(02-24-06) SPECIAL PN 

HB-1-3560 Attachment 7-D

STANDARD STATEMENT OF WORK (SOW) 
FOR MULTI-FAMILY HOUSING CONTRACT APPRAISALS 

Background: USDA Rural Development provides loans to eligible applicants for multi- family housing properties. In support of this program, Rural Development requires the services of qualified persons or firms to provide appraisals of subsidized Multi-Family Housing properties. All appraisals must be in compliance with the current edition of the Uniform Standards of Professional Appraisal Practice (USPAP) and Rural Housing Service (RHS) Multi-Family Housing appraisal requirements (supplemental standards), which are set forth in the Statement of Work (SOW), 7 CFR 3560, subpart P, and Chapter 7 of the HB-1-3560, available at 
http://www.rurdev.usda.gov/regs/handbook/hb-1-3560/LoChapter%207.pdf. 

The appraiser should note that there may be other participating and lending agencies outside Rural Development with different appraisal needs and requirements, and that the appraisal report should cover all the requirements.
Professional Qualifications: All Agency Multi-Family Housing appraisals must be written by a State Certified General Appraiser, certified in the State in which the subject property is located. The appraiser must have the specialized knowledge and experience necessary to be competent to appraise subsidized housing. The appraiser must understand the housing programs, value types and definitions, real and intangible property rights, use restrictions, pertinent tax considerations, and methods for valuation of various types of favorable financing involved in the appraisal of subsidized housing. 

Request for Quote (RFQ): The RFQ will be used to request proposals from appraisers via fax or e-mail and will contain basic property information, services requested, special requirements, and any additional information the appraiser will need to bid appropriately. It is the appraiser's responsibility to understand the scope of the assignment and its requirements. When the appraiser receives the RFQ, he/she is to notify the requesting representative by fax or e-mail within _24_ hours (1) that the appraiser is unavailable to bid on the assignment, or (2) with the amount of the fee and the number of calendar days required to complete the assignment. 

Contract for Appraisal Services (CAS) : Once the appraiser has been selected to complete the assignment, a Rural Development representative will provide a CAS by fax or e-mail. The CAS form will contain the same information as the RFQ but will also include Rural Development and property contacts as well as the agreed upon fee and due date. Rural Development will also inform the appraiser if he/she has not been awarded the assignment. The required number of copies of the appraisal may vary, and the appraiser must pay attention to the number specified on the CAS, as well as the specific delivery instructions. The CAS will specify to whom the reports are to be addressed and where the reports and invoice should be delivered. 

Subcontracting: The appraiser engaged by Rural Development or a qualified employee or associate of the appraiser, must perform the appraisal and must not subcontract it, or any part of it, to another person without written consent of the Rural Development Contracting Officer. 

Post Award Conference: The appraiser must contact the Rural Development State Appraiser, identified in the CAS, to schedule a post-award telephone conference. The State Appraiser will discuss appraisal requirements with the appraiser and answer questions about the assignment. Furthermore, the State Appraiser will be the appraiser's contact with the Agency during the course of the assignment. Again, it is the appraiser's responsibility to understand the scope of the appraisal and its requirements. 

Client: The appraiser must understand and agree that USDA Rural Development is the appraiser's client, and all reports must be addressed to USDA Rural Development (and any other intended user specified by the Agency). Any questions related to the form or substance of the assignment will be directed to the State Appraiser and will not be directed to the property owner. 

Property Contact: The appraiser should call the property contact, identified in the Statement Of Work, Attachment 7-E, for gaining access to the property and in most cases for procuring property specific data relevant to the assignment. Appraisal fees or turnaround times should not be discussed with the property contact. The appraiser must notify the State Appraiser immediately if any of the following occurs: 1) the appraiser cannot gain adequate access to the property, 2) the appraiser does not receive essential property information in a timely manner, 3) the appraiser has previously appraised or is in the process of appraising the property, 4) the appraiser has any other potential conflict of interest with respect to the assignment. 

Confidentiality: The appraiser must keep all fiduciary information and materials furnished by Rural Development, the owner, and/or property contact regarding the subject property confidential, as required by USPAP and the Gramm-Leach-Bliley Act. Usually, this is in regard to the utilization of financial data from properties in Rural Development programs.  The appraiser may use such information only in connection with performance of the assignment.  When the borrower is ordering the appraisal, the appraiser may only identify the comparable financial data on Rural Development comparables as Comp 1, 2, 3, or A, B, C, and will not indicate their exact location on the location maps.  The appraiser must agree to prevent the unauthorized disclosure, misuse, or alteration of the confidential information. Any information obtained through public sources is not considered confidential information. Disregard of this privacy requirement will be cause for immediate debarment as a contractor for the federal government. 

