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June 22, 2006

MEMORANDUM FOR: CHIEF EXECUTIVE OFFICERS
FROM: Scott M. Albinson ﬂ—}{ 45/—‘

SUBJECT: 2006 Revisions to Uniform Standards of Professional Appraisal
Practice

The Office of Thrift Supervision (OTS) along with the Board of Governors of the

Federal Reserve System, Federal Deposit Insurance Corporation, Office of the Comptroller of

the Currency, and National Credit Union Administration (the agencies) is issuing the attached
statement to alert savings associations that the Appraisal Standards Board has issued the 2006
version of the Uniform Standards of Professional Appraisal Practice (USPAP) and the attached
2006 USPAP and Scope of Work document. The 2006 USPAP, effective July 1, 2006, incorporates
extensive revisions and replaces the 2005 USPAP.

Savings association management should review the 2006 USPAP and consider the ramifications
of the revisions to its appraisal practices. Consistent with OTS’s appraisal regulation, appraisals
supporting federally related transactions should, among other minimum standards, comply with
USPAP and contain sufficient information and analysis to support the association’s decision to
engage in the transaction. Therefore, a savings association should ensure that the appraiser’s
scope of work under USPAP is appropriate for the transaction. The engagement letter should
continue to facilitate communication with the appraiser and to document the expectations of each
party to the appraisal assignment.

For further information regarding the USPAP revisions, contact Debbie Merkle, Project
Manager, Credit Policy at (202) 906-5688.
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Purpose

rnors of the Federal
Office of Thrift

The Office of the Comptroller of the Currency (OCC), Board of Gov
Reserve System (FRB), Federal Deposit Insurance Corporation (FDIC
Supervision (OTS), and National Credit Union Administration (NC ollectively, the
agencies) are issuing this statement to notify regulated institutions t % ppraisal Standards
Board (ASB) has issued the 2006 version of the Uniform Stan #essional Appraisal

Practice (USPAP) and the attached 2006 USPAP and ScOpg o cument.!

The 2006 USPAP, effective on July 1, 2006, replaces th
extensive revisions to appraisal standards. A regul i
supporting federally related transactions® adkgre

appraisal standards contained in the agencies’ %

PAP and incorporates
on must ensure that appraisals
as well as the other minimum
| regulations. Therefore, regulated
institutions should be familiar with the 20 and consider the ramifications of the

revisions to their appraisal practices.
Revisions to USPAP

The 2006 USPAP incorgg
Scope of Work Rule

te@prominent revisions. These revisions include a new
el®Wms®0f the Departure Rule and associated terminology, such as
“binding” and *“spec pents and “complete” and “limited” appraisals. The Scope of

Work Rule clarifies theqgandards for the type and extent of research and analysis performed by
the appraiser in an apprais#assignment.

In adopting the 2006 revisions, the ASB has indicated that the appraisal process has not changed
and that the concepts in the Scope of Work Rule are not new to USPAP. However, there is
greater emphasis on the appraiser’s process of problem identification and development of an
appropriate scope of work.

' The 2006 USPAP and other ASB documents are available on the Appraisal Foundation Web
site at www.appraisalfoundation.org/s_appraisal/sec.asp?CID=3&DID=3.

2Under the agencies’ appraisal regulations, a federally related transaction includes any real
estate-related financial transaction that an agency or any regulated institution engages in or
contracts for and that requires the services of an appraiser. Refer to OCC: 12 CFR 34, C;

FRB: 12 CFR 225.61-67; FDIC: 12 CFR 323; OTS: 12 CFR 564; and NCUA: 12 CFR 722.
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Consistent with the 2006 USPAP, an appraiser must determine an appropriate scope of work that
should be performed to produce “credible assignment results.” According to the USPAP
Advisory Opinion 29, credible assignment results depend on the scope of work meeting or
exceeding both (1) the expectations of parties who are regularly intended users for similar
assignments; and (2) what an appraiser’s peers’ actions would be in performing the same or a
similar assignment.

