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APPRAISALS IN MARKETS WITH RAPIDLY FLUCTUATING VALUES �BUILDER CONCERNS RELATIVE TO INCREASING MATERIAL COSTS





1.	This circular restates VA policy concerning markets which are experiencing rapidly increasing or decreasing property values.  The purpose of VA appraisals is to project the Government's financial interest in properties which may become the security for VA-guaranteed loans.  In accomplishing that,    it is in the interest of all parties involved that VA value determinations accurately and fairly reflect local real estate market values.  This is an especially sensitive issue when those values are rapidly increasing or decreasing for any reason.





2.	Some builders have expressed concern about the ability of the appraisal process to adequately consider increases in new home sale prices due to rising lumber and other material or development costs.  For this reason we are reemphasizing VA policy regarding the consideration of market trend information.





3.	In all cases, the VA fee appraiser must provide an objective appraisal report which takes into consideration all factors that can impact value.  Appraisers must give proper consideration to the relevant closed or settled sales in the real estate market in which the property is located.  In a new subdivision, this includes other new home sales I resales, and-sales in competitive subdivisions.  The fee appraiser must select the three best comparable sales available for the sales comparison analysis and properly adjust the sales price of each comparable for differences between it and the subject property.





4.	In adjusting for differences between the comparables and the subject property, the appraiser must analyze and consider sufficient market data to detect any changes in market conditions between the date each comparable sold and the date of the appraisal of the subject property.  This is essential in determining the need, and the support, for any time adjustments to the comparables, and is especially important in a market with rapidly increasing or decreasing values.  Primary indicators of market conditions are:





a.	 Supply of available houses (new construction and existing housing inventory) and the demand for them;





b.	 Trend of property values (increasing or decreasing);





c.	 Average listing period/marketing time (increasing or decreasing); and





d.	Prevalence of sales and financing concessions in the subject market area.





    LOCAL REPRODUCTION AUTHORIZED


WANG VERSION E-MAILED ON AUGUST 12, 1993


�
Circular 26-93- 17                                 					August 6, 1993





To help detect changes in market conditions, VA policy and professional appraisal practices allow fee appraisers to consider listing information for similar properties and verifiable contract data from recent bona fide sales even though those sales have not closed.  When considering unclosed sales contracts, the number analyzed must be sufficient that a sound judgment can be made and an acceptable level of confidence can be reached on any conclusions regarding a trend and corresponding time adjustments.  Any new construction sales contract which does not clearly identify every optional item or variation from the basic house type included in the sales price, and any sales or financing concession, is not eligible for consideration.





5.	 VA appraisals rely primarily  on the sales comparison approach.  Basically, that approach  recognizes that a well-informed or well advised purchaser will pay no more for a property than the cost of acquiring a similar property of equal desirability and utility without undue delay.  The general residential real estate market does not base transaction decisions on a property's reproduction or replacement cost.  Consequently, in the sales comparison approach it is not an acceptable appraisal practice to include direct or indirect builder costs; i.e., building materials, project development costs and other business costs as adjustment items.  Doing so would likely cause the VA value estimate for the property to not be reflective of its market value, which would not be in the Government's best interest.  Value determinations made for VA loan guaranty purposes should accurately and fairly reflect local real estate market values, not--create them.





6.	 To ensure VA consideration of market changes which may occur after a value determination has been made, any party of interest to a VA CRV (Certificate of Reasonable Value) or MCRV (Master Certificate of Reasonable Value) can ask VA to reconsider a value estimate at any time during the validity period of the CRV or MCRV.  The regional office will consider any real estate market data that may be submitted in support of such a request, including sales contracts or additional appraisals.  Any increase in the VA value estimate as a result of a request for reconsideration of value should be consistent with the policies discussed above (must be supported by valid real estate market data which would be considered adequate and reasonable by professional appraisal standards).





7.	 Builder dissatisfaction with the VA value for a particular lot or unit on a MCRV should not cause that property to be removed from the MCRV during its validity period and reappraised under another VA case number.  In that situation, the property has already been appraised by VA and a provision exists for any party of interest to appeal the VA value determination.   Removing individual lots or units from a MCRV and obtaining another  appraisal under a different VA case number would mean duplicative  work for both VA and the builder.
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8.	In addition to the VA value determination for basic house types and lot premiums, proposed construction MCRV's may also include value determinations for optional items of equipment and variations from the basic house types.  To the extent possible, VA's value estimate for any optional item or house type variation must be based on real estate market data.  In the absence of sufficient market data, field stations may consult available cost handbooks to help determine the VA value estimate for such items.  Cost alone, however, should not be the sole determinant of value.  Generally, VA value estimates for the same options and variations should not vary considerably from one subdivision to another in the same real estate market.  Like the value for basic house types, the market value for options and variations is subject to change over time.  Therefore, VA will consider requests for increases in the VA established value for options and variations and make appropriate changes if warranted by sufficient and valid market data.





9.  With the exception of initial sales in a new project which are sometimes discounted in order to generate sales momentum, properties should generally be selling at or near their VA appraised value.  Cases in which sale prices are consistently above or below the VA appraised value should be carefully reviewed to determine if existing VA value estimates reflect current market conditions.





10. STATION  RELEASES.  Stations  will  reproduce  paragraphs  1 through 8 for distribution to all fee appraisers.  At their discretion, stations may also distribute the release to builder participants.  Copies of these releases need not be submitted to Central Office.











R. J. Vogel





Deputy Under Secretary for  Benefits
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