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Disability - your greatest risk 
 
Whenever I hear about someone who is sick (or died), like many other people I 
always think first about Covid-19. As we know now, you can have few symptoms 
for a short period of time, be sick for a few weeks, or be hospitalized. Age is a 
significant factor also.  
 Appraisers are essential workers, who go inside homes, apartments and 
other types of properties, you may get infected. Every time you leave your house 
(or someone else comes inside) it is risky.  
 When you go on an appraisal, you never know what will happen. Sometimes 
the occupant refuses to leave, use a face mask, or keep physical distance. Or, 
comes up close to talk without a mask and won't move back.  
 Many appraisers worry about the risk of getting sued on an appraisal, but 
one of your greatest risks is becoming disabled and unable to work. To appraise at 
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your full capacity, you have to be able to walk, hear, and see. 
 If disabled, you may be able to continue working, but at reduced capacity. 
Or, you may not be able to do field work but you can do desktop appraisals and 
reviews. But, you will probably not be able to work at all for a period of time. 
 Since appraisers spend a lot of time driving, getting in an auto accident is a 
much higher risk than for people working in an office. Other risks include getting 
injured during an inspection, plus the risks we all have of a serious medical 
problem. 
 Jack Jones had a successful appraisal business, netting him over 
$100,000per year. Combined with his wife's income of $60,000 per year as a 
dental hygienist, they had a very comfortable life, with two kids in college and one 
in high school. 
 One day, Jack was driving down the freeway and was rear-ended by a large 
truck. He had emergency surgery for massive injuries. His family was informed that 
he will survive, but it will be many months before he can return to work, even on a 
part-time basis. 
 After the initial jubilation that he will live, his wife starts thinking about how 
they will make it financially. His medical insurance will cover the medical and 
rehabilitation costs. All of Jack's net income was generated by his own appraising 
and reviewing. The fee splits from his appraisers won't even cover his overhead. 
 Jack and his wife had enough in savings to cover 4 months of lost income, 
but they don't have any disability insurance. 
 Jack has associate appraisers in his office to do appraisals, but he still 
produced about 30% of the income himself. Plus, he reviewed all their work and 
was the primary contact for clients. 
 For appraisers that work solo, the risk is significantly higher, as there is no 
one else to do appraisals to provide income. 
 We all have insurance for autos and fire. Most of us have life insurance. 
Almost all of us have E&O insurance. But, your greatest risks are being sued over 
an appraisal or having your house burn up. 
 The Social Security Administration estimates that one in four 20-year-olds 
will become disabled and unable to work before they reach the age of 67. Also, on 
average every year, 5.6 percent of working Americans will experience a short-term 
disability (six months or less) due to illness, injury, or pregnancy. 
 
Do It Now 
 Don't wait. Do it now. I had back surgery in 1988, two years after starting my 
business. I was very fortunate - it was successful and I had a full recovery with only 
6 weeks off work. I had an office manager and two associate appraisers which 
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really helped. Did I have disability insurance before the surgery? No. Did I get it 
later? Yes, but it excluded any back problems. 
 An appraiser I have known for many years was diagnosed with advanced 
breast cancer at the age of 62. Her prognosis was not good and she did not expect 
to survive very long. She had a 5 year disability policy for a relatively low premium 
with "own occupation" coverage for appraising and received $2,000 per month 
until she was 65. It was partial income replacement but really helped. She survived 
and is healthy now. She regularly encourages the appraisers to get disability 
insurance. 
 
Life vs. disability insurance 
 Should you have life, disability, or both? 
 The reason for life insurance is to protect your family financially if you die. As 
you get older and your children leave home, this is less important. I had a disabled 
spouse and had life insurance for many years to payoff our mortgage, plus provide 
some additional income. When he passed away, I dropped the insurance. 
 Disability is a much greater risk than death, but the coverage is for much 
lower amounts - monthly payments up to 60% of your income. Self-employed 
persons can't get workers comp coverage (unless they are incorporated). Most 
people are not disabled for the rest of their lives. This insurance can help you if 
unable to work for a short or extended period. 
 Disability insurance keeps you going while you are recovering. I no longer 
have disability insurance as I receive $3,500 in Social Security per month. (I waited 
until age 70 to start collecting.) 
 
