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Retirement: To Stay or Not to Stay. That is the que stion!!

This article is an update from an August 2018 article as more appraisers 
are retiring due to stress (Covid worries, AMC hassles, etc.) and increasing 
age.  

I use the term "retirement" as many of us continue to work after the 
traditional retirement age of 65 or do volunteer work. Few appraisers have 
a good paying monthly pension. 

My recent one year "retirement" from appraising due  to Covid risk
    In early 2020 I only did one house appraisal. In mid-March, I decided not 
to do any more appraisals due to Covid issues when going inside homes, 
apartments, and commercial properties. My risk was high due to my age 
(77).
    Fannie and Freddie quickly setup appraisal alternatives to keep 
appraisers safe. Unfortunately, they were not widely adopted in most of the 
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country. See the February issue of Appraisal Today for state data. Some 
appraisers switched to desk reviews or bifurcated appraisals, but most 
continued to do interior inspections.
    Most appraisers had to endure full appraisals as otherwise their income 
would be significantly reduced.  
    I was fortunate. My annual Social Security income was about $40,000 as 
I waited until age 70 to start collecting it. My appraiser newsletter income 
provided additional income. Like many of us, my bank account kept going 
up as I did not spend much money (no travel, restaurants, shopping in 
stores, gym, etc.)
    I did not know if I wanted to continue appraising. The costs were high: 
MLS, license, CE, E&O, etc. I was getting calls every week for estate 
appraisals, but I told them I was "too busy".
    Before Covid, I worked in my office doing appraisals. Before I was fully 
vaccinated, I only needed to go into the office once a week or so to use 
software not available at home. I worked at home writing about Covid 2-3 
days a week for my blog and doing my weekly and monthly appraisal 
newsletters.
    In late February, I quit doing my Covid blog as appraisers did not need it 
anymore. I had 2-3 days a week available. What would I do with the extra 
time?

On March 5, 2021, I was fully vaccinated. On that day, my life 
changed.
    I became an appraiser to work in the field in 1975. I had previously 
worked in labs. I am easily bored. Every appraisal was a puzzle to solve.

I realized that I missed appraising. I accepted the first appraisal in a 
year on March 5, an easy estate appraisal in a subdivision built in 1985 in 
my city. 

Americans are worried about retirement income
    According to the Employee Benefit Research Institute's (EBRI) 2020 
Retirement Confidence Survey, 31% of American workers are not confident 
that they will have enough money to retire comfortably. And 61% say that 
preparing for retirement makes them feel stressed. 

Appraisers and "retirement"
    In this article, I focus on appraisers approaching retirement and discuss 
what it means for fee appraisers. Appraisers work on accumulate 
retirement savings.
    But it is helpful for younger appraisers so they can see their future and 
plan. There is lots of financial and personal advice for planning retirement 
available to read for younger appraisers.
    According to a survey by McKissock, "42 percent of appraisers in the 
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U.S. are planning to retire in the next 10 years."
    I, as well as other vendors who sell to appraisers, have noticed that the 
number of appraisers retiring and canceling their services has been 
increasing. I don't have any statistical data, but it makes sense that, 
particularly for residential appraisers, there have been very few new 
appraisers in the past 10 years, so the average appraiser age keeps 
creeping up. Baby boomers (born between 1946 and 1964) are a large 
number of the people retiring.
    Most of my retired friends with a pension are teachers or government 
employees. I know appraisers who got government appraisal jobs in their 
40s and 50s to get pensions, especially at assessor offices. Other 
appraisers invested in rental homes and apartments and retired early.

Part time appraisal work - an option for you?
        Lots of people "retire" but continue to work part time or volunteer part-
time.

As long as I have been appraising, many fee appraisers cut back on 
work, usually after they retired from a lender or government staff job. A few 
appraisal jobs a month gave them additional income.
    I started cutting back when I started Social Security at age 70. My 
marginal tax rate was very high as Social Security pushed my taxable 
income up by 85% of $40,000 per year.
    Three years earlier, I downsized my residence to my much smaller 
duplex unit where the tenants rent paid mortgage, taxes, and insurance.
    Many appraisers, such as myself, have cut way back on the number of 
appraisals we do. I limited my area to my small city, which worked well, 
plus no traffic hassles.
    For fee appraisers with no pension or large 401k, continuing to do some 
appraisals is an excellent option for additional money.

Fixed costs of appraising
    MLS, forms software, E&O insurance, auto expenses, state license, CE, 
association dues, etc., can add up.
    I asked my E&O company (Liability Insurance Administrators) if my cost 
could be lowered as I am billing out much less. They said to check with 
their underwriter, which I will do for my next renewal. I get a reduced rate 
for a much lower volume of work.
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Appraiser age has been increasing
         2019 2017
Over 66  20%  13%
51-65    51%  49%
36-50    22%  28%
26-35      6%   9%
Under 25  1%   1%
Source: U.S. Valuation Profession Fact Sheet - Q1 2019. Appraisal 
Institute

Several surveys done a few years ago had 55 as the average 
appraisal age. This number has been increasing, as indicated by the more 
recent data above.

When workers retired in the past
    Most people retired when they started collecting social security and a 
pension, often at age 65. Social Security was set up in the 30s when most 
people died around age 65, such as my grandparents.

