 100,000 gallons of water in a 4-inch rainstorm must have a retention pond
to handle the water. The proposed subject property will have 260,000 s.f. of impervious surface.
A cubic foot of water contains 7.48 gallons and retention ponds can hold no more than 500,000
gallons for safety reasons. There is no retention pond on the plan. How should the appraiser
describe the building and its compliance or noncompliance?

A. The building will discharge 86,667 gallons in a 4-inch rainstorm and will need a
retention pond

B. The building will discharge 21,645 gallons in a 4-inch rainstorm and will not need a
retention pond

C. The building will discharge 648,580 gallons in a 4-inch rainstorm and therefore needs
a retention pond

D. The building will discharge 1,944,800 gallons in a 4-inch rainstorm and will need a
retention pond

5. A new building representing the highest and best use of its site can be constructed at a total
cost, including entrepreneurial incentive, of $12,000,000. The building capitalization rate is 11%
and the land capitalization rate is 7%. The property will generate a net operating income of
$1,500,000. What is the indicated value of the site, rounded to the nearest $1,0007?

A. $6,750,000 B. $1,636,000 C. $2,571,000 D. $4,667,000

Am | Still Smarter thana 5 ™ Grader? ...Continued on Page 6
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6. A four-unit residential property recently sold for $320,000. At the time of the sale, it was fully
occupied, with each tenant paying $900 per month rent. The average vacancy rate is 5%. What is
the indicated monthly gross rent multiplier derived from this sale?

A. 84.7 C.93.6
B.84.4 D. 88.9

7. The subject is a 20-year-old residence with a replacement cost of $500,000. The costs to
replace short-lived items along with physical life expectancy are: HVAC - $10,000, 25 years; and,
roof cover - $12,000, 25 years. The roof was replaced five years ago. The water heater is
malfunctioning and will cost $1,000 to replace. What is the incurable physical deterioration due to

the HVAC?
A. $7,200 C. $4,800
B. $8,000 D. $2,400

8. In the appraisal of a cooperative ownership, what property rights are valued?

A. Leased fee C. Partial interest
B. Fee simple D. Life estate
Answers

1.C 2B 3B 4.C 5C 6.D 7.B 8.C
Got 5 out of 6 correct? Congratulations! You pass ed. Got 4 or less? Don't feel bad. We
will give you another chance in the next newsletter
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News@ ColumbiaSociety.org It's official! The Homebuyer Tax Credit has been
extended and expanded. In addition to offering a tax credit
. . of up to $8,000 for first-time buyers, the program is
If We Publish Your Submitted expanded to include those who already own a home. The
Article, You Will Get a FREE NEW version allows qualified purchasers who have owned

_ ; and occupied a primary residence for five consecutive
3-Hour C.E. Seminar years during the last eight to receive up to $6,500 tax
credit.

Deadlines: In order to qualify for the credit, a contract
needs to be in effect no later than April 30, 2010 and must
close no later than June 30, 2010. The new ruling went
into effect November 7, 2009.

%

Income Caps Increased: The amount of income

I @ S5(%/+. ) /1 homebuyers can earn and still qualify for the credit has
also been increased. Single tax filers who earn up to
$125K and joint filers who earn up to $225K are eligible for
full tax credits. The caps are up from the previous limits of
$75K for single filers and $150K for joint filers. Single

. . filers earning up to $145K and joint filers earning up to
Custom Website Designs $245K can claim partial credits.

Other Criteria: A qualifying buyer can purchase a
property with a maximum sales price of $800,000. Tax

( 6 ;<=>7=< V= credits do NOT have to be repaid if purchaser(s) remains

www.CookiesAndBytes.com in the home for at least three years.
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As | am writing this article, there are approximately 200 to 225 larger active Appraisal Management
Companies (AMCs), those that offer their services in multiple states. This does not include a myriad of local
or regional AMCs, a number which is difficult to track. My guess is that the number of large AMCs has
increased by anywhere from 25 to 50% over the last year or two, due mostly to HYCC, and will increase by
about 25% over the next year. After that | expect a decrease, perhaps dramatically. The eventual decline
will be a case of too many, going after too little, promising to do too much, with too little organization and/or
business expertise and perhaps too little capital.

