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Third Party Oversight –
Financial Failure of AMCs and Non-Payment of
Appraisers
Just in the Last 6 Weeks:
NREIS Website: “National Real Estate Information Services is
winding down its operations and is consulting with its advisors
regarding payment of outstanding vendor accounts. We appreciate
your patience.”
Law Firm Letter to Appraisers Demanding Fees Owed by Evaluation
Solutions: “Our firm has been retained to file a Chapter 7 bankruptcy
proceeding for the company. Evaluation Solutions lost its major
client earlier this week and was forced to shut down operations. . .
The company is not able to make payments on any outstanding
invoices at this point.”

Financial Failure of AMCs
•

Potential consequences to the lender from a failed AMC:
• Thousands of panel appraisers demanding millions in unpaid
fees.
• Some appraisers will contact borrowers for payment.
• Administrative complaints filed by unpaid appraisers to
regulators.
• Legal actions by appraisers to collect.
• Potential for paying twice for an appraisal.
• Loss of goodwill with appraisers at a time when appraisal fees
appear to be increasing and it is challenging to retain good
appraisers in some areas of the country.

Lender Liability for Unpaid Fees
A lender’s outsourcing of appraisal management functions to an
AMC generally (this will depend on state law) will not “outsource”
the lender’s liability for paying the appraiser for the appraisal.
Why? Because the AMC is the lender’s legal agent – as made
clear in, among other places, the Federal Interagency Appraisal
and Evaluation Guidelines:

Lender Liability for Unpaid Fees
As a general legal matter, if the lender’s agent doesn’t pay the
appraiser, then the lender remains liable to the appraiser.
This provision in Dodd-Frank should be an incentive for lender’s to
make sure the appraiser gets paid – a provision we hear a lot
about in other contexts:

Responses From Some Lenders to the Problem -Vetting of AMC Financial Condition
More Careful Vetting of Financial Qualifications of AMC.
•
•
•

Requesting audited or sworn financial statements of the AMC.
Understanding the AMC’s other sources of business – what share is
the lender?
In evaluating AMC creditworthiness for bonds, the biggest
weaknesses we often see in AMCs are:
• Inadequate cash reserves and capitalization.
• Obvious telltales of slow payments to the AMC’s vendors – A/P
which eclipse A/R.
• High payments and salaries to management even in the face of
poor profitability.
• Shock losses – indemnification obligations or lawsuits.

Responses From Some Lenders to the Problem -New Service Contract Provisions
We are seeing some lenders implement new requirements in their
contracts with AMCs:
•
•

•

Requirements for periodic financial statements.
Provisions implementing periodic reporting by AMC to lender of
vendor payment status.
Provisions requiring payment to appraiser or other vendor within
certain number of days of lender’s payment to AMC.
Requirement that appraisal fees be segregated into a separate
account and that appraisers then be paid from that account.
More expansive indemnification sections.

•

But the bottom line is the AMC must be financially stable.

•
•

One Approach to Third Party Oversight:
Outsource the Oversight of the Outsourced
Appraisal Services Firm
5.7
Vendor Management. In Lender’s sole discretion, Lender
may elect to use a third party vendor management company
(“Management Company”) to administer certain activities on
Lender’s behalf (i.e., auditing, compliance with SLA, fee and
invoice management, collectively "Vendor Management Services").
Vendor acknowledges that in order to supply Services to Lender it
may be required to enter into an agreement with Lender’s
Management Company, and Vendor shall timely do so upon
Lender’s request. SUCH VENDOR MANAGEMENT SERVICES
AGREEMENT BETWEEN VENDOR AND MANAGEMENT COMPANY
MAY INCLUDE A FEE TO BE PAID BY VENDOR TO THE
MANAGEMENT COMPANY FOR THESE SERVICES.

Did That Sound Unfair? How About This…
“In the event [AMC] incurs any fees, expenses and/or costs relating to
time spent on legal and regulatory matters or proceedings arising from
the services provided by or engagement with Contractor pursuant to
this Agreement, including but not limited to, compliance pursuant to a
subpoena, testimony, consultation involving private litigation,
arbitration, government or industry regulation inquiries, whether made
at Contractor’s request, the request of a third party or by subpoena or
equivalent, Contractor shall immediately pay or otherwise reimburse
[AMC] for such fees, expenses and costs, including but not limited to,
internal costs, which shall range from $200 to $500 an hour, and legal
fees and expenses that [AMC] may incur.”

Responses From Some Lenders to the Problem -Insuring or Bonding the AMC’s Payments to
Appraisers
•
•
•

•
•

Bond requirements continue to be proposed as part of new AMC
legislation, as well as “recovery funds” in a couple states.
The AMC registration bonds only provide minimal safeguards.
Because of recent failures, the underwriting for AMC bonds is getting
stricter and in some cases, the bonds are becoming more expensive.
We have been asked by two AMCs recently if we could “bond” the full
amount of appraisal fees outstanding at any one given time.
This was requested by a lender to safeguard itself from non-payment.

AMC Bond Claims
674.210 Surety bond. (1) An applicant for issuance or renewal of an appraisal
management company registration shall file with the Appraiser Certification and Licensure
Board a surety bond . . . in the amount of $25,000.
(2) The surety bond or letter of credit required under subsection (1) of this section must:
(a) Be conditioned that the applicant pays:
(A) All amounts owing to persons who perform real estate appraisal activity for the
appraisal management company; and
(B) All amounts adjudged against the appraisal management company by reason of
negligent or improper real estate appraisal activity or appraisal management services or
breach of contract in performing real estate appraisal activity or appraisal management
services; and
(b) Require the surety company to provide written notice to the board by registered or
certified mail:
(A) At least 30 days before the surety company cancels or revokes the bond; or
(B) When the surety company pays for a loss under the bond.

Surety Makes Payment to Appraiser

