
Disclosure

The purpose of this presentation is an overview of the subject matter with 
summation and explanation of recent changes in FHA policy. It introduces 
and explains, rather than supplants, official policy issued in Handbooks and 
Mortgagee Letters. If you find a discrepancy between the presentation and 
Handbooks, Mortgagee Letters, etc., the official policies prevail. Please 
note the information provided in this training is subject to change.

Please consult HUD online Handbooks at 
http://www.fhaoutreach.gov/FHAHandbook/prod/contents.asp?address=41
55-1 and Mortgagee Letters through 
http://www.hud.gov/offices/adm/hudclips/letters/mortgagee/index.cfm for 
the most recent updates and current policy.
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Underwriting the FHA Appraisal

Presented by

Marjorie Friesen, Megan Bartlett  & 
Becky Shade
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Contact  FHA

1 -800 -CALLFHA (800 -225 -5342)

Email:  info@fhaoutreach.com

www.fhaoutreach.gov/fhafaq

Jerrold.h.mayer @hud.gov to                              

sign up for HUD news and 

updates including upcoming 

trainings and webinars
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ñDirect Endorsement lenders are 
reminded that if the appraiser they selected 
provides a poor or fraudulent appraisal that 
leads FHA to insure a mortgage at an inflated 
amount, the lender is held responsible, equally 
with the appraiser, for the integrity, accuracy 
and thoroughness of an appraisal submitted to 
CI! ŦƻǊ ƳƻǊǘƎŀƎŜ ƛƴǎǳǊŀƴŎŜ ǇǳǊǇƻǎŜǎΦέ
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With Whom Does the Appraiser 
Communicate?

The appraiser is to discuss the appraisal only with 
the  DE Underwriter who is responsible for the 
quality of the appraisal report. Only the 
underwriter is allowed to request clarifications 
and discuss with the appraiser components of 
the appraisal that influence its quality.

8/16/2010
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Appraisal Forms

Å Form 1004 Uniform Residential Appraisal Report: Appraisal of a one-unit 
property (including individual unit in a PUD)

Å Form 1004C Manufactured Home Appraisal Report: Appraisal of a 
manufactured home (including a manufactured home in a PUD or 
condominium project)

Å Form 1073 Individual Condominium Unit Appraisal Report

Å Form 1025 Small Residential Income Property Appraisal Report: Appraisal of a 
two-unit to four-unit property

Å Market Conditions Addendum, Form 1004MC

Å FNMA 1004D, Appraisal Update and/or Completion Form

Å Form HUD-92051 Compliance Inspection Report: completion report for all 
one-unit to four-unit appraisal reports

8/16/2010
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Uniform Residential Appraisal
Subject Section

FHA Case #052-3648001
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Uniform Residential Appraisal Report
Contract Section
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Uniform Residential Appraisal Report
Subject Section
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Uniform Residential Appraisal Report
Neighborhood
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Uniform Residential Appraisal Report
Site
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Observing the Site

FHA requires the appraiser to disclose if 
any property is subject to hazards that 
endanger the physical improvements, 

affect livability, marketability or health 
and safety of occupants

8/16/2010
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Site Hazards & Nuisances

Subsidence

Active or planned drill sites

Above ground stationary storage tanks

High voltage transmission lines/towers

Grading and drainage

Airport Noise and Hazards 

Runway Clear Zones/Accident Potential Zones

ML-2005-48

8/16/2010
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Individual Water Supply
and Sewage Systems

The Lender is required to insure the well and septic 
meet HUD and state and local jurisdiction 
requirements.

The underwriter, not the appraiser, is required to 
determine feasibility of connecting improvements 
to public water and/or septic system. 

Call for inspection of readily observable deficiencies 
of well or septic systems 

8/16/2010
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Residential Appraisal Report
Improvements

ÅUnits
ωbǳƳōŜǊ ƻŦ {ǘƻǊƛŜǎ
ωtǊƻǇŜǊǘȅ ¢ȅǇŜ
ω5ŜǎƛƎƴ
ω¸ŜŀǊ .ǳƛƭǘ
ω9ŦŦŜŎǘƛǾŜ !ƎŜ
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Accessory Units
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Foundation/Basement/Crawl Space

ÅBasement

ÅCrawl Space

ÅBasement Area

ÅBasement Finish

8/16/2010



www.hud.gov
19

Interior ςMaterials Condition

Å Appraiser is to state what they saw and 
describe when necessary.

Å What is readily observable?

Å What upgrades did he/she see?

8/16/2010
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Interior
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ω The appraiser must enter a minimum head and shoulders 
and be able to inspect entire area.

ω An attic must have adequate ventilation and be free from 
defects. 

ω Homes with attic access sealed  must be opened and 
inspected.