By the 1960s, half of all employees in the private sector were 
covered by a fixed benefit pension plan.
    Pensions and Social Security have defined benefit plans: you get a set 
amount every month with some cost of living adjustments.
    Fixed benefit pensions peaked in the late 70s. Today, few get a pension, 
except public employees, some union members, and some corporate 
employees. 
    Many people with pensions retire when they are vested (on a certain 
date) and receive a monthly pension. Why? Because that is what most of 
their co-workers do.
    In the 1970s and '80s there was an introduction of personal retirement 
savings plans such as IRAs and 401k that are not defined benefit (monthly 
payment).
    Today, about 22% of non-public employees get a pension. In the public 
sector, over 70% receive one.
    Some self-employed appraisers get pensions generated from previous 
employment.

What is "retirement"?
    Merriam Webster dictionary - "withdrawal from one's position or 
occupation or active working life".
    In prior generations, when someone told you they were retired or plan to 
retire, it meant they weren't working at all. But that has changed.
    There has been discussion of a new term, but nothing has been 
determined yet.
    For some, retirement means not working at all. For others, it means 
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finding work that's more meaningful to you or working fewer hours.

Why do appraisers keep working after "retirement"?
    For decades, the United States' retirement system was been 
characterized as a "three-legged" stool that includes Social Security, 
employer pensions, and personal savings. 

Today's workers are expecting greater diversity in their sources of 
retirement income, including, notably, the 39 percent who cite "working."
    Among workers who plan to work in retirement and past age 65, their 
reasons for doing so are more often financial (83 percent) than healthy-
aging related (75 percent).
    Sixty-six percent of Baby Boomer workers either expect to or are already 
working past 65 or do not plan to retire.  Many of Generation X (56 percent) 
also plan to do so. In contrast, the majority of Millennials (59 percent) plan 
to retire at 65 or sooner.
    The top financial reasons include "wanting the income" (57 percent) and 
"concerned that Social Security will be less than expected" (41 percent). 
The top healthy-aging reasons for working in retirement are "being active" 
(54 percent) and "keeping my brain alert" (43 percent).
Source: Transamerica Survey (see below).

You don't like your job - a common reason for retir ing for both 
appraisers and non-appraisers
    Many appraisers are dissatisfied with working for AMCs for low fees and 
excessive revisions, UAD, CU, etc. I don't see this changing in the near 
future, if ever. Many commercial appraisers who work for lenders have low 
fees.

Retirement "triggers"
    For many who retire, there is something that happens causing you to 
decide, such as.
-   Hate your job and don't think it will change. 
-   Spouse retires
-   Health problems
-   Influence of family and friends who have successfully retired
-   Children graduate from college
-   It's the right time: finances are in good shape and emotionally ready for 
the changes that retirement will bring
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When are you "too old" to work?
    When asked the age at which they consider a person to be 'too old' to 
work… Baby Boomers are most likely to say it depends on the person 
(69%), followed by Generation X (54%) and Millennials (44%).
    Among those who provided a specific age, "Millennials consider a 
person to be "too old" to work at age 70 (median), while Baby Boomers and 
Generation X both say age 75 (median)" according to an analysis of data 
from the 2017 Transamerica Retirement Survey. (p. 15)

Doing appraisals after you give up your state licen se
    This is usually the "trigger" for retiring from appraising.

I don't recommend giving up your license unless you are sure you 
will never want to appraise again, as it is an easy way to increase your 
retirement income.
    In most states, you renew every two years and must decide then. 
Fortunately, in California we are on a 4 year renewal cycle, so there is a 
longer period before deciding.
    You can appraise without a license in many states, including California, 
but it is very difficult to get work. No lender work, and many other clients, 
want to know if you are licensed. When licensing first started, I knew 
appraisers who did not get licensed because they never worked for 
lenders. They had to get one because their clients wanted it, particularly 
attorneys.

Increase contributions to your SEP IRA, Solo 401k, or other retirement 
plan to build up your savings
    A SEP-IRA allows up to $57,000 in income or 25% of income, whichever 
is less (generally - check with your tax advisor). The limits for a Solo 401k 
is $19,500.
    I usually contribute the maximum SEP IRA allowed every year.

Part-time non-appraisal work
    Unfortunately, this usually pays much less than appraising, such as retail 
employment.
    But, you may like working on your house and would enjoy working at 
Home Depot.
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Get a government appraisal job
    I quit working at the assessor's office after four years in the late 1970s. I 
would have been vested at five years. I was young and not worried about 
retirement back then.
    I know local appraisers who started working for assessors' offices, state 
appraisal regulators, or other government offices, typically working in 
appraisal or real estate-related jobs after 10-20 years of fee appraising.
    Long-time lender staff appraisers at banks may work for some of the few 
private employers who still sometimes provide pensions.

A second business
    Real estate-related business are a good option for appraisers.
    Property management and sales is a good option. I have a broker's 
license, but have seldom used it. 
    I started my appraiser publishing business as a second appraisal-related 
business.
    Many of the appraiser vendors were started by appraisers, such as all of 
the forms vendors. Fee appraisers have developed and sold software for 
adjustments, managing an appraisal business, etc.
    Some appraisers have other types businesses, which could be almost 
anything: classic cars, boat sales, many types of online businesses, etc.

Volunteer work and hobbies
    Many people find this satisfying. There are a lot of options. I have been 
playing music in my band for 10 years and playing pickleball for 5 years. It 
could fill up lots of mytime!!

