APPRAISALS 
Freddie Mac recognizes the challenges that current market conditions pose in connection with determining accurate property values. Sellers are accountable for the quality, integrity and accuracy of the appraisal and other collateral documentation. To help you address these challenges, Sellers must review Chapter 44, Appraisal Reports, Inspection Reports and the Property Inspection Alternative (PIA), including the Home Valuation Code of Conduct (HVCC), to understand our requirements for appraisals. An appraisal should provide a complete and accurate description of the property, and a supported market-based opinion of value. 

Due to current market conditions, with this Bulletin we are reminding Sellers of certain existing appraisal requirements. This section covers the following topics: 

■ Qualified appraisers 

■ Credible appraisals 

■ Comparable sales 

■ Monitoring appraisal quality 

We are also providing additional best practices identified in the exhibit attached to this Bulletin to assist Sellers in their determination of whether the collateral value is accurate. To help ensure that Seller/Servicers meet our appraisal requirements, Freddie Mac is recommending the adoption of these best practices. 

Qualified appraisers 
Sellers must comply with the following requirements related to the selection of an appraiser: 

■ Sellers must select appraisers in compliance with the terms of the HVCC 

■ Appraisers must be certified or licensed in the State in which the property is located, and must be eligible to perform appraisals in that State 

■ Appraisers must be familiar with the local market in which the property is located, must be competent to appraise the subject property type, and must have access to the data sources needed to develop a credible appraisal 

■ For loans that are sold to Freddie Mac, Sellers must not engage appraisers who appear on the Freddie Mac Exclusionary List. The list is updated monthly and contains the names and addresses of individuals and companies that have been excluded from participating in transactions involving Freddie Mac Mortgages. 

Credible appraisals 
Sellers must comply with the following requirements: 

■ Appraisers must comply with the Uniform Standards of Professional Appraisal Practice (USPAP), any applicable Advisory Opinions and all applicable rules and regulations 

■ Sellers must provide appraisers with the sales contract (for purchase transactions), the terms of any financing and contributions that are outside the contract, and any specific requirements of their Purchase Documents (i.e., scope of work) or the Sellers’ policies and procedures if additional requirements have been established 

■ The appraiser’s opinion of value must reflect the value of the subject property without concessions. The appraiser must take concessions into account for both the subject property, and the comparable sales. The appraiser must make market-based adjustments to the comparable sales to determine the price the purchaser would have paid for the property without the concessions. 

■ Sellers’ staff must be trained to properly underwrite the appraisal reports to ensure that the appraiser’s opinion of value meets Freddie Mac’s definition of market value, and that the appraiser’s conclusions are accurate and fully supported 

■ Staff must be familiar with USPAP, applicable laws and regulations, and the requirements of the Seller’s Purchase Documents 

■ The underwriting of the appraisal report of an appraisal must be independent of loan production 

Comparable sales 
The appraiser’s selection of comparable sales is crucial to providing an accurate opinion of value based on market data. With respect to comparable sales, the appraiser must choose appropriate comparable sales, and certify that the comparable sales chosen are those most similar to the subject property. In underwriting the appraisal, the underwriter must consider whether any adjustments are supported and are reasonable. The amount and number of any adjustments must also be considered. Typically, the higher the amount of the adjustments or the number of adjustments the more likely the comparable sales might not be representative of the subject property. 
Freddie Mac does not have requirements about what comparable sales the appraiser is to use. For example, we do not require appraisers to use Real Estate Owned (REO), foreclosure or short sales. However, if the appraiser determines that these are representative of the properties available to typical purchasers for the market in which the property is located, appraisers must consider their use. 

Monitoring appraisal quality 
The following best practices can greatly aid in determining the accuracy of an appraisal and to detect potential fraud. Freddie Mac is recommending that Seller/Servicers adopt the following best practices to assist in determining that the appraisal is acceptable: 

■ Use automated valuation models (AVMs) and other tools as part of the origination or pre-funding quality control process to detect fraud and objectively measure the accuracy of the appraisal. Freddie Mac recommends the use of Home Value Explorer® (HVE), Home Value Calibrator® (“Calibrator”) or other validated and tested AVMs, as well as other collateral valuation tools, to assess the quality and accuracy of appraisals. More information about HVE and Calibrator, and a list of distributors, can be found on FreddieMac.com at http://www.freddiemac.com/hve/. 

■ If Loan Prospector provides a feedback message stating that the value of the subject property may be excessive, the Seller should carefully review the appraisal to ensure that it is accurate, and that the value is fully supported 

■ The Seller should have policies and procedures for its valuation processes that include an escalation and governance process when an AVM or other tool indicates that an appraised value is in question 

In addition to the recommended best practices, the Seller must review Form 71, Market Conditions Addendum, to ensure that the appraiser has provided the Seller with a clear and accurate understanding of the market trends and conditions prevalent in the subject neighborhood; the Seller should ensure that the market trends reported on Form 71 are consistent with the Seller’s knowledge of the market in which the property is located. 

Review the best practices identified in the exhibit attached to this Bulletin to further ensure that the appraisal is complete and accurate and that underwriting guidelines are properly followed.