Further, the appraisal report must contain sufficient disclosure to allow intended users to
understand the scope of work performed. Since the 2006 USPAP reporting options remain
unchanged, appraisers may continue to label appraisal reports as self-contained, summary, or
restricted use.

Compliance with Appraisal Regulations

While an appraiser is responsible for establishing the scope of work URgler the 2006 USPAP,
regulated institutions are responsible for complying with the agencieg®amgaisal regulatlons
Besides conforming to USPAP, the agencies’ appraisal regulations r
supporting federally related transactions must:

e Be written and contain sufficient information

gfounts for proposed construction or

renovation, partially leased buildi#gs, et lease terms, and tract developments

with unsold units.
e Be based upon the definition o ke IUe in the regulation.

e Be performed by a state Ilcens or caytified appraiser in accordance with the
regulatory requirements.

From the appraiser’s perspect latory appraisal requirements are “supplemental
standards” to USPAP. nowingly fails to comply with supplemental standards,
the appraiser is in vight AP Ethics Rule.

fth

When ordering appraisafga regulated institution should convey to an appraiser that these
supplemental standards ref®ain applicable. The agencies also continue to encourage regulated
institutions to use an engagement letter in ordering an appraisal to facilitate communications
with the appraiser and to document the expectations of each party to the appraisal assignment.
To determine an appraisal’s acceptability, a regulated institution should review the report to
assess the adequacy of the appraiser’s scope of work given the intended use of the appraisal. In
accepting an appraisal report, the regulated institution must determine that the appraisal report
contains sufficient information and analysis to support the credit decision.

Regulated institutions are reminded to consider an appraiser’s competency for a given appraisal
assignment. Further, regulated institutions should not allow lower cost or reduced delivery time
to compromise the determination of an appropriate scope of work for appraisals supporting
federally related transactions.

Attachment: 2006 USPAP and Scope of Work
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2006 USPAP AND SCOPE OF WORK

The 2006 Edition of USPAP reflects extensive changes resulting from the Appraisal Standards Board (ASB)
examination of the proper role of the scope of work and departure concepts in the appraisal process. This

material provides answers from the ASB regarding some of the most common questions about these changes.

‘| What are the major changes in the 2006
USPAP related to the scope of work and
departure concepts?

The biggest changes are elimination of the
DEPARTURE RULE and introduction of the
SCOPE OF WORK RULE. The most visible
change in appraisal practice is the discontinued
use of the terms “Complete” and “Limited” to
describe the appraisal process. There are
numerous related changes, but these are the
main focus.

2 What is scope of work?

In basic terms, the scope of work is the work
an appraiser performs to develop assignment
results. USPAP defines “scope of work” as the
type and extent of research and analyses in an
assignment. Note that this definition excludes
reporting.

3 How is USPAP affected by the changes r

to scope of work?

USPAP required extensive editing to inco
the new SCOPE OF WORK RULE and to d
references to the DEPARTURE RULE and the
related terms Binding Requirement, Specific
Requirement, Complete Appraisal

and Limited Appraisal.

4 Will the changes in the 2006 USPAP change
the steps an appraiser takes in developing
assignment results from what is done now?

No. The SCOPE OF WORK RULE has no
requirements that were not in USPAP before. It's
a matter of emphasis. The process of problem
identification and the development of an
appropriate scope of work, both previously-
existing USPAP requirements, are emphasized
more in the SCOPE OF WORK RULE and the
2006 USPAP.

5 If the requirements for the development process
have not changed, then what has

USPAP now provides a set of minimum standards
for all appraisal, appraisal review and
appraisal consulting assignments. This
simplifies understanding the development
process. Further, there is greater emphasis on

the scope of work disclosure in the report to
provide intended users with an understanding
of the appraiser’s actions in arriving at
assignment conclusions.

personal property and intangib
including business inferest

Yes. ¢
7 How are scope of

The departufl proceshad®resses only a single

parture different2

dimensi appMisal process (the
com as labeled a Specific
Req owever, the scope of work

ddresses the decision to perform
nalysis (the work addressed
urticular Standards Rule) and, if it is

ed, the extent of research and analysis
Pleted in performing it.

hat happened to Binding and Specific
Requirements?

