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ABSTRACT

APPRATSAL PRACTICES AMONG MORTGAGE LENDERS
IN THE LANSING ARFEA

by Terrell Re Oetzel

This study was undertaken to obtain information concerning the appraisal
practices of lending institutionse It included a comparison of the current
appraisal practices of these institutions with the appraisal process re=
commended by the American Institute of Real Estate Appraisers, a national
soclety of professional appraiserse

From the information collected, the institutions were ranked with
respect to how closely they followed the suggested ideal appraisal procedure.
On this basis, the ranking was (1) insurance companies, (2) mortgage
companies, (3) savings and loan associations, (4) commercial banks.

Other institutions such as Federal Land Banks, Farmers Home Administration,
Federal Housing Administration and the Veterans Administration were not
included in the rankings because their organizations are quite different
and rather specialized. However, the appraisal forms used by these other
sgencies were rather complete.

The study attempted to provide some insight into the question of how
much an instltution could pay from an economic standpoint for a complete
appraisal and how complete an appraisal they could Jjustify. To provide a

definitive answer to these questions requires data concerning delinquencies,



Terrell Re Oetzel
foreclosures, numbers of loans made, present appraisal costs per loan, costs
per loan for complete appraisals, and the expected losses with complete
appraisalse Many of these data proved to be impossible to obtaine Only
the numbers of loans and costs of present appraisals were obtained from the
questionnaires and from the financial statements of various institutions.

If the needed information were available, the following relationship
could be used to analyze the economics of improved appraisal procedures:

(c&l - cp)N compared with FPRP - FR,
where

C is the cost of appraisal

is the number of appraisals per year

H o3

is the number of foreclosures
R 1s average rate of loss in dollars on foreclosures
p refers to present appraisal procedures

a refers to lmproved appraisal procedures

By comparing the costs of improved appraisals with the savings through
reduced foreclosures or through lower average losses as above, a lending
institution could determine whether it would pay to improve its appraisal
procedurese. It was not possible to make such a comparison by type of lending
institution because data were unavailable.

The thesis contains a detailed description of the appraisal practices
now being followed by the lending institutions in the area as well as some

suggestions for improvement in appraisal procedure.
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CHAPTER I
INTRODUCTION

Financing real estate through mortgages is an expanding business
in the United States. Almost sixty percent of the homes are financed
by mortgage loans, and home mortgages under the National Housing Act,
June 1934, must be appraiseds The National Housing Act established the
Federal Housing Administration.

At the end of September 1963 the real estate mortgage debt oute
standing in the United States was $273.3 billion for all holders, with
commercial banks holding eighteen percent, mutual banks holding seven-
teen percent, insurance companies holding twenty-five percent, and
savings and loans holding forty percent of the debte The mortgage debt
outstanding increased $35.5 billion from 1945 to the end of September
1963.l Consistently about ninety-two percent of the mortgage debt has
been secured by non-farm real estate and the other eight percent by farm
real estate. Financilal institutions hold close to seventy-seven percent

of the total debt while other agencies2 hold four percent and individuals

lFederal Reserve Board Bulletin, February 1964, p. 215.

2Other Agencies: Federal National Mortgage Association, Federal
Housing Administration, Veterans Administration, Public Housing Administra-
tion, Farmers Hame Administration, and Federal Land Bank.
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hold the remaining nineteen percent.

The above statistics give some idea of the magnitude of real estate
mortgage lending in the United Statese.

Demand for appraisals of market value in connection with financing
have three functions: (1) to arrive at the value of the security offered
for the proposed mortgage loan; (2) to provide an investor with a sound
basis for deciding whether to purchase real estate mortgages or bonds,
that is whether value is in line with asking or bidding price, and
(3) to establish a basis for decision regarding the insuring or under-
writing of a loan on real estate propert:y'.l+ This study is concerned
with functions one and three. All types of real estate property used
for security will be considered. Common types of security include:
residential homes, commercial, industrial, institutions, and farmse.

Installment type mortgage loans have typical repayment schedules
of from five to over thirty years and even more in some casese. For this
reason a complete knowledge of the security is needed since it is desir-
gble that the market value of the property always be greater than the
outstanding mortgage debte. A complete appraisal of property should
include both present market value and consideration of future market
value of the security. Mortgage foreclosures are undesirable for both
mortgagee and mortgagore Complete, professional appraisals are one

means of reducing foreclosurese.

3Federal Reserve Board Bulletin, ope cite pe 21D.

uAmerican Institute of Real Estate Appraisers, The Appraisal of
Real Estate, 3rd ed., prepared by a special technical committee of the
Education Committee (Chicago, Ille: December 1962), pe 6.
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Because of the expanding mortgage loans and the lack of information
concerning appraisal practices of mortgage lenders, this study was con-
ducted. For most families and businessmen the purchase of a home,
business establishment, or farm is the most expensive item that is
purchased in their lifetime. Each of these needs to be thoroughly
examined, by means of appraisals, to protect the borrower and also the

person or persons lending the money.

Objectives
This project is proposed to critically evaluate the appraisal
procedures presently being used by mortgage lenders. The specific
objectives are: (1) to describe appraisal procedures of mortgage lenders
in the Lansing area; (2) to analyze the lending procedures in the light
of practices set up by the American Institute of Real Estate Appraisers;
and (3) to make suggestions for changes or improvements in appraisal

practices by mortgage lenders in the Lansing area.

Procedures

To obtain information needed for this study a questionnailre was
sent to all mortgage lenders in the Lansing area. Private lenders were
not considered because little information is avallable concerning their
lending activities and it would be virtually impossible to collect enough
information to draw meaningful conclusionse The first part of the
questionnaire (see Appendix A) was designed to obtain information con-
cerning loan policies, including type of loans, percentage of loan to

value ratio, and types of property mortgaged. The remainder of the
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questionnaire considered appraisal procedures being carried on by the
different lending institutions and firmse. Information requested included
appraiser's qualifications, checks on accuracy of appraisals, cost of
the mortgage loan to the mortgagor and mortgagee, appraisal procedures
for different types of property, items reflected in the appraisal, and
some additional questions for those making farm loanse.

While designing the questionnaire, a list of the mortgage lenders
in the area was compilede. The major source proved to be the yellow pages
of the telephone directorye. Thirtyhbne different lending institutions
and firms were included in the study. This total included three savings
and loan associlations, seven insurance companies, ten mortgage companies,
seven banks, and four other insti‘bu.tions.5 On February 24, 1964, twenty-
five questionnalres were sent oute No questionnaires were sent to other
institutions at first, because it was felt that the questionnaire was
not designed for them. One week later a reminder letter (see Appendix B)
was sent to those who had not returned the questionnaire. On March 6, 196k,
in order to get some response from "other institutions," the questionnaire
was sent to these institutions. This fact was noted in a footnote to the
agencies. They were asked for any additional information they had in
thils subject area. Thirty-one questionnaires were sent and twenty-eight

were returnede.

5Other institutions include: Federal Housing Administration,
Veterans Administration, Federal Land Bank, and Farmers Home Administra-

tion.
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Previous Work
A search for previous work on this subject was unsuccessfule A
similar project is presently being conducted at the University of Wisconsin
by a graduate student working with Professor R. U. Ratcliff. One article,
written by a mortgage lending officer of a bank, appeared in the January

1960 issue of The Appraisal Journal.6 This article discusses the job of

the loan officer, the appraiser, and various other aspects of mortgage

lendinge

Organization of the Study

Chapter II presents background information which will be helpful
for a more complete understanding of this study. Also, terms used
throughout the study are defined. The final section of Chapter II
presents the appraisal process as recommended by the American Institute
of Real Estate Appraiserse A diagram of this process appears in
Appendix Ce.

Chapter IIT relates the data and information received from the
institutions and firms in the Lansing area concerning their lending
procedurese Chapter IV analyzes the appraisal procedures of the mortgage
lenders in comparison to the appraisal process presented in Chapter II.

Information concerning foreclosure and delinquency data of lending

institutions and firms is presented in Chapter V. In this chapter reasons

6American Institute of Real Estate Appraisers, The Appraisal
Journal, Vole 28, Nos 1 (Chicago, Ill.: January 1960), (Published Quarterly),

Pe 69.
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for some of the foreclosures and delinquencies are discussede
The final chapter presents a summary and some recommendations for

improvement of the appraisal procedures of lenders in the Lansing area.



CHAPTER II
BACKGROUND INFORMATION

The following items will be discussed in this chapter to give the
reader a better understanding of mortgage lending: risk and uncertainty,
review of the federal government?s start in mortgage lending, discussion
of a mortgage, discussion of the Jjob performed by the loan officer and
the appraiser, definition of terms, and the appraisal process recommended

by the American Institute of Real Estate Appraiserse.

Risk and Uncertainty

Every mortgage loan incurs a certain amount of risk and uncertainty.
Risk refers to variability of outcomes which are measurable in an
empirical or quantitative manner.l Risk is insurable in an actuarial
sensee Uncertainty refers to future events in which the probability of
the event cannot be determined empirically. Uncertainty cannot be insured.
An example of a risk situation is the expected life of the borrower. This
risk can be Insured by mortgage insurance on the borrowere. This is usually
a decreasing term life insurance policy taken out on the life of the
borrower effective during the term of the mortgage. If the borrower dies

before the debt i1s paid, the insurance will cover the remaining debte.

lEarl O. Heady, Economics of Agricultural Production and Resource

Use (Englewood Cliffs, New Jersey: Prentice-Hall, Ince, June 1957), pe Lo,

-7
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Other items of risk that are insurable are fire, wind, and other natural
hazards. All of these can be insured against, because their frequency
can be measured empirically.