Doing something you always wanted to do
    One of my brothers is a musician. He has been writing songs since high 
school. He retired about five years ago and spends most of his time in his 
basement writing and recording his songs.
    Until Covid, he played in a band with two other retirees and was having a 
great time. Now he composes and records songs in his basement studio. 
He is not planning on making much, if any, money.

Income - from a spouse
    I am single and worry a lot about when I get too old to work. That is one 
of the primary reasons I waited until 70 to start Social Security. 
Unfortunately, when we married in 1973, I did not request to receive part of 
my husband's pension when he died. We did not worry a lot about 
pensions back then, and it would have reduced his pension.
    My sister retired about six years ago - downsized to a smaller house, 
daughter and son graduated from college, spouse already retired.
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Property investment income
    Unfortunately, relatively few appraisers purchase investment properties. 
Too risk-averse, I guess.
    Appraisers who have rental property are in better shape financially for 
retirement. We purchased a rental duplex in 1985 (after doing a 1031 
exchange for our rental house purchased in 1975).
    I sold our large house in 2008 for $1,000,000 (just before the crash), 
purchased in 1995 for $385,000. The profit went into my retirement 
account. 

After two years living in a rented loft, I moved to my duplex. (I had 
wanted to live in a loft for awhile, after appraising so many of them.)
    I knew a residential appraiser who purchased rental homes. When he 
retired, he sold them off one by one for retirement income.
    A local commercial appraiser purchased commercial properties and 
retired from appraising in his early 50s.

Social Security - delay until age 70
    My monthly Social Security payment is $3,700. I am still working, and it 
goes up every year (plus the annual COLA adjustment.
    I am 77 and started collecting social security at age 70. Why? I don't 
have a pension or a 401k. I am not married. I will need money when I am 
over 85, not now. Social Security is taxable. I use all of it to pay my income 
and self-employment taxes.
    If you start at your full retirement age (such as 66), you'll get 100 percent 
of the monthly benefit. If you start at age 70, you get 132% of your age 66 
benefit. But, only 3% of all seniors wait until 70. Every year you wait, you 
get 8% more.
    If you don't want to wait until age 70, every year you delay, after age 62, 
you will receive more benefits.

Collecting Social Security starting at age 66
    If you collect at the first possible opportunity at age 62, your benefits will 
be permanently reduced by approximately 25 percent.
    The most popular age to start is 62, the earliest age possible, chosen by 
42% of men and 48% of women.

Why do most people start collecting Social Security  at age 62?
1. They need or want the money sooner. Maybe they are unable to work or 
have financial problems, especially during the recent recession. I have a 
friend who is a former newspaper reporter and editor. She was laid off and 
could not find another job.
2. Your health is poor, and and your life expectancy is undcertain. 
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3. You don't want the government to keep your money if you die too soon.
4. You want your money as soon as possible.
    If you start at age 62, your monthly benefit cannot be increased. Until a 
few years ago, at age 66 you could "pay back" the benefits you had 
received and get higher benefits at age 66. This was repealed a few years 
ago.

Where to get more information
    There is plenty of good financial information online for planning your 
retirement, but it is almost overwhelming. I did not include any in this article 
as I specifically wrote it for appraisers approaching retirement.
    McKissock has some short blog posts for appraisers. Google Mckissock 
appraiser retirement.
    You can also consult a financial advisor.
    If you don't have a solo 401k, SEP IRA or other retirement plan, I 
recommend using Vanguard, which has very low fees and is well managed.
    This survey has plenty of data and is well written: Annual Transamerica 
Retirement Survey of Workers December 2020. Just google the name. I 
used some statistics from this survey in this article.

Should you stay or should you go?
For most appraisers, the final  decision is made when you don't 

renew your licenses. Some states allow an "inactive" period after license 
expiration. 

Fortunately, California has a 4 year full renewal cycle, so I have 
more time to decide.
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-----------------------------------------------------------------------------------------------

Highest and Best Use of the Cost Approach

By Scott Cullen

To most residential appraisers, the Cost Approach is like old school 
comedian Rodney Dangerfield. "It don't get no respect."

Sales Comparison Approach 
    Residential appraisers agree that the sales comparison approach is a 
more credible way to develop an opinion of market value. The most similar 
recent sales will point to the most probable price a property should bring in 
a competitive and open market. When the most similar recent sales differ 
from the subject, the appraiser's responsibility is to adjust the comparable 
sales for the market reaction to those differences. 

There are several ways to adjust for market reactio n. 
    The most direct way is to use paired data. Two current sales that are 
equal in every way except GLA can be used to show the market reaction to 
GLA. A sale at $310,000 with 2,000 square feet paired to a $294,800 sale 
with 1,800 square feet shows a market  reaction to 200 square feet of 
$15,200.  

   The adjustment rate is $15,200/200 square feet or $76 per square foot. 
Paired data is the most direct, but it may not be the most accessible. 
Useable pairs are difficult to find. 

How to use the Cost Approach to make adjustments
    A less direct but much more accessible way is to use the cost approach. 
Completing the cost approach takes time, but so does searching through 
MLS data for pairs that isolate GLA, bath count, garage stalls, etc.
    There are two steps involved, so stick with me for a few minutes. The 
first step is to complete the cost approach. When the market value 
matches indicated value by cost approach, the cost approach shows 
market reaction. 
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   When the market pays $300,000 for a property that includes $65,000 of 
Site Value and $10,000 of Site Improvements, the market reaction to the 
house is $225,000. The cost approach calls this Depreciated Cost of 
Improvements. In the example, the Total Estimate of Cost-New is 
$250,000. Depreciation is $25,000. 

