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Each real estate appraisal performed is an independent assignment.  The Uniform Standards of Professional Appraisal Practice define an assignment as a valuation service provided as a consequence of an agreement between an appraiser and a client. For an agreement to exist, each party has a set of expectations, and some reason to believe that their expectations will be met by the other party. Once an agreement has been reached, the engagement process is complete and the assignment begins.
The agreement between the appraiser and client can come about in a variety of ways.  In residential appraisal practice, it is not uncommon for an appraiser to be engaged verbally, or by a simple handwritten note transmitted by fax. Depending on the nature of an existing relationship and the history that may exist between the appraiser and that particular client, this method of engagement may be perfectly adequate. But in a great many cases, this leaves open to question a great many important aspects about the assignment. In other words, one or more of the parties may have expectations that have not been made clear.
There is no requirement in the Uniform Standards of Professional Appraisal Practice that in appraiser be engaged in writing.  In fact, the Uniform Standards of Professional Appraisal Practice do not address the engagement process at all, but USPAP does address the scope of work in great detail. 
By definition, scope of work is the amount and type of information researched and the analysis applied in an assignment. Scope of work includes but is not limited to the following:

1. the degree to which the property is inspected or identified, 

2. the extent of research into physical or economic factors that could affect the property,

3. the extent of data research, 

4. the type and extent of the analysis applied to arrive at opinions or conclusions.

USPAP makes clear that the burden of proof is on the appraiser to decide before accepting an assignment that the scope of work applied will result in opinions and conclusions that are credible. 
It certainly seems reasonable that setting out the requirements of the assignment in writing beforehand will result in the highest possibility of having a scope of work that is consistent with what the client requires. 
As indicated above, there are a variety of ways in which this agreement can come about.  Many major financial institutions and other client types that use appraisal services repeatedly often use a master engagement agreement or master services agreement that covers in great detail the expectations that are being placed on the service provider.  Once a master services agreement has been reached, individual assignments are placed on a case-by-case basis, typically with a one-page assignment request that refers back to the master services agreement. For situations where an ongoing relationship has not been established or is not expected, a single page document is often used to engage the appraiser for a given assignment. Whether this agreement is drafted by the appraiser or the client it should reflect the terms and conditions that have either been as discussed or that are typical practice in this kind of assignment.
At a minimum, the same elements identified in USPAP as being required for determining the appraisal problem to be solved and that then flow into the appraiser scope of work decision should be included in the engagement agreement.  These elements include: 

1. Who is the client and what is their intended use of the assignment results;

2. Who are other intended users of the assignment results;

3. What is the type and definition of value to be sought;

4. What is that the effective date of valuation for the assignment;

5. What are the relevant property characteristics, including physical legal and economic characteristics that might affect the property;

6. What other assignment conditions including extraordinary assumptions, hypothetical conditions and other limiting conditions.
The first four items on this list are generally pretty straightforward and don't often require further discussion or elaboration.  The last two items however can have a great deal of impact on the overall scope of work in a given assignment.  There can be as many variations in these two areas as there are properties, therefore it is critical to have a clear understanding with the client at the outset, as to what the relevant characteristics and other conditions are that will affect assignment results.
Let's take a brief look at each one of these items and break down the details that might follow in an engagement agreement.

Client, intended use and intended users
Client:  The engagement agreement should name the client and indicate the fact that the appraisal is prepared for the sole and exclusive use of that client only.  You may also want to include a request that the clients seek the appraiser’s written authorization before releasing the report to any other party.  Other items to address at this section of the agreement might include: 
a. to whom the report will be delivered and where;

b. what the method of delivery will be;

c. the due date/date of delivery of the report;

d. how many copies of the report are be to be provided;

e. who the primary point of client contact will be through the assignment;

f. name and contact information for gaining access to the property;

g. the appraisal fee and how and when it is to be paid

i. late fees, collection fees, if any

ii. retainers

iii. additional expenses, if any

iv. cancellation fees

Some appraisers like to include a provision that ties the completion date of the assignment to the ability to gain access to the property within a specified period. If access is either delayed or denied, the due date will be extended. 

If the client is going to require that a certain person or persons within the firm be those to complete the assignment this should be spelled out at this point also. 
Intended Use:  By definition intended use is the use or uses of an appraisers reported appraisal, appraisal review or appraisal consulting assignment opinions and conclusions as identified by the appraiser based on the communication with the client at the time of assignment. The engagement agreement should spell out what it is the client intends to do with the assignment results, for example mortgage lending, pre-foreclosure work out, partnership dissolution, settling of an estate.  If in fact it is true, the agreement should also make clear that there are no other intended uses of the assignment results.

