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History and Function of the Bureau of Real Estate Apraisers

Federal Financial Institutions Reform, Recovery arfeinforcement Act

In 1989, Title XI of the federal Financial Instiitoms Reform, Recovery and Enforcement Act
(FIRREA) was adopted by the United States Congreswdating all states to license and certify real
estate appraisers who appraise property for fdgeshted transactions. FIRREA established the
Appraisal Subcommittee (ASC) within the Financradtltutions Examinations Council (FFIEC). The
ASC provides grants to the Appraisal FoundationKYAnd oversees the entity.

TAF is composed of three independent boards: th@agal Practices Board (APB) which offers
voluntary guidance to appraisers, regulators aedsusf appraisal services on recognized valuation
methods and techniques for all valuation discigjrtbe Appraisal Standards Board (ASB) which
develops, interprets, and amends the Uniform Stasdz Professional Appraisal Practice (USPAP);
and the Appraiser Qualifications Board (AQB) whedtablishes the minimum education, experience
and examination requirements for real property aigprs to obtain a state license or certification
through the Real Property Appraiser Qualificatianteia. USPAP is a set of standards for
professional appraisal of real estate, personalgrty, business, and mass appraisal.

Title XI of FIRREA also requires that real estappaisals used in conjunction with federally retiate
transactions are performed in accordance with USEAdte certified and licensed real property
appraisers are currently required to adhere to UFSB\Atheir respective state appraiser regulatory
agencies. Many appraisers are also bound to comifiyUSPAP through requirements placed on
them by their client or intended user.

In response to the federal mandate, the Califdregislature enacted the Real Estate Appraisers
Licensing and Certification Law (Appraisers Law)1i890 (AB 527, Chapter 491, Statutes of 1990),



which established the Office of Real Estate Apm@fOREA), entirely funded by regulatory fees. At
that point, OREA had approximately 12 percent efriation's licensed appraisers.

Home Valuation Code of Conduct

In the spring of 2009, New York Attorney Generalddew Cuomo, Fannie Mae and Freddie Mac,
with support from the Federal Housing Finance Agedeveloped a set of appraisal rules called the
Home Valuation Code of Conduct (HVCC). HVCC waspted to isolate parties with a financial
interest in a mortgage loan transaction from agpraselection and retention.

The intent of the HVCC was to enhance the indepecgland accuracy of the appraisal process, and
provide added protections for homebuyers, mortgagestors and the housing market. Any lender
that sells a mortgage loan to Fannie Mae or Freldidie must adhere to the HVCC.

Due to the increased use of Appraisal Managementp@aies (AMCSs) by lending institutions, a
significant result of the HVCC agreement, the @athfa Legislature enacted SB 237 (Calderon,
Chapter 173, Statutes of 2009) requiring AMCs, efsndd, to register with OREA, and subjects them
to the provisions of the Appraisers Law. Effectdauary 21, 2010, OREA adopted emergency
regulations governing the implementation of thastegtion process.

The Dodd-Frank Wall Street Reform and Consumer Bzotion Act

In 2010, Congress enacted The Dodd-Frank Wall BRetorm and Consumer Protection Act
(Dodd-Frank Act, P.L. 111-203). Dodd-Frank inclas@praiser independence provisions similar to
the Home Valuation Code of Conduct and sunset®thosvisions. Dodd-Frank required the Federal
Reserve to amend the appraisal independence nuRsgulation Z of the Truth in Lending Act. The
interim final rule was effective April 1, 2011 aagplies to all consumer credit transactions sechyed
a consumer’s principal dwelling.

Governor’'s Reorganization Plan No. 2

In 2012, Governor Brown submitted a reorganizagitam to the Legislature. As a result, on July 1,
2013, OREA became the Bureau of Real Estate Amsa(8REA or Bureau) within the Department
of Consumer Affairs (DCA).

AB 1317 (Frazier, Chapter 352, Statutes of 2013ctad the statutory changes necessary to reflect th
changes in law made by the Governor’'s Reorganiz&lan No. 2, including moving the former
OREA from under the jurisdiction of the former Busss, Transportation, and Housing Agency to
become a new BREA under DCA within the Business)s0mer Services, and Housing Agency.