    The most important concept here is that 10% depreciation means 
market reaction to the building is 90% of the replacement cost. $225,000/
$250,000 = 90%. The same result is found by dividing the remaining 
economic life by economic life. 54 years remaining economic life/60 years 
economic life = 90%.

Economic Life and Effective Age
    Where do we get 60 years economic life? From the cost manual. The 
cost engineers who develop cost data start with an assumption of 
economic life. 
    Higher quality has longer economic life. A Q3 is 70 years, and a Q4 is 60 
years. 
    Remember, we are thinking about the replacement cost of a house built 
today and projecting how long it will add value to the land. The historical 
performance of houses built 80 years ago is not a consideration in this 
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analysis. 
    "An improvement's total economic life begins when that improvement is 
built. It ends when the improvement no longer contributes value for the use 
and is no longer the highest and best use of the underlying land. This 
period is usually shorter than the improvement's physical life expectancy." 
[1] Source: The Appraisal of Real Estate 15th Edition, The Appraisal 
Institute, Chicago p562.
    Where do we get remaining economic life? We subtract effective age 
from economic life. Sixty years economic life - 6 years effective age is 54 
years remaining economic life.

Effective Age
    Where do we get effective age? Residential appraisal forms assume the 
economic age-life method of depreciation. Effective age includes all forms 
of deprecation.
    "In applying the concepts of economic life, effective age, and remaining 
economic life expectancy, appraisers consider all elements of depreciation 
in one calculation. Therefore, the effective age estimate includes not only 
physical wear and tear but also any loss in value for functional and external 
considerations." [2] Source: The Appraisal of Real Estate 15th Edition, The 
Appraisal Institute, Chicago p562. 
    Because all forms of depreciation are included in effective age, the 
percentage of depreciation applied to economic life is the effective age. 
Sixty year economic life x 10% = 6 years effective age.

Calculating GLA Adjustments
    Knowing that the house's market reaction is 90% of value, we can 
extract a GLA adjustment from the cost data. 
    When we compared the pure pair of houses that sold for $310,000 and 
$294,800, we divided the price difference by the difference in GLA to get a 
GLA adjustment of $76. 

    We get the same result by applying market derived depreciation to the 
difference in GLA cost of those houses. We extracted depreciation from the 
market using unbiased, third party cost data. We used the same data to 
compare cost. Even if the cost data is not exact (it never is), we get 
credible results when we use the same data to calculate depreciation as 
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we do to calculate the cost difference.
    When depreciation is extracted from the market, depreciated cost is a 
market based method of developing sales grid adjustments.
    The same reasoning can be applied to a bath count adjustment. If the 
unbiased third party cost data states that a full bath costs $12,000, and the 
market reaction is 90%, a bath count adjustment is $10,800.

Garage stall adjustment example
    A garage stall adjustment is a mix of the GLA adjustment and the bath 
count adjustment. This is because we adjust garage stalls by the unit (like 
a bath) but determine their cost like GLA (using average cost per square 
foot).

The market reaction to a two stall garage, compared to no garage, is 
$17,222. The market reaction to a one stall garage compared to no garage 
is $10,329. The market reaction to a second garage stall, two stalls 
compared to one stall, is $6,893.

This is much different than what I was taught. My mentor adjusted 
garages at $2,500 per stall. When I went out on my  When I went out on 
myown and talked to appraisers who others had trained, I found they were 
using $5,000 per stall. A $5,000 garage stall  adjustment seemed closer to 
reality. 
     Viewed through the lens of depreciated cost, there should be different 
adjustments for 0 vs. 1, 0 vs. 2 and 1 vs. 2. This is how I approach garage 
stall adjustments now and it makes more sense to me as I see the results 
in real world sales comparison grids.
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Highest and Best Use of the Cost Approach and Recon ciliation
    For me, the highest and best use of the cost approach is to extract 
depreciation from the market and use the depreciated cost method to 
support sales grid adjustments. 
    I summarize this in the Reconciliation at the bottom of page 2 of the 
URAR. "The Sales Comparison Approach is given most weight because it 
shows market reaction to similar alternatives. The Cost Approach is used 
to extract depreciation from the market to show the improvements' 
contributory value. The income approach is not used due to lack of data; 
investors are not the primary market for houses like the subject. This report 
is AIR compliant with no undue influence from any party to the transaction."

Using custom spreadsheets to cut the time required
    Working through the cost approach takes time, but I have built 
spreadsheets to crunch the numbers. I have partnered with a 
developer/programmer to form a software company called Solomon 
Appraisal. 
    My partner translates my spreadsheets into code so users can do all the 
calculations on a secure, web-based application.  We license data from 
Craftsman Book Company, National Building Cost so we can provide a 
complete solution for your cost approach and depreciated cost sales grid 
adjustments. 
    If you would like to learn more, I love talking with appraisers over Zoom 
to get them started with an efficient, credible way to support sales grid 
adjustments using unbiased, third party cost data.
    Editor's Note: I don't usually include product information in these articles, 
but there are very few cost approach adjustment tools, so I am including 
information on Cullen's product Solomon Adjustment Calculator. 

About the author
    Scott Cullen is a Certified Residential Appraiser in Minneapolis/St Paul. 
He and his partner, John Willems, founded www.SolomonAppraisal.com  to 
help appraisers develop sales grid adjustments using Depreciated Cost, 
Secondary Data and Sensitivity Analysis.
scullen2@comcast.net
www.solomonappraisal.com      
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-------------------------------------------------------------------------------------------

Review: Residential Property Appraisal Buy This Boo k!!

