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Eight Most Common Appraisa l Mistakes 

By Phil Spool, AS A 

This a rt icle i" abo ut comm o n mis­

tak es In ap rrai "al report s, whethe r the 

app raisal is tor a mortgage transac tion 

o r othe r inte nded · use. M ost mistakes 

are no t vio lations o t U SPAP but erro rs 

caused by a lack of co mm o n sense , try­

ing to satisfy a clie nt or no t fo llowing 

Fannie Mae gUide lines 

After revi ewing countl ess app raisal 

reports , J no ticed a patte rn o f commo n 

m is takes The m ost include : 

1. Market Area/Time Adjustment 
Inconsistency 

In a residential appraisal report form , 

within the Marke t Area D escripti o n 

sec tion, if yo u chec k the box that 

indicates p ro perty values are declin­

ing , then a nega tive time adjustme nt 

is ill o rder fo r your c omparable sales . 

Awhil e back reside ntial appraisers were 

hesitant to indicate that property values 

we re declining as lenders o r mortgage 

brokers were letting app raisers kn o w 

that if they checked the "declining" 

box, the loan would not ge t approved . 

The bo ttom line is that an appraiser is 

held respo nsibl e for w hat th ey write 

in their report and should not be per­

suad ed by anyone tellin g them wha t 

to write . Therefore , if you c heck the 

bo x tha t indica tes pro pe rty values are 

declining . then t rul y c o nside r usin g a 

negative t ime adjustm ent fo r the co m­

parahle sale" . Conve rsel y, if p ro perty 

values a re in c reasing and if th at box is 

chec ked , the ap praise r should consider 

us ing a posit ive tim e adjustment fo r the 

com parable sa k s. 
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2. Improperly Describing 
Neighborhood Boundaries 

As sales become mo re scarce and simila r 

type properties are located furth er away, 

in comparison to when sales were plenti ­

ful and nearby, apprai sers have a tendency 

to ex pand the ne ighborhood boundaries 

in o rder to accommodate the utili zation 

of sales in adjoining ne ighborhoods Th is 

is wrong. If a comparable sale is located 

in an adjoi ning or nearby ne ighborhood , 

th e appraiser should simpl y state that th e 

comparable sa le is in a substitute neigh ­

borhood , This is expla ined in the Fannie 

Mile Sel/illg Cllide, Part XI, Section 406.02 

Selection of Comparable Sa les , where 

it states: "As a reminde r, although it is 

rreferable fa r the arrraiser to r rovide 

comparab les from the subject's ne ighbo r­

hood , Fannie Mac docs all ow fo r the usc 

of co mrarahle sales that arc located in 

competing neig hbo rhoods , as th ese may 

simpl y be th e bes t comparabl es ava il ­

able and the most appropriate for the 

appra iser's ana lysis. If this situati o n a rises, 

the appraise r must no t ex pa nd th e nei gh­

borhood bounda ries just to encompass 

the com parables selected. The appraiser 

must indicate the comrara bles are trom 

a competing ne ig hborhood and address 

any diffe rences that ex ist." Whil e this i ~ 

a Fannie Mae guideline (Announcement 

08-30 dated Novem be r 14, 2008 ), it 

is also considered appropriate ro r non­

lender appraisals 

3. Misunderstanding the 
Difference between Data and 
Verification Sources 
The mo st comm o n da ta sources 

includ e public records, Multi p le 

li sting Se rvice , HUD I statements and 

deeds . Verification is pi c king up the 

phone and speaking to e ither the buye r, 

se ll e r, li sting age nt, se lling age nt , attor­

ney involved in th e transaction o r th e 

titl e company that handled the closing . 

