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What Has Changed 

Release of Mortgagee Letters 2007-11, 2008-09 

and 2008-13 underscore FHAôs counter-cyclical 

role in the mortgage market and its ability to help 

stabilize declining markets

FHASecure enables homeowners who are 

struggling with existing ARMs to refinance 

into an FHA mortgage



Risk Management 

As part of FHAôs efforts to manage risk in 

terms of the collateral, a 2nd appraisal 

requirement has been instituted in cases 

where, among other factors, the property is 

located in a declining market to help ensure 

that the collateral is not overvalued. 



Declining Markets

¸many regional and sub-regional markets  
continuing to experience  declines in home prices 
in second quarter of 2008

¸Many economic forecasters do not project a turn 
around until late 2009

¸Critical for appraisers to be geographically 
competent and know their market

¸Critical for lenders to be on the alert for poorly 
performed appraisals that over-inflate value 



Declining Markets

¸No standard industry definition

¸Review Fannie Mae Announcement 07-11 
and 07-22

¸Appraisers must be able to 

ürecognize economic problems 

üprovide a clear picture and reconcile      
differences



Services/Indexes to help identify 

Declining Markets

¸ S&P/Case-Schiller Index (tracks changes in 20 
metropolitan markets)

¸ Office of Federal Housing Enterprise Oversight (OFHEO) 
Index (indicator of house price trends by measuring 
average price changes in repeat sales)  

¸ National Association of Realtors (NAR) releases statistics 
on existing home sales as well as a pending home sales 
index

¸ Automated underwriting systems (e.g., Fannie Maeôs 
Desktop Underwriter or Freddie Macôs Loan Prospector



Both the Lender and the 

Appraiser responsible for making 

Declining Market Decision

If a property is located in a Declining Market, 

the appraiser must:

üAccurately describe market conditions  

üDocument and support conclusions

üEnsure that comparable sales are properly                

analyzed and addressed 



Appraising in Declining Markets

Tools to help appraisers to identify 

declining markets:

(Critical to the effective use of these tools is 

access to MLS) 

üSupply & Demand Study

üDays on Market 

üList price to Sale Price Ratio