By Mark Ratterman, MAI, SRA

Residential Property Appraisal is the best well-written appraisal books I 
have ever read, published in February 2020. Understandable with excellent 
"real life" examples.
    This book is very useful for all residential appraisers, especially those 
who work for lenders, with many references to Fannie guidelines, USPAP, 
etc.
    Fannie and USPAP are unfortunately misunderstood by many, 
especially lender reviewers. You could copy and paste from this book 
(PDF) and include the excerpt in your response to "reviewer" questions.
    I have reviewed all of Ratterman's residential books. They were all 
excellent. Valuation by Comparison, Residential Analysis, and Logic, 
published in 2007, was the best book I had read on residential appraising.
    I received this newest book soon after the pandemic started. I put this 
review "on hold" to focus on writing about Covid and appraisers, including 
Fannie's new alternative reports and staying safe while appraising.
    Almost all appraisal books are written "academic style" with formal 
language. This book is almost the opposite.
    I was reminded of many topics that are important to appraisers, plus I 
learned a lot that I did not know before. 
    For my first time in reviewing books, this one includes many excerpts 
from the book illustrating the excellent practical tips. Then you can 
understand why the book is so good.
    The book covered all the topics and was written by Mark Ratterman with 
help from the Appraisal Institute staff.
    The previous book was Appraising Residential Properties, Edition 4, was 
published in 2007.
    The new book explores all aspects of homeownership, value, and 
economics and details all the appraisal process steps. The book thoroughly 
discusses specialty residential property types and markets.
    Each chapter includes examples illustrating common scenarios 
encountered in appraisal practice and presents definitions of key terms to 
help the reader understand the important concepts presented. The text is 
comprehensive and accessible, making it suitable for both classroom 
instruction and individual self-study.

Table of Contents 
Note: included so you can see the comprehensive topics, found in many 
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appraisal textbooks

Chapter 1 Real Property Ownership and Appraisals
Chapter 2 Principles of Value, Real Estate Economics, and Finance
Chapter 3 The Valuation Process, Beginning the Appraisal, and Data 
Collection
Chapter 4 Neighborhood and Market Area Analysis and Highest and Best 
Use
Chapter 5 Site Descriptions
Chapter 6 Improvements Descriptions
Chapter 7 Land and Site Valuation
Chapter 8 The Cost Approach
Chapter 9 Estimating Depreciation
Chapter 10 The Sales Comparison Approach
Chapter 11 Adjusting Comparable Sales
Chapter 12 The Income Capitalization Approach
Chapter 13 Final Reconciliation and the Appraisal Report
Chapter 14 Specialty Residential Property Types
Chapter 15 Green and High-Performance Homes
Chapter 16 Specialty Residential Markets Financial Calculator Basics
Bibliography Note: contains only Appraisal Institute books
Index

Planned Unit Developments (PUDs) Excerpts: Page 12- 14
There are two uses of the term planned unit development (PUD). 

The zoning-related definition of this term describes a project that includes 
many different land uses and is approved in one zoning petition or 
ordinance. This is apparent when the zoning authority labels a project as a 
PUD and the project includes a variety of land uses. A PUD may be a large 
project built by one developer that includes a fire station, a school, 
apartments, condominium units, single-unit residences on small lots, and 
single-unit residences on large lots. The project may also include retail 
buildings along the thoroughfares and possibly one or two religious 
properties. 

All of these are built within one zoning plan that was approved by the 
government in a PUD ordinance. PUDs are preferred by developers 
because the alternative is having to repeatedly fight neighbors to get each 
zoning classification approved. PUDs are often approved when there are 
no neighbors to oppose them. 

The main advantage of a PUD to residential developers is the ability 
to cluster units closer together, reducing the cost of infrastructure and 
maintaining density through the use of open areas. 

The mortgage/lending-related definition of planned unit development 
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refers to developments that are not condominiums but still have mandatory 
HOA memberships and dues. These PUD projects are not the same as 
zoning PUDs. This type of project is defined as any project with mandatory 
non-severable HOA association dues and common areas or common 
charges. 

These projects are sometimes incorrectly referred to as 
"condominiums" because owners and brokers think of the condominium 
lifestyle as involving low maintenance and high fees rather than what the 
legal definition of condominium is in that particular state. 

A property can be a project with PUD zoning but not be a PUD unit 
according to the lender's definition. Conversely, a property can be a PUD 
unit according to the lender's definition but not be zoned as a PUD by the 
local government. 

Residential appraisers should know what they are appraising, not so 
much because the market differentiates between condominium and PUD 
units, but because these units are legally different and different reporting 
forms are used for their appraisal. Appraisers need to know the difference 
between the popular meaning of a term and the actual definition.

Common Research Errors Excerpt Page 110-112
When searching databases, appraisers are often prone to making 

the same types of errors. One such error is carrying over search 
parameters from a prior search. In other words, the appraiser may forget to 
close the software, and a search parameter from a prior search shows up 
in the current search without the appraiser realizing it. 

A specific parameter may include something as simple as an  extra 
space hidden at the beginning of the legal description line that ends up 
limiting the search to only properties with legal descriptions that begin with 
an empty space. 