An example of uncertainty is the future value of real estate. Will
the price increase, decrease, or remain the same? Another item 1s the
ability of the borrower to withstand risk and uncertaintye. Does he have
Job security? Is he insured against injury and loss of income so that
he could continue to make mortgage debt repayment in spite of setbacks?
Appraisals are made in order to estimate the value of this real estatee.
Appraisals can also help to reflect the stability of real estate through-

out the term of the debte.

Real Estate Mortgage

A mortgage is a conveyance of real estate given as security for
the payment of a debt. Real estate mortgages are distinctive. Real
estate remains unchanged in character, except for erosion, and the
mortgage extends for a given time. Also mortgages must be recorded and
have priority as to date of record. Each piece of property has a certain
location and is described by a legal descriptione An abstract, a brief
summary of all conveyances on a given property, helps to determine the
legal owner of the property the mortgage coverse Rights such as ease=
ments, right-of-ways, and other attachments and their owners will be
revealed by an abstracte.

The buyer should be aware of the legal responsibility when a

property is bought with a mortgage. A property bought "subject to the
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mortgage" means that the buyer does not agree to pay the mortgage.
If the seller fails to pay off the mortgage, the lender may foreclose,
and the property in due course will be sold at a foreclosure sale.2
Buying property "assuming the mortgage" means that the buyer in effect
is endorsing the original mortgage note and, hence, is liable up to the
limit of his property. Thus, the buyer!s property could be sold to

settle any debt not covered by the real estate mortgaged.

The Job of the Loan Officer and the Appraiser

An appraiser is one who estimates value; specifically one who
possesses the necessary qualifications, ability, and experience to
execute or direct the appraisal of real or personal property.3 When an
appraiser is doing an appraisal for mortgage lending purposes he must
know the purpose of the appraisal, but he should not be informed as to
the amount requested or the terms of the loane The appraiser's duty
1s to estimate the market value of the property in relation to the
economic conditions at the time of the appraisale The maximum amount
of money loaned is based on the appraiser?s opinion of value under the
given economic conditions at the time. Thus, the ability of the property
to serve as security on the loan depends upon the soundness of the
appraisale This is another reason for each loan to be accompanied by

a complete appraisal report of the subject property taking into

2William G. Murry, Agricultural Finance (The Iowa State Press 1960),
Pe .1920

3America.n Institute of Real Estate Appraisers, Appralsal Terminology

and Handbook (L4th ed., 1962), p. 12.
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consideration all the facts concerning the property and following the
appralsal procedures set up in a later section.

The role of the appraiser was described above with respect to the
appraisal of property for the purpose of lending moneye. The role of the
loan officer is another distinctly different jobe The appraiser and the
loan officer should be two different persons. The amount of loan and
terms of the repayment plan are decisions made by the loan officer.

The credit of the borrower, his resources, future earning capacity,
integrity, life expectancy, and the relation of the debt to his financial
ability to repay are of no concern to the appraiser.h Yet, the loan

officer must concern himself with thesee.

Dafinition of Terms
Some terms such as market value, appraisal and others will be
used throughout this thesise These terms are defined as follows:

Market Value is the highest price which a property will bring,

if exposed for sale in the open market allowing reasonable time to
find a purchaser, who buys with knowledge of all uses to which

it is adapted, and for which it is capable of being used.5
Appraisal is an estimate of value in monetary terms.

Mortgage is a conveyance of land given as security for the

uPercy E. Wagner, "Appraising and Mortgage Lending," The Appraisal
Journal (January 1960), pe T3e

5American Institute of Real Estate Appraisers, Ope Cit., pe 12le



payment of a debt.6

First Mortgage is the first conveyance given as security and the

holder is entitled to first payment, if the property is sold be~
cause of default of the mortgagor.

Fee Simple Owner holds exclusive right in a piece of land limited

only by the overall interest of society administered by the state.7

Staff Appraiser is an appraiser who works for one firm, is paid

only by that firm, and is considered an employee of the firm.

Fee Appraiser is an appraiser who is employed by different firms

for a certain appraisal, is not an employee of that firm, and
considers himself a free agente.

Mortgagor is the person giving the mortgage, for example, an
individual borrowing money from the banke.

Mortgagee is the person or firm receiving the mortgage, for
example, an individual or firm who holds the mortgage and lends

the money.

The Appraisal Process
The following is the procedure suggested for professional
appraisers by the American Institute of Real Estate Appraisers. This
procedure will be used to compare, contrast, and analyze the methods

followed by the lending institutions or firms in the Lansing area. An

6Robert H. Pease and Homer V. Cherrington, Mortgage Banking (McGraw-
Hill Book Co.,: New York 1953).

7Raleigh Barlowe, Land Resource Econories (Prentice Hall: Englewood
Cliffs, New Jersey 1958).
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illustrated appraisal process is listed in the appendixe.

Definition of the Problem

The first step is to define the probleme There are five steps:
(1) identify the property; (2) specify the right involved; (3) state
the purpose of the appraisal and its function; (4) ascertain the date
as of which the estimate is desired; (5) define the value to be estimated.O
These five steps, as explained below, help to set the form, set the
limitations, and explain the necessary rights and purposes needed in every
appraisal report. These five steps are defined by the person desiring
the appraisal through a letter of authorization to make the appraisal.
The legal description of the property is usually given to the appraiser
but it is his job to check the description. If necessary, he will call
in a surveyor to check. Another item that must be defined and checked
is how the rights are distributed. A fee simple right means that the
owner owns all rights to the property not owned by the public domaine.
Several rights may be owned by a number of individuals and those which
are to be appraised must be known by the appraiser and described in his
reporte Purpose and function of the appraisal is important to the
appraiser so that he knows the type of data needed, type of report needed,
and method which he will use to arrive at the market value. In all cases
though, he will arrive at the market value of the subject propertye.

Because value fluctuates, the date of the appraisal is importante. The

8Appraisal of Real Estate, ope cite, pe 50
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value sought in an appraisal is market value but sometimes special

clrcumstances are to be considered; thus, definition of value is needed.

Preliminary Survey and the Appraisal Plan

The preliminary survey is designed to look at the appraisal problem
at hand and determine the material needed to complete the appraisal and
how to present the report. Also the appraiser will determine the highest
and best use of the property. Highest and best use is defined as that use
which at the time of appraisal, is most likely to produce the greatest
net return to the land/or buildings over a given period of time.9 Finally
the appraiser will select the dominant approach to use: eilther income,
cost of replacement or market data approache These approaches will be

discussed later in this sectione

Data Program
Now that a plan has been outlined the appraiser will begin to obtain

data necessary to carry out his planned procedure. An appraisal report
requires two types of data, general and specific. General data include
facts about the region, city and neighborhood in which the subject pro-
perty is locatede. This section includes data which will help support the
purpose of the appraisale For example, when doing an appraisal for
mortgage loans the stability or instability of the nelghborhood is
significant because the prospective lender is concerned not only with
present worth but with the stability of the value during the period of the

mortgage. In other words, this section will include all information

9Appraisal of Real Estate, ope cite, pe 35
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outside the property which affects the value of the property. Specific
data describe the subject property. This includes owner, type of owner-
ship (warranty deed or other), easements, zoning, assessed value, taxes,
legal description, and description of all improvements on the propertye

Also, data are needed concerning all the utilities serving this property.

Data Classification and Analysis in the Three Approaches

The three approaches to value are the cost, income, and market datae
The cost approach considers the cost of construction of the improvement
less functional, economic, and deterioration depreciation, to arrive at
the market value of the property. The three types of depreciation are
defined as: (1) functional - lack of desirability in terms of layout,
style, and design as compared with that of a new property serving the
same function; (2) economic = loss of value from causes outside the
property itself; (3) deterioration =~ the physical wearing out of the
property. Briefly, the appraiser estimates: (l) the value of the land
as if it were vacant, by using recent market sales, (2) the cost of
reproducing the existing improvements, (3) the deduction for depreciation
from all causese. These three figures are used to arrive at the market
value of the Iimprovement and lande.

All of the approaches are not used in every appraisale. But the
market data approach is used in all appraisals. This approach consists
of obtaining recent sales of properties similar to the property that is
being appraised. After the recent sales have been confirmed by talking
with someone who is familiar with the sale, each of the sales is campared

to the subject property to arrive at the market value of the subject property.
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The market data approach is not perfect because no two properties are
exactly alike, but this approach does work by adjusting each recent sale
to the subject property. The appraiser relies upon sound judgment and
experience to make these adjustments. Because these adjustments are
subjective, one or both of the other approaches is desirable as a check
against the market approach to arrive at the best estimate of market
value.

The income approach can only be used on those properties from which
an income may be derived. Residential dwellings, except rentals, usually
have no way of producing net income and for this reason only the market
and cost approaches are used on residential homes. The income approach
includes first estimating the gross income of the property from either
rents, in the case of apartment or office buildings, or from gross salese.
From the gross income all expenses such as taxes, maintenance, deprecia-
tion, and repairs are subtractede The final figure is called the net
income derived from fhe subject propertye. The net income figure is then
capitalized. The capitalization rate may be found by several meanse.

One way of obtaining this figure is to find the capitalization rate used

in the market. This is done by figuring backwards. Take the recent sales,
find their net income, and from these two figures it is possible to find

the capitalization rate. Another method is to simply use the long term
interest rate used by banks and insurance companies in the area. A third
method is to use a rate that represents what investors would like to re-
ceive in the way of return on their investment. All three ways are somewhat
subjective and, when using large figures, one~half percent can make a big

difference in the final market value.
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Correlation of Value Indications and Final Estimate

The purpose of the correlation is to develop the three value
estimates into a final conclusion of value.lo The relative importance of
the approach used in a given appraisal and the reason for the weight
accorded to each estimate are discussed. Final value should be shown by
sound logical reasoning that leads to the final conclusion. Final estimate
should bear in mind the definition of value previously presented and the
purpose and function of the report. In correléting the three value
estimates (two in the case of residential property), averages of the value
from each should not be used, but rather, sound judgment as to which
estimate is nearer to the actual market value of the subject propertye.