There are presently six states that have passed legislation regulating AMCs (Arkansas, New
Mexico, Utah, Louisiana, Nevada, and California), with another pending legislation (North Carolina).
Typically, the legislation requires that AMCs pay annual registration fees to conduct business in said state.
In at least one instance, AMCs are also required to post bonds.

The purpose of this article is neither to praise nor to denigrate AMCs. For years now, part of our
company'’s overall business operations has involved doing work for AMCs. As is the case with appraisers,
there are good ones and there are bad ones. Hopefully this article will give appraisers insight into how to
deal with an AMC that goes bust.

You Won't See It Coming

If bankruptcy does occur, there is a good chance you won't see it coming. Perhaps the timeline
within which you are used to getting paid might suddenly stretch from 60 days to 90 days. Then, just when
you are wondering if you should start to get concerned, you receive a notice stating that the AMC has filed
for bankruptcy. The notice will probably give you directions on how to proceed.

The notice may come from the bankruptcy court or trustee for the court, stating that you have been
identified as a creditor and asking you to fill out a claim form, identifying the type of claim and the amount
owed to you or your company.

Outside of filling out the claim form and making sure you have the proper documentation to support
your claim, it might be in your best interest to do little else. You could contact an attorney. Chances are that
he/she will recommend that you hire an attorney. Obviously, you should hire someone who is very familiar
with bankruptcy law.

What you should or should not do is definitely related to the circumstances: how much you are
owed; your experiences in such matters; how much time, energy, and money you want to expend or are
capable of expending; and circumstances related to the debtor, including the type of bankruptcy being filed
for.

Filing under Chapter 7 of the Bankruptcy Code involves the liquidation of a business debtor’s
assets and the distribution of the proceeds to creditors. In other words, the AMC is going out of business.
Filing under Chapter 11 of the Bankruptcy Code allows the company to maintain control of its business while
it reorganizes its debts, liabilities, and finances. In laymen’s terms, this means that the AMC is trying to
avoid going out of business.

Either way, there are two other considerations that you should be aware of. First, you may have
work which is outstanding, meaning it has not been completed and handed in, or you may receive requests
for follow-ups to work you already completed. A request could come by the AMC itself or from one of the
AMC's clients. Here you have a decision to make. Keep in mind what is being requested of you, USPAP
considerations, the type of bankruptcy, and the likelihood of whether or not you will ever get paid. Probably
you are going to be nicely prodded to complete the work or fulfill the follow-up requests. How you handle it
your call.

Your AMC Goes Bust ...Continued on Page 8
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Second consideration? Okay, it now has been a couple of weeks or months. You filed your claim
and were told it may take years before the whole thing is decided. You've accepted the fact that you are out
“X" amount of dollars and will be lucky if you receive 10 cents on the dollar...eventually.

You get your mail, and there is another letter from the attorneys representing the AMC, or from the
trustee, or from the bankruptcy court. “Now, what?” you wonder. You open the envelope. Now read it and
weep! It is a letter of demand, or complaint, and you are being requested to return all payments you have
received from the debtor over the last 90 days prior to the declaration of bankruptcy (based upon the date
the checks cleared). Not only are you basically out any money owed to you by the AMC (which might
involve your last 90 days worth of work), but you are now being told you have to return any money that was
paid to you during the 90 days prior to the bankruptcy (which might involve work you did 90 to 180 days
before).

Please note the following, which is excerpted from the article, “U.S. Bankruptcy Code Section 547:
The 90-Day Preferential Payment,” written by William L. Porter, Attorney at Law, of the Porter Law Group:

Many businesses are surprised to learn that there i s a Bankruptcy Code provision,
commonly referred to as the “Preferential Payment Ru le,” which generally provides that where a
debtor makes a payment to a creditor and the debtor files bankruptcy within 90 days thereafter, the
creditor can often be forced by the Bankruptcy Cour t to pay all the sums paid by the debtor back
into the bankruptcy estate for distribution to gene ral creditors. When the creditor is an “insider” with
the debtor the time period increases from 90 dayst o one year. This Rule is found in U.S. Bankruptcy
Code section 547. The impact of this rule is often devastating to those who have received payment
and disbursed it to their own creditors and no long er have the funds to pay to the bankruptcy court.