Uniform Residential Appraisal Report
Attic

8/16/2010
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Mechanical Systems

All utilities should be on at the time 
of appraisal.
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Uniform Residential Appraisal 
Improvements

8/16/2010
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Property Condition Requirements

Determine the overall quality and condition of 
property.

Identify items that require immediate repair (health 
& safety, structural soundness).

Identify items where maintenance has been 
deferred, which may not require immediate 
repair. 

8/16/2010
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Property Condition Requirements

Typical property conditions requiring further inspection and/or 
repair by qualified individuals reflected on the Conditional 
Commitment, HUD 92800.5B:

Å Infestation ςevidence of termites

Å Inoperative or inadequate plumbing, heating or electrical 
systems

ÅStructural failure in framing members

ÅLeaking or worn-out roofs

ÅCracked masonry or foundation damage

ÅDrainage problems/standing water against foundation/Structural

ÅHazardous material on the site

8/16/2010
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Property Condition Requirements 

FHA does not require automatic inspections for the 
following items and/or conditions in existing properties 
unless mandated by State or local jurisdiction, 
customary in the area or lender required:

ÅWell (individual water system) 

ÅSeptic

ÅTermite

ÅFlat and/or unobservable roof

8/16/2010
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Uniform Residential Appraisal Report
Sales Comparison Approach

Comparable Listings
The number of comparableproperties currently offered for sale, 

including those under contract, within the subject neighborhood 
together with the price range.

Comparable Sales
The number of comparablesales that occurred within the 12-month 

period preceding the effective date of the appraisal, and within the 
subject neighborhood, together with the price range.

8/16/2010
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Uniform Residential Appraisal Report
Sales Comparison Approach
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Uniform Residential Appraisal Report
Sales Comparison Approach

1920 1680 2100+ $ - $

Golf Course -25,000

2400 > 20%

8/16/2010
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Uniform Residential Appraisal Report
Sales Comparison Approach

3-car attach 2 car attach + 7500 2 car attach +7500 2 car attach +7500

115,000
5%

15% 126,00025%

8/16/2010
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Uniform Residential Appraisal Report
Sales Comparison Approach

Standard Rule 1-5 of the Uniform Standards of Professional Appraisal 
Practice (USPAP), appraisers are required to analyze any prior sales of a 
subject property in the previous three years for one to four family residential 
properties.

8/16/2010
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Uniform Appraisal Report
Reconciliation
Handbook 4150.2, Appendix D)(

The three approaches to value: comparison, cost and income are 
reconciled with a brief description of the validity of each approach with 
respect to the subject property appraisal. 

8/16/2010
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Uniform Residential Appraisal 
Cost Approach 

The cost approach is required for:
ÅManufactured Housing (New Construction)

ÅUnique properties/properties with specialized improvements

Å[ŜƴŘŜǊΩǎ ǊŜǉǳŜǎǘ

The name of the cost service and reference page 
numbers of cost tables or factors required;

Reviewer must be able to replicate, and;

Remaining economic life line must be completed for 
every FHA appraisal including condominiums.

8/16/2010
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Uniform Residential Appraisal Report
Income Approach

The Income Approach is not required for 
FHA appraisals completed on the 
Uniform Residential Appraisal Report, 
Fannie Mae Form 1004.

8/16/2010
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Required Exhibits: Sketch

8/16/2010
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Photographs should:  

Å Show front and rear at opposite angles to show all sides of subject property 
and all improvements

Å Show street scene

Å Include a single photo of each
comparable

Å Show the grade of the vacant lot; 
proposed construction 

Å Be taken by appraiser (no people
in photos)

Å Be original photographs: MLS photos 
are not to be used as primary photo 

RequiredExhibits: Photographs

8/16/2010
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FHA - Serving the American Homebuyer 

Since 1934

Common Deficiencies - Photographs

Photos ǊŜŦƭŜŎǘƛƴƎ ǎƛƭƘƻǳŜǘǘŜǎ ƻǊ ά.ƭŀŎƪ .ƭƻōǎέ ŀǊŜ not 
acceptable.
Imaged photos & documents must also be clear 

8/16/2010
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Required Exhibits: Location Map

Maps 

Local street map showing 
location subject & each 
comparable sale

Show proposed roadways 
and street names

8/16/2010
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Appraisal Practices in a 
Declining Market

Underwriter Responsibilities

Review Comments in the Neighborhood Section to determine if 
the information is adequately supported by the data on the 
1004MC.

If ƴƻǘΣ ŦǳǊǘƘŜǊ ƻōǘŀƛƴ ǎǳǇǇƻǊǘ ŦƻǊ ǘƘŜ ǎǳōƧŜŎǘΩǎ ǾŀƭǳŜ ǘƘǊƻǳƎƘ 
requiring additional sales data from the appraiser and/or an 
online resource or a review appraisal.