Finally, every appraisal should have an appendum of exhibits con-
sisting of photographs of the subject property, of the street or area
showing the characteristics of the surroundings, and of the comparables
used in the appraisale Maps showing the location of the subject property,
floor plans of the improvements, and any other material which would be help-
ful in assisting the reader to visualize the property or to better understand
the appraisal presentation should also appear in the appendume.

The above description of the appraisal process applies to appraisals
for lending purposes, sale of property or for any purpose an appraisal
is needed. The objective of an appraisal is to arrive at present market

value of propertye. Following this line of thinking, then all three

lOAmerican Institute of Real Estate Appraisers, American Institute
of Real Estate Appraisers, Candidatel’s Manual (Chicago, Ill.: As amended
June l, 1962) .
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approaches, where appropriate, should be used to arrive at market value
whether the appraisal is for lending or any other purpose. The same

procedures should be followed for each appraisal no matter what its

purpose.



CHAPTER IIT

DESCRIPTION OF MORTGAGE LENDING OPERATIONS
IN THE LANSING AREA

This chapter relates information received from lending institutions
and firms concerning their mortgage lending practices. Information pertaine-
ing to their appraisal procedures is discussed primarily in the following
chapter. Information of concern in this section includes: loan information,
type and qualification of appraiser used by the institutions, loan to value
ratios, and cost of loan information. Each institution or firm is dis-

cussed separately.

Mortgage Companies

A mortgage company, like most businesses, is in business to make a
profit. A mortgage company generally uses other people's money, such as
insurance companies, banks, or private individualse. It is the job of the
mortgage company to find persons who desire to borrow money and bring them
together with persons or institutions who wish to lend money. The mortgage
companies make money through finders fees paid by the lender for the
mortgage company’s assistance in lending the money. Of course, a mortgage
company may loan some of its own money, but generally it operates as above.

Ten questionnaires were sent to mortgage companies, seven were re-

turned.

~18-






Loan Information

The mortgage companies loan money on many different types of property:
commercial, institutional, industrial, farm (although very few), apart-
ments and other types of income property, and residential. Five of the
seven companies make conventional, FHA, and VA loans, and the remaining
two companies make only conventional loans. Most emphasis is on residential
and commercial loanse Two of the companies make farm loans, but in each
case farm loans amounted to less than twelve percent of the total loan
volumees Final approval of each loan is made by a loan committee consisting

of the officers of the companye.

Type and Qualification of the Appraisers

Bach of the companies use their own staff appraisers on residential
appraisalse. Fee appraisers are hired to appraise commercial and other
income propertiese The appraisers, staff and fee, except in one case,
belong to at least two well known professional societiese In three of the
companies, the appraisers are required to belong to a professional societye.

Professional appraisal societies are formed to keep their members
up-to-date on the latest events in their profession, to discuss current
problems in the appraisal field, and thus, attempt to help each member to
become a better appraiser. The mortgage company appraisers belong to more
societies than other lending agency appraisers. Mortgage companies are
the only group that require membership in a professional society. This
reflects a desire on the part of mortgage companies to obtain a very high

degree of competence in their appraiserse.
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Figure 3.1 Professional societies and number of firms with appraisers
belonging to the societiese

5

L

Number 3
Belonging

to 5
Societies

1

0

SRA® AsA® MAT® ATREA

Eag Society of Residential Appraisers

b) American Society of Appraisers

(c) Member of the Appraisal Institute

(d) American Institute of Real Estate Appraisers

Economic Information

Table 3.1 shows the loan to value ratio and cost of the mortgage
to the borrower. The loan to value ratio is the amount of money an
institution or firm will loan to the borrower in relation to the appraised
value of the property. The mortgage companies are evidently loaning near
the maximum amount on all types of loanse.

Only three companies listed costs of the mortgage to the borrower.
The others simply checked items that were charged to the borrowere. The
average cost of all the companies reporting was $84 plus $3.00 per $1,000
of the loan for insurance. One company made an additional charge of $2.50
per entry for the abstractinge. The cost is paid by the borrower at the time
of loan approvale The cost includes charges for the appraisal, insurance,
recording fees, attorney fee, credit rating check, tax history, abstracting

and additional fees for VA and FHA insured loanse.
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Table 3.1 Maximum and estimated loan to value ratio and borrower!s
mortgage costs on conventional, FHA, and VA loans by mortgage

companies in the Lansing area.

Estimated Loan
to Value Ratio

Cost of Mortgage
to the borrowerP

Type of Loan Maximum Loan
to Value Ratio
Mean Mode
Conventional T7e2%  75.0%
FHA 97.0%% 97.0%>
VA 100.0%° 100.0%"

Mean Mode

T2.2% 7529
96.T%  97.0%
96.7%  100.0%

Low Avge High
$68  $34  $110
368 s8ud g110°
s68% goud g110¢

SMaximum for first $15,000 of appraised value.
Phoes not include title insurance which costs $3.00/$1,000 of the loane

“Maximum of $15,000 property.

dIn addition, 1 percent of the mortgage note is usually charged as a

processing fee.

Farm Loans

Tne two mortgage companies that made farm loans required some

additional information on the farm apprai

included soil maps, site data and more ph

salse The additional material

otographse While they did not

indicate the maximum loan to value ratio for farm property, they did in-

dicate it was lower than for residential.

Insurance Compan

ies

Insurance companies accumulate large suns of money from policy=-

holders. Some of this money may be used by the mortgage loan department

of the insurance companies to loan on real estatee.

Some

insurance com-

panies have their own staff appraiser and loan officer to make loanse.
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Other insurance companies work through mortgage companies to find people
to whom they loan their money. The insurance companies surveyed in this
study loan money through their own loan departmente.

Six questionnaires of seven sent were received from the insurance
companies. Three of these questionnaires were from the same insurance
company but from different divisions. The three divisions are: commercial,
farm, and residential. The three were counted as three different question-

naire replies.

Loan Information

A1l of the insurance companies make either regular or insured con=-
ventional loanse Only one insurance company makes FHA or VA loans and
the total is only ten percent of the total loans made. The insurance
companies make all types of loans: farm, commercial, residential,
industrial, and land development. All loans before approval require an
appraisal by a field appraiser. Final approval of the loan is confirmed
by a regional or home office. Periodical checks of the property are
conducted by the field appraiser or by representatives from regional or

home offices from time to time to inspect the property.

Type and Qualification of the Appraisers

All of the companies have staff appraisers making their appraisalse.
The appraisers of four of the six companies belong to one or more societies,
and one company requires its appraisers to belong to a professional societye.
The companies all require an appraisal report by their appraisers for all

mortgage loanse.
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Economic Information

Table 3.2 shows the loan to value ratio and cost of the mortgage
to the borrower for insurance company loanse.
Teble 3.2 Maximum and estimated loan to value ratio and borrower?®s

mortgage costs on conventional, FHA, and VA loans by
insurance companies in the Lansing areae.

Type of Loan Maximum Loan Estimated Loan Cost of Mortgage
to Value Ratio to Value Ratio to the Borrower
Mean Mode Mean Mode Low Avge.
Conventional 66.0% 66.7% 62.0% 70.0% -~ $137(plus $3
&75.0% per $1,000
for title insur-
a . ance)
FHA 97.0% 97.0% 97.0% 97.0%  =--  $137
VA 100.0%°  100.0%° 100.0%  100.0%  --  $137°

Maximm for first $15,000 of appraised valuee
bMaximum of $15,000 property.
cDoes not include the $3.00 per $l,OOO for title insurance or the 1 percent

of the mortgage note which is charged as a processing fee.

The figures for FHA and VA refer to only one company because only
one company made any of these insured loans. For conventional loans the
companies tend to loan near the maximume.

The cost to the borrower for a mortgage with the insurance companies
varied from only recording and attorney fees to $137.00 plus $3.00 per
$1,000 property cost for title insurance. Two of the companies listing
costs did not require the borrower to pay the appraisal fee, but assumed

the cost themselvese It is hard to take an average for the group because
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only two of the institutions gave cost figures. The others indicated
that there were costs for items such as recording fees, attorney fees,
credit reports, tax history, plus abstracting or abstracting plus attorney

fees, but they did not specify the actual costse.

Farm Loans

Four of the insurance companies make farm loanse Two companies
deal only in farm mortgages. For the other two, farm loans are less than
ten percent of their total loan volume. Two of the companies require more
complete appraisal reports than for residential appraisals in their farm
and commercial loans. Two of the companies do not loan as high a pro-
portion of value on residential loans as farm loans and one company does

loan as high loan to value rates. The fourth company makes only farm loanse.

Savings and Loan Associations
All three of the savings and loan associations returned completed

questionnairese

Loan Information

A1l of the savings and loan association loans are regular or insured
conventional loans. Some conventional loans are insured by MGIC as
explained later in this section. No FHA or VA loans are presently being
made by the associationse. This is because the asséciations have their
own insurance plan and feel they do not need the insurance plans of the
FHA and VA. One assoclation has the policy of making open end mortgages
as an optional feature of their conventional loans. An open end mortgage

is a mortgage on which the amount of the debt can be increased after part
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of the debt has been repaide The vast majority of the loans made by the
associgtions are for residential homes. One association makes a very
small amount of commercial and farm loanse. All loans undergo final
approval by the board of directors or a committee appointed by the chair-

man of the board.

