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WARNING: Here Be Dragons …

17 Perilous Pitfalls to Avoid When Using the New Fannie Mae 2005 URAR

by Henry S. Harrison 

In March 2005, Fannie Mae released eleven new appraisal report forms that had been in development for years. The new 2005 URAR is not simply an update of what I am calling the “Classic 6/93 URAR." The 2005 URAR is not an all purpose form like the Classic 6/93 URAR.  Instead, it is a form, which has been specifically designed to meet Fannie Mae’s and Freddie Mac’s need for an appraisal where the “Intended Use” is only “for the Lender/Client to evaluate the property...for a mortgage finance transaction.”

The 2005 URAR has many additional requirements, which are not found in the Classic URAR 6/93.  Fannie Mae and Freddie Mac have justified adding these new requirements as part of their revised “Scope of Work” definition. This change permits them to require things that are not required by the Uniform Standards of Professional Practice (USPAP).  It also restricts Appraisers from accepting assignments that are permitted under USPAP, but not allowed by Fannie and Freddie when using this new form.

In this article, I point out some of the most important differences between the Classic 6/93 URAR and the new 2005 version

Below, in italics, are highlights of the Fannie Mae Announcements that pertain to the 2005 URAR:

"Our final appraisal report forms dated March 2005 are required for appraisals performed on and after November 1, 2005. Lenders and appraisers may continue to use our existing appraisal report forms or the test forms released in 2004 until October 31, 2005.  All of our standard applicable exhibits that are used to support an appraisal based on the particular property inspection type are required when using these report forms."

"The primary enhancements to the report forms are designed to help communicate our expectations for the property valuation and appraisal reporting processes, clarify the appraiser’s accountability for the quality of his or her appraisal, and help ensure the appraiser’s compliance with our requirements and those of the Uniform Standards of Professional Appraisal Practice..."

"Direct questions have been added to the report forms that require the appraiser to report his or her analysis and conclusions on key areas in a clear and succinct yes/no format to address whether:

• the subject property is currently offered for sale or if it was offered for sale in the twelve months prior to the effective date of the appraisal;
• the appraiser analyzed the contract for sale for the subject property for a purchase money transaction;
• the subject property has any adverse physical deficiencies or conditions such as (but not limited to) needed repairs, and whether such conditions affect the livability, soundness, or structural integrity of the property;
• the subject property generally conforms to the neighborhood; and
• the appraiser researched, analyzed and reported on the sale (or transfer) history for the subject property and comparable sales."
"The appraiser’s certification on each of the revised appraisal report forms was expanded to more clearly communicate our expectations of the appraisal and appraisal reporting process.  In addition, new certifications were developed to:
• affirm that the appraiser has the appropriate knowledge and experience to appraise the particular type of property in the market area;
• clarify the permitted disclosure or distribution of the appraisal report and the parties that may rely on the appraisal report as part of a mortgage finance transaction; and • acknowledge that any intentional or negligent misrepresentation may result in civil liability and/or criminal penalties including, but not limited to, fine or imprisonment or both..."
"The valuation analysis performed in conjunction with our appraisal report forms is based on the sales comparison approach to value because that generally is the most reliable indicator of value for one-unit to four-unit properties. In order to reduce the time and costs associated with performing the appraisal, we do not require the appraiser to develop the cost and income approaches to value for all appraisal assignments.

Appraisals reported on our report forms are considered limited appraisals that are subject to the Departure Rule of the Uniform Standards of Professional Appraisal Practice (USPAP) if the cost and income approaches to value are applicable under the USPAP and they are not developed. An appraisal reported on our forms, however, will be considered a complete appraisal when the cost and income approaches to value are not applicable because the omission of those approaches for the particular type of appraisal assignment is not a departure from the USPAP."

Required Exhibits

A street map that shows the location of the subject property and of all comparables that the appraiser used;
• an exterior building sketch of the improvements that indicates the dimensions. The appraiser must also include calculations to show how he or she arrived at the estimate for gross living area. A floor plan sketch that indicates the dimensions is required instead of the exterior building or unit sketch if the floor plan is atypical or functionally obsolete, thus limiting the market appeal for the property in comparison to competitive properties in the neighborhood;
• Clear descriptive photographs (either in black and white or color) that show the front, back, and a street scene of the subject property, and that are appropriately identified. (Photographs must be originals that are produced either by photography or electronic imaging.);
• Clear, descriptive photographs (either in black and white or color) that show the front of each comparable sale and that are appropriately identified.  Generally, photographs should be originals that are produced by photography or electronic imaging; however, copies of photographs from a multiple listing service or from the appraiser’s files are acceptable if they are clear and descriptive;
• Any other data—as an attachment or addendum to the appraisal report form—that are necessary to provide an adequately supported opinion of market value.

