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Thtift Bulletin 55a 

The attached interagency guidelines 
provide more detailed guidance for 
regulators and financial institutions 
with respect to policies and proce- 
dures for appraisal and evaluation 

- 

programs, and with respect to con- 
tents of evaluations. In addition, the 
guidelines explain changes made in 
the final appraisal rule, 12 C.F.R. 
Part 564, published in the Federal 
Register on June 7,1994. Guidance is 
also provided on the appropriate 
use of the new appraisal options 
now available under the Uniform 
Standards of Professional Appraisal 
Practices. 
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Office of the Comptroller of the Currency 
Federal Deposit Insurance Corporation 
Federal Reserve Board 
Office of Thrift Supervision 

Interagency Appraisal and Evaluation Guidelines 

October 27, 1994 

Purpose 

The Office of the Comptroller of the Currency (OCC), the Board of Governors of the Federal 
Reserve System (FRB), the Federal Deposit Insurance Corporation (FDIC), and the Office of 
Thrift Supervision (OTS) (the agencies) are jointly issuing these guidelines, which supersede 
each of the agencies’ appraisal and evaluation guidelines issued in 1992.’ These guidelines 
address supervisory matters relating to real estate appraisals and evaluations used to support real 
estate-related financial transactions and provide guidance to examining personnel and federally 
regulated institutions about prudent appraisal and evaluation policies, procedures, practices, and 
standards. 

Background 
.- 

Title XI of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 
(FIRREA) requires the agencies to adopt regulations on the preparation and use of appraisals 
by federally regulated financial institutions. * Such real estate appraisals are to be in writing 
and performed in accordance with uniform standards by an individual whose competency has 
been demonstrated and whose professional conduct is subject to effective State supervision. 

Common agency regulations3 issued pursuant to Section 304 of the Federal Deposit Insurance 
Corporation Improvement Act of 1991 (FDICIA) also require each regulated institution to adopt 

t FRB: “Guidelines for Real Estate Appraisal and Evaluation Programs,” September 28, 
1992; OCC: BC-225, “Real Estate Appraisal and Evaluation Guidelines,” September 
28, 1992; FDIC: FIL-69-92, “Guidelines for Real Estate Appraisal and Evaluation 
Programs,” September 30, 1992; OTS: Thrift Bulletin 55, “Real Estate Appraisal and 
Evaluation Guidelines,” October 13, 1992. 

2 OCC: 12 CFR Part 34, subpart C; FRB: 12 CFR 208.18 and 12 CFR 225, subpart 
G; FDIC: 12 CFR 323; and OTS: 12 CFR Part 564. 

3 OCC: 12 CFR 34, subpart D; FRB: 12 CFR Part 208, subpart C; FDIC: 12 CFR 

Part 365; and OTS: 12 CFR Parts 545 and 563. 

















Renewals, Refinancings, and Other Subsequent Transactions 

While the agencies’ appraisal regulations generally allow appropriate evaluations of real estate 
collateral in lieu of an appraisal for loan renewals and refinancings, in certain situations an 
appraisal is required. If new funds are advanced over reasonable closing costs, an institution 
would be expected to obtain a new appraisal for the renewal of an existing transaction when 
there is a material change in market conditions or the physical aspects of the property that 
threatens the institution’s real estate collateral protection. 

The decision to reappraise or reevaluate the real estate collateral should be guided by the 
exemption for renewals, refinancings, and other subsequent transactions. Loan workouts, debt 
restructurings, loan assumptions, and similar transactions involving the addition or substitution 
of borrowers may qualify for the exemption for renewals, refinancings, and other subsequent 
transactions. Use of this exemption depends on the condition and quality of the loan, the 
soundness of the underlying collateral and the validity of the existing appraisal or evaluation. 

A reappraisal would not be required when an institution advances funds to protect its interest 
in a property, such as to repair damaged property, because these funds should be used to restore 
the damaged proprty to its original condition. If a loan workout involves modification of the 
terms and conditions of an existing credit, including acceptance of new or additional real estate 
collateral, which facilitates the orderly collection of the credit or reduces the institution’s risk 
of loss, a reappraisal or reevaluation may be prudent, even if it is obtained after the 
modification occurs. 

- 
An institution may engage in a subsequent transaction based on documented equity from a valid 
appraisal or evaluation, if the planned future use of the property is consistent with the use 
identified in the appraisal or evaluation. If a property, however, has reportedly appreciated 
because of a planned change in use of the property, such as rezoning, an appraisal would be 
required for a federally related transaction, unless another exemption applied. 

Program Compliance 

An institution’s appraisal and evaluation program should establish effective internal controls that 
promote compliance with the program’s standards. An individual familiar with the appropriate 
agency’s appraisal regulation should ensure that the institution’s appraisals and evaluations 
comply with the agencies’ appraisal regulations, these guidelines, and the institution’s program. 
Loan administration files should document this compliance review, although a detailed analysis 
or comprehensive analytical procedures are not required for every appraisal or evaluation. For 
some loans, the compliance review may be pan of the loan officer’s overall credit analysis and 
may take the form of either a narrative or a checklist. Corrective action should be undertaken 
for noted deficiencies by the individual who prepared the appraisal or evaluation. 
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An institution’s appraisal and evaluation program should also have comprehensive analytical 
procedures that focus on certain types of loans, such as largedollar credits, loans secured by 
complex or specialized properties, non-residential real estate construction loans, or out-of-area 
real estate. These comprehensive analytical procedures should be designed to verify that the 
methods, assumptions, and conclusions are reasonable and appropriate for the transaction and 
the property. These procedures should provide for a more detailed review of selected appraisals 
and evaluations prior to the final credit decision. The individual(s) performing these reviews 
should have the appropriate training or experience, and be independent of the transaction. 

- 

Appraisers and persons performing evaluations should be responsible for any deficiencies in 
their reports. Deficient reports should be returned to them for correction. Unreliable 
appraisals or evaluations should be replaced prior to the final credit decision. Changes to an 
appraisal’s estimate of value are permitted only as a result of a review conducted by an 
appropriately qualified State licensed or certified appraiser in accordance with Standard III of 
USPAP. 

Portfolio Monitoring 

The institution should also develop criteria for obtaining reappraisals or reevaluations as part 
of a program of prudent portfolio review and monitoring techniques -- even when additional 
financing is not being contemplated. Examples of such types of situations include large credit 
exposures and out-of-area loans. 

Referrals 

Financial institutions are encouraged to make referrals directly to state appraiser regulatory 
authorities when a State licensed or certified appraiser violates USPAP, applicable state law, 
or engages in other unethical or unprofessional conduct. Examiners finding evidence of 
unethical or unprofessional conduct by appraisers will forward their findings and 
recommendations to their supervisory office for appropriate disposition and referral to the state, 
as necessary. 
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