BREA, which is entirely funded by licensing feesaisingle program comprised of two core
components: licensing and enforcement.

The Licensing Division of the Bureau is responsibleapplicant compliance with the minimum
requirements for licensure in accordance with gatestablished by the federally mandated TAF and



California law. The minimum requirements for liseine are established by the AQB of the TAF. The
Licensing Division also registers AMCs in compliangith California law.

The Enforcement Division of the Bureau investigdtesbackground of applicants, licensees, and
AMC registrants to ensure they meet the standanmdiéscEnsure. The Enforcement Division also
investigates complaints of violations of the USPaki®l ensures that appraisers and registered AMCs
adhere to all applicable laws and regulation

The Bureau is also responsible for the accredragfceducational courses and providers for reatest
appraisers and currently has more than 800 prading and continuing education courses approved.
In addition to the real estate appraisal relatadsms offered by California's community colleged an
universities, over 70 proprietary schools provigpraisal education.

The Bureau’s mission is to:

Safeguard public trust by promoting professionalismthe real estate appraisal industry
through licensing, education, and enforcement.

James Martin was appointed Director of OREA in 1fl2012 by Governor Brown. The Director is
mandated to enforce the Appraisers Law. Mr. Mast@s reappointed Bureau Chief in July 2013 with
the reorganization of the Bureau within the DCA.

The Bureau does not have an advisory committee.

The Bureau is a member of the Association of AgaldaRegulatory Officials (AARO), a national
organization whose membership includes approximdi@Istates and territories.

Fiscal, Fund and Fee Analysis

A fund condition analysis (provided on the nextg@eshows that the Bureau has 16.2 months in
reserve for FY 2014/2015 and 12.0 months for FY522Q16. The Bureau’s revenue is closely linked
to variations in the real estate market, both stake and nationally. Swings in supply and demand,
interest rates, employment, and the availabilitgagsital all affect the market for real estate agai
services, and subsequently the number of licengpassers.

Loans made from the former OREA to the General Roadide $1 million in FY 2003/2004,

$2 million in FY 2004/2005, and $16.6 million in A008/2009. Payments made back to the Bureau
include $5 million in FY 2009/2010 and $8.1 millionFY 2013/2014, leaving a remaining balance of
$6.5 million which the Bureau expects to receivé¥2016/2017.



Fund Condition

(Dollars in Thousands) FY 2010/11 FY 2011/12 FY20B | FY 2013/14| FY 2014/1% FY 2015/16
Beginning Balance 7,07H 6,046 4,180 2,886 9,010 2576
Revenues and Transfers 3,58 2,927 3,662 12,102 97 38,0 3,822
Total Revenue $3,528 $2,927 $3,662 $4,002 $3,097 $
Budget Authority 4,827 4,914 4,971 5,4p2 5,680 5,65
Expenditures* 4,067 4,831 4,981 5,078 5,470 5,661
Loans to General Fund 0 0 0 0 0
Accrued Interest, Loans to
General Fund @ ( D D 0 0
Loans Repaid From General
Fund 0 8,100
Fund Balance $6,541 $4,142 $2,811 $9,909 $7,625 $5,786
Months in Reserve 16.2 10.0 6.6 21.7 16.R 12(0

The Bureau's budget grew significantly during tbal estate boom from 2003 to 2008 and licensing
fees were reduced in 2009. Since that time, tipeilation of licensed appraisers in California has
declined by nearly 50 percent as market activiglided. Business and Professions Code (BPC)
8811400-11409 and Title 10 California Code of Ratiahs (CCR) §8§ 3581-3583 provide authority
for fees collected by the Bureau for appraisemiéteg and the registration of AMCs.