Another common error is entering an incorrect geographic area 
code. These codes are similar to US zip codes but are used to delineate 
areas in the markets within the MLS systems. This often happens when 
researchers use area codes in the search program from memory. For 
example, an appraiser may think the subject is in area code 0501 when it is 
actually in 0105, but he won't look it up to double-check because he is sure 
he has memorized it correctly. 

Appraisers may also add zeroes in the search parameters even 
though the software has a check box for ",000". For example, an appraiser 
wants to search for sales between $450,000 and $500,000, but since she 
accidentally checked this box, she is really searching for sales between 
$45 and $50 million. Overlooking the MLS default search 
settings is another common error. For example, the appraiser is searching 
for listings with sale prices of $450,000 to $500,000, but since the default 
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search settings are for active listings only, the search yields no data. Or the 
database has a "condo-detached" field and "detached" homes are the 
default, but the subject is an attached condominium and so the search 
reveals nothing. 

Finally, appraisers may simply misspell the search parameters. If the 
database spells a street name differently than the appraiser (such as 
"Greenbriar" vs. "Greenbrier"), the results will be poor. In some databases 
that have multiple persons inputting the data, there could be data with both 
spellings. The best way to ensure that the data search is free from spelling 
errors is to learn the search tools of the database.

Comparables as Competitive Properties, Excerpt Page  316-317 
To be considered comparable, a property needs to be competitive 

with the subject. If a property would not be considered as a substitute for 
the subject, it probably would not meet the criteria of a potential buyer for 
the subject…

Many lenders and investors have requirements or guidelines
regarding the proximity of comparables to the subject property. However, 
most appraisers know that substitutability is more important than proximity. 
Two properties located 20 miles away from each other may compete for 
the same buyer, while two properties located across the street from each 
other may not.

-------------- Example ---------------

The subject real estate is a 0.33-acre site located next to a small 
water reservoir in a suburban city adjacent to a large metropolitan area. 
This property is improved with a 1,600-sq.-ft., one-story residence. About 
75% of the area around the reservoir is located in a state park and is 
therefore not developable. The subject's subdivision has 200 houses, with 
only 29 homes located on waterfront lots. Non-waterfront properties are 
located across the street from the subject and sell for much less. There 
have been no sales of the 29 waterfront homes in the last four years, but 
32 non-waterfront homes in this subdivision have sold in the last year. 

Because of the lack of comparable sales, the appraiser researched 
six comparable sales on another water reservoir located 25 miles away. 
The underwriter was not happy with the appraiser's decision. However, it 
probably would not have been better for the appraiser to use the sales of 
non-waterfront properties in the same subdivision as the subject because 
of the very large site/ view adjustments needed for the water frontage. 
Even though they are located in the same subdivision, the waterfront and 
non-waterfront properties do not have the same buyer. 

In other words, if the typical buyer for the waterfront property would 

18



buy the property specifically because it is on the waterfront, the non-
waterfront property across the street would not serve as a substitute for the 
waterfront property and, therefore, would not be a comparable sale.

Where to buy the book
500-page soft cover book, available for $85 ($75 for Appraisal 

Institute professionals). A print/PDF bundle also is available. I strongly 
recommend buying the PDF version so you can search for what you want. 
Or, the bundle with both PDF and printed. The price is very reasonable for 
this comprehensive residential book. 

I reviewed Ratterman's other books. He is the best, and only, author 
of current residential appraisal books. 

For more info google the name and add Appraisal Institute.  Be sure 
to get the 2020 edition. 
www.appraisalinstitute.org/residential-appraisers-play-key-role-in-real-
estate-new-book-says/   

About the author
Mark R. Ratterman, MAI, SRA, has been a real estate appraiser and 

broker in Indianapolis since 1979. He initially worked as a residential broker 
only but soon moved on to focus on real estate appraisals. He has written 
nine books about real estate and appraisal with a focus on both residential 
and nonresidential topics.

Additionally, Mr. Ratterman has written courses and seminars for the 
Appraisal Institute and has been a teacher of appraisal courses and 
seminars for over 35 years. He has lectured in 45 states and four foreign 
countries and has written over 20 seminars for both online and classroom 
presentation. 

He has been published many times in The Appraisal Journal.
Mr. Ratterman lives in the Indianapolis area with his wife of over 35 

years, Jeanine. They have four grandchildren who all live in their area.
Mr. Ratterman's contact information is listed on the Appraisal 

Institute website (www.appraisalinstitute.org ) and can be located by 
clicking on "Find an Appraiser."
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Appraiser Independence Rules (AIR), Appraisal Manag ement 
Companies (AMC's) and the Appraiser

By Julie Freiss, AI-RRS, MA

DO YOU UNDERSTAND THE DIFFERENCE BETWEEN RIGHT FROM 
WRONG?

This question is not just asking whether or not you, as an industry 
professional, know WHAT the RULES actually ARE, but also whether or 
not you consider these rules to be relevant and important to the way you 
conduct yourself in business and CARE about why it is necessary to follow 
them. 

The sense of understanding what is right and what is wrong requires 
the ability to make appropriate decisions that are motivated by ethical or 
moral principles that are governed by a person's thoughts and actions 
(their conscience.) 

