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Appraisal

Following the collapse of the savings and loan industry 
in the 1980s, research revealed that faulty and outright 
fraudulent appraisals had facilitated pursuit of extremely 

risky real estate investments by falsifying estimated collateral 
value. The subsequent financial meltdown revealed the mis-
leading documentation. 

Reformers blamed a combination of incompetence and 
chicanery for these lapses and initiated measures to ensure 
competence and independence among appraisers. Some lenders 
began to hire appraisal management companies (AMCs) to in-
sulate the appraisal function from the lending function. AMCs 
engaged appraisers for lenders and delivered the final product. 
Inserting the AMCs into the process offered a degree of separa-
tion between lender and appraiser. 

In an eerily similar episode, faulty real estate investments 
led to the collapse of financial institutions during the Great 
Recession of 2008. Again, faulty appraisals contributed to 
widespread financial reversals that shook the financial system 
to its foundation. 

Fearing that collusion among lenders, buyers, sellers and 
appraisers had produced inflated residential appraisals, regula-
tors again looked for practices designed to restrict interaction 
between the parties involved in transactions and the appraisers 
charged with providing unbiased estimates of the collateral 

value. Beginning in 2009, the resulting measures have evolved 
through several steps designed to regulate the business re-
lationships and transactions between mortgage lenders and 
residential real estate appraisers. 

The trail of new regulations includes the following chrono-
logically evolving list:

•	 Home Valuation Code of Conduct (HVCC),
•	 Appraiser Independence Requirements (AIR),
•	 Dodd-Frank Wall Street Reform and Consumer Protection 

Act,
•	 Truth In Lending Act (TILA Regulation Z),
•	 Appraisal Institute draft model legislation calling for reg-

istration and regulation of appraisal management compa-
nies and

•	 Texas House Bill 1146 of the 82nd regular legislative session. 

HVCC Regulations
The HVCC regulations were the first set of mandated regula-
tions regarding the separation of lender and appraisal interests 
following the current financial meltdown. HVCC was born out 
of New York Attorney General Andrew Cuomo’s action against 
Washington Mutual (WaMu), First American Corporation and 
its subsidiary eAppraisalIT for collusion. 
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be competent and knowledgeable of the local market to 
perform an appraisal. Use of unqualified in-state or out-of-
state appraisers unfamiliar with local conditions should 
be reported to state appraiser licensing agencies.

Nevertheless, the confrontation between appraisers and 
AMCs continues. Many practitioners contend that HVCC 
caused many appraisers to receive dramatically reduced com-
pensation for their work. These appraisers contend that in 
some instances fees collected by lenders have gone up while 
the portion of the fees remitted to appraisers has gone down. 

Appraisal Independence Requirements (AIR)

Because of the growing chorus of complaints, Fannie 
Mae, Freddie Mac, FHFA and other industry participants 
devised Appraiser Independence Requirements (AIR) to 

replace HVCC. AIR retained most of the original rules imposed 
by HVCC and continued to maintain the spirit and intent of 
the code. 

AIR did contain new rules designed to comply with Regula-
tion Z of the Truth in Lend-
ing Act. Everyone working on 
behalf of the seller was prohib-
ited, among other things, from 
attempting to “. . . influence 
the developments reporting, 
result of an appraisal through 
coercion, extortion, collusion, 
compensation, inducement, 
intimidation, bribery, or in any 
other manner.” AIR became 

effective Oct. 15, 2009, and lenders continued to employ 
AMCs to comply with its requirements. 

Dodd-Frank Wall Street Reform  
and Consumer Protection Act
The Dodd-Frank Act, signed July 21, 2010, specifically adopted 
appraisal independence requirements imposed by AIR. Dodd-
Frank specifies general guidelines designed to ensure appraisal 
independence by making AIR requirements part of the exist-
ing Truth in Lending Act. The act codifies and expands on the 
protections in AIR rules and adds a provision requiring lenders 
to pay “customary and reasonable” fees to appraisers without 
specifying any amounts. Lenders running afoul of Dodd-Frank 
restrictions face a fine of $10,000 a day for the first violation 
and $20,000 for subsequent violations. 