Form Changes


Author’s Comments: Fannie Mae is very concerned about property “flipping”. They are asking the appraiser to help them spot these situations. The best place to start your inquiry is to ask the owner and indicate on the report that this was your data source. If the current owner does not know  (which is common in a flipping situation) you must investigate (at a minimum) the land records and any other owners you can identify and interview.
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 The Highest and Best Use Line is reworded: “Is the highest and best use of the subject property as improved (or as proposed per plans and specifications) the present use?  [] Yes  [] No   If No, describe”

 USPAP Standards Rule 2-2 (a)(x)   Page 25: (This Standards Rule contains binding requirements from which departure is not permitted.)  “When reporting an opinion of market value, describe the support and rationale for the appraiser’s opinion of the highest and best use of the real estate.”

Author’s Comments: You must provide a rationale for your opinion of Highest and Best  Use. 
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“Are there any adverse site conditions or external factors (easements, encroachments, environmental conditions, land uses, etc.)?  [] Yes [] No If Yes, describe”

Author’s Comments: A very significant change on the 2005 URAR is the elimination of the word “apparent”.  Now, not only are appraisers required to report what is apparent, but they may also be required to check the deed for recorded easements.

Before, appraisers were asked to report only “apparent” environmental conditions; now the question asks for any environmental conditions. I think it would be prudent to add a statement on the blank lines in this section such as:

“I have not checked the land records for recorded easements and have reported only apparent easements, encroachments and other apparent adverse conditions.” 
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“Are there any physical deficiencies or adverse conditions that affect the livability, soundness, or structural integrity of the property?  [  ]  Yes  [  ]  No  If Yes, describe_________”

Author’s Comments:  This is a very broad question, which should be carefully answered. If a Disclosure Form is part of the transaction, it should be examined to see if anything disclosed falls into the category of what is being asked for in this question.  Most likely the Lender is going to require these deficiencies to be corrected.  Therefore the appraiser must be prepared to support their opinion when the homeowner questions it.
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“There are ___comparable properties currently offered for sale in the subject neighborhood ranging in price from $________ to $________”

Author’s Comments: The comparable properties offered for sale (listings) used to provide this information must come from within the boundaries of the neighborhood as described in the NEIGHBORHOOD section.  In my opinion it is not intended or necessary to report all the properties offered for sale in the subject neighborhood.  What is being asked for here is a report of what an appraiser normally does when making a sales comparison analysis. The appraiser should examine all the comparable properties available for sale in the neighborhood and select those that are reasonably comparable to the subject property.  It is the range of this group that is reported here.  Usually, the final indication of value from the Sales Comparison Approach falls within the range of these listings.
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“There are ___comparable sales in the subject neighborhood within the past twelve months, ranging in sale price from $_____ to $______.”
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Author’s Comments: Again, in my opinion it is not intended or necessary to report all the sales within the past twelve months in the subject neighborhood.  What is being asked for here is a report of what an appraiser normally does when making a sales comparison analysis. The appraiser should examine all the known comparable sales in the neighborhood, consider the date of sale as well as the physical attributes of each property, and select those that are most comparable to the subject. The range of this group of sales is reported here. From this group, usually three or more sales are selected to be displayed and adjusted in a Summary (URAR) appraisal report.  When doing a final reconciliation of the Sales Comparison Approach, the appraiser should take into consideration all of the known listings and sales, not just the three comparable sales that are typically displayed on the URAR.
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 New lines read: "Net Adjustment (Total)”; “Adjusted Sale Price of Comparables”

AUTHOR’S COMMENTS: In addition to the adjusted sale price, the appraiser must provide the “Net Adj. %” and the “Gross Adj. %” for each of the comparable sales.  
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Fannie Mae, in Announcement 05-02, dated March 24, 2005 clarifies the scope of work it expects for appraisals on the URAR that are submitted to them: “Direct questions have been added to the report forms that require the appraiser to report his or her analysis and conclusions on key areas in a clear and succinct yes/no format to address whether: 
• the subject property is currently offered for sale or if it was offered for sale in the twelve months prior to the effective date of the appraisal;
• the appraiser analyzed the contract for sale for the subject property for a purchase money transaction; • the appraiser researched, analyzed and reported on the sale (or transfer) history for the subject property (3 years) and comparable sales (1 year).

AUTHOR’S COMMENTS:  The following are suggested comments to use when the sales history of the subject property and/or the comparable sales could not be obtained. It should be modified when some (but not all) of the information was obtainable: “The subject property is suspected of being the subject of a pending Purchase and Sale Agreement. I have requested information about a possible pending sale from the owner and/or the lender/client. Neither of them is willing to supply the requested information.”

“I was unable to determine the sales history of the subject property from any available public records.”

“I have examined all of the available public records and have not been able to obtain a sales history for one (or more) of the comparable sales.” 
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“The intended use of this appraisal report is for the lender/client to evaluate the property that is the subject of this appraisal for a mortgage finance transaction.”