Nondiscrimination: All appraisals of Section 515 Rural Rental Housing or Section 514/516 Farm Labor Housing properties must comply with the Fair Housing Amendments Act of 1988. According to the Act, it is unlawful for an appraiser to use factors that are discriminatory on the basis of race, color, religion, sex, disability, familial status, or national origin in the sale, rental, leasing, or financing of housing. 

Assumptions, Hypothetical Conditions, and Limiting Conditions: All extraordinary assumptions, hypothetical conditions, and limiting conditions must be clearly described in a single location near the beginning of the report and in appropriate sections of the appraisal. In addition, extraordinary assumptions and hypothetical conditions must be restated wherever the appraiser opines to the final value(s). Extraordinary assumptions and hypothetical conditions also must be discussed with and agreed to by the State Appraiser prior to completion of the report. General assumptions and limiting conditions that reduce the normal scope of appraisal due diligence are not allowed. 

Potential Environmental Hazards: The appraiser must note any suspected environmental hazards, including issues external to the property that could adversely impact the property's value. Examples of environmental hazards would include damaged asbestos-containing building materials, underground storage tanks, chemical leaks, spills, or staining of ground surfaces, or on-site waste disposal such as sludge, oil, paints, or chemical residues. If the appraiser observes any suspected environmental hazards, he/she must notify the State Appraiser immediately and refrain from finalizing aspects of the appraisal that could be impacted until resolution of the issue or until instructed otherwise. 

Americans with Disabilities Act (ADA) : Appraisers must be familiar with the general provisions of the ADA because subsidized housing is a property type that is likely to be affected. The appraiser must consider what impact (if any) noncompliance with the ADA has on the value of the subject property. Any impact on value must be supported by market evidence. 

Appraisal Report Formats: The appraisal type (complete or limited), report type (self-contained, summary, or restricted use), and report format (narrative or form) will be set forth in Rural Development's authorizing Contract for Appraisal Services (CAS). Narrative formats are preferred for most Multi-Family Housing appraisals, with the level of detail dependent on the scope of work and the requested appraisal type and report type. Form reports completed on Form RD 1922-7, Appraisal Report for Multi-Unit Housing, FNMA Form 1050, FHLMC Form 71A, or the Uniform Commercial Industrial Appraisal Report (UCIAR) are generally acceptable, as long as they are modified to meet USPAP and Agency requirements and are agreed upon in advance. 

Approaches to Value: The approaches to value (Cost Approach, Sales Comparison Approach, and Income Approach) that are to be included in the appraisal depend on the specific assignment and will be specified in the CAS. 
When the purpose of the appraisal is to conclude Conventional Market Value, as unrestricted, all three approaches to value must be considered as part of a Complete Appraisal.  The Cost Approach can be eliminated for older properties. Each approach utilizes market data from the Conventional market and not influenced by subsidized market data.  It is considered a hypothetical value because of the unlikelihood of the subject becoming a conventional project. 
When the purpose of the appraisal is to conclude Market Value, subject to Restricted Rents, the Income Approach must be included, and the Cost Approach may be included, but the Sales Comparison Approach is typically not applicable and usually excluded.  The Market Value is based upon the Income Approach.  The value of the Interest Credit Subsidy – and favorable financing on all loans, is additional security for the real estate.    
When the purpose of the appraisal is to conclude value-in-use of an on-farm labor housing project, only the Cost Approach is applicable, and the other two approaches are excluded. 
For some assignments, an approach to value that is typically applicable may not be applicable, such as the elimination of the Cost Approach for older properties. When this is the case, the appraiser, upon receiving the RFQ, must discuss this issue with the State Appraiser so that the CAS will correctly specify the approaches to value that will be included in the report. If, during the course of the assignment, the appraiser determines that an approach is not applicable, he/she must obtain the approval of the State Appraiser to exclude the approach from the report, and the CAS must be modified. 

Value Types: The types of value (e.g., Market Value as conventional, or unrestricted, or Market Value subject to restricted rents, or Insurable Value) to be reported, including values of various types of favorable financing, will be specified in the CAS.  
The Present Value of favorable financing for the Interest Credit Subsidy is calculated by calculating the difference in debt service between the Market Rate and the Basic Rate of 1%.  The Present Value of any Balloon, at the current Rural Development supplied Note Rate, will be deducted in the process.