The newly constituted Consumer Financial Protection Bu-
reau took over rulemaking authority for appraisal fees in July 
2011. Appraisers, lenders, and appraisal management compa-
nies face a great deal of uncertainty resulting from this stream 
of legislation and rule-making activities. 

Dr. Gilliland (c-gilliland@tamu.edu) is a research economist and Garcia is 
a research assistant with the Real Estate Center at Texas A&M University. 

THE TAKEAWAY

Faulty or fraudulent appraisals that falsified the value of 
collateral contributed to the 1980s savings and loan debacle 
and the 2008 financial collapse. In the wake of those events, 
regulations were implemented to restrict interactions be-
tween appraisers and lenders.

WaMu pressured eAppraisalIT to influence appraisal values 
and to handpick appraisers for specific assignments. When 
Cuomo subpoenaed Fannie Mae and Freddie Mac to further 
investigate suspect mortgages, the situation escalated. Cuomo 
developed and imposed HVCC on Fannie, Freddie and the 
Office of Federal Housing Enterprise Oversight. By adopting 
HVCC, Fannie and Freddie avoided further scrutiny. After May 
1, 2009, all mortgages sold to Fannie and Freddie complied 
with HVCC. 

HVCC sought to insulate appraisals from any undue influ-
ence arising from potential conflicts of interest between lend-
ers, brokers and appraisers. The code applied only to 1–4 family 
property loans sold to Fannie Mae or Freddie Mac, and did 
not apply to FHA, VA or the Federal Home Loan Banks. While 
HVCC did not require lenders to use AMCs, the new require-
ments have prompted lenders to turn to AMCs for appraisal work. 

In the wake of the HVCC regulations, widespread discontent 
emerged among appraisers. Many practicing appraisers contend 
that implementation allowed AMCs to drive independent ap-
praisers from the business. Ap-
praisers also assert that AMCs 
arbitrarily assign appraisers 
without regard to their knowl-
edge of the area or the market, 
leading to faulty appraisals. 
Some appraisers believe that 
lenders should not be allowed 
to own AMCs. 

In addition to these issues, 
appraisers bristle at being 
forced to sever business relationships that took years to build. 
HVCC’s insistence on severely limiting communications 
between lenders and appraisers destroys the value of those 
contacts.

According to the Federal Housing Finance Agency (FHFA), 
flawed information has circulated about the content of the 
code, distorting opinions about HVCC. FHFA presented the fol-
lowing points in a July 2009 communication:

•	 Lenders	cannot	communicate	with	appraisers. The code 
provides for communications with appraisers about er-
rors, additional information needed and unprofessional 
conduct. Quality control personnel may communicate 
with appraisers and other lender personnel, outside of the 
loan origination function.

•	 HVCC	leads	to	lower	appraisals. The code does not lead 
to lower appraisals for properties. The code insulates 
appraisers from pressures that led to higher or lower ap-
praisals and should now lead to more accurate valuations. 
Declining home prices began long before the deployment 
of the code and relate to many other factors.

•	 Appraisals	can	only	be	ordered	through	AMCs. The code 
does not favor the use of AMCs over independent or in-
house appraisers. For the first time, the code places the 
same requirements for appraiser independence on AMCs 
as the limits placed on lenders. Lender use of AMCs was 
increasing prior to the code, and one of the key goals and 
results of the code was to strengthen appraiser protections 
when engaged by AMCs.

•	 Some	appraisers	used	by	AMCs	have	no	knowledge	of	the	
area	they	are	appraising. USPAP or Uniform Standards of 
Professional Appraisal Practice requires that an appraiser 

 Some appraisers believe 
that lenders should not be 
allowed to own appraisal 
management companies.
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