Risk of becoming disabled for appraisers 
 There are lots of varying statistics on becoming disabled some time during 
your working life, varying from 80% to 20%. Much of the data and analyses come 
from the disability insurance industry. 
 But, these numbers are averages. Appraisers work in the field, which is 
much riskier than an office job. 
 I sprained my ankle and had other "enounters" with stuff  hidden in grass, 
broken concrete, ladders, etc. 
 Go to https://disabilitycanhappen.org/pdq-2/ to download the PDF and 
determine your Personal Disability Quotient(PDQ) 
 The example I used: Female, Age 55, Height 5 ft. 3 inches, weight 135. 
There were four choices for type of job - Mostly Office, Little Office, Little Physical, 
Mostly Physical. I selected Little Office. No tobacco, average healthy lifestyle, no 
treatments for high blood pressure etc. 
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 Here are the results: 
- Your chances of being injured or becoming ill and unable to work before you retire 
for 3 months or longer - 13% 
- If you do become disabled for 3 months, your chances of the disability lasting 5 
years or longer - 46% 
- The average length of a long-term disability for someone like you is 85 months. 
 To calculate the financial risk or Earnable Income Quotient (EIQ) go to 
http://www.insurance-specialties.com/index.php/disability-info/earnable-income-q
uotient. I used an income of $75,000 per year, annual increase of 3%, and 
retirement at age 70. The answer was $$1,394,919. 
 I strongly recommend doing this analysis for yourself. It only takes a few 
minutes and is very easy to do. 
 
Social Security disability 
 You can get Social Security Disability (SSDI), if you have enough quarters 
in. But, it typically takes over a year to get started, and the benefits are relatively 
low compared with current earnings. The maximum monthly benefit is $2,788. 
 During the Great Recession, many people got SSDI, but now it is much 
more difficult. Typically an attorney is needed.  
 Also, you must be unable to perform any gainful activity and the disability 
must be expected to last at least 12 months or result in death. 
 Part of your SSDI benefits may be taxable.  
 
Where to get disability insurance 
 Disability insurance policies are available from many insurance brokers and 
companies. Check with your personal insurance broker. The Appraisal Institute 
offers a group disability and professional overhead coverage to its members 
through Appraisal Institute Insurance Trust. Check to see if any of your groups or 
E&O companies offer it. 
 Please note that some people say that it can be difficult to collect from your 
disability insurance company and it make take awhile. Be sure to Google 
companies you are interested in to see if there are any problems getting paid. 
 One useful website is www.diattorney.com. It is a site set up and maintained 
by attorneys who represent claimants in disability claim disputes. It contains 
information, articles and comments/complaints on all of the major disability 
insurance underwriters in the country. Use the pull down menu on the upper left of 
the home page. 
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Advice from a knowledgeable insurance broker about purchasing disability 
insurance 
 "As a general rule I would suggest that appraisers research disability 
insurance thoroughly before purchasing it just as they would any important 
insurance product. In addition to reading the policy carefully and asking questions 
regarding any provisions that are unclear, I recommend finding out as much as 
possible about a company's practices with respect to actual claims." 
 "As with any insurance product it is also important to verify that the company 
is large enough and financially strong enough to meet its claim obligations as 
disability claims can last for many years and benefits may well represent an 
important source of an appraiser's income in the event that he or she is unable to 
work due to an illness or accident. That is certainly one reason that the Appraisal 
Institute chose New York Life as its insurance carrier."  
 "It has always concerned me that most self-employed appraisers do not 
carry disability insurance. Many seem to believe that Social Security disability 
benefits will be sufficient, not realizing that these benefits are limited, hard to 
qualify for and do not begin for six months even if they are approved." 
 "I would suggest using a local broker as long as the appraiser is comfortable 
with the person and he or she is knowledgeable regarding disability. I think it is 
especially helpful with this product as it is rather complicated and difficult even for 
insurance people who are not disability experts to understand." 
 
Private disability insurance 
 Disability insurance can only be purchased for partial, not full, replacement 
of income, typically 60%. The insurance company wants to be sure you are 
financially motivated to return to work. 
 However, disability income from a private policy is generally not taxable, so 
it's probably closer to your after-tax income. 
 What to look for in a policy: 
1. Coverage for "own occupation". 
2. Both non-cancellable and guaranteed renewable. 
3. Optional inclusion of partial disability. 
4. Optional cost of living adjustments. 
 Primary cost factors: 
1. The dollar amount of income to be received. (The higher the income, the higher 
the premiums.) 
2. Length of waiting time before benefits start. (The shorter the wait, the higher the 
premiums.) 
3. Duration of the benefits. (The longer the duration, the higher the premium.) 
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 For an appraiser, you should get coverage for "own occupation", or 
coverage if you are unable to appraise. Many companies try to deny insurance by 
saying you must be able to do "any gainful occupation", such as Social Security 
does. 
 Your policy should be both non-cancellable and guaranteed renewable. 
 You may want to include coverage for partial disability: unable to perform 
one or more parts of a job. 
 A cost-of-living adjustment ensures that your benefit goes up over time. This 
is particularly important for any very long-term disability. 
 