The value of grants and subsidies are to be reported only at face value because they are not real estate and must not be tallied into the value of the real estate.  They are to be reported separately and prominently in the Executive Summary, as well as in their discussion in the narrative.
Low Income Housing Tax Credits (LIHTC) are not a real estate item and must not be tallied into the value of the real estate.  Just like grants, and subsidies, they are significant as part of the Sources & Uses of Funds up until the completion of a transfer, etc., with new loans, and completion of rehab or new construction at stabilized occupancy; which is one of the dates on the appraisal.  LIHTC are to be reported separately, and prominently, in the Executive Summary as well as in their discussion in the narrative.  It is not necessary to value the tax credits beyond the closing of a transfer or refinance of a project.
The Sources & Uses of funds as supplied by grants and other unsecured funds may be the means by which a rehabilitation of a project may be achieved.  This may cause the Cost Approach to be indicated understandably much higher than the Income Approach.  A depreciation/economic formula may be appropriate.
Any loan that is free of loan interest; zero percent interest, and the debt is to be forgiven at the end of the term, if the loan goes full term, is to be treated like a grant.
Complete Appraisal Requirements: All RHS Complete Appraisals must comply with the following unless the contract for services requires otherwise: 

1) All appraisal reports must comply with the current edition of USPAP. Specifically, all reports must include the following items required by Standards 1 and 2 of USPAP: 

• Identification of the appraisal type and report type, 

• Identification of the client and any other intended users of the appraisal, 

• Identification of the intended use of the appraisal, 

• Description of the subject real estate, 

• Identification of the real property interest (property rights) appraised, 

• Identification of the purpose of the appraisal, 

• Identification and definition(s) of the value type(s) reported, 

• Identification of the effective date(s) of the appraisal and the date of the report, 

• Description of the scope of work used to develop the appraisal, 

• Disclosure of all assumptions, hypothetical conditions, and limiting conditions that directly affect the appraisal, 

• Description of the information analyzed, the appraisal procedures followed, and the reasoning that supports the analyses, opinions, and conclusions, 

• Description of the use of the real estate existing as of the date of value and the use of the real estate reflected in the appraisal; and (for market value) an analysis of the highest and best use of the real estate, 

• Disclosure of any permitted departures from specific requirements of Standard 1 of USPAP and the reason for excluding any of the usual valuation approaches, 

• A signed certification in accordance with USPAP Standards Rule 2-3. 

2) All reports must include an executive summary. 

3) All reports must include a legal description of the subject property.
4) All reports must include photographs of the interior and exterior of the subject property and of the exterior of all rent comparables and sales comparables. 

5) All reports must include the following maps, showing the location of the subject: 

• Regional map 

• City map 

• Flood plain map 

• Land Sales map 

• Sales Comparables map 

• Rent Comparables map 

6) All reports must include the following exhibits of the subject property: 

• Survey 

• Site plan 

• Floor plans 

7)  Income Approach Methodology:  All analyses within the Income Approach must be well supported. When the assignment is to conclude market value, subject to restricted rents, the subject's 3-year operating history should typically be used as the primary data source to analyze the subject's rents, other income, vacancy, and operating expenses. A set of five expense comparables should be compiled from recent operating statements for similar restricted properties within the subject's housing program. This data is obtained from Rural Development and used by the appraiser to analyze and discuss the line items of the proposed budget.  See Proposed Budget, Item 13, below.   
The capitalization rate selected for the subject must be derived from the most recent sales of similar properties in the local (or nearest similar) Conventional apartment market. Support for the overall rate should be provided using other accepted methods such as the Band-Of-Investment technique, etc.   The selection of a Capitalization Rate is a critical consideration in the appraisal because slight fractional differences can effect dramatic differences in results.  Appraisers need to explain their rationale for the specific Capitalization Rate selected from the comparable sales and make a statement as to the weight given the Band of Investment in selecting the rate.  
The appraiser’s decision process must be transparent and traceable by the Review Appraiser throughout the entire appraisal.  If the pro forma income, vacancy, expenses, or capitalization rate are not adequately supported, the Rural Development Review Appraiser will require the contract appraiser to make revisions that provide the necessary support before the appraisal can be accepted. 
There are no market data – capitalization rates, based upon subsidized value. When Rural Development subsidized apartment projects are transferred, the seller’s proceeds are based upon the Conventional value, not any Subsidized value.  The Subsidized value is developed by the funding of new loans to the buyer, which usually include the cost of rehabilitation.   Capitalization rates may differ as being before and after rehabilitation of a project.
8)  Basic Rents:  Any method that includes the use of Note Rate Rent as Potential Gross Income (PGI) in the Income Approach pro forma, to derive a value equal to the sum of the market value, subject to restricted rents plus the value of the interest credit subsidy, is not acceptable appraisal practice. Appraisers must not use Note Rate Rents in Rural Development Multi-Family Housing appraisals. 