Author’s Comments:  This is a very limited intended use. It precludes the lender using the appraisal for an overall evaluation of their mortgage portfolio, for example, as that would be a more general use than “a mortgage finance transaction.” It also does not include the property owner or their agent using the appraisal report to determine an offering or listing price for their property or relying on the property inspection portion of the appraisal to determine the condition of the property.
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“The intended user of this appraisal report is for the lender/client.”

Author’s Comments:  This paragraph spells out that if the appraisal is going to be acceptable to Fannie Mae and Freddie Mac, the intended user is limited to the Lender/Client. This is a very limited intended user. It does not include the property owner or their agent using the appraisal for any purpose. This does not preclude the owner of the property from obtaining a copy of the appraisal. However, it does preclude them from using it for anything other than its intended use by the Lender/Client. This is important because if the appraisal is used for other than authorized purposes it makes it much more difficult for the unauthorized users to successfully sue you.
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The item on the 2005 URAR is similar to #3 on the Classic 6/93 URAR except they add the phrase: “any portion of the subject site.” [emphasis has been added]

Author’s Comments: This is a helpful clarification. In the past, some appraisers have taken the position that it is only necessary to report a property being in a flood area when the actual improvements are in the flood area.
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Not using “comparable sales that were the result of combining a land sale with the contract purchase price of a home that has been built or will be built on the land” is a Freddie Mac and Fannie Mae Scope of Work requirement. Using this type of sale is not covered by USPAP.

Author’s Comments: Fannie Mae does not want appraisers to use comparable sales that consisted of the sale of the land in one contract and another contract for the construction of the improvements. They feel that these sales are not a result of the property being exposed to the open market.

This does not mean you cannot use any sales of new houses in a subdivision that consisted of the Buyer selecting an available site and then having a house built on the site similar to a model home in the development.
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This certification states that the Appraiser has sufficient knowledge and experience to make the appraisal. It does not recognize that USPAP permits the appraiser several other alternatives.

Author’s Comments:  This is not a USPAP requirement.  It is a Fannie Mae and Freddie Mac requirement. In the past it was common to obtain the help of someone who had the prerequisite knowledge and experience when:

1. The subject is in a market outside of the appraiser's usual territory and they are not familiar with the market.
2. The dwelling is an historic house.
3. The dwelling is a mansion

Fannie Mae and Freddie Mac no longer permit this even though it is permitted by USPAP.
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This is very strong language stating that the Appraiser has been able to resist all pressure to conform to the Lender/Client’s pressure for a value that will make the loan work.

Author’s Comments:  It is too bad the Lender/Client is not required to sign a similar statement.  It is not too far fetched to imagine a URAR that included a section that the Lender/Client would have to sign upon receipt of the report that essentially said the same thing, and that Freddie Mac and Fannie Mae would require the Lender/Client to sign before they would accept the report. (Note: See the Editorial on p.3 of this issue.)
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It is no longer sufficient to just name whoever helped you with an appraisal.  You now must identify the Trainee and anyone else who helped you and specify what tasks they performed.  You must also certify that they are qualified to do whatever tasks they performed.

Author’s Comments: This certification requires the appraiser to acknowledge work done by Trainees, and it points out that the appraiser is responsible for the quality of the work done by the Trainee.   Appraisers will have to consider how it will look to clients when they find out that a substantial part of an appraisal was done by a Trainee. 
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This certification requires that the Lender/Client identified in the report be the one who receives the report.

Author’s Comments:  This section of the certification prevents the Appraiser from giving a copy of the report to the property owner, another lender, the broker, etc.  These people and others may be entitled to a copy of the report.  The Lender/Client, however, and not the Appraiser should supply it.
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This certification gives the Lender/Client permission to make the appraisal part of a loan package that may be assigned and/or sold.

Author’s Comments:  What this is saying is that almost anyone in the lending process who gets the rightful use of the appraisal report has a right to rely on it.  Unfortunately, this may also give them the right to make a professional liability claim against the appraiser, even if they are not the original Lender/Client.

Conclusion: Fannie Mae and Freddie Mac seem to be talking out of both sides of their mouths regarding appraisals. On one hand, they are pushing for computer-made or computer-assisted appraisals and at the same time, instead of making the URAR easier to complete, it has become more complex in subtle and not-so-subtle ways.

They claim that by eliminating the Income and Cost Approaches, for example, they are simplifying mortgage appraising. However this work doesn't take much time compared to how long it takes to find the sales history of the comparable sales.

In reality what they are doing is taking over the easy jobs and giving the appraisers all of the harder ones. 

The reality is, for the time being at least, they rule the roost, and whatever they want, they are going to get.  If you want to continue to do work that will end up with them, you are going to have to do appraisals their way.