Disability coverage for you, your spouse, or both? 
 How much income do you want to replace if disabled? If you or your spouse 
provide most of your family income, you will probably want to insure only the 
higher-earning person. 
 If you want as much protection as possible, insure yourself and your spouse. 
 
Long term individual coverage costs 
 You can expect to pay between 1% - 3% of your annual gross income for a 
quality policy. 
 Most long term benefits continue until age 65 or your retirement age under 
Social Security. 
 Example: If you are earning $50,000 per year you can expect to pay 
between $500 - $1500 per year depending on your occupation, age and the level 
of benefits and optional riders that you include on your policy. 
 Quotes vary widely, so shop around. All the options can make it confusing. 
 Here's a sample quote for "own occupation": The cost varies with age, 
gender and occupation. A healthy, 35-year-old man who earns $75,000 per year in 
a white-collar profession would pay about $100 a month to The Guardian for a 
policy with a $4,000 monthly income benefit that continues to age 65 if he's 
permanently injured. If he buys it at 40, the same insurance costs about $120 a 
month. 
 Sample quotes for: payment to age 65, $3,000 per month income, 90 day 
waiting period, total and partial disability. As you get older, your risk increases. 
Below are sample comparative rates. 
 
Partial disability: 
Age 35: $1,200 per year ($40 per $100 of coverage) 
Age 45: $1,800 per year ($60 per $100 of coverage) 
Age 55: $2,550 per year ($85 per $100 of coverage) 
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Only full disability 
Age 35: $1,020 per year ($34 per $100 of coverage) 
Age 45: $1,560 per year ($52 per $100 of coverage) 
Age 55: $2,220 per year ($74 per $100 of coverage) 
- Cost of Living adjustment increases payments by about 20% 
- Increasing the waiting period from 90 to 180 days would decrease the payment 
by about 10%. Reducing the waiting period further, from 60 to 30 days would 
increase the payment an additional 20%. 
- A lifetime benefit would increase the payment by about 20%. However, there are 
many variables, such as when the disability started and whether it was due to 
accident or illness. 
 
Short term disability coverage - another option 
 Most disability lasts less than one year. Short term insurance is much less 
costly than long term. 
 
New businesses and part-timers 
 It is very difficult for new business owners to obtain disability insurance as 
they have no income stream. 
 Part timers who work less than 26 to 30 hours per week typically can't get 
coverage as insurers figure there's no incentive to return to work. 
 
Professional overhead insurance 
 Another cost-effective option is professional overhead insurance, which is 
short term, typically one to two years, and covers actual business overhead 
expenses such as office rent, support staff salaries, and insurance. You must 
continue to be in business after becoming disabled. 
 For a 45-year-old, with a 30-day waiting time, and a 12-month period, a 
typical premium is $27 per year per $100 of coverage. For example, a $3,000 per 
month coverage would cost $810 per year. A 24-month benefit would cost $34 per 
$100, or $1,020 per year. 
 
Group insurance 
 Check with organizations you are a member of to see if they offer a group 
disability insurance plan, which may be cheaper than a personal plan. The 
Appraisal Institute has disability and professional overhead group insurance. 
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Key person disability 
 What if your partner or a key employee became disabled? This insurance 
reimburses the business for the loss of a key employee and allows funding of 
temporary replacement or training of a successor. 
 
Some stats 
- One in five Americans aged 35 and older will experience a long-term disability - 
one that lasts three months or longer - before their 65th birthday 
- you are three times more likely to become disabled before age 65 than you are to 
die. 
 - 23,000 people are killed in accidents at home each year....350,000 will be 
disabled. 
- 13,000 people are killed in work-related accidents each year....2,200,000 will be 
disabled. 
- 21,000 people are killed in public accidents each year....2,700,000 will be 
disabled. 
- 51,000 people are killed in vehicular accidents each year....2,000,000 will be 
disabled. 
 
The most common reasons for short-term disability claims are: 
- Pregnancies (25%) 
- Musculoskeletal disorders affecting the back and spine, knees, hips, shoulders, 
and other parts of the body (20%) 
- Digestive disorders, such as hernias and gastritis (7.8%) 
- Mental health issues including depression and anxiety (7.7%) 
- Injuries such as fractures, sprains, and strains of muscles and ligaments (7.5%) 
 
The most common reasons for long-term disability claims are: 
- Musculoskeletal disorders (29%) 
- Cancer (15%) 
- Pregnancy (9.4%) 
- Mental health issues including depression and anxiety (9.1%) 
- Injuries such as fractures, sprains, and strains of muscles and ligaments (9%) 
 
Where to get more information 
 Most of the companies offering disability insurance are large life insurance 
companies such as Northwestern, Equitable, and Prudential. Using a broker 
experienced in disability policies is a good option. Be sure to google the insurance 
company to see if there are any problems getting paid. 
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 Check with your appraisal association or other business group to see if they 
have a group plan for personal disability or professional overhead insurance. 
 