Type and Qualification of the Appraiser

A1l of the savings and loan associations have their own staff
appraiserse In each case the appraiser belongs to one professional societye.

Membership in a professional society is not a requirement of this position.

Economic Information

Table 3¢3 shows the loan to value ratio and cost of the mortgage to
the borrower for savings and loan associationse.

Mortgage Guarantee Insurance Corporation (MGIC), founded in 1956, is
the largest private corporation in the United States insuring single family,
owner occupied, non-farm homese. Ninety=five percent of MGIC!s business is
through 2,000 savings and loan associations in the United Statese GIC
only insures the top twenty percent of the mortgage and only insures first
mortgagese As could be expected there is a higher percentage loaned on
the insured as opposed to the uninsured loanse Under both plans, the
savings and loan associations appear to be loaning near the maximum amounte.

A1l of the associations have closing costs charged to the borrower,
but only two listed the actual cost. The range was from $74.22 to $79.50
plus two percent of mortgage debt for mortgage insurance. The mean cost
of the two savings and loan associations reporting is $76.86. Costs incurred

by those having mortgage loans with savings and loan associations include
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Table 3.3 Maximum and estimated loan to value ratio and borrowerts
mortgage costs on conventional, FHA, and VA loans by savings
and loan associationse

Type of Loan Maximum Loan Estimated Loan Cost of Mortgage to
to Value Ratio to Value Ratio the Borrower
Mean Mode Mean Mode Low Avge High
Conventional 75.0% 75+0% 70.0% 70.0%
Regular b
MGIC 90.0% 90.0%  85.0% 85.0% $Th.22 $76.86 $79.50
FEA® - - - -
7\ - - - -

®No FHA or VA loans are made by savings and loan associations in the
Lansing areae

bPlus two percent of the mortgage debt for insurancee.

the following: appraisal report, insurance, recording fees, attorney fees,
credit report, tex history and abstracting. In one case, costs are paid

for by the association and in the other case it is not.

Banks
There are seven banks in the Lansing area to whom questionnaires

were sente Six of the banks returned completed questionnairese.

Loan Information

Only two banks deal with any loans other than conventional. One of
these makes about one~half conventional and one-~half FHA and VA loanse.
The other bank mekes about ninety percent conventional and ten percent FHA.

The other banks make first mortgage loans on real estate using regular
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conventional loanse All of the banks loan money on residential and
commercial properties. Five of the banks make a small percentage of
farm loanse Residential loans receive most emphasis by five of the
bankse The other banks loan on all types of property and do not emphasize
one over the othere All loans are approved by a loan committee of the
officers of the individual bankse. The loan committee reviews the appraisals

and decides whether to make the loan or note

Type and Qualification of the Appraiser

Staff members and/or a committee of appraisers are used by five
of the banks to do the appraisalse One bank uses a fee appraiser to
complete the appraisalse. The appraisers of four banks do not belong to
any professional society or, at least, none were listed. The other two
banks? appraisers each belong to one societye. None of the banks require

their appraisers to belong to any societye.

Economic Information

Table 3.4 indicates the loan to value ratio and mortgage cost to
the borrower for the bankse.

In general, the banks were loaning sbout ten percent less than their
maximum on conventional loanse The two banks that make FHA or VA loans
did not list the maximum or estimated loan to value ratio they used on
the insured loanse. But according to federal regulations the maximum loan
to value ratio for FHA is 97 percent on the first $15,000 and for VA is
100 percent on homes of no higher value than $15,000. (Other FHA

restrictions are discussed in another section)e.
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Table 3¢4 Maximum and estimated loan to value ratio and borrower?s
mortgage costs on conventional, FHA, and VA loans for bankse

Type of Loan Maximum Loan Estimated Loan Cost of Mortgage
to Value Ratio to Value Ratio to the Borrower
Mean Mode Mean Mode Low Avge High

Conventional 73+0% 75.0% 6T7.0% 66.7% $55 $85.80 $112
FHA a a a a

VA a a a a

aNot sufficient data.

Four of the banks listed the cost incurred by the borrower when
obtalning a mortgage. The others did not list the actual cost, but did
indicate that a charge was incurred. Those not listing cost only checked
the items that were charged to the borrower. For those who listed costs,
the range was from $65 to $112. The mean cost to the borrower was $85.50.
Three of the banks did not itemize costs but gave a flat rate charged.

The costs include: appraisal, recording fee, attorney fee, tax history,
and sbstractinge When indicated, the appraisal fee was less than the
appraisal fee for the mortgage companies. This may indicate a less

conclusive report is required by the bankse

Farm Loans
Five of the banks loan money on farmse. The farm loans as a percent=-
age of their loans varled from less than one percent to thirty percent.

Two of the banks required a more extensive appraisal report for farm loanse
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Two of the banks indicated they would loan a lower proportion of present
value on farm loans than for residential loanse These banks do, however,

loan as high a proportion of farm value as of commercial property value.

Federal Land Bank Associations
The Federal Land Bank is a farmer-owned organization which
specializes in making farm real estate mortgage loanse The money used
for lending is provided by the sale of Land Bank bonds and even though
the Land Bank operates under federal charter no government funds are used

at presente.

Loan Information

The Federal Land Bank makes only conventional loans on farm real
estates Any person obtalning a mortgage loan from the Federal Land Bank
has the option of taking out a decreasing term life insurance plan with
the Minnesota Mutual Life Insurance Company. The loans generally run for
ten to thirty years and in some cases are extended for a longer periode.
The Land Banks allow the borrower to make repayments to fit his particular
income situation. Also the borrower may make extra payments without

penalty or prepayment chargese

Type and Qualification of the Appraisers

The Federal Land Bank has its own staff appraisers who are not
required to belong to any professional societye The appraisers submit

their report to regional or home offices for final approval of the loan.
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Economic Information

At present the maximum amount of the appraised market value the
FLBA's are allowed to loan on a given property is about fifty percente.
The typical amount loaned is about forty-five percent of the present
market valuee.

The cost of the mortgage to the borrower is approximately $10 for
the recording and tax history plus the actual cost of the abstracting.
The cost of abstracting is $2.50 per entrye The other closing costs
except for term life insurance are assumed by the Federal Land Bank

Associatione

The Federal Housing Administration

The Federal Housing Administration is not a lending institution.
FHA only insures loans mortgaged by an approved FHA lender such as
banks, insurance companies, mortgage companies, or savings and loan
associationse There are two FHA home plans for mortgage insurancee.
Under section 203(b) FHA insures mortgages in amounts up to $25,000
on individual homese. Under 203(i) FHA insures mortgages in amounts up
to $9,000 on hames in outlying areas and on farm homes.

The following are some of the FHA Loan requirements:l

lHousing and Home Finance Agency, Underwriting Manual, Underwriting
Analysis under Title II (Sece 203 of the National Housing Act), (Federal
Housing Administration, Washington, D.C.: Revised April 1, 1958).
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The mortgage must be a first mortgage on real estate which

primarily residential and involves & principal obligation not

excess of that prescribed by administration rules and regulationse.

The mortgage must have a maturity satisfactory to the commissioners

and it must contain complete amortization provisions requiring monthly

payments by the mortgagor.

3.

The mortgage must not bear interest rates in excess of those

prescribed by the administrative rules and regulationse.

L,

The mortgage must be executed upon a form prescribed by FHA

for use in the area in which the property is located.

5.

The mortgage must have been made to and be held by a mortgagee

approved by the commissionere

6.

Briefly other requirements:

ae. Approved water and sewage systemse.

be Direct vehicular access to the propertye.

Ce FEach dwelling shall be provided with a means of access
for removal of garbage and trash, and access for delivery
of fuel.

de Means of access to each living unit shall be provided with-
out passing through any other living unit.

ee Other requirements are included to prevent slum type areas

from receiving FHA loans.

Section 203(b) allows up to 97 percent of the appraised value on the

first $15,000 to be loaneds. On the next $5,000 ninety percent of the value

may be loaned, and seventy-five percent of the value may be loaned on the
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remaining $5,000. The percentage to be loaned is figured from the market
value of the property which an FHA appraiser estimatese

Section 203(i) mortgage is limited to not more than ninety-seven
percent of appraised value or to not more than ninety percent, if the house
was approved for mortgage insurance after construction started and within
a year after it was com.pleted.2

FHA requires certain minimum property standards which are higher
for section 203(b) than 203(i). A buyer who finances a home under Section
203(b) must be prepared to pay the down payment, closing costs, and pre-
pald items, in cash or the equivalent of cashe. A buyer sixty-two years old
or older may borrow the money for the down payment and initial charges
from a person or corporation acceptable to FHA. Under Section 203(1), a
buyer of any age can borrow the down payment, closing costs, and prepaid

3

items from a person or corporation acceptable to FHA. Repayment is made

by monthly installments over a term of from ten to thirty yearse.

Farmers Home Administration
The FHA is a government agency set up to help persons who are
unable to obtain loans from other sources to get the loan through this

federal agencye

2Office of Public Information, FHA Fact Sheet, FHA Home Mortgage
Insurance, FHA No. 208 Revised January 1964, pe 5e

3Ibid0, Pe 50
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Loan Information

The FHA makes very few first mortgage loans on real estate. Most
of the FHA loans are improvement loans, recreation loans on farms, and
senior citizen housing loans in rural areas. Loans are recommended by
a local committee of three farmers in each county and final approval is

made by the state director of the FHA.

Type and Qualification of the Appraisers

Staff appraisers are used on all appraisals for loans made by the
FHA. The FHA appraisers in the Lansing area belong to two professional

socleties but they are not required to belong to any professional societye.

