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February 10, 2006

The Honorable Michael Oxley

Chairman

House Committee on Financial Services

2129 Rayburn House Office Building

Washington, DC 20515

The Honorable Barney Frank

Ranking Minority Member

House Committee on Financial Services

2129 Rayburn House Office Building

Washington, DC 20515

Gentlemen:
As you are aware, mortgage fraud continues to be a serious problem in many communities around the country. The Federal Bureau of Investigation reports that mortgage fraud losses exceeded one billion dollars in 2005, more than double the $429 million a year earlier. Unfortunately, we believe this figure represents only a fraction of the overall exposure. 

Typically, mortgage fraud schemes contain material misstatements, misrepresentations or omissions, which are relied upon by an underwriter or lender to fund, purchase or insure a loan. Regrettably, mortgage fraud sometimes involves faulty appraisals. As associations of professional appraisers, our organizations have long-standing concerns about the issue of mortgage fraud, particularly when it involves real estate appraisers. Many others within the appraisal regulatory community share these concerns. In 2001, we alerted Congress to this issue and through testimony have encouraged you to take action on this important matter. Action by the Committee on Financial Services, including proposed legislation on Predatory Lending and Appraisal Reform, is most encouraging. 
The recent settlement between a major mortgage provider and various state attorneys general (attached) further illustrates some of the problems confronting the real estate industry as a whole. Our members report that it is all too common for commission-driven mortgage providers, mortgage brokers and others to use only those appraisers who “hit the number” to make the deal go, regardless of whether it represents market value. In some instances appraisers who refuse to bow to such pressure are denied future work from those clients or are ostracized in the marketplace. “Appraiser Exclusionary Lists” are being promulgated on a national basis and are sometimes misused to discriminate against competent, honest appraisers. 

The appraisal process is designed to be a meaningful, independently prepared tool in the asset underwriting process. Demands that appraisers reach predetermined values in order to maintain business relationships are bad for appraisers, bad for business and bad for the country. It is unacceptable for our members, and it should be unacceptable for those who desire a safe and secure housing finance sector, to allow this ever-growing scourge to be tolerated.  

Contributing to fraudulent schemes, we believe, are shortcomings in the current appraiser regulatory structure enacted by Congress in Title XI of the Financial Institutions Reform, Recovery and Enforcement Act in 1989. Title XI required state licensing of appraisers, but it failed to provide critical incentives to promote professionalism among appraisers, adequate funding for oversight and enforcement or sufficient authority for federal and state regulators overseeing the system. Tragically, Title XI, as implemented, has become ineffective, as many state appraisal boards are falling years behind in processing complaints against appraisers – if they process them at all. As we have testified before this Committee, too many state regulatory agencies continue to be under-funded and under-staffed. 

The good news is that there are two bills pending in the Committee that deal with the issue of mortgage fraud, H.R. 1295 and H.R. 1182. The sponsors of both measures are to be commended for recognizing the need for such legislation. Our organizations prefer H.R. 1295 because it offers solutions to the appraisal-related issues we have identified, including a prohibition on coercion of appraisers, provision for tools and resources for federal and state regulators and incentives that will help promote professionalism among appraisers. Such provisions are critical to correct today’s appraisal-related problems and avoid potential bank losses and failures in the future.  We urge you to extend your efforts to address the issue of mortgage fraud and enact the appraisal reforms that are provided for in H.R. 1295.  

We look forward to working with you to achieve this goal.

We are providing a copy of the recent settlement identified above.  Please contact Don Kelly, Vice President of Public Affairs of the Appraisal Institute at 202-298-5583 or dkelly@appraisalinstitute.org if you should have any questions.  

Sincerely,

Appraisal Institute

American Society of Appraisers

American Society of Farm Managers and Rural Appraisers

Cc:  
The Honorable Bob Ney


The Honorable Paul Kanjorski


The Honorable Brad Miller 

The Honorable Melvin Watt
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