============================================================ 
 

Disability Insurance - More Important Than Ever During A Pandemic! 
 
By Paul Porter, Program Development Manager at Liability Insurance 
Administrators 
 
Most real estate appraisers are self-employed professionals and the majority are 
single-person shops. This means that their income is entirely dependent on their 
ability to work. As a result, if an appraiser becomes disabled due to an accident or 
illness, his or her income ceases. To deal with this possibility, many appraisers 
purchase disability insurance.  
 
Why do you need disability insurance? 
 Disability insurance is designed to replace a percentage of income (i.e. 
40-70%) that is lost due to an accident or illness. This type of insurance is even 
more important now with the COVID-19 (coronavirus) pandemic that is now 
ravaging the United States.  
 Approximately 90% of all disability claims result from an illness rather than 
an accident. Needless to say, contracting the coronavirus would prevent an 
appraiser from working even if his or her symptoms were mild due to the necessity 
of quarantining oneself for a period of time.  
 If the effects were more severe, the result could be an extended period of 
disability and a much greater loss of income. This is precisely the type of situation 
disability insurance is meant to protect against. 
 
Short term vs. long term policies 
 Disability insurance is generally characterized as either short or long-term. 
Short-term policies often cover a portion of the insured's pre-disability income for 
up to 26 weeks or, in some cases, even one year. They have very short or no 
waiting periods, that is, the period of disability before benefits begin. Since most 
people recover from COVID-19 quite quickly, a short-term disability policy might be 
a good answer for appraisers looking for some financial protection during this 
pandemic. 
 Long-term disability policies generally provide benefits for at least five years, 
and in some cases all the way to retirement age (e.g. age 65). Waiting periods may 
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be 30, 60, 90 days or even longer if the policy is designed to be paired with a 
short-term disability plan. Such policies might well be a good solution for 
appraisers worried about an extended bout with COVID-19 due to their age or an 
underlying health condition. It should be noted, however, that older individuals and 
(or) those with pre-existing conditions will pay more for coverage, or might even be 
declined entirely. 
 
Where to buy disability insurance 
 Disability insurance obtained through a professional association can be 
quite comprehensive and is generally more affordable than individual insurance. 
For example, the Appraisal Institute has for many years offered short and 
long-term disability insurance underwritten by New York Life.  
 Many companies offer individual disability policies, so it pays to shop around 
for the best coverage and premiums. Examples of companies that underwrite 
individual disability insurance include Guardian, Unum, MassMutual, Standard 
Life, Assurity, and Mutual of Omaha.  
 An experienced insurance agent may well be a valuable resource as well in 
your effort to find the disability insurance that best meets your individual needs. 
 
About the author  
 Paul Porter received his BA degree from Reed College and MBA from 
Harvard University. For over thirty years, he has worked exclusively in the 
insurance industry as a home office executive, broker and  
consultant. 
 
======================================================= 
 

But Fannie Mae says I don't have to do the Cost Approach!! 
 
By Tim Andersen, MAI 
 
Question: A reviewer is threatening to send one of my reports into the state 
appraisal board! She says that because I omitted the Cost approach from my 
analyses and the report, the report does not comply with USPAP.  
 I responded I have the right to leave out any approach I want to, so long as 
the appraisal is credible. She says that her supervisor said that leaving out the cost 
approach, as an error of omission, compromises the integrity of the appraisal, and 
thus is a violation of USPAP.  
 What is going on here?! For $350, I will not do a Cost approach with all of its 
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details: the fee is too small. Help! What should I do? 
 
Answer: Whew! There are many issues here to consider and some of them are 
conflicting. So, let's address them one-by-one. 
 First is the omission of the Cost Approach. A lot of AMCs, lenders, and so 
forth do not like USPAP's Scope of Work Rule since it puts on the appraiser's 
shoulders what to do to develop credible assignment results. While the lender, etc. 
clearly want to control the appraisal process to their benefit (see the entirety of the 
Fannie Mae Selling Guide to see this is true), from an appraiser's standpoint, the 
Scope of Work Rule frustrates them in this desire (thus, the conflict this blog 
mentions  
 