Economic Information

The maximum loan to value ratio for the conventional loans is
seventy percent of present market value. Estimated loan to value ratio
is fifty=-five percent of the present market value. All loans require an
appraisal report except rural housing improvement loans under $1,500.

The actual costs incurred by the borrower for the mortgage loans
were not givene It was indicated that the FHA assumes the cost of the
appraisal, fire insurance, and the credit report. They expect the
borrower to pay for the mortgage insurance, other insurance (wind, fire,
etc.) if wanted, attorney fees, recording fees, tax history, and ebstract=
inge It was noted that they do not loan as high a proportion of farm

value as of rural residential propertye.
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Veterans Administration
The Veterans Administration, like the Federal Housing Administration,
mekes no loans themselves. The VA guarantees loans through lending
agencies who furnish the money and supporting papers for approvale. About
one percent of the loans are supplemental loans for improvements on
direct loans where a VA holder has first mortgage on the property. The

remaining are residential and farm single unit home loanse.

Loan Information

The VA insures only residential and farm loanse. Most of the loans
are single residential unitse Property which includes a business or more
than one residential unit is not eligible for a direct loane. To be
eligible for a VA loan the person must be a veteran with an honorable
discharge from military service. Also the purchase price of the home or
farm must not exceed a reasonable valus, established by the appraisal
section of the VA. Finally the veteran®s income and credit rating must be

favorable and in line with the loan requested.

Type and Qualifications of the Appraiser

The VA has no staff appraisers but hires fee appraisers to do the
appraising. They use approximately 181 fee appraisers throughout the state
of Michigane A flat fee is paid by the VA for each appraisale The VA

does not require the appraiser to belong to any professional society.

Economic Information

The maximum smount of money obtainable through a VA loan is $15,000

The average loan amounts to about $10,000.
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A VA loan costs the veteran about $106 plus one percent of the
loaned gmount for origination chargese. The above charges include appraisal
report, attorney fees, mortgage discharge, deed to veteran, mortgage to the

VA loaning agency, credit report, abstracting, and a surveye



CHAPTER IV

COMPARING INSTITUTIONAL APPRAISAL PRACTICES
TO THE APPRATSAT, PROCESS

This chapter compares the appraisal procedures now followed by
the institutions to the appraisal process outlined by the American
Institute of Real Estate Appraisers. Each institution is discussed
separatelye. At the end of the section a summary table is presented.

D=fining the problem as described in the appraisal process can
be done by the use of a title page, description of the property, letter
of transmittal, table of contents, assumptions and limiting conditions,
and qualifications of the appraisere. This section, at the beginning of
each report, describes the entire problem and makes the entire report
easier to read and followe Definition of value is included in each report
so that the reader can better understand how value is defined and used

in the report.
Mortgage Companies

Data Included in the Appraisal Report

Items such as identification of the property, purpose of the appraisal,

property rights appraised, city data, and neighborhood data were generally

~36-
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included in the appraisal reports required by the mortgage companies.
One mortgage company indicated that the items required depended upon
the lender for whom the loan is to be sold. This, of course, is not
recommended appraisal proceduree Each appraisal report should have all
of the items whether for residential homes, farms, or commerciale.

The mortgage companies indicated that important items such as
direction and distance to the central business district, the neighborhood
and relation to the city's growth pattern, percentage of built-up,
type of improvements, transportation, utilities provided, and general
comments were all included as requirements for the appraisale

The mortgage companies also require information on dimension and
shape of the lot, area of the lot, topography, drainage, soil type,
streets, and sketch of the propertye.

Zoning, assessment and taxes, and a detailed description of the
improvements are all required by the mortgage companiese. These are
three Important items necessary for every reporte Zoning affects value,
assessments and taxes affect future cost to the owner of the property,
and of course, & detailed description of what is being appraised is
absolutely necessarye

The mortgage companies appear to be using each of the three approaches
to market value where appropriates From the appraisal form and the question-
naires returned it appears that the cost approach is relied upon more
heavily than the market sales approache If this is true, the mortgage
companies may need to consider putting more emphasis on the market
approache The market approach is important because the final determina-

tion of market value is the price a property sells for. The market is
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also helpful in studying the future stability of the property through-
out the term of the mortgage. The mortgage companies loaning on income

property indicate that all three approaches are used.

Data Not Included in the Appraisal Report

The mortgage companies do not require a title page, a letter of
transmittal, table of contents, assumptions and limiting conditions, and
qualification of the appraiser. The author had an opportunity to review
an sppraisal report received by one of the mortgage companies by a fee
appraiser. This report was complete in every respecte The information
received from the mortgage companies indicates that for their staff
appraisers, the above items were not required in the reportse The author
surmizes that many of the reports are presented orally to the mortgage
company representatives and that a formal report is not required by the
staff appraisers. A complete appraisal should contain enough information
so that the reader has to rely on no one or no material other than what
is in the report for a complete understanding of the reporte

A definition of the value as used in the reports was not included
in the reportse Even though there is only one market value for a given
piece of property at a given time, value for special functions is some=
times sought and whether it be one or more values each should be defined.

None of the appraisal forms or questionnaires indicated that a
correlation of final value estimate was completed by the mortgage

companiese
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Insurance Companies

The nature of the mortgage lending procedures of the insurance
companies should dictate complete appraisalse Field appraisers submit
appraisals to regional or home offices. FEach appraisal should be
complete so that the reviewing appraiser can understand each appraisal
completelye. All of the questionnaires returned from the insurance come
panies showed fairly complete appraisals except onee This company
has a four inch by six inch card for the appraisal forme A comment from
the company that "experienced appraiser's opinion of value reflects all
of the methods of valuation, but actual figures are not required"

suggests questionable appraisal procedure.

Data Included in the Appraisal Report

A1l of the insurance companies, except the one mentioned above,
requlired data pertaining to identifying the property, city data,
neighborhood data and purpose of the appraisal. Also items that better
describe the surroundings of the property such as distance to central
business district, churches, schools and other data needed to describe
the surroundings was includede.

The insurance companies require information to describe the land
and site data of the propertye. The one company described earlier did
not require much of the information described above.

It appears that all three approaches are used where appropriates
This part of the appraisal report 1s of course, the basis of the estimated

value and it is important that all the approaches are used. The companies
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also indicated in each case that checks were made to see that the appraisal
was done according to good appraisal procedures. A check by the home
office was made on income property to make sure that its value and

appearance is kept up during the term of the mortgage.

Data Not Included in the Appraisal Report

From the material received it appears that the appraisal reports
do not have a title page, letter of transmittal, table of contents, or
assumptions and limiting conditionse Also none of the reports require
a definition of value as it is used in the appraisal reporte.

Items like the zoning of the subject property and complete descrip-
tion of the property are needed. None of the companies indicated that
taxes, assessed valuation or highest and best use were wantede. These
items are very important in the valuation and description of any propertye.

None of the companies indicated that the correlation of final

estimate of value was followed at the end of the appraisale.
Savings and Loan Associations

Data Included in the Appraisal Report

Items such as identification of the property, purpose of the
appraisal, neighborhood data, and city data are included in each of the
association's appraisal reportse Land or site data are complete. Each
association noted the facts about the site as to its distance from
the central business district, schools and churches in the locality, and

the utilities served by this sitee. Also a detailed description of the
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site itself is done along with a complete description of the improvements.
Items concerning the zoning, assessed valuation, and taxes are described
in each appraisal report.
Each association relies mainly upon the cost approach to value on

residential home appraisalse

Data Not Included in the Appraisal Report

The savings and loan associations returning the quesstionnaires
indicated that the procedure followed by their appraisers is to present
the appraisal facts orally to the loan committee who finally approves or
disapproves the loanse This indicates that items such as the title page,
letter of transmittal, table of contents, and assumptions and limiting
conditions are not included in the appraisal reportse

For a complete understanding of the report, definition of value
and property rights appraised need to be included. These two items were
not included in the association!s reportse Another item which affects
valus that is not in the report is highest and best use of the propertye.
This item takes into account the possibility of the propsrty being put
to better use than its present use and should be considered by the aﬁpraiser
in each appraisal reporte.

A very important item de-emphasized by the associations is the
market sales value approach to market valuee. The American Institute of
Real Estate Appraisers feels that neither the cost approach nor the market
sales approach is complete in itself. For this reason the savings and loan

associations could do a more thorough job of appraising each property,
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if they would use the market approach as a check to the cost approache.
The author realizes the problem of not having access to the Lansing
Board of Realtors! files. But still, each savings and loan could develop
their own comparable file with a little effort, especially with the numbers
of homes they appraise. Market valus approach is very important in that
it shows the reaction of buyers and sellers in the real estate markete
And, after all, if the property is sold because of foreclosure the buyers
in the market are going to buy the house. If the market sales approach
is also used, some idea of the future stability of the property throughout
the term of the mortgage will be knowne The market approach should
probably be emphasized more by the savings and loan associations.

The correlation process of developing the two or three value estimates
of course cannot be used by the savings and loan associations because of
the emphasis placed on the cost approache Thus, a final correlation of
valus estimate is not used. Being able to use checks in the final estimate

of market value tends to make the appraisal more accuratee

Banks
Bank appraisal reports ranged from small reports of less than a
full page to just over a pagee. Also the banks have fee appraisers, staff
appraisers, and in one case the directors make the appralsals. The
appraisals appear to be just brief statements with the person doing the
appraisal giving an oral presentation to the loan committee who makes the

final decision on the loane
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Data Included in the Appraisal Report

The banks require identification of the property and some city and
neighborhood datae It appears, though, that not enough city and neighbor-
hood data are required in the appraisal reporte. This information may be
brought out in the oral presentation but should also be in writing so
that it can be referred to at a later date, if someone wishes to review
the appraisal.