8/16/2010
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90 Day Flipping Rule Suspended
for Forward Mortgages

Cases with a sale date on or after February 1, 2010 
that had a prior sale within 90 days may now be 

processed for mortgage endorsement.

http://www.hud.gov/offices/hsg/sfh/currentwaiver.pdf

8/16/2010
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When is a second appraisal required?

8/16/2010

Resale date of property is between1 and 90 daysand

Resale price is 20% percent or more over the price paid by the seller:

Increase must be supportedby:

Å full appraisal by an independent FHA roster appraiser or adequate 
documentation of repair/rehabilition/renovation

Åproperty inspection

Resale date of property is between 91 and 180 days and

Resale price is 100% percent or more over the price paid by the 
seller:

2nd appraisal required



www.hud.gov
43

Appraisal Portability
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Appraisal Validity

Without Update: 150 days

Å120 daysplus
Å30day extension

With Update: 240 days

Å120 days plus
Å120 days (update report validity)

8/16/2010
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FNMA 1004D

8/16/2010
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Conditional Commitment

A
B

D

FE

G
H

C
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The Direct Endorsement
Underwriter/HUD 
Reviewer Analysis of 
Appraisal Report(HUD-
54114) is used to modify 
value or for comments.

8/16/2010
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The Code of Federal Regulations 
(CFR) governs when an FHA loan may 

exceed a 90% Loan to Value predicated 
by the stage of constructionthe day the 

subject property is appraised.

Construction Procedures for Single Family

8/16/2010
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New Construction

8/16/2010
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New Construction
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Construction Exhibits for Appraisal

Proposed or Under Construction less than 90%complete

Å.ǳƛƭŘŜǊΩǎ /ŜǊǘƛŦƛŎŀǘƛƻƴ ƻŦ tƭŀƴǎΣ {ǇŜŎƛŦƛŎŀǘƛƻƴǎ ŀƴŘ {ƛǘŜ 
Appraiser to comment on any discrepancies existing between 

what he/she observes at the site and what was certified to by 
the builder (HOC Ref Guide 1-8C)

Lenders must resolve any noted discrepancies

ÅComplete set of Plans and Specifications

ÅDescription of Materials 

Å!ǇǇǊŀƛǎŜ άΧ ǎǳōƧŜŎǘ ǘƻ ŎƻƳǇƭŜǘƛƻƴ ǇŜǊ Ǉƭŀƴǎ ŀƴŘ 
ǎǇŜŎƛŦƛŎŀǘƛƻƴǎ Χέ ŀƴŘ ŀ Ŧƛƴŀƭ inspection by a fee 
inspector or local authority.

8/16/2010
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Appraisal Construction Exhibits

Under Construction 90% or more complete

Å.ǳƛƭŘŜǊΩǎ /ŜǊǘƛŦƛŎŀǘƛƻƴ ƻŦ tƭŀƴǎΣ {ǇŜŎƛŦƛŎŀǘƛƻƴǎ ŀƴŘ {ƛǘŜ 

ÅAppraiser notes any repairs and/or alterations required

Å!ǇǇǊŀƛǎŀƭ ƛǎ ŎƻƳǇƭŜǘŜŘ άΧ ǎǳōƧŜŎǘ ǘƻ ǘƘŜ ŦƻƭƭƻǿƛƴƎ 
ǊŜǇŀƛǊǎ ƻǊ ŀƭǘŜǊŀǘƛƻƴǎ Χέ ŀƴŘ ŀ Ŧƛƴŀƭ ƛƴǎǇŜŎǘƛƻƴ ōȅ ŀ ŦŜŜ 
inspector or local authority , i.e. certificate of 
occupancy.

8/16/2010
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B

C

A
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Appraisal Serving as Final Inspection

The appraiser is required to:

ÅTake additional photographs of each diagonally opposite front and rear 
corner of the house to record adequate grading and drainage of the 
site

ÅMust comment in the appraisal report on the acceptance of the 
grading and drainage

ÅCan the Appraisal serve as a final inspection on manufactured housing?

X

8/16/2010
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Manufactured Home Appraisal Report 
1004C

8/16/2010
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Mobile HomesςConstructed prior to June 15, 1976, the 
effective date of  the Federal HUD Code (uninsurable)

Manufactured Homes

Are constructed to 
comply with the 
Federal Manufactured 
Home Construction & 
Safety Standards. 

Modular
A.K.A. Factory-Built, are 
constructed to comply 
with the local State 
codes and the Uniform 
Building Code (UBC) or 
International 
Residential Code (IRC)

Factory Built Homes

8/16/2010