Scope of Work Rule 
 In the Scope of Work Rule is the clear language that the appraiser (not the 
client!) "…must…determine and perform a scope of work necessary to develop 
credible assignment results…" Because of the inclusion of the word necessary, it 
is equally clear the scope of work, for good or ill, is entirely in the hands of the 
appraiser.  It is likely the client will suggest the appraiser do/not do something as 
part of the appraisal development process. But, in the end, the appraiser signs the 
Certification, not the client, so the appraiser chooses what does and/or does not go 
into an appraisal. 
 Then, from the same Rule, we understand the appraiser has "…broad 
flexibility and significant responsibility in determining the appropriate scope of work 
for an appraisal…assignment" (ibid). That you chose to omit the protocols of the 
Cost approach from your appraisal and report was entirely your call. However, the 
language of these lines also makes it clear that you are also entirely responsible 
for any ramifications (positive or negative) of that election.  
 So, now we consider the question of whether omitting the Cost approach 
has compromised the credibility of your appraisal and/or if that omission misled the 
client in any way. 
 To do so, go first to USPAP's definition of credible, which is "worthy of 
belief". Then read the Comment to the definition. "Credible assignment results 
require support by relevant evidence and logic, to the degree necessary for the 
intended use". 
 
Record keeping Rule 
  Then page over to the Record Keeping Rule (ibid.) in which USPAP makes it 
clear the workfile must contain "…all other data, information, and documentation 
necessary to support the appraiser's opinions…" (ibid; emphasis added). This 
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raises the question, "how can a workfile contain the data, information, and 
documentation (and, thus, the analyses) of an omitted approach". The only answer 
is, "It can't". And therein lies the problem with the reviewer. 
 That the reviewer is asking this question means the reviewer concludes the 
Cost approach should have been part of your appraisal. For the moment, assume 
the reviewer's comment is wrong. That error on the reviewer's part raises its own 
question to you, the appraiser: "When I omitted the protocols of the Cost approach 
from my appraisal, did I properly explain why I took that step; and did I properly 
explain how/why that omission would not affect the credibility of my appraisal 
report, nor mislead the client in any way?"  
 This lack of proper explanations may be the crux of the reviewer's argument: 
by omitting the protocols of the Cost approach, and the evidence to be gleaned 
from it, as well as the mathematical logic of its use, did you negatively impact the 
credibility of your value conclusion? If that omission did not affect the credibility of 
the appraisal, nor mislead the client in any way, then all that is missing from the 
report is a proper explanation of why you chose to omit it (a problem easily fixable).  
 On the other hand, if that omission resulted in a non-credible appraisal, or if 
it served to mislead the client in any way, then there is likely a USPAP violation. 
This could be of SR 1-1(a) [competency]; SR1-1(b) [an error of omission]; 
1-4(b)(i-iii) [cost approach]; SR2-1(a) and (b) [misleading the client; writing a report 
the client could not understand]; and/or SR2-3 [the Certification]. Perhaps these 
are the problems the reviewer has with your report. 
 Look carefully at SR2-3, the 8th bullet point. You certify to this every time 
you send out a report. It reads that, to the best of your knowledge and belief, your 
"…analyses, opinions, and conclusions were developed, and this report has been 
prepared in conformity with [USPAP]".   
 Omitting the Cost approach, if it was necessary for the development of a 
credible value opinion, means that you did not develop your value conclusion in 
conformity with USPAP, despite the fact you swore to it. Certifying to such an 
omission is misleading prima fasciae.  
 Yet, if you can clearly and persuasively support your conclusion to omit the 
Cost approach, the reviewer can still whine and moan about it, but those actions 
would be ineffective. Nevertheless, there are some pitfalls with this line of 
reasoning, you'll have to overcome: 
 SR1-4(b) [which refers to the cost approach] requires the appraiser to 
"…develop an opinion of site value by an appropriate appraisal method or 
technique…" when the "…cost approach is necessary for credible assignment 
results…" (ibid; ll. 521 to 524). 
 What this means is if you analyze a property via the protocols of the cost 
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approach, you must also develop an opinion of site value via an appropriate 
method or technique (not by backing into it). After all, how can you make 
adjustments to a comparable's site value without already knowing the current 
market values of both the subject and the comps as if vacant? Nevertheless, 
inclusion or exclusion of the protocols of the Cost approach are the appraiser's 
call, not that of the reviewer.  

According to SR1-4(b)(iii) [ibid; ll. 521 to 528], as part of the Cost approach, 
the appraiser analyzes "…such comparable data as are available to estimate the 
difference between the cost new and the present worth of the improvements…" in 
order to calculate (accrued) depreciation. Per this SR, using solely the data of 
pre-printed depreciation tables is not an acceptable protocol. Indeed, it may be 
misleading unless the appraiser explains these tables are not able to allocate 
accrued depreciation to its components, thus tend to lump it into physical 
depreciation. 
 Omission of any standard appraisal protocol, without a proper (and 
potentially lengthy) explanation, is potentially misleading and implies lack of 
competency [not knowing when to omit/include something] and/or bias on the 
appraiser's part [omitting an approach could imply you're following your client's 
instructions]. 
 