It relates to a person's moral compass, which in essence is an 
internalized set of values and objectives that “guide a person with regard to 
ethical behaviour and decision-making”. www.dictionary.com/browse/moral-
compass

This article will review the Preamble of USPAP and portions of the 
Ethics Rule, Fannie Mae and Federal and State appraiser independence 
laws and rules. Then it will 
discuss actual, real time violations of these laws that are being made by 
AMC's, Lenders and Borrowers. 
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USPAP Preamble
The Preamble of USPAP states that its purpose is to promote and 

maintain a high level of public trust in appraisal practice by establishing 
requirements for appraisers...The appraiser's responsibility is to protect the 
overall public trust and it is the importance of the role of the appraiser that 
places ethical obligations on those who serve in this capacity. USPAP 
reflects the current standards of the appraisal profession. 
(Preamble;USPAP 2020-2021)

Ethics Rule - Conduct Section
The Ethics Rule of USPAP states that an appraiser must promote 

and preserve the public trust inherent in appraisal practice by observing the 
highest standards of professional ethics.

In the Conduct section of the Ethics Rule, it says the appraiser 
MUST perform assignments with impartiality, objectivity, and 
independence, and without accommodation of personal interest. 

This section outlines what is not allowed: No bias, advocacy for any 
cause party or issue, no predetermined value opinions, no 
misrepresentations of the appraiser's role outside of appraisal practice are 
allowed.  No misleading or defrauding anyone anywhere, no 
unsupported conclusions, discriminating against anyone at any time for any 
reason. No criminal conduct, no violating these Standards and the 
appraiser is not to perform an assignment in a grossly negligent manner 
(thank G-d!)

Ethics Rule - Management section
The Management section of the Ethics Rule discussed disclosure of 

fees/commissions. Lines 227-234 says an appraiser must not agree to 
perform an assignment, or have a compensation arrangement for an 
assignment, that is contingent on predetermined results, a direction that 
favors a client, a value opinion, a stipulated result, or the occurrence of a 
stipulated event related to the results. (There's more, but this is a 
summary.)

Local, state and federal regulations
In addition to USPAP, appraisers have local, State and Federal laws 

that must be followed as well. 
While this list is not exhaustive, it is extensive. 
Fannie Mae's Appraiser Independence Rules (AIR). The Dodd-Frank 

Wall Street Reform Acts also applies.
Appraiser independence requirements (Federal Law) and the FDIC 

has Appraiser independence requirements, 
State AMC Laws, such as Arizona's SB1351, 32-3674 are about 
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appraiser independence and prohibitions.

Arizona's State Appraisal Management Company (AMC) 
Appraiser independence; prohibitions;

32-3674. Appraiser independence; prohibitions

A.  Any employee, director, officer or agent of an appraisal 
management company registered pursuant to this arti cle shall not 
influence or attempt to influence the development, reporting or review 
of an appraisal through coercion, extortion, collus ion, compensation, 
instruction, inducement, intimidation, bribery or a ny other manner, 
including:

1.  Withholding or threatening to withhold timely payment for an appraisal.
2.  Withholding or threatening to withhold future business for an 
independent appraiser or demoting or terminating, or threatening to demote 
or terminate, an independent appraiser.
3.  Expressly or impliedly promising future business, promotions or 
increased compensation for an independent appraiser.
4.  Conditioning the request for an appraisal service or the payment of an 
appraisal fee or salary or bonus on the opinion, conclusion or valuation to 
be reached or on a preliminary estimate or opinion requested from an 
independent appraiser.
5.  Requesting that an independent appraiser provide an estimated, 
predetermined or desired valuation in an appraisal report or provide 
estimated values or comparable sales at any time before the independent 
appraiser's completion of an appraisal service. 
6.  Providing to an independent appraiser an anticipated, estimated, 
encouraged or desired value for a subject property or a proposed or target 
amount to be loaned to the borrower, except that a copy of the sales 
contract for purchase transactions may be provided.
7.  Providing to an independent appraiser, or any entity or person related to 
the appraiser, stock or other financial or nonfinancial benefits.
8.  Allowing the removal of an independent appraiser from an appraiser 
panel, without prior written notice to the appraiser.
9.  Obtaining, using or paying for a second or subsequent appraisal or 
ordering an automated valuation model in connection with a mortgage 
financing transaction, unless there is a reasonable basis to believe that the 
initial appraisal was flawed or tainted and the basis is clearly and 
appropriately noted in the loan file or unless the appraisal or automated 
valuation model is done pursuant to a bona fide pre-funding or post-funding 
appraisal review or quality control process.
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10.  Engaging in any other act or practice that impairs or attempts to impair 
an appraiser's independence, objectivity or impartiality.

B.  Appraisal fees must be based on the complexity of the appraisal 
performed.  An appraisal fee offered or paid may no t be based on the 
predetermined value or range of value of the subjec t property or the 
amount of the transaction price.  At its discretion , the board may 
review any appraiser fee schedule developed by an a ppraisal 
management company registered in this state.

C.  Subsections A and B do not prohibit an appraisa l management 
company from requesting that an independent apprais er either:
1.  Provide additional information about the basis for a valuation.
2. Correct objective factual errors in an appraisal  report.

Appraisers protect the public welfare and do not wo rk for Fannie, 
Freddie or other GSE

As appraisers we are given a job, which is an honor, to protect the 
public welfare. If you complete lending appraisals, you DO NOT work for 
Fannie Mae, Freddie Mac or any other Government (Owned) Sponsored 
Entity (GSE) that is still in conservatorship since September 6, 2008. 

This deterioration severely damaged both of these Enterprise's 
financial condition (Freddie and Fannie), leaving them both unable to fulfill 
their missions had to provide government intervention. 
    (This will happen soon again from their flagrant and unchecked behavior. 
They are being allowed to behave this way WHILE being IN 
conservatorship!) 