Intended users:  If there are other intended users of the assignment results, those users should be identified by name or type in the engagement agreement.  
Type and definition of value
The type of value (for example market value) and its definition should be included in the engagement agreement.  If either an abbreviated version of the definition or a simple reference to the definition in some other location is used in an engagement agreement, you need to be certain that the client has access to that definition.  For example, if appraising for a private party who you know is not a sophisticated real estate owner, a reference to a definition contained in Title XI of the Financial Institution Reform Recovery and Enforcement Act of 1989 may be rather meaningless to them.

Effect date of value
Effective date of value is pretty straightforward; it is current, retrospective, or prospective. 
Relevant property characteristics
Relevant property characteristics are always going to be assignment specific.  The logical starting point is an identification of the property either by address or legal description. Other relevant property characteristics might be presented in the context of a scope of work discussion.  For example, the degree to which the property will be inspected, the extent of research into physical or economic factors, the extent of data research and type of analysis that will be applied may all be discussed at this point.

For many residential assignments it may be sufficient for the appraiser to simply indicate that the relevant property characteristics will be identified and explained within the body of the report.  Other cases may require a more detailed discussion within the engagement agreement about items of personal property, fixtures intangibles that might be included, easements encumbrances, and the like. 
Extraordinary assumptions and hypothetical conditions
Extraordinary assumptions and hypothetical conditions can have a significant impact on the conclusions reached in an assignment.  Extraordinary assumptions and hypothetical conditions that are known at the outset should be included specifically in the engagement agreement.  Scope of work is a dynamic process in that research and analysis can reveal additional factors that might influence the scope of work required to complete an assignment correctly.  If you the course of an assignment it becomes clear that additional extraordinary assumptions are hypothetical conditions need to be employed, they should be communicated to the client upon their discovery. 
Other assignment conditions and other limiting conditions
Statements of certification and general limiting conditions that are likely to be employed in every assignment should be attached to the engagement agreement at the beginning of the assignment.  When master engagement agreements are used these certifications and limiting conditions are typically included within the master agreement. 
Any supplemental standards that will need to be adhered to, such as Fannie Mae or Freddie Mac guidelines, or special client specific requirements should be referenced in this section.
 For residential appraisals that require the use of a specific form, the form name or number, and any required exhibits should be listed in specific detail.  Reference to any other guidelines such as the Code of Professional Ethics and Standards of Professional Conduct of the Appraisal Institute, and the Uniform Standards of Professional Appraisal Practice should also be made in this section. 
Other Considerations

Many times the engagement agreement is, in effect, a proposal to provide services. As such, it should be dated and have an expiration date. You may want to quote a two-week term time today based on the workload that is currently in front of you, but if the client doesn't respond for a week that workload may of changed. Advising a prospective client that you also have other proposals out for consideration may encourage them to respond more quickly. 
Another common element in many assignment agreements is a list of items that are to be provided by the client as part of the engagement. When appraising for residential mortgage lending purposes the obligation rests with the client to provide a complete copy of the ratified sales contract in purchase transactions.  The lender client must also disclose all additional pertinent information that is not included in the sales contract, such as:

1. settlement charges;

2. loan fees or charges;

3. discounts to the sale price;

4. payment of condominium or PUD fees;

5. interest rate buy-downs or other below-market rate financing;

6. credits or refunds of the borrower's expenses;

7. absorption of monthly payments;

8. assignment of rent payments, and;

9. non-realty items that were included in the transaction

The lender is also required to disclose to the appraiser any information it may have about environmental hazards on or near the subject property that was obtained from the borrower, the real estate broker or any other party to the transaction.
Other additional items that might need to be obtained from either the client or another party to the transaction will vary depending on the property type, transaction type, and customary practice within the market. The tables that follow are not intended to be exhaustive, complete lists of what one might need in a given transaction.  Rather they are intended as suggestions of items you might need to obtain in order to complete an assignment correctly.

Single Family Residential:
1. Complete legal description, preferably from the preliminary title commitment;
2. Building plans and specifications;
3. Cost breakdown summary, if applicable;
4. Ratified purchase agreement;
5. Seller’s Real Property Transfer Disclosure Statement;
6. Home or property inspection reports as may be available;
7. Any other information you think may be helpful or appropriate

Residential Condominium:

1. Declaration of condominium

2. Meeting minutes from the last several association meetings;

3. Recent reserve studies, if available;

4. Name and contact information for the community manager;

5. Conversion information, if applicable;

6. Resale certificate, if applicable;

7. Any other information you think may be helpful or appropriate

Non-owner-occupied single family residential or condominium:

1. Copies of leases, subleases or rental agreements;

2. Income and expense statements for the last three years;

3. Copies of tax returns, if available;

4. Any furnishings fixtures or equipment included with the real estate;

5. Name and contact information for property manager;
6. Any other information you think may be helpful or appropriate

Master Engagement Agreements
A master engagement agreement or master services agreement is rarely prepared by an appraiser.  Typically these agreements come from large financial institutions with an appraisal department and a legal team. They have not only the time and resources available for putting this type of agreement together, but because they also have a large pool of contractors they work with they have even a greater need for the use of this type of agreement. 
As with any agreement, you should read and understand the agreement in its entirety before signing it and becoming obligated.  Be watchful of provisions that may call for you to waive things like trip fees, cancellation fees, or direct costs such as ferry fees or tolls.  Some agreements will require you to provide insurance for the client and name the client as a coinsured on your insurance policies. In short, be sure to understand and agree with all the policies and provisions that you're signing to, and don't hesitate to seek independent advice where needed.
Conclusion

The importance of a good and clear understanding of what the client expects before an assignment begins cannot be overstated. The engagement agreement sets the stage for the entire scope of work decision.  No matter how brief, an engagement agreement can also significantly reduce the opportunity for client pressure to be exerted on an appraiser. 
We need to realize that many of the people who request residential appraisal services have become accustomed to doing this with a phone call or a simple handwritten fax.  It is relatively uncommon for an appraiser to respond to those phone calls or faxes with a follow-up written agreement offering greater detail about what the assignment will involve. In order to gain client acceptance of these agreements, they need to be kept in his brief and concise as possible, while at the same time including all necessary information that will allow the parties to fully understand exactly what the agreement calls for.
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SAMPLE ENAGEMENT LETTER

Date

Client
Address

City, State, Zip


Re:      Property Identification

Dear Client:

Thank you for giving us the opportunity to provide appraisal services for the above property. I am proposing a fee of $______ for a complete appraisal process, reported in a summary appraisal report format (Fannie Mae Form 1004) of the above referenced property. I anticipate a delivery date of _____, providing that access to the property can be immediately arranged and that any required supporting documents such as the purchase and sale agreement are received within two business days, or by ________. Please note that this fee includes only the appraisal of the property, and should any additional services become necessary, a separate engagement agreement would need to be executed. 


The summary appraisal report will present only summary discussions of the data, reasoning and analysis that were used in the appraisal process to develop the value opinion. Supporting documentation will be retained in my file, and the depth of discussion is specific to your needs and for the intended use. I am not responsible for its unauthorized use. 

The purpose of this appraisal will be to provide you with a supportable and credible opinion of the market value of the fee simple interest of the subject property for the purpose of rendering a decision relative to a financial transaction. The definition of market value sought will be included on Fannie Mae Form 1004-B.  

The property will be valued as of the inspection date and is intended for your sole and exclusive use, for the purpose of determining the suitability of the property as collateral in a federally related mortgage loan transaction. The client and the intended users are ________________ Bank and those users that _______________________ Bank deems necessary to complete a mortgage transaction. The report is not intended for use for any other purpose or by any other party. By signing this agreement, you agree not to release the report to any party not named as an intended user, or not otherwise entitled to a copy by law or regulation. I understand that the subject property is currently used as an owner-occupied single family residence. 

The report will be prepared in accordance with the Uniform Standards of Professional Appraisal Practice and supplemental Standards of Professional Appraisal Practice and Code of Professional Ethics of the Appraisal Institute, and Fannie Mae Guidelines.

I would appreciate your transmittal of the following upon the notification to proceed: 

1. Executed copy of the purchase and sale agreement;

2. Name and telephone number of contact person to arrange an inspection of the property; 

3. Complete legal description to be encumbered.

4. Name and telephone number of your contact for title insurance and the title order number (this can save time if there are easements or boundary questions). 

5. Any other information that you think may be helpful or appropriate to the assignment.

A retainer of $_______ is requested to begin the assignment. A bill for the remainder of appraisal fee will be presented and payment within ______days will be requested at the time the assignment is completed and delivered to you. 

A copy of the Assumptions and Limiting Conditions and Certification that will be part of the appraisal work file and report will be attached to the report and can be found on Fannie Mae Form 1004-B. Extraordinary assumptions and hypothetical conditions specific to the assignment will also be included within the final report. Please understand that the terms, provisions, and conditions contained within the body of this letter, together with your additional instructions and the attached, will constitute our agreement regarding the appraisal of the above-described property. 

Please endorse and return a copy of this letter confirming this arrangement at your earliest convenience. Its return with the retainer will constitute your notice to proceed with the assignment. 

The appraisal report will be delivered to you electronically either as a PDF attachment sent by e-mail, or posted to a secure location on our web site for your download. Paper copies can be provided at an additional cost of $15.00 per copy. 

Thank you very much for this opportunity, and I look forward to working with you. 

Sincerely, 

 

_____________________
(Appraiser) 



Agreed and accepted this _____ day of __________ by 

___________________________

(Client) 
Physical address:
� Fannie Mae appraisal report forms are part of the Fannie Mae selling guide; the forms and selling guide are part of the contract between Fannie Mae and its lenders, therefore, a requirement that Fannie Mae forms be used, in effect, invokes the entire selling guide in to the agreement between the appraiser and client.