How to explain omission of Cost Approach 
 How did you justify and explain the omission of the Cost approach from your 
report? An "explanation" such as "At the client's request, I omitted the Cost 
approach from this appraisal" is neither a justification, nor an explanation. Indeed, 
it could indicate bias toward the client, and/or advocacy for the client.  
 To state merely "Given the subject's age and the difficulty calculating 
accrued depreciation in older properties…", too, is neither an explanation nor a 
justification. It could also communicate a lack of competency on the part of the 
appraiser since knowing how to calculate depreciation [see SR1-1(a)] is a basic 
competency. Here is but one template to justify the omission of the Cost approach 
(if this one is not acceptable to you, please use another one): As the sales and 
listing data elsewhere in this report amply demonstrate, there have been 
numerous sales and listings of properties competitive with and comparable to 
(C&C) the subject over the last 12 months.  
 Further, given the majority of the C&C residences have a year of 
construction prior to 1980, the majority are over 30-years old. Given this, there is 
essentially no new construction in this neighborhood since all of the sites here 
were developed long ago. Therefore, the sales prices of these C&C properties 
already reflect whatever accrued depreciation there is in the market. Therefore, 
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there is no reason to calculate or quantify these. 
  
Highest and best use 
 A determination of the highest and best use of the site as if vacant is not 
necessary in this appraisal assignment since the market determined that long ago: 
development with a single-family residence in balance with the other SFRs in the 
neighborhood. 
 To raze or not raze the improvements is not a value issue affecting the 
subject.  
 While the residences here are typically over 30-years old, they are still too 
"young" to consider razing or re-purposing them. Therefore, the cost approach, 
which plays a major role in deciding whether to raze or not to raze the existing 
improvements, etc., has little, if any, practical applicability in the current 
assignment. 
 So, after determining these current market characteristics via analysis of the 
economic and supply & demand trends in the subject's market area, the appraiser 
concluded the protocols of the Cost approach were neither applicable nor 
necessary to the formation of a credible value opinion in this valuation assignment, 
thus omitted it from the appraisal."  
 
Your Fee 
 Now, on to your issue of fees: USPAP does not address that issue. Rather, it 
is up to the appraiser to negotiate a reasonable appraisal fee with the client. It is 
true the potential client will likely offer the appraiser a fee with which the client is 
thrilled (but insults the appraiser). However, if the fee is insufficient to allow the 
appraiser both to comply with USPAP's due diligence requirements, as well as 
receive proper compensation for time, effort, etc., then the appraiser must either 
negotiate a more reasonable fee, or the appraiser must decline the assignment. 
(Note: it is not the client's responsibility to keep appraisers in business. That is the 
appraiser's job). 
 It is our responsibility to make ourselves competent. When we are, we are 
thereby able to command fees commensurate with our training, education, and 
experience. Summary 
 
Summary 
 To sum, then, your reviewer's statement may or may not hold water. It is 
likely the protocols of the Cost approach are applicable to the solution to the 
appraisal problem in any single-family residential appraisal (e.g., a house, but not 
a townhouse, row house, or condo). However, those protocols may not be 
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necessary to the formation of a credible value opinion. Only the appraiser can 
answer that question, and then only on an assignment-by-assignment basis.  
 In line with this, the appraiser demonstrates competence when s/he knows 
what to do in any appraisal situation, then executes that knowledge in a manner to 
form a credible value opinion. Finally, the appraiser communicates it in a manner 
not to mislead the client. 
 It is this competency in so many areas of real estate appraisal that marks us 
as professionals (or not). It is our level of professionalism that allows us to 
command fees commensurate with that professionalism. 
 If I can ever be of service to you in answering questions on USPAP, or any 
area at www.appraisersadvocate.com 
 
About the author 
 It will be an honor to work with you. Thanks!  
 Be safe and well! If I can ever be of service to you in answering questions on 
USPAP, or any area of real estate appraisal, please contact me at 
tim@theappraisersadvocate.com.  
 