The Bottom Line

The bottom line is this: the best thing you can probably do when your AMC goes out of business or
files for bankruptcy is just about nothing. Go see a hypnotist to help you blot it out of your mind so you don't
spend all day dwelling on it. Anger management might be an appropriate consideration as well. Do fill out
any paperwork that you are requested to if you want to get paid. Do read any paperwork sent to you, most
of which is not worth reading. Unfortunately you have to read through it to ascertain that, and you don’t want
to miss the one important notice that you have to act upon. Try not to get emotionally involved, as difficult
as that might be, given your own present financial situation or sense of moral injustice. Certainly, do any
research you can, without becoming obsessed and assuming you can afford it. At the very least, consult
with an attorney. In terms of any pending work or follow-up requests, do what you can to protect yourself;
and try to get some compensation out of it. And don't believe anything anyone tells you. Last but not least,
be aware of where you stand as far as USPAP is concerned.

In the meantime, don’t be surprised if you receive an inquiry from the same AMC to do work again. If
the company filed a Chapter 11 Bankruptcy, they can reorganize and keep right on going.

Epilogue

In the case of EFS (Express Financial Services), which is the AMC whose bankruptcy | was
involved with, the facts are thus:

Friday, Sept. 14, 2007 - EFS stopped doing business.
Wednesday, Nov. 21, 2007 - EFS filed for bankruptcy.

Wednesday, October 28, 2009 - First checks were distributed to creditors in the amount of 15.8%
of their allowable claims. It is anticipated that a second distribution will eventually take place, which
probably will be cut to 2-5% of the claim.

Your AMC Goes Bust ...Continued on Page 9
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I think in our case there were several circumstances that worked to our benefit in terms of
maximizing the returns to the creditors. One was our choice of attorneys representing the creditors. Also,
the Unsecured Creditors’ Committee helping us really stayed on top of administrative costs. And lastly, EFS
was not only an AMC but also a title company, somewhat insuring a distribution of funds higher than
expected in a typical bankruptcy proceeding.

Every case is different. It is my opinion that, going forward most bankruptcies involving AMCs will
be much more cut and dry and will involve much less of a return to creditors.

* * * * * * * *

William G. Smolen is a real estate appraiser who li  ves in Queens, NY, has been appraising for over
25 years, and has owned and operated Alacrity Appra  isal Associates Inc. in Albertson, NY since
1986. In November, 2007, Express Financial Service s, a national Appraisal Management Company
which had utilized Alacrity Appraisal as one of its appraisers, declared bankruptcy. Alacrity
Appraisal was named in the ensuing bankruptcy as a creditor. Mr. Smolen served as the Chairman
of the Unsecured Creditors’ Committee in the Bankru ptcy proceedings. The Committee represented
approximately 2,700 creditors, of which some 1.500 were appraisers or appraisal companies. Any
comments or questions can be addressed to bill@alac ritys.com
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In an active real estate market with ample sales, finding comparable sales is almost an automatic part
of most appraisal assignments. The appraiser of course relies on his experience and judgment in the market
area and uses historical data for the final valuation. The question is...what to do in today’'s volatile market
where, depending on the type of property and location, recent comparable sales in the subject neighborhood
may be hard to find or even non-existent?

The answer is text book simple but often difficult to implement: look at the market and go back to the
basics. For residential properties, Fannie Mae allows the appraiser to use sales in a similar nearby
neighborhood, with the proper explanation of course. So if there are recent sales in an adjacent neighborhood
that are similar to the subject and appropriate for comparison, it is acceptable to base the valuation on those
sales.