Unfortunately, Fannie Mae likes to pretend they own  the "space." 
They post notices and your lender/clients tell you things that 

contradict USPAP and says it's okay… "it's Fannie Mae saying you can do 
it!" 
    Do not believe them! It is NOT okay. When they repurchase the 
appraisals during the defaults, they use these supposedly "okay" things to 
call out for deficiencies on YOUR appraisal report. 
    If ANY of your appraisal reports needed extraordinary assumptions and 
you did not make them and that loan goes into default (and they will), the 
Enterprises will not hesitate to send it back to the lender for a buyback. 
Then will be YOU they are looking at as the culprit. 
    Was the subject property larger in GLA than the county said it was or 
than it was permitted to be? Did you make an extraordinary assumption or 
just say it was completed in a workmanlike manner? 

If you did not comply with USPAP, all of the agencies will be sending 
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your report back to the lenders for repurchase demands (also known as 
buybacks), but more of that later too!
   You may not like USPAP because you do not understand it fully. We 
want to help you understand it because it is simple and it can and will 
protect you!   

Disturbing recent actions by AMCs 
This article was written because of recent actions by AMC's that 

were disturbing. In the Great Recession of 2008 there were appraisers who 
"hit values" to get more appraisal assignments. 

In the Great Depression of 202 (???), there will be AMC's who made 
sure specific appraisers were 
eliminated from their appraiser panel by declaring that their appraisals have 
USPAP violations (when they come in below sale price) so their clients 
could get new appraisal reports (per Dodd Frank.) 

The Chief Appraiser will send that report to the state regulator with a 
complaint stating there are USPAP violations on it and saying they 
completed a USPAP analysis. 

Most appraisal reports have USPAP violations on them, but not all 
USPAP violations result in an impact that would mean that the credibility 
and reliability of the results of the Appraisal Report are diminished to the 
point that a new appraisal is warranted. 

Look at the past. Is a future recession coming?
Herein lies the problem, and I encourage anyone and everyone that 

this has happened to, to contact me. 
THIS IS WHERE I AM AN EXPERT. I have worked for the last 13 

years in loss mitigation, with the last 5 in federal litigation, credibility, 
compliance and standards specifically related to Standards 1 & 2 of 
USPAP and lending appraisals only. 

These specific AMC's are trying to make their clients VALUES 
WORK, and yes, this is happening. 

Often the statistics for recessions are linked to unemployment that is 
spurred by recessions. The Great Recession may seem to many like it was 
a long time ago, but to me and many of the appraisers who lived through it, 
it seems like it was yesterday.

Younger people will be taking over Fannie Mae, Freddie Mac, FHFA 
and other agencies and lender. 

These organizations are getting drunk on the money they are making 
right now at the expense of the public welfare. 

They are irresponsibly waiving appraisals in a hurry to close inflated 
loans and ignorantly screaming discrimination, reform and AVM's while 
lacking wisdom, knowledge, experience or even attempting to do the right 
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things. 
They continue to ignore the statistics of the past and present, and re-

do the same mistakes that caused the pain to the world's (not just this 
country's) economy only 13 short years ago and counting.  

One of the things that is never discussed is the huge suicide rate 
increase during the Great Recession; the fact that 1 out of 93 people in this 
country experienced a foreclosure during this time period; and the mental 
health toll this took on our nation. 

Appraisals need minimum enforced standards
When you go out and complete your appraisals today, please also 

ask yourself this: What profession do you know that can have this type of 
effect on the welfare of the public that DOESN'T have MINIMUM 
STANDARDS and doesn't enforce those standards with strict licensing and 
monitoring?

Is there any reason why you, as a Valuation Professional, shouldn't 
know what these Standards are, and be more than willing to follow them? If 
you're not willing to, are you aware of the harm you are capable of doing to 
not a few people, but to many, many people?

Author's comments
Just food for thought. I hope you enjoyed the article. Feel free to 

email me at sedonaappraiser@gmail.com with constructive questions or 
comments. 

If you have nothing nice to say, I'm going to invite you to come to 
Appraisal Camp, Sedona for a week for an attitude and life-changing make-
over! (If you have nice things to say, you are invited as well of course!) 

From this point forward, negative comments will not be allowed. No 
other profession spends their time and energy cutting their peers down 
publicly and it is not a positive way for any of us to look or feel like 
professionals publicly or privately. It is time for it to stop here!
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Thank you!
My next article will be about how the unprecedented Appraisal 

Waivers, Forbearances, Rent Waivers and how the Covid-19 Pandemic is 
contributing to the perception of a housing shortage and what this means to 
all of us. 

About the author
Julie Friess SRA, AI-RRS, MA
- AQB Certified USPAP Instructor
- Federal & State Compliance, Credibility & Standards 
- Experienced Litigation Support/Expert Witness & Consultant
- Certified Residential Real Estate Appraiser

www.sedonaappraisalresearchassociates.com

26



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

As you can see below, mortgage applications have be en going 
way up and down!! The graph below is for all applic ations. 
Purchases have been going way up and refis have bee n going 
up and down.  There was a big drop for the first fe w months of 
coronavirus in 2020. 

The forecast for 2021 is uncertain, boom with mortg age interest 
rates probably declining slightly. 

MBA Loan Volume Application Index – 1/16 to 3/21
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