561/635-5265 
www.theappraisersadvocate.com  
 
Florida State-Certified General Real Estate Appraiser, RZ998 
Master of Science Degree (MSc) in Real Estate Appraisal 
MAI Member of the Appraisal Institute 
AQB Certified USPAP Instructor, #44754 
IDECC CDEI #67601 
NAA Board-Certified in Appraisal Review 
tim@theappraisersadvocate.com 
maitca@bellsouth.net 
tim@theuspapexpert.com 
 
Practice limited to:  
USPAP Instruction (QE and CE) 
USPAP Consultations for Appraiser Defense 
USPAP Expert Witness Testimony and Consultations 
Standard 3 & 4 Reviews for USPAP Compliance 
CE and QE Writing, Instruction, and Consultations 
CE Course Development and Presentations 
Appraisal development & reporting consultations 
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Appraising Solar: New Fannie Guidance  August 2020 
 
By Mark Buhler  
 
Appraisers nationwide are feeling a new pain point, in the form of silicon cells that 
make up the solar panels of a solar photovoltaic array. Solar panel installations are 
on the rise in the states most would consider the likely candidates: California, 
Arizona, Florida and Nevada.  
 But North Carolina, New Jersey, Massachusetts and New York?? Yep, solar 
installations are also rapidly increasing in all of those states. In fact, those states 
make up eight of the top ten of total solar megawatts installed. Also included in the 
top ten are Texas and Georgia. Market acceptance may be coming to your state 
soon. Ya never know!! 
 
What about states that have not adopted solar? 
 Appraisers in states that have yet to embrace the suns endless source of 
energy may want to prepare for that day.  
 You may be tasked with figuring out a way to calculate contributory value of 
a solar photovoltaic array, just as those of us in California and beyond have been 
grappling with for the past few years.  
 Fracking and oil friendly states may encounter a Birkenstock wearing, 
tie-dyed, tree hugging California transplant that plops some of those ugly black 
panels up on their roof, in an attempt to save Mother Earth and their pocketbook.  
 In the past, I have heard from appraisers in Idaho and the like that told me 
solar is about as common as hens teeth. In the current, those same appraisers are 
reaching out for guidance on how to handle this new appraisal issue.  
 
New Fannie solar appraisal guidance August 5, 2020 
 Guidance has been delivered recently, in fact very recently. On August 5th 
of this crazy, Covid-19 pandemic year, our friends at Fannie Mae issued guidance 
in Selling Guide Announcement (SEL-2020-04).  
 Fannie Mae recognizes that solar panels are increasingly becoming a part of 
some markets and that the financing of the panels plays a part in a borrower's 
debt-to-income ratios and loan-to-value ratios that impact qualifying for a loan.  
 For appraisers, Fannie Mae states that appraisers "may consider the cost 
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and income approach to evaluate the value impact of solar panels (and other 
energy efficiency improvements), provided the analysis relies primarily on the 
market approach". 
 
What about appraisal forms. Bracketing, cost, income? 
 Well, gee thanks Fannie. When sales with solar are not available to fit into 
the lenders "bracketing box", what is an appraiser to do? Consider the cost and 
income approach you say?  Most residential appraisers have not spent a 
significant amount of time wading in either of the Cost or Income approaches 
waters.  
 I can already hear the rally cry, "No Comps, No Value! It says it right there, 
Mark, the analysis must rely primarily on the market approach". Lenders say 
provide sales within one mile, sold within six months, GLA within 20%, and on and 
on and on. I submit this novel idea to my fellow appraisers.  
 
Sales comparison approach tips 
 Let's give them some market approach analysis. Scour your MLS for a sale, 
or two, or three with owned solar. Chances are they are not going to fit into the 
lenders bracketing box or requirement list. But play along with me here for a few 
more sentences.  
 Find a comp (hopefully more than one) in your marketing area, with owned 
solar. Next find sales that are similar to those owned solar comps-they might be 
over one mile, twice the GLA and sold 12 months ago, chances are that they will 
be.  
 Now do your matched pairs or grouped pairs analysis. Your old familiar 
buddy - the sales comparison approach. I am fairly certain that you can extract an 
adjustment from this data. Report your findings in the narrative section of your 
report.  
 If you determine the adjustment is a big fat zero, report and reconcile with 
authority in your narrative. You have just supported a zero adjustment with some 
actual support.  
 
Fannie wants Cost and Income approaches  
 But not so fast buckaroo, Fannie Mae also directs appraisers to consider the 
cost and income approaches.  
 I would like to highly suggest taking Fannies guidance on this one. The Cost 
and Income approaches will most likely yield some solar fruit.  
 The reason for my endorsement of the long lost, red-headed stepchildren of 
the three approaches to value, is that Big Brother (and your state licensing board) 
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is watching. Embrace, or at least consider, the Cost and Income approaches to 
value. Red-headed step children need to be loved too. 
 
Cost Approach 
 We all know that cost does not equal value, but a depreciated cost method 
may be in order for those pesky solar panels.  
 