Not much information is required showing how close the property is
to the central business district, utilities serving the site, school and
churches or other information that relates to the site. Also not much
was mentioned about the shape of the site or other descriptive information
about the lande Of the items mentioned above, most required information
concerned improvement and site datae

The banks seem to use the market sale approach to estimate value.
Some of the forms left no room for the cost approach or market sales
approach but two of the forms indicated that the appraisal reflected
current market value as nearly as possiblee. Three forms indicated they
used the cost and market sales approache The other two forms indicated
that neither approach was followed and one of those said: "Our appraisals
are made on the fair market cash value at the time of the appraisal." It
is questionable whether the appraisal can reflect fair market value without
using the cost or market sale approach???? From the information received
in the study it appears that the estimated market value used by the banks

is the appraiser!s opinion only, and no supporting data are necessarye.
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Even though &ll appraisals, in the final analysis, are opinions, a well
thoughtout appraisal, backed up with facts and figures in a complete form
to show logical step by step formulation of final estimate of market value

is needede. Apparently, the banks do not require this type of an appraisal.

Data Not Included in the Appraisal Report

The appraisal reports appear not to have such items as title page,
letter of transmittal, table of contents, and assumptions and limiting
conditionse Also nothing was mentioned about definition of value and
property rights to be appraised. ILittle or nothing is said about highest
and best use, assessed valuation and taxes, or zoninge.

There appears to be no correlation of final estimate of value.

The banks appear to be doing the poorest job in the way of complete
appraisal reportse

Summary of Banks, Savings and ILoan Associations,
Mortgage Companies, and Insurance Companies

Of the institutlons discussed above it appears that the insurance
companies followed the appraisal process most closelye They were followead
closely by the mortgage companies. These two institutions are followed
by the savings and loan assoclations and by far the poorest job of
appraising, judging from the information available in this study, are the
bankse.

Table 4.1 shows a comparison of data required on real estate
mortgage loans for the four institutions discussed abovee The bank

reports seem to be very incomplete as compared to the ideal. The major
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fault with the savings and loan associations is their lack of the use of
the market approach to the estimated market value. The insurance companies
seem to be doing the best jobe The major reason for this is that all
reports have to be sent to a higher authority, so the report has to be
very complete for the person to understand the appraisale As was pointed
out, one of the appraisal reports submitted to a mortgage company was
complete in every respecte But some of the mortgage companies do not
require a report this complete because the reports are submitted orally by
staff members of the companiese The insurance companies appear to be

doing just a little better job of appraising than the majority of the
mortgage companiese But still the insurance companies are not following the

ideal process completelye.

Federal Land Bank Association

Data Included in the Appraisal Report

Identification of the property and neighborhood data are required
in the appraisal reporte Details of the farm, its soil, the buildings,
drainage, and earning power of the farm under typical management are
also included.

The FLBA uses all three approaches to estimate valuse The market
sales approach is not shown in the appraisal form but the gquestionnaire
mentioned that the FLBA keeps a list of current market sales. One of the
few questionnaires that included an income statement to arrive at a net
income for use in the income approach was included in the FLBA appraisal

form. There is no mention of the capitalization rate used by the FLBA.
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Table 4.1 Comparison of data required on real estate mortgage loan
applications of banks, savings and loans, mortgage companies,
and insurance companies and the ideal forme

Type of Data Ideal Banks Savings Mbrtgage Insuragce
or Approach & Loans Companies Companies
Title page, letter
of transmittal and
assumptions Yes No No Few Yes
Identification of
property Yes Yes Yes Yes Yes
Definition of
value Yes No No No No
City data Yes Very Yes Yes Yes
Little
Neighborhood
data Yes Very Yes Yes Yes
Little
Site data Yes Very Yes Yes Yes
Little
Improvement data Yes Very Yes Yes Yes
Little
Zoning Yes Very Yes Yes Yes
Little
Assessed value
and taxes Yes Very Yes Yes Yes
Little
Highest and best
use Yes No No No No
Cost approach Yes Incomplete Yes Yes Yes
Market approach Yes Incomplete Seldom Most of Yes
Them
Income approach Yes On Other Than No On Other Than  On Other Than
Residential Residential Residential
Correlation Yes No No No No
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There is one item which appears on the FLBA appraisal that should
not be includede. That is the amount of money requested by the applicant.
As discussed earlier the appraiser?s opinion should not be based upon the
amount requested or required by the applicant. The appraiser?s opinion
should be based on the factors he collects in arriving at the market
value and not the amount an applicant wishese. Since the loan officer is
the appraiser he probably does know the amount requested by the borrowere.
This situation can lead to poor loaning procedures as to amount actually

loaned.e.

Data Not Included in the Appraisal Report

The title page, letter of transmittal, table of contents, and
assumptions and limiting conditions do not appear to be part of the
appraisal report. Also definition of value and property rights appraised,
two necessary items, did not appear on the FLRA's appraisal form.

Other items that do not appear are zoning, assessment and taxes, and
highest and best use. These items may not be as important in a rural
farming area a good distance from any residential area, but times are
changing, many of the townships do have zoning regulations even for farmse.
Of course, assessments and taxes are necessary for an overall look and
complete understanding of the appraisal reporte.

Even though the FLBA uses the three approaches to value when
appropriate, no correlation estimate of final value is showne This might
not be written down but the author suspects that the appraiser does this
even if only mentally, because he completes all three methods when
completing the appraisal form. Nevertheless, the correlation of final

estimate of value should be written oute.
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Federal Housing Administration
The form used by the FHA for the sppraisal of property to be

mortgaged is used by three different persons: mortgage credit examiner,
architectural examiner, and the appraiser. How much of the report each
person completes is not cleare. But everything from the borrowerts credit
report to the amount to be mortgaged and some information to be used

by the appraiser is on the forme. Like the form used by the FLBA, the
appraiser should not be aware of all this information when completing

the appraisal.

Data Included in the Appraisal Report

Information concerning identification of the property, neighborhood
data, and site data are very complete. Information about the improvements
seem to be complete, but it appears that an architectural examiner fills
out this informatione If the appraiser sees the improvement and goes
through it with the architect or at some other time, this would be all
righte But if he never sees the property, the appraiser cannot do a good
job of appraising the property.

Assessment, taxes, and zoning are included in the appralsal reporte.
Also the market approach and cost approach to estimate value are used in
the reporte The FHA does not appraise income property under the section
discussed in this study. The market approach appears to be used more than

the cost approache.

Data Not Included in the Appraisal Report

It appears that no title page, letter of transmittal or assumptions
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and limiting conditions are used by the appraiser. Also no record is made

for a correlation of the final value estimate.

Farmers Home Administration
The form followed by the FHA has been developed by the United States

Department of Agriculture. The form is very complete.

Data Included in the Appraisal Report

Information pertaining to the location of the farm, roads, and
community, farm utilities, condition and occupancy of the farm, condition
of the land, natural resources, water, farming hazards, history, taxes,
and suitability for production of family subsistence and supplies are all
included in the appraisal report. These items cover all of the items that
the appraisal process calls for in the beginning of each of the appraisal
reportse.

The report continues with an income statement of the crops and
livestock that are used in the income approach. This is followed by an
inventory of all the buildings on the farm as to their age, construction,
depreciated replacement value, condition of the buildings, and the measure-
ments of the buildings. This information, of course, is used in the cost
approache No specific place is set aside for the market sale approach
but according to the questionnaires returned the market sales approach

is used in estimating the market value of the farm.

Data Not Included in the Appraisal Report

The only item that may be left out of the form is the correlation of
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final estimate of valuee No specific place is set aside for this section
but the author suspects that at the end of the form is a place for

comnents where this item could be completed.

Veterans Administration

Data Included in the Appraisal Report

The VA's appraisal form requires such items as identification of the
property, property rights to be appraised, city and neighborhood data.
Information as to the facts about the site and the improvements on the site
required is fairly completee The information concerning the improvements
is then used for the cost approach to estimate valuee.

The cost approach appears to be complete with physical, economic,
and functional depreciation used in the analysis. Also, comparables are
required so they can be used in the market sales approach to market valuee.

Other items required on the VA form are detrimental influences,
justification of capitalization rate, income and expense statements (if
multiple unit property is involved), description of the real estate market
in the community (explain if suitable for intended use), and explanation
of depreciatione All of these facts are very important in every appraisal
and it is good that this form requires each item to be explained thoroughly.
Explanation throughout the report of necessary items and the completeness

of the items required in the report makes the form very complete.

Data Not Included in the Appraisal Report

Nothing is mentioned as to the definition of value used in the report.

Also the correlation of final estimate of value does not appear.



CHAPTER V

ECONOMICS OF IMPROVED APPRATSAL QUALITY

Introduction

Now that each institution'!s appraisal practices have been examined,
the questions that logically follow are: should the institutions improve
their exlsting appraisals? And if the institutions improved the appraisal,
would the extra time and cost involved pay for it? An analysis has been
developed to answer these questionse

Many items have to be considered in creating such a modele. Some
of these include: foreclosure and delinquency data, loss incurred from
foreclosures, extra cost of the appraisals, amount of money saved by
completing more accurate appraisals, and foreclosure rates of institutions.

The following is a discussion of these itemse.

Foreclosure and Delinquency Data
At the start of this study it was thought that enough information
could be gathered to present foreclosure and delinquency data which per-
tained to each of the institutionse It was hypothesized that if this could
be found there might be a relationship between the losses from fore=
closures and delinquencies, and the appraisal practices of the various

institutionse But, foreclosure and delinquency data are not widely
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published. A thorough search of the campus library and correspondence
with each of the lender associations showed only information from banks and

savings and loan associations is available.