Fee Schedule and Revenue
(Revenue Dollars in Thousands)

FY FY
Fee Current Fee Sta_tut_or 2011/12 | 2012/13 FY 2013/14 | FY 2014/15 % of Total
Amount y Limit R Revenue Revenue Revenue
evenue| Revenue

AT Initial/AL
Renewal/Any
Reciprocal $310-$355 109 512 408 297 17.23%
AL Initial $455* $450 18 - 7 14 0.51%
AR/AG Initial/AL Late
Renewal $435-$510 $525 44 62 97 132 5.60%

AT Renewal $310* $450 39 69 66 55 2.96%
AR/AG Renewals &

AT Late Renewal $435* $525 447 2180 1648 84 42.34%
AR/AG Late Renewal $560* 1671 99 82 84 4.06%
Upgrades AT to AL $210* 51 12 13 11 0.59%
Upgrades AT to AR &

AT to AG $285* - 9 15 7 0.54%




Upgrades AL to AR &

AR to AG $235* 37 48 49 2.37%
Reciprocal Residential ~ $355* - 1 - - 0.00%
DCSS or Other
Reinstatement App $140 - - 1 1 0.05%
Dishonored Check
Reinstatements $25 - - - - 0.00%
AMC App
Review/Registration $1,750 255 206 259 418 10.83%
AMC Controlling
Person App $80 each 24 5 3 3 0.15%
AMC Misc Changes $20 3 1 1 0.05%
Temp Practice Permitg  $80 20 22 20 1.03%
Non Taxable Sales
Sale of State Registry $55 2 - 1 1 0.05%
One Year Subscriptior
- CA Registry Full List [  $600 - -- 1 - 0.02%
Petition for
Equivalency $45 each 58 3 2 2 0.10%
Misc Changes & Dup
Licenses & Lic History | $20 each 15 24 10 0.44%
Course Provider Acc
App New/Renew $300 64 5 6 6 0.29%
BE Course
Accreditation $500 3 48 16 14 0.73%
BE USPAP Course
Accreditation $250 - - 2 43 1.10%
CE Course
Accreditation $200 - - 34 3 0.90%
CE USPAP Course
Accreditation $100 - - 4 - 0.10%
Miscellaneous Variable 1 11 - - 0.00%
Penalty Assessments
(Fines) Variable 127 236 148 83 5.65%
Penalty Assessments |
Cost of Enforcement Variable - 110 60 9 1.69%
Penalty Assessments |
Monitoring Costs Variable - 8 14 12 0.64%

* Inclusive of additional fees including applicaticeview, background check, child support check,

federal registry fee, state registry fee, and beeissuance.




During the past fiscal year, the Bureau’s enforag@npeogram accounted for 47 percent of the
Bureau’s expenditures, the administration prograocoanted for 29 percent, and the licensing

program accounted for 17 percent. The Bureau’'saieocosts to the DCA accounted for 7 percent of

the Bureau’s expenditures.

Expenditures by Program Componen((list dollars in thousands)
FY 2011/12 FY 2012/13 FY 2013/14 FY 2014/15

(Dollars in Personnel Personnel Personnel Personnel
Thousands) Services OE&E Services OE&E Services OE&E Services OE&E
Licensing 483 338 453 293 609 295 643 301
Examination - - - - - - - -
Enforcement 1249 1281 1305 1231 1462 1066 1607 987
Administration* 927 564 962 586 937 393 1113 462
DCA Pro Rata - - - 228 - 300 - 361
TOTALS $2,659 $2,183 $2,720 $2,338 $3,008 $2,053 ,363 $2,111

Staffing Levels

The Bureau reports that it does not currently hawestaffing challenges. The Bureau has established
a goal for organizational effectiveness in its t&fgac Plan and as such, the Bureau has a plan for
succession of longtime staff when they leave, foruen recruitment and retention. Goal 4 of the
Strategic plan specifically states, “The Bureamd#ad is to build an excellent organization through
proper Bureau governance, effective leadershipyespbnsible management, with a focus on
retention and succession planning.” The Bureadampnts promotional opportunities within the
organization, staff cross-training and often rataieexpands staff duties as needed to ensure
maximum utilization of its staff.

In terms of training, the Bureau utilizes DCA’s&#gic Organizational Leadership and Individual
Development (SOLID) which provide staff traininglioost analytical skills, computer and software
skills and supervision. The Bureau also utilizestpecialized investigator training provided aadip
for by the ASC. BREA also works to ensure thatrtestigators maintain current knowledge about
the industry.

Licensing

The license renewal cycle is two years, with afgear cycle for continuing education. Title 10 CