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7 REGULATORY ENVI RONVENT, ENFORCEMENT AND SANCTI ONS

7-0 | NTRODUCTI ON

Thi s chapter describes the regulatory environnent in which FHA
single-fanm |y appraisals are perforned and the enforcenent and
sanctions that are avail able to HUD and ot her government entities
in that environnent. Appraisers are subject to

o federal laws and regul ations

0o state licensing | aws and regul ati ons

o0 the requirenents associated with any professional appraisa
desi gnati ons

Thi s chapter enunerates these requirenments and explains their
connection to HUD s enforcenent and sancti ons processes.

7-1 REGULATORY ENVI RONMENT

A. FI NANCI AL | NSTI TUTI ONS REFORM RECOVERY, ENFORCEMENT
ACT OF 1989 ("FI RREA")

FIRREA instituted reformand regul ation of real estate
apprai sing through Title XlI, the Real Estate Appraisa
Ref orm Anendnents. The anmendnents achi eved the foll ow ng:

0 est abli shed the Appraisal Foundation, conprising the
Apprai ser Qualifications Board (A@) and the Appraisa
St andar ds Board (ASB)

- The A deternines the m ni num education
exam nation and experience requirenents for state-
certified and state-licensed appraisers.

- The ASB pronul gates the Uniforned Standards of
Pr of essi onal Appraisal Practice (USPAP)

0 required that only a state-certified or state-licensed
apprai ser may perform appraisals for federally rel ated
transactions

0 establi shed that an appraiser trainee can sign an
appraisal if a state-certified or state-licensed
apprai ser closely supervises the trainee, signs the
apprai sal report and inspects the property

0 established the definition of a "state-certified rea

estate appraiser” as sonmeone who has satisfied the

requirenents in a state or territory whose criteria for
certification neets the minimumcriteria for
certification by the Appraiser Qualification Board of
the Apprai sal Foundati on

0 established the state agencies to license, certify and
supervi se apprai sers
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Al'l appraisers performng services for FHA-insured nortgages
must conply wi th USPAP in devel opi ng and reporting
apprai sals. Key aspects of USPAP incl ude:

St andard Citation

Ethics Rule Conduct managernent, confidentiality
and recor dkeepi ng

Conpet ency Rul e Full responsibility of appraiser to
have the know edge and experience
to conpl ete the assi gnnent
conpetently or disclose any
di screpancy before acceptance and
take all necessary steps to correct

Departure Rule 1 Permits Iimted departures from acceptabl e
portions of USPAP reducing the
reliability of the valuation

Jurisdictional Exception |Individual portions of USPAP can be
superseded by | aw or public policy

Standard 1 In devel oping a real estate
property appraisal, an appraiser
must be aware of, understand and
correctly enploy the recognized
met hods and techni ques that are
necessary to produce a credible
appr ai sa

St andard 2 In reporting the results of a rea
estate property appraisal, an

apprai ser nust conmuni cate each

anal ysi s, opinion and conclusion in

a manner that is not m sleading

In conpliance with USPAP, unacceptabl e practices include:

(7-1)

0 estimating a specified (predetermned) val ue determ ned
by the | ender

o] fee splitting between | enders and appraisers

0 ot her practices that do not conply with HUD s standards

Al so, USPAP contains statenents on appraisal standards that
have the full weight of USPAP. These statenments were issued
to clarify the existing standards. The ASB has al so issued
advi sory opinions that currently do not establish new
standards but offer advice on conplex technical issues.

B. FEDERAL FI NANCI AL | NSTI TUTI ON REGULATORY AGENCI ES

The Federal Financial Institution Regul atory Agencies issued
a final rule on appraisals in June 1994. |In general, the
threshold for requiring state-certified appraisers to



perform apprai sals on federally related transacti ons was
raised to Two Hundred Fifty Thousand Dol |l ars ($250, 000).

1/ FHA does not permt departure from USPAP.
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D. FALSE, FICTITIOUS OR FRAUDULENT CLAI M5 ON HUD (18
U S.C. 1010, CRIM NAL PENALTIES AND FI NES 1012) -

(7-1) These
statutes prescribe crimnal penalties for any person who
knowi ngly files a fal se claimon or agai nst HUD.

E. FEDERAL FALSE CLAI M5 ACT (31 U.S.C. 3_729) - CVIL FRAUD

The Federal False O ains Act defines the civil nonetary
damages i nposed on any person who knowi ngly presents or
files a false claimthat was paid or approved by the United
St ates Gover nment .

F. 24 CFR PART 28 - PROGRAM FRAUD Cl VI L REMEDI ES ACT
( PFCRA)
These regul ations define the adnministrative procedures for
i mposing civil penalties and assessnments by HUD officials
agai nst any person who makes or subnits false clains or
false statenents to Federal authorities or to their agents.

G 24 CFR PART 30 - G VIL MONEY PENALTI ES

These regul ations define the noney penalties that HUD may
| evy for submission of a false certification by another
person - for exanple, an apprai ser who makes a fal se
certification at the bottom of the USPAP appraisal form
about the truth/ correctness of the appraisal data.

H. 24 CFR PART 24 -
ADM NI STRATI VE SANCTI ONS
These regul ati ons define the adm nistrative sanctions
available to HUD officials for any person deternined to have
vi ol ated HUD regul ati ons and polici es.

l. STATE LAWS AND PROFESSI ONAL ORGANI ZATI ONS
The apprai ser nust adhere

to all state and local |aws

relating to appraisal, licensing and certification

requirenents. Also, as a voluntary nenber of an appraiser's

pr of essi onal organization, the FHA apprai ser shoul d adhere

to that organization's guidelines on appraiser conduct.

However, HUD has no enforcenent powers in private

organi zati ons.

1. State Certifications

Apprai sers on the FHA Regi ster nust be |icensed,
certified-residential or certified-general appraisers.
To perform appraisals for FHA, appraisers nust maintain



and be able to prove that they are so certified. Wile
sone states do not require an appraiser to be
certified, they provide a |licensing program so

apprai sers can neet federal guidelines

Apprai sers nust conply with the practices of their
state unless the requirenents of the state contradict
those of the federal governnent; federal requirenents
preenpt any and all state requirenents.

The apprai ser nust report to HUD any action or pending
action that relates to appraisal reports prepared by
the appraiser two years subsequent to the date on which
the action was initiated. After disposition of any
di sciplinary action or adjudication of the action, the
apprai ser nmust provide HUD with the docunentation and
official findings within 14 days.
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2 Pr of essi onal Organi zati ons

The apprai ser may be a menber or hold designations in
pr of essi onal organi zations. Such invol venent is
encouraged, but not required. |f the appraiser is a
menber, candi date or associate of any organi zation, the
apprai ser nmust report any adjudi cated actions resulting
in the suspension of the appraiser to HUD within 14
days of such action. On disposition of the-action or
adj udi cation of the action, the appraiser nust provide
HUD wi th docunentation and official findings. HUD
reserves the right to suspend any appraiser found
guilty of professional m sconduct as adjudicated by the
pr of essi onal organi zati on.

7-2 ENFORCEMENT

FHA intends to hold appraisers accountabl e for valuations that
are inconsistent with USPAP or this Handbook. The Val uation
Conditions Form nust accurately reflect any site, structural or
nechani cal deficiencies. FHA recognizes that nost appraisals are
properly valued and do not indicate inproper action

Accordi ngly, HUD enphasizes quality assurance, but will take

enf orcement acti on when necessary.

A STATE CERTI FI CATI ON BQARDS
HUD wi Il enforce actions
agai nst apprai sers through existing
state certification and licensing boards. HUD is required
by law to refer appraisers to these boards if HUD considers
the actions to be of such magnitude or frequency as to
warrant such referral

B. PROFESSI ONAL ORGANI ZATI ONS
HUD wi Il cooperate with and
refer cases to the enforcenent
arns of all applicable professional organizations.



7-3 APPLI CABLE REMEDI ES AND SANCTI ONS
FHA wi Il review appraiser and apprai sal performance data. In
maki ng any determ nation, the following will be considered:

the seriousness and extent of the non-conpliant action

the degree to which the appraiser is responsible for that
action

the frequency of the action(s)

any nitigating factors

HUD wi I | inpose sanctions on four tiers:
1. Noti ce of Appraisal Deficiencies and Renedial Education
2. Admi ni strative Sanctions

3. Cvil Sanctions

4. Crim nal Sanctions
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0 the frequency of the action(s)
0 any mtigating factors
HUD wi Il inpose sanctions on four tiers:
1. Noti ce of Appraisal Deficiencies and Renedial Education
2. Admi ni strative Sanctions
3. G vil Sanctions
4. Crimnal Sanctions
(7-3)
HUD expects that all appraisers perforning appraisals for FHA are
know edgeabl e of HUD s policies and procedures. |f, however,

m nor appraisal errors indicate | ack of know edge, HUD may

requi re renedial education and training. For offenses arising
from unet hi cal behavior or for repeated offenses, HUD will apply
nore serious sanctions. All sanctions will be reported to the
state regul atory agenci es.

The foll owi ng sections generally define the actions taken under
each tier. Generally, these penalties will be expunged after
three years. A table providing exanples of offenses and possible
sanctions is included at the end of this chapter.

A NOTI CE OF APPRAI SAL DEFI Cl ENCI ES AND REMEDI AL EDUCATI ON
Education and training directives will be managed internally

by HUD. |If the evidence indicates that the appraisa

deficiency is a matter of training, then the apprai ser nust

undergo professional training. HUD will notify the



apprai ser and informthe appraiser of:

0 the appraisal's deficiencies

0 the findings that support the recomrended training
0 the recomended training

0 the appraiser's right to refute the findings of the
notice

The apprai ser nust appeal within 20 days fromrecei pt of the
notice if he or she disagrees with the findings. |If the
findings are adequately refuted, no action will be taken
agai nst the appraiser and the circunstances surroundi ng that
particular incident will be noted in the appraiser's file.
However, if the findings hold, the appraiser nust conply
with HUD s requirements for inproved performance, including
the type of training required and the tinme-frane for
conpletion. This action will go on record in the
appraiser's file.

B. ADM NI STRATI VE SANCTI ONS
Admi ni strative sanctions will be nmanaged internally by HUD
and consist primarily of renoval fromthe FHA Register for a
specified time. Renoval fromthe FHA Regi ster can be
i mposed for
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nonconpl i ance with FHA policies and requirenments on
appraisals. HUD will consider the seriousness of the
apprai ser's acts or om ssions and any nitigating factors.

HUD FHA wil | notify the appraiser of the alleged violation
and pending sanction in witing. |f the appraiser believes
that renoval fromthe FHA Register is unwarranted, the
apprai ser nust appeal in witing within 20 days and may
arrange a meeting or conference call with FHA at a nutually
acceptable tinme. If there is evidence and docunentation of
unaccept abl e performance, appraisers will be renmoved from
the FHA Register at HUD/ FHA' s sol e di scretion

Upon any legally effected renoval, HUD will notify the state
licensing or certification agency in witing that such
apprai ser has been renmoved fromthe FHA Register. HUD will
provide the state agency with:

o] the state license or certification nunber of the
appr ai ser

0 the reason for renoval

0 copy of the original appraisals

0 copy of the review report

In addition to renoval fromthe FHA Register, administrative
sanctions include sanctions under 24 CFR Part 24, Debarment,
Suspension and Linited Denials of Participation (LDP) from
HUD and governnent-w de prograns.



C. Cl VI L SANCTI ONS

HUD wi Il pursue civil sanctions by initiating an
i nvestigation of the alleged non-conpliant action. A report
contai ning the findings and conclusions of the investigation
will be subnmitted to HUD s Ofice of the General Counsel or
The Enforcement Center. |If the Ofice of General Counsel or
The Enforcenent Center determ nes that the investigation
report supports an action, the respective office will submit
a witten request to the Departnment of justice for approva
to pursue civil sanctions. Civil sanctions are pursuant to
Part 24 CFR 28-PFCRA and are described in Chapter 7-1.

D. CRI M NAL

If the non-conpliant action is so egregious as to violate
crimnal law, HUD s Ofice of General Counsel or the
I nspector General will refer the case to the Attorney
CGeneral at the U. S. Department of Justice.

E. PERFORVANCE VI OLATI ONS AND LEVEL OF SANCTI ON

The followi ng chart outlines the type of sanction to be
| evied by the type of performance violation. For exanple,
the appraiser may receive a Notice of Appraisal Deficiencies
for a square footage error of less than 10%as a first
of fense. However, repeatedly nmaking this mstake will
result in renoval fromthe FHA Register. |If the violation
is repeated so that it constitutes a pattern of m sconduct,
it may be considered gross negligence. The offense could
al so be considered gross negligence if the offense is so
obvious that it could not have reasonably been the result of
sinple error. |In this exanple, the sanction for gross
negl i gence includes renoval fromthe FHA Regi ster and may
include a Limted Denial of Participation or Debarnent.

7-6

Viol ations of intent include knowing and willful
nonconpl i ance with FHA/ HUD requirenents, as well as
extensive or repeated intentional violations. |In this
exanpl e, the appraiser is guilty of intentional m sconduct
if he or she chooses to disregard the requirenent.
Sanctions at this |evel may include debarnent and civi
and/or crimnal penalties. The Departnent may inpose civi
noney penalties or other sanctions for minor violations if
the Department determines that circunstances warrant.
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7-4 PERFORVANCE AND SANCTI ON MATRI X
This is not an exhaustive list of violations. It is nmeant to highlight the
ram fications for non-conpliant performance. This does not preclude the
Department from pursuing other renedies or related sanction(s); the Departnent
reserves the right to take any such other actions and renedi es in accordance
with applicable law. Tine frames are included for illustration and can vary
dependi ng on the degree of violation
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