The labels were removed. The Standards Rules
were re-written to show when appraisers need
to complete the work without reference to a label.

9 Has any advice been issued to help understand
the SCOPE OF WORK RULE and its use?

Yes, the ASB issued two new Advisory
Opinions:

* AO-29 An Acceptable Scope of Work
* AO-28 Scope of Work Decision,
Performance, and Disclosure

Scopre oF WORK
AND DEVELOPMENT OF
ASSIGNMENT RESULTS

'| Will appraisers need to go through a
complicated decision process before starting
an assignment?é
Not any more than under the 2005 USPAP.
At the beginning of an assignment, appraisers
will communicate with the client to gather the
information needed for problem identification

and then determine the scope of work
propriate to address the problem. This is
ame process appraisers go through at
eginning of an assignment under the

005 USPAP.
'| '| Are there new development requirements?2

No. The fundamentals of the appraisal
process have not been changed. A
development process that was appropriate
under the 2005 USPAP is appropriate under
the 2006 USPAP. And a development
process that was not appropriate under the
2005 USPAP is not appropriate under the
2006 USPAP.

'| 2 How does an appraiser know if the scope of
work is adequate?

The same way appraisers know now.
Appraisers will continue to use their training,
experience and judgment to determine a
scope of work that produces credible
assignment results.

'| 3 Can the scope of work change during the

course of an assignmente

Yes. This is a common occurrence and
USPAP recognizes that determining the
scope of work is an ongoing process
in an assignment.

Score OF WORK AND
THE CLIENT

'| 4 Who determines the scope of work?

It is the appraiser’s responsibility to
determine and perform the appropriate
scope of work.

‘| 5 What input does the client have to the scope

of work decision2

Client input is part of the appraisal process.
Communication with the client is required to
establish most of the information necessary
for problem identification and scope of
work defermination.



]

Is a scope of work specified by the client
acceptable?

It is if that scope of work allows the appraiser
to develop credible assignment results.

If the scope of work specified by the client
does not allow the development of credible
assignment results, the appraiser needs to
discuss changing the scope of work or
withdraw from the assignment.

‘| 7 Does USPAP require client approval for the

scope of work decision?

No. The DEPARTURE RULE requirement that
the client agree “that the performance of a
limited appraisal service would be appropriate”
has been removed from USPAP and the
SCOPE OF WORK RULE does not have any
specific requirements for client approval.
However, the SCOPE OF WORK RULE
recognizes the client's role in problem
identification and scope of work determination.

If a client wants to order a “Limited”

] 8 appraisal, how can this be done (easily)?

Since the term Limited Appraisal is no longer
defined, the client needs to communicate to
the appraiser the assignment conditions
under which the appraisal is to be performed.
These might include required turnaround
time, degree of inspection and approaches
to be developed. After considering the
client'’s description, it is up to the appraiser
to determine if an adequate scope of work
can be developed.

'| 9 Is it a violation of USPAP to continue to use

the labels “Complete” and “Limited” in
the reporte

No. It is not a violation to use labels or
terms that are not included in USPAP.

Since the concept of departure will not exist
after 2006 USPAP is effective, the report
would probably be clearer if those labels

were replaced with an explanation of
scope of work applied. However, if ’

report clearly communicates the sc8
work, use of the labels would not viol8
USPAP.

CREDIBLE ASSIGNMENT RESULTS

2

Why did the ASB introduce a definition for
the term “credible”?

Use of the term “credible” is not new.
“Credible” was a central concept in USPAP
prior to the 2006 USPAP, but it is more
prominent in the 2006 USPAP.