Savings and Loan Associations

Financial statements of each savings and loan associations in the
Lansing area, along with the other associations in Michigan, are published
annually by the Michigan Department of State in accordance with statutory
provisions. These statements indicate the amount of loans held for
redemptione The data are compiled from foreclosures and delinguenciese.
Also shown are the loans made during the fiscal year which include: first
mortgage loans, share loans, and real estate contracts. Mre. Eadon Doty,
Director of the Savings and ILoan Division of the Michigan Department of
State, sald approximately eighty percent (in dollars) of the amount held
for redemption is from insured loanse.

This indicates that appraisals for insured loans are more critical
from the lenderts standpointe A smaller proportion of value is loaned on
conventional loans; therefore, an appraisal does not have to be as accurate
when a smaller percentage of the value of the property is loansde Im=
proved appraisal procedures could possibly Jjustify higher loan to value
ratios on conventional loans without bringing about higher foreclosure

rates or greater losses.

Banks

Foreclosure information for banks in the Lansing area was obtained

from the Mortgage Bankers Association of America. The information
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pertaining to banks indicates the same pattern as the savings and loan
assoclations; namely, foreclosures and delinquencies are higher among the
insured loans than the conventional uninsured loanse. Chapter IV suggested
that bank appraisal procedures were not as near the ideal as were those of

the savings and loan associationse.

Method of Analysis
To answer the question whether better appraisals would be economical,
a model has been constructed to test whether expected returns from better
appraisals are greater than expected costs. Tne method for developiung
this model is shown belowe.
ae Extra costs are Ca(cost of improved appraisal) minus Cp
(cost of present appraisals)s The cost of the improved
appraisal, following approved appraisal procedures by a
fee appraiser 1s $50.00. The cost of present appraisals
averages $18.50. Hence, the difference is $31.50.
be To find the total cost of the improved appraisals Ca=Cp
is multiplied times N (the number of appraisals in one year).
ce The extra return results from the reduction in losses from
better appraisals; l.e., fewer foreclosures, and lower loss
ratios on foreclosures.
d. Hence, [(Ca~Cp) N] (the extra cost) is compared with
FpRp~FaRa (the present loss minus expected loss) to see if
benefits exceed costse F is defined as the number of foreclosures
and R as the loss ratio on foreclosures. Subscripts p and a

refer to present and improved appraisal practices, respectively.
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Data for some of these important variables are nearly impossible to
obtaine. Hence, some assumptions are needed to illustrate the analysise.
Assune that Fa (foreclosures with improved appraisal practices) or that
Ra (the loss ratio with improved appraisal procedures) is zeroe. With
this assumption Rp can be solved to see the reducstion in loss ratlo that
is needed to justify improved appraisalse.

To find the breakeven point set both sides of the equation equal

and solve for Rpe Four examples are presentede.

Case T
(5000 = 18.50) 9383 = 162,242.72 x R
2%52564.50 - R
162,2h2.72
182% = R
Case II
(50,00 = 18.50) 123,654 = 38,095,200 x R
3,895,101 _ o
38,095, 200
10.2% = R
Case III
(50400 = 18.50) 4k,762 = 6,567,600 x R
1,410,003 _
%,567,600 ~ &
21.5% = R
Case IV

(50,00 = 18.50) 94,378 = 33,195,800 x R

2,972,907 _
35,196,800  °
9% = R

=R






=55«

The four examples suggest that for conventional mortgages (Cases I
and III) which generally have low foreclosure rates, the extra cost of
the improved appraisals do not paye. But for the insured mortgages (FHA,

VA) in which institutions loan a high proportion of value (Cases II and IV),
a moderate ten percent reduction in the loss ratio would pay the extra
cost involved.

Information other than the breakeven point (loss on foreclosure)
can be obtained from this equation. For example, if an institution knows
its average loss on foreclosures and its extra cost for improved appraisals,
the institution could find how many fewer foreclosures, or how much lower
loss ratio would be needed to Jjustify the extra coste Then too, if other
data are known, the breakeven analysis could be used to find out how much
more money it could afford to spend on improved appraisalse. Thus, it
can be seen that any institution could use this analysis to benefit itself
and its borrowers by using figures for its own situation.

Thus far, this analysis has dealt with the idea of increasing the
cost of present appraisals. There are some cost=free changes that
institutions can use which might produce added returns to either the
borrower or the lender. More complete forms should be used. These forms
should be set up to follow the appraisal process discussed in Chapter II.
Staff or hired fee appraisers could be required to belong to some professional
socletles to keep informed on the latest techniques in the appraisal pro-

fessione
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Some of the institutions place little emphasis on the market approach
and use only the cost approach; others do the opposite. Institutions should
use both approaches, if they are not already doing so.
In Chapter III each institution was discusse d in detaile. Items
which they left out of their appraisal could be added to make their reports
more completee. Many of these suggestions could be used by institutions

to increase the accuracy of their appraisalse



CHAPTER VI
CONCLUDING REMARKS

The purpose of this study is to describe mortgage appraisal
practices used by lenders in the Lansing area and to compare their appraisal
practices with the appraisal process recommended by the American Institute
of Real Estate Appraiserse Data for the study were obtained by sending a
quastionnaire to the thirty-one mortgage lenders in the Lansing area.
Information received from the twenty-eight returned questionnaires is
the major source of the data used in this study. The information relat-
ing to the appraisal practices now being carried on was then compared to

the recommended appraisal processe

Quality of Appraisal Practices of Mortgage Lenders

From the information collected in this study, the following is
the author's ranking of the institutions with respect to present
appraisal practices: insurance companies, first; mortgage companies,
second; savings and loan associlations, third; and banks, fourthe.

The insurance companies generally seem to have the best and most
complete appraisal reportse. Information as to city, neighborhood, site,
and improvement data is included in each report. The insurance companies

do not require any definition of valu=e. But the Insurance companies do
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a better job of using the market value to estimate property value than
the mortgage companiese

The mortgage campanies included most of the important data concern=
ing the description of the improvements, site, city, and neighborhood
data in their appraisals. They did not, however, require definition of
value used in the report. Another item missing from the report was a
complete market sales approach to valuse For residential home loans they
emphasized the cost approache

The savings and loan associations appear to use oral presentation
of the appraisal to a committee. Thus, they leave a lot of the information
out concerning definition of wvalue, assumptions and limiting conditions,
and letter of transmittal in the written reporte. Whether or not the
above is mentioned in the oral presentation is not known. But whether
the above is mentioned in the oral presentation or not this information
should be in the report so that anybody reading the report at a later date
can understand every item leading to thefinal estimate of value. Identifica-
tion of the property, city data, site data, and improvement data are all
included in the reporte. The savings and loan associations, however, rely
mainly on the cost approach to estimate market value. This, of course,
does not make for a complete appraisale.

Generally the banks require less data than the other institutionse.
Little information is required about the neighborhood, site, or the
improvements on the sitee The banks vary on which and how many of the
approaches are used in the appraisal. It appears that the banks rely on

the appraiserts opinion without the supporting data for their appraisals.
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The remaining four institutions, Federal Land Bank, Federal Housing
Administration, Veterans Administration, and Farmers Home Administration
each follow fairly complete appraisal formse In each instance their
reports have to be sent to someone else for formal approvale But even
though the appraisal forms are fairly complete, the accuracy of the
appraisals depend upon the ability of the psrson completing the reporte.
Thus, the accuracy of the appraisal of the above institutions varies between
the institutions in the different areas of the country. It is also
significant that the appraisers of these institutions are not required
to belong to any professional appraisal societiese

One of the problems in studying appraisal practices of mortgage
lenders is getting foreclosure and delinquency data. The final analysis
of a loan is its soundness. Foreclosures would seem to imply poor lending
practices; hence it is not surprising that institutions would not wish
their foreclosure figures to be made generally available. From the
limited information published, an analysis indicates that conventional
loans probably cannot justify the increased cost of professionally
qualified appraiserse. It appears that with the comparatively low pro=
portion loaned with conventional loans, foreclosures are less frequent and
less accurate appraisals will suffice. The insured loans for which
institutions loan a high proportion of value, would seem to be a different
storye The cost=returns analysis suggested that the potential benefit
of improved appraisals on insured mortgage loans might very well cover

the increased costs for a truly professional appraiser.
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Recommendations
Some recommendations that would seem to be in order on the basis
of this study are as follows:
le ILending institutions might well require more complete appraisal
reports from the title page to the correlation of final estimate of
valuee.
2¢ Lending institutions could benefit by using all of the approaches
that are necessary and appropriate to estimate the value of a given
piece of propertye.
3. Lending institutions might consider obtaining a capitalization
rate for use in the income approach by checking the market to
determine the rate of interest currently being earned on that type
of property.
b, Lending institutions should perhaps give more emphasis to market
trends and other economic data as & means of trying to analyze the
future stability of each propertye.
5e« Lending institutions should consider a requirement that each
appraisal report define value as used in the reporte
6. Institutions should keep the loan officer and the appraiserts
Jjob separate and not allow one man to hold both Jjobse.
The above recommendations are made with the thought that real estate
mortgage lending institutions might consider them as possibilities for

improving their lending practices.
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Possible Future Studies

One aresa of possible study concerns the amounts and types of
information that would be desirable on the credit worthiness of the
borrower. Who is a good credit risk, what factors indicate credit worthiness,
and how to determine how much credit to extend, are all questions that
might be considered in this area of study.

Another area of study is how to determine what is a safe load of
foreclosures or delinquencies an institution can have and still remain
solvente.