The most commo n verificati o n source is 

the listing agent, fo ll owed by the selli ng 

agent . Verifica tio n would include con­

firm ing the sal es price , any sales co nces­

sio ns , conditi o n and re novat ion o f the 

property, e tc. The key wo rd is cO llf lrlll ilig 

4. Misrepresenting the Line 
Item in the Sales Comparison 
Approach Where It Asks Sales or 
Financing Concessions 

So me arlJra ise rs have the tend ency to 

state that the co mpa rable sa le ha~ a 

conventio nal mo rt gage , ig norin g that 

the li ne item is requ estin g an y sa les o r 

finJn c ing . concessio n, T he two mos t 

commo n examples of sales o r fin anc ing 

cances~ i ons a re ( I ) the seller co ntrihut · 

ing money toward the c losing wherea" 

th e buyer usu all y pays hi s/ her r o rtion 

page 22 H 

Winter 2010 Working RE 

mailto:pgspo61@bellsouth.net


I.",,,, 

of closing cost~ and (2) seller offers 

a below-market interest rate purchase 

money mortgage Stating that the com­

parable <,ale has a conventional mort­

gage does not necessJrily guarantee that 

there i~ not a sales concession. If there 

were no sales concessions, then state "no 

~Jles concession<' or "no known sales 

concessions" but don't put "conventional 

mortgage" as that is not what it is asking. 

5. Improper Mathematical 
Adjustment for Time Adjustment 
This relJtes to the appraiser making a 

negative time adjustment after determin­

ing that property values are declining 

and an Jdjustment for sales concession 

for that comparJble sJle. BJsic appraisal 

theory dictJtes that when using quanti­

tJtive Jdjustments, which is what you 

do in the residentiJI Jppraisal form each 

time you mJke an Jdjustment, there is J 

specific order of Jdjustments, especial­

ly if they are percentage adjustments. 

If you look at the SJles Comparison 

Analysis section of the grid, the first 

possible Jdjustment that could be made 

is for Sales or FinJncing Concessions so 

thJt the sales price reflects the cash 

equivJlent sal es price . The "econd pos­

sible Jdjustment is Date of Sale/Time 

(also referred to as l\lJrket Conditions). 

Therefore, if there is J des concession 

for one of your compJrable SJles that 

Jlso had J time adjustment, the sales 

concession adjustm ent hJS to be mJde 

first and then the time Jdjustment would 

be based on the Jdjusted sJles price Jfter 

the Silks concession was made. Both of 

these Jdjustments are usuillly percentJge 

adjustments (i.e . sellers contributing a 

percentage of the closing costs typically 

pJid by the buyer, Jnd time adjustments 

as a percentage per month basis). 

For example, a house sells for 

$750,000 and there is a three percent 

seller's co ntribution sales concession and 

you indicate that there should also be a 

nega tive 10 percent time adjustment due 

to th e continuing declining market. The 

proper way of making the adjustments 

would be to adjust for the sales conces­

sion first: $750,000 minus three percent 

($22,500) equals $727,500. Then the 

negative time adjustment of 10 per­

cent would be applied to the adjusted 

sales price of $727,500 $727,500 times 

negative I () percent equJls negative 

$72,750. Assuming l10 other ildju~t ­

ments are to be mJde, the Adjusted 

Silles Price of the comparable would be 

$654,750 ($727,500 minus $72,750) , 

rounded to $654,800. The imprope r 

way woulel be to take the $750,000 

purchase price Jnd subtract $22,500 

for the sales concess ion ilnd $75 ,000 

for the time adjustment to Jrrive Jt the 

Adjusted SJles Price of $652,500. 

6. Line-Item Adjustment for 

Actual Age and Condition 

The most common mistake for these 

two line-item adjustments are when 

the appraiser uses the Effective Age of 

the subject and the comparable sales 

insteJd of its Actual Age If the Effective 

Age is utilized, thi s would already tJke 

into conside ration the condition of the 

improvements and only one adjustment 

would be made for Age and Condition. 

But that is not what the form asks for. 

The fonm wants the adjustment made 

for the Actual Age difference and then 

separately, an adjustment, if needed, for 
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KAISER PERNlANENTE AND PACIFICARE 


HEALT H CARE 
SOLUT IONS 

Kaise r Pcrmanenre programs tearure no pre-exi~ r ing condirion limirarions :lIld no-deducrible 
plans. PJCifiCare offers two PPO and rhree HJ\;\O plans ro choose from, fearuring a choice 
of physicians, low co-pays and open cnrolfmenr. (California residents only) 

For derails, visir lUlUw.orep,org (click med ical fJlans) or ema il 
info@orep.org wirh Calif. Health in rhe subjecr line. A qualified ;1genr will be in couch ro 
discuss your oprions. 
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Co ndi t ion. T he key \vord ., arc Aclwd A!ie 
not Efkctive Age . 