2 How is the new definition different from
what is in a dictionary?

The new USPAP definition of credible, worthy

of belief, is not really different from common
usage. The context for use of the term in
USPAP is explained in the Comment to the

definition: credible assignment results require

support, by relevant evidence and logic, to
the degree necessary for the intended use.

2 2 What's important to know about “credible”?

Whether or not assignment results are credible
is always measured in the context of the
intfended use of the assignment. This means
that credibility is relative, not absolute.
Assignment results that are credible for one
infended use may not be credible for another
infended use.

Scopre OF WORK AND
REPORTING

2 Does the SCOPE OF WORK RULE introduce

any new reporting requirementsg

No. The SCOPE OF WORK RULE does

emphasize that the appraiser must repg

but this requirement has been
many years.

The requirement to report thd
takes on greater signifi

understand tipres
performed in the@gssi
relying on thessim

misleadin lete Appraisal and
Limited A
24 If 4 sCo changes during an
o hich scope of work should
praisersgfxplain in the report?

pBaisers should explain the scope of work
aglllly performed in the development process.

Is a separate section in the report needed
for the scope of work description?

No. USPAP does not dictate where information
must be included in reports. The scope of
work performed may be described in one
section or throughout the report.

2 6 Does the report need to explain what wasn't
done in an assignment?

Possibly. In addition to the disclosure of
research and analyses performed, disclosure
of research and analyses not performed
might be needed to allow users of the report
to understand your scope of work. The

report must explain why the cost approach,
sales comparison approach or income
approach was not developed. It may also
be necessary to disclose other research and
analysis not performed.

2 7 Have the reporting labels been deleted from
USPAP2

No. The report types identified in USPAP
have not changed. Self-Contained Report,
Summary Report and Restricted Use
Appraisal Report are still the report options
for real and personal property appraisals.
Appraisal Report and Restricted Use
Appraisal Report are still the report options
for business or intangible asset appraisals.

OTHER QUESTIONS

2 8 Are appraisers prepared for the 2006
USPAP2

Yes. While some education regarding the
new structure of USPAP and the modified
requirements will be required, appraisers
have been dealing with varied scopes of

ork (for example, exterior only inspections
vs. inferior and exterior inspections) for
many years now.

The 2006 USPAP does not introduce any
major new requirements. The requirement to
defermine and disclose the scope of work is
a requirement of the 2005 USPAP, as is the
requirement to develop credible assignment
results. Appraisers already possess the
knowledge and skills needed to complete
assignments under the SCOPE OF WORK RULE.

2 9 How can clients prepare for the 2006 USPAP2

Clients can review their policies, procedures,
guidelines and correspondence for use of
the terms “departure,” “Complete Appraisal”
and “Limited Appraisal” to describe the
appraisal process. Because these terms are
not defined in the 2006 USPAP, consideration
should be given to replacing the terms with
specific instructions that describe the type of
services requested.Since the appraisal report
types (Self-Contained, Summary and Restricted
Use) have not changed in the 2006 USPAP,
these is no need to modify current practices
related to appraisal documentation.

3 O Do the new Fannie Mae forms comply with
the 2006 USPAP2

Forms cannot comply with USPAP.
Appraisers comply with USPAP by meeting
the relevant development and reporting
requirements. The ultimate responsibility for
USPAP compliance in an assignment lies
with the appraiser, not the form.

CONTACTING THE APPRAISAL STANDARDS BOARD

The ASB invites commentary on USPAP from all interested parties. If you have any
comments, questions or suggestions regarding USPAP, please contact the ASB.

Appraisal Standards Board

The Appraisal Foundation

1155 15th Street, NW, Suite 1111
Washington, DC 20005

Phone: 202-347-7722 / Fax: 202-347-7727

E-mail: asb@appraisalfoundation.org / Web: www.appraisalfoundation.org

== THE APPRAISAL FOUNDATION
Authorized by Congress as the Source of Appraisal
Standards and Appraiser Qualifications

APPRAISAL STANDARDS BOARD