9)  Quantitative Adjustment Grids:  The grids should show the subject and comparable’s characteristics, with adjustments, all within the same grid.  All reports must conclude the market rents separately for each bedroom type of the subject's units. A market rent adjustment grid, showing quantitative adjustments (not qualitative adjustments; not superior, inferior, equal alone) in specific percentages or dollar amounts for land sales, rent comparables, and sales comparables, must be included, and be well supported. Adjustments, minimally, must be for Property Rights Conveyed, Financing Terms, Conditions of Sale, Market Conditions, Location, Physical Characteristics (Age, Amenities, Quality, Condition, Size/Units, etc.).   
10)  Remaining Economic Life:  All reports must include an estimate of the Remaining Economic Life of the subject, extracted from the market area.  Buildings in the market area may be much older than the Marshall & Swift 55 year tables and still be financially feasible and maximally productive.
11)  Deferred Maintenance:  All appraisals of existing properties must include a discussion of deferred maintenance at the subject property. Items of deferred maintenance must be listed, and the cost to cure each item must be estimated, with support provided. The final value must be calculated by subtracting the total cost estimated to cure all deferred maintenance from the value indicated as if no deferred maintenance existed.  It will not be deducted from the appraised value by the appraiser.  It will be noted by Agency staff and handled appropriately. 

12)  Favorable Financing:   When favorable financing is involved, the appraisal report must contain a narrative identifying each source of financing. The amount and terms of each type of favorable financing must be described, and the present value of each type of favorable financing must be developed and reported separately from the Market Value, subject to Restricted Rents. Valuation of “Interest Credit Subsidy” from Section 514/515 loans should be consistent with Attachment 7-H, Guide for Valuation of Interest Credit Subsidy, Chapter 7 of HB-1-3560.  The State Appraiser can provide Excel spreadsheets that correspond to the samples in Attachment 7-H.

13)  Project Budget (Form RD 3560-7):  When the assignment is to conclude market value, subject to restricted rents, the subject's operating statements for the most recent three full years, and the proposed budget  (not the current existing budget) must be used in the expense analysis and included in the addenda of the report.  Rural Development projects are rent-controlled. The Proposed Budget determines what the necessary rents are going to be.  A Rural Development Loan Specialist, who is familiar with RD’s projects and budgets, makes a preliminary approval of the Proposed Budget. It includes actual rents that are likely to be in place unless the appraiser gives a convincing argument that they should be different.  The appraiser is responsible for determining that the proposed budget has been seen by the Agency’s loan processing staff, even though it may have been prepared by the borrower.  Rural Development is obligated, as per SOW, Attachment 7-F, to provide Project Budgets for five Rural Development comparable projects to be used by the appraiser for comparable analysis.  If the appraiser disagrees with the Proposed Budget, the appraiser can either contact the RD loan officer to possibly obtain a new budget, or else expedite two separate values by the Income Approach; one as proposed, and one as forecast by the appraiser.  [The loan officer will decide which budget to accept, and use the corresponding value.]

14)  Estimate and Certificate of Actual Cost:  Appraisals of properties with proposed rehabilitation must include Form RD 1924-13, Estimate and Certificate of Actual Cost, in the addenda.  

15)  Copy of Contract and Statement of Work in the Addenda:  A copy of the contract for services and the Statement of Work (SOW); both Attachment D and Attachment E, must be included in the addenda of the appraisal report. 
16)  Conventional Rents for Comparable Units (CRCU) :  When the assignment is to conclude “Market Value, subject to Restricted Rents”, the report must display the results of a Conventional Rent Survey and describe in a narrative, under a prominent heading, whether the Basic Rents (restricted) are less than, equal to, or higher than market rents. The objective is to determine if the Subsidized project has an affordable rent advantage over Conventional market rents. Basic Rents must not be higher than market rents, unless an exception is made by RD’s National Office, which potentially may be the case.   

Review of Appraisal: Appraisal reports are subject to review by Rural Development. Appraisers must be prepared to discuss their analyses, opinions, and conclusions and provide additional written support, clarification, and/or corrected appraisal pages if requested. 

Accountability: The engaged appraiser must inspect the subject property and be prepared to discuss the appraisal report. A staff appraiser or associate may participate in the appraisal assignment but must either sign the report or be identified, by name, as having provided significant professional assistance in the appraiser's certification. If a staff appraiser or associate wrote the majority of the report, that staff appraiser or associate may be present during any discussion of the assignment. However, it is the engaged contract appraiser whose work product has been identified as acceptable by Rural Development, and that appraiser must sign the report and be accountable for it.
 

Defense of Appraisal: The Agency may require the appraiser to defend the appraisal in court or in Rural Development's appeals process. This would constitute a consulting assignment that would be contracted separately from the original appraisal assignment. 

Payment of Services: Late delivery of any report may result in liquidated damages. Lacking specific arrangements in writing to the contrary, Rural Development may impose a penalty equal to the lesser of 5% of the appraisal fee per day, or $100 per day, for each calendar day beyond the scheduled due date. The late fee penalty is based on the calendar days between the due date and the date the appraisal report is received by Rural Development. If delivery of the report is 30 days past due, the appraisal engagement is cancelable by Rural Development, and the appraiser's right to all fees associated with the assignment may be forfeited. 