7. Retrospective or 


Prospective Value 


This re lates to the Intended U se lo r all 

es ta te, tax as~eSSll le lll ap rK'il l o r a prop­

eny that i<, either pror osed or under 

construction . W hen the effecti ve date 01 
an apprai sa l is prio r to the date or v isit 

( inspection), thi<, would be considered 

a relrosprc l il'c value, no t a (II/Tril l value . 

For example, if the appra isa l is for an 

estate, usually the re trospective va lue 

date would be the da te of death or the 

alternati ve date, six months thereafter. 

If the ap[) raisal is tor a tax assessment 

appea l, the date or va luat ion would be 

January I o f that tax year. So be sure to 

call it a retrospec tive value. H owever, i f 

you are appraising a proposed property 

or a property under construc tion, the 

va lue would be considered a prospecti ve 

value as of a date in the fu ture (comple­

t ion date ). When doing a prospec t ive 

value, it would be a good idea to get the 

estimated completion date (month and 

year ) from either the bui lderlcontractor 

or cli ent USPAP's Standards Rule 2-2 (v i ) 

requires the appraiser to state the eflec­

tive date of the appraisa l and the date of 

the re[) o rt. II there is substantial dif fer­

ence in time between the effective date 

of the appraisal and the date of report, 

then tha t would indicate ei ther a retro­

s[)ec tive value (i c date in the past) or 

pros[)cctivc va luc ( i,e: date in the tuturc i 

8. Improperly Putting Listing(s) 
along with the Sales 

I have no ticed that many a[)prai<,er., who 

utilize liqings add thcm ilt the end o f theil' 

sa le<, grid a~ if it wcn.: an additional sale , 

givi ng it a blsl' or m i<,leading ind ica tio n 

that it is a sale and no t il l i':> ting Whilc 

the a[)pra iser docs state that it is a listing , 

the l istings should be on a se[)a rate page 

oy thenl':><:lvc,:> and hopchdly the softwarc 

program the apprJiser utilizes has a head · 

ing "List ing" ilnd no t "Sab." 

Summary 

I ho r c th is Ifl lo rillilti o ll is. hendic iJI 

to you . . Iuq reill em ber, Jnyth ing yo u 

w rite in th e re[)o n hJS to be suprorl cd 

.lust do n't il.,SUllle that iln adi ustment 

you make is ilrrro[) ri atc due to your 

Illa ny yca rs ot cxrenc ncc It is bet ­

ter to exp la in any unusual o r qu e,:> · 

ti o nahlt adjuqmen t w i th in a Tex t o r 

Suppleml' lltal ,-"'.d denci ulll al ld do a, 

much ex p lJini ng ill th i ~ addendulll ilS 

it takes to leave l i ttl e d OLl b t as to Wh':ll 

you di d and w hy you did it. It is cil ~ i Cl" 

to e:\p lili n w har you did th an to exp lain 

ait erwa rd" why you d id no t ex [) lain it. 

\VIE 

9 Out Of 10 Appraisers Have 

Why Haven't You? 

More and more real estate appraisers are adding the perfect compliment 
to their business" .Certified Machinery & Equipment Appraisal. Why? 
Because it makes good business sense allowing you the opportunity to 
"Work Smarter Rather Than Harder!" Equipment Appraisals are in high 
demand . Assignment fees are far more than a real estate appraisal. Plus, 
an equipment appraisal is fun and takes less time, Don't you deserve to 
be compensated for your professional work? Sure you do! When you 
earn the professional designation of Certified Machinery & Equipment 
Appraiser (CMEA), here's what you can expect: 

o Significant increase in income 
o Business opportunities expand 

o Adds value to your current services 
o Reduces the risk of liability 

If you're serious about your income potential in 2010, NOW is the 
time to take advantage of the significant demand in Certified 
Machinery & Equipment Apprisals! Visit us online for a FREE CMEA 
Preview Pak and discover what you 've been missingl . 
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