Income Approach 
 Finally let's consider the income approach. As crazy as that sounds, it is 
actually possible. Let's change our idea of income from rents and revenues to 
energy savings in actual dollars.  
 Complete a discounted cash flow utilizing the energy savings figures. 
Another method is to calculate the net present value of the energy to be produced 
by those solar panels over their warrantied life span. Wait, what? Now you are 
talking crazy talk Mark!  
 Well folks, there is a tool out there called pvvalue.com that can do exactly 
that for you. I would suggest digging into that tool and learning how it works.  
 This can be added into your report as additional support for your solar 
adjustment.  
 
Why property owners want solar 
 Property owners are installing solar for a reason. They see the value, over 
time, in the reduced energy costs.  
 As solar costs decline and utility prices increase, the property owner's return 
on investment is shortened. Granted, this is not a short term ROI. But, the 
homeowner with plans to stay put for at least ten years should see a return in high 
cost energy states like California and Hawaii.  
 
Solar E&O claims from borrowers increasing 
 Property owners/borrowers are the source of most state board complaints. 
They are also told by some solar installers that if you buy this product, your home 
will increase in value.    

E & O carriers are reporting an increase in claims related to energy efficient 
improvements and solar.  
 In many of the cases, the E & O insurance provider is forced to settle, rather 
than fight the case.  
 This is because the appraiser has failed to "be aware of, understand and 
correctly employ those recognized methods and techniques that are necessary to 
develop a credible appraisal" I hope that last sentence rings a bell, it is USPAP 
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Standards Rule 1-1(a).  
 Don't get me started on USPAP, I might break out a big ol can of 
Competency Rule on you. If you are not competent in appraising solar panels or 
energy efficient items, please get competent or decline the assignment.  
 One of the big takeaways from the most recent Fannie Mae guidance is 
when to consider determining contributory value of solar panels. It is spelled out 
here in the graphic on the next page.   
  The box on the following page is a topic for another article and there are 
some nuances to the "ownership" of the panels that cause angst among both 
lenders and appraisers. 
 I think that my favorite sentence of this entire publication is this: "Lenders 
are responsible for ensuring the appraiser has accurate information about the 
ownership structure of the solar panels and that the appraisal appropriately 
addresses any impact to the property's value".  
 Wouldn't that be nice. I guess we can always have hope. Hope that lenders 
will provide appraisers accurate information and hope that one day we will be able 
to do our jobs without face coverings and worry about catching a life-threatening 
virus during a typical work day.  
 Stay safe my fellow appraisers and prepare for a life with solar on the rooftop 
and no more do it yourself haircuts.  
 
About the author 
 Mark Buhler is a California State Certified Residential Real Estate Appraiser 
in sunny Orange County, CA with over 25 years of appraisal experience. Mark is a 
native Californian that enjoys the outdoors, sailing and family time.  
 With clients consisting of Realtors®, attorneys and property owners, Mark's 
business is currently focused on non-lending appraisals. He keeps up with the 
lending side of the business by dabbling in a bit of VA appraisal work and desk 
reviews.  Like a chameleon, he has managed to maintain a viable business 
through many business cycles over the past few decades.  
 Mark has found a niche in the valuation of energy efficient, 'green' homes 
and solar and has taken an active role in education and the valuation of resource 
efficient homes.   Solar has been a particular pain point for many appraisers, and 
Mark has presented solar trainings to over 1,000 appraisers in the west over past 
few years. Keeping up with current trends and Fannie Mae guidance is a moving 
target and Mark is current with the latest developments.   
 In the Covid-19 environment, his live courses have transitioned to live 
interactive Zoom courses. Some states have made allowances for CE providers to 
present via Zoom and Mark has already presented his solar course three times 
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since March.  Stay tuned to appraisesolar.com for the next offering.  
 Mark has mentored and taught numerous trainee appraisers in his own 
business over the years.  He also enjoys teaching real estate professionals about 
appraisal issues, and how they can affect a Realtors® business.  
 Combining years of practical field experience with his knowledge of current 
trends, Mark is an engaging and entertaining speaker that is always willing to 
share his knowledge. Look for one of his classes coming soon. 
 Best way to contact Mark is by email at mark@cmpappraisal. He is based in 
Orange County, California.  
 

 
 
CHART BELOW: Big recent dip  is due to coronavirus first months.  
 

As you can see below, mortgage applications have been going way up 
and down!! The graph below is for all applications. Purchases have 
been going way up and refis have been going up and down.  There was 
a big drop for the first few months of coronavirus.  
 
The forecast for 2020 is a refi boom with rates dropping close to 3%. 
 
MBA Loan Volume Application Index – 1/16 to 9/20 
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