A third possible area of study is, how much should the institutions
improve their appraisal practices? The question here involves the extra
time and money incurred to improve the appraisals and whether the extra
time and money, off=-set money lost in foreclosures or delinquenciese
This question can be analyzed by using the model set up in Chapter V
but much more research is needed to obtain relevant and more accurate
data concerning foreclosures and lossese Follow-ups on foreclosures is

one means of collecting this data.
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APPENDIX A

QUESTIONNATRE USED IN THE STUDY



February 2L, 1964

As part of research being carried on in the field of appraisal, we are
undertaking a project entitled "Appraisal Practices Among Mortgage Lenders
in the Lansing Area". The objective of this project is to describe and
analyze appraisal procedures followed by mortgage lenderse.

Information received from the enclosed questionnaire will be of interest
to businessmen like yourself as well as students and educators in the
field of appraisale Results of this study will be available to you.
This project is being supervised by Dre Arthur Warner of the Graduate
School of Business Administration and Dre. John Brake of the Agricultural
Economics Departmente.

Please camplete the enclosed questionnaire and return in the envelope
provided. Information provided by you will remain strictly confidential
and will be used in such a manner as not to identify your institution or
firme.

Your cooperation will be greatly appreciated.

Sincerely yours,

Terrell Ray Oetzel
Graduate Research Assistant

TRO/bko

Enclosure
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CGuestionnaire Pertaining to a Study Entitled, "sppraisal Practices
smong Mortgage Lenders in the Lansing Area"

Name of institution or business firm
Person answering questionnaire Position

Does your institution:

Make regular conventional loans (see footnote)? yes no % of total loans
Make insured conventional loans? yes no % of total loans

Make FHA loans? yes no % of total loans

Make VA loans? yes no % of total loans

“hat other type of loans and percent of total does your institution make?

(improvement loans, etc..

On what type of property does your institution make loans?

(commercial, farm, residential, etc.)

Which type of property loans do you emphasize most?

How is the loan finally approved?

Cuestions concerning the appraisals made for each mortgage loan

Do you use your own staff appraisers? yes no

Do you use a committee of appraisers? yes no

Do you hire fee appraisers? yes no

If fee appraisers are used, how is the fee calculated?

Does the same appraiser do all your appraisals? yes no. If no, explain

Does your appraiser, staff or fee, belong to any professional societies? yes no.
If yes, which societies?

Do you require your appraiser, staff or fee, to belong to any professional societies? yes

no. If yes, which societies?

If your appraiser is a fee appraiser, on the average how many days a month do you hire him?

* "Leans"as used in this questionnaire are defined as first mortgage loans on real estate
in the Lansing area.
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Is the same appraisal procedure followed for:

(a) Residentdal and commercial? yes no. If no, explain
(b) Residential and farms? yes no., If no, explain:
(c) Farms and commercial? yes no. If no, explain

Items required in the appraisal report (if a regular form is used please send a copy)

neighborhood
data, area data, market sales, etc.)
Do you require a surveyor to check the legal description of the property? yes no.
Do you require an abstract as to the title? yes no,
Do you require title insurance? yes no,

Do you require that the appraisal report reflect the following:

(a) Recent market sales yes no.
(b) Cost of replacement yes no.
(c) Capitalization of income yes no.

(d) Other (explain)

For purposes of mortgage loans, do you keep a current list of the sales that have taken place in
the Lansing area on this type of property? yes no.

Do you ever have need for appraisals on special purpose properties (properties you do not usually
loan money on)? yes no, If yes, on what type of properties?

Cn the special purpose properties, who does the appraising”

“/hat is your institution's typical maximum loan to value ratio on the following types of loans?
(a) Conventional
(b) FHA
(c) va
(d) Others

What i8 your institution's typical loan to value ratio on the following types of loans?
(a) Conventional
(b) FHA
(c) va
(d) Others

Under what circumstances are loans made without an appraisal report?
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What are your policies and procedures for checking the accuracy of appraisals made for mort-
gage lending purposes?

Cuestions for institutions or firms making farm loans

What additional procedures do you require for farm loan appraisals?

What percent of your loans are farm loans?

Does the same appraiser do your farm loans as your other loans? yes no, If no,
who?
Do you require more complete appraisal reports on farm loans? yes no. If yes,
explain
Do you loan as high a percent of the loan to value ratio on:

(a) farm as residential yes no

(b) farm as commercial yes no

Cuestions concerning the total cost incurred for each mortgage loan

List the usual costs incurred while preparing mortgage loans:

Yours Borrower's

(a) Cost of appraisal
(b) Cost of mortgage insurance
(c) Cost of fire insurance
(d) Cost of insurance (other)
(e) Attorney fees
(f) Recording fees:
(1) Mortgage discharge
(2) Deed
(3) Mortgage
(g) Credit report
(h) Tax history
(i) Abstracting

COther costs (specify:
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APPENDIX B

REMINDER LETTER



March 2, 196k

About a week ago you should have received a questionnaire concerning -
appraisal practices among mortgage lenderse

Since the study involved is designed to be of use to the business
community at large as well as those in the field of appraisal, I am
sure you will agree that the project is importante Its successful
completion depends upon prompt return of the questionnaire. May we
have yours back as soon as possible?

Once agaln I would like to point out that all information will be
held in strictest confidencee.

Sincerely yours,

Terrell Ray Oetzel
Graduate Research Assistant

TRO/bko
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APPENDIX C

APPRATSAL: PROCESS



The Appraisal Process

Definition of

the Problem

Preliminary Survey

and Appraisal Plan

Data Program

l

[

General Data
Region
City
Neighborhood

L

Title
Site

Specific Data

Improvements

J

|

Data Elassiﬁcat_inn and Analysis
in

Cost A

pproach Market Data Approach

Income Approach

Indicated Value Indicate

d Value

Indicated Value

L

|

Correlation of Yalue Indications

Final Estimate of Value

From the AIREA text book, The Appraisal of Real Estate
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THE

AMERICAN INSTITUTE OF REAL ESTATE APPRAISERS

of the National Association of Real Estate Boards

consideration of the following literature . . . available for purchase by anyone interested.

1- THE APPRAISAL OF REAL ESTATE. 4th Edition, revised as of 1964. The textbook required in A.l.R.E.A. Case-
Study Courses. $9.00 per copy.

« APPRAISAL TERMINOLOGY AND HANDBOOK. Fourth Edition revised November, 1962. $7.50 per copy.

3- A STUDENT'S DEMONSTRATION REPORT ON A SINGLE-FAMILY RESIDENCE. Illlustrating as many of the
principles and techniques of a single-family residential appraisal as practicable in the alotted time. $2.50 per

copy.

4. PROBLEMS IN URBAN REAL ESTATE APPRAISAL. Contains practical urban appraisal problems with sug-
gested solutions. $7.50 per copy.

« 101 RURAL APPRAISAL PROBLEMS WITH SUGGESTED SOLUTIONS. $4.00 per copy.

« CONDEMNATION APPRAISAL PRACTICE. Contains selected articles from The Appraisal Journal covering various
aspects of condemnation appraising and court testimony. $10.00 per copy. Every Appraiser in condemnation

should have this book in his library.
\

7- SINGLE FAMILY DWELLINGS — Demonstration Appraisal Reports prepared by students in A.l.LR.E.A. appraisal
courses as case-studies. $4.50 per copy.

« CAPITALIZATION TABLES WITH PROBLEMS AND SOLUTIONS. $1.00 per copy.

.. . wishes to help you increase your real estate appraisal knowledge. We invite your serious

9- REPORT ON UNIQUE FEATURES of URBAN RENEWAL APPRAISAL ASSIGNMENTS. Covering Acquisition
Appraisals, Land Utilization and Marketability Study, and Reuse Appraisal. $1.00 per copy.

10- ECONOMIC FACTORS and CASE STUDIES in HOTEL and MOTEL VALUATION. Of great value to the appraiser
and to those interested in hotel and motel industry. $2.50 per copy. Author: Fred W. Eckert, former Executive
Partner of The National Accounting and Consulting firm of Harris, Kerr, Forster and Company. MARCH. 196

11. URBAN RENEWAL AND REDEVELOPMENT. 18 selected articles which appeared in The Appraisal Journal. 172
pages, $4.00 per copy.

12- TRENDS OF OFFICE BUILDING DESIGN AND COMPARATIVE OPERATING STUDIES OF NEW AND OLD
BUILDINGS. The case-study comparisons cover office, bank, medical buildings in seven regions. $2.50 per copy.

13- TEN CASE-STUDIES OF SALES OF LARGE REAL ESTATE INVESTMENT PROPERTIES. How deals were financed,
how Tax factors influenced the purchase. Includes chapter from William S. Casey’s book, Tax Shelter in Real Estate,
“How to Handle Depreciation,” $3.00 per copy.

14- THE APPRAISAL JOURNAL. The professional quarterly of A.I.R.E.A. 15,000 subscribers. Published since 1932.
Annual subscription rate, $7.00. Designed for everyone in real estate.

15- THE APPRAISER. A monthly round up of appraisal news and views. Formerly available only to Members and
Candidates of the Appraisal Institute. Issued monthly except for July and August. Annual subscription rate is

$7.50.

16. ANNUAL APPRAISAL JOURNAL BINDERS. Handsome, sturdy binders embossed with year and volume on back-
bone. Each holds four issues. $2.25 each. In ordering, be sure to indicate year desired.

177. A PERMANENT SUPPLEMENTAL BINDER. For Journal Bibliography and Annual Directory of Members. Matches
your Appraisal Journal Binders. Price $1.75.

DEAR READER:

If you would like to be on our mailing list for announcements of Appraisal Courses,
Conferences, New Books, and Membership Requirements, simply write

American Institute of Real Estate Appraisers

36 S. Wabash Avenue, Chicago, lllinois 60603
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