To further support the valuation, the appraiser can use older sales in the subject neighborhood, but
must be very diligent in the analysis of adjustments for changing market conditions. Sometimes these
adjustments will vary according to a specific time frame. For example, when using a comparable similar to the
subject in the same neighborhood but over a year old, it may be that in the past year similar properties
declined in value at one rate (say 12% per year), but prior to that the decline was only 3% or 6%...or 20%! The
appraiser must carefully analyze the changes in market conditions over time and apply the correct
adjustments. With today’s electronic comparable sales tools for analysis, this is a relatively simple matter that
does not take much time. Of course the appraiser must be attuned to changes in market conditions within the
subject neighborhood boundaries. It is also important to be on the lookout for repeat sales of the same
property to support the time adjustments used. Remember to document the analysis and to maintain any
supporting data in the appraisal file.

Another effective support of the valuation which many appraisers do not bother with is using
comparable listings. As all of us are aware, it is commonplace to receive negative feedback from clients who
use the appraisal for mortgage purposes, since many owners still think their properties are worth more than the
appraised value. Also, many homeowners do not realize the extent of loss in value over time. They assume
that if a neighbor's home sold six months ago for “X” dollars, surely theirs must be worth the same amount.
Comparable listings are a good way to disprove that, since listings usually indicate the upper limit of value for a
given property. With the proper tools (such as MLS data), average time on the market and average asking vs.
selling prices can be measured and applied as a percentage adjustment to the listing. This process adds
credibility to the valuation.
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Talk About Hard-to-Comp Houses...How
About These?

Send Us Your Photos of Hard-to-Comp
Houses.
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New Member and Advancement Application Dues Schedule

New Member

1. For New Member: Check One AFFILIATE CANDIDATE Candidate $100.00
Or Affiliate  $100.00
For Advancement: Check One SENIOR RESIDENTIAL SENIOR GENERAL Advancemen t
2. Personal Information/Business Listing Senior Residential $25.00
Referred by Senior General $25.00
Name Attach Check Payable to

Columbia Society

Home Address

City County State Zip

Email Home Phone

Business Affiliation

Business Address

City County State Zip
Business Phone Business Fax
Please check where you would like mail sent: Home Business
3. Organizations Other professional appraisal organization(s) that you belong to
ORGANIZATION MEMBER SINCE DESIGNATION, IF ANY

Have you ever been declined membership in a similar professional organization, or such membership

been suspended or revoked? Yes No If “Yes” give full details on a separate
sheet.
4. Current New York State Real Estate Appraiser Li  cense/Certification Check Applicable Box:
Licensed Residential Certified Residential Certified General Appraiser Assistant
License/Certification Number Expiration Date
5. Education Check Highest Level Completed
High School College - Undergraduate Degree College - Graduate Degree

Name and Location of School

Years Attended Degree(s) Obtained
6. References Include names of 3 business/professional references. This is for NEW MEMBER only. For
ADVANCEMENT, supply resume, copy of NYS certification, and five (5) work samples.

Name Address
Phone Fax Email Address
Name Address
Phone Fax Email Address
Name Address
Phone Fax Email Address

| attest that there are no licenses or permits issued to me or to a company in which | am or were a principal in this State or elsewhere that
have ever been revoked, suspended, or denied. | attest that | have never been convicted in this State or elsewhere of any criminal offense that is a
misdemeanor or felony, and that there are no criminal charges pending against me in this State or elsewhere. | attest that | have never been the
subject of any disciplinary action by another professional appraisal organization or an appraisal board in this State or elsewhere.

Yes No If no, attach written explanation on separate sheet.

| hereby certify that the statements contained herein are correct, and if approved for membership, | agree to abide by the Bylaws of the
Society, its Code of Ethics, and the Uniform Standards of Professional Appraisal Practice. | agree to supply such additional information as may be
required for the processing of this application. | understand that | have the right to cancel my membership at any time by notifying the Society in
writing. Membership fees, including application fees, are non-refundable. This membership entitles me to member discounts at all Columbia Society
continuing education seminars.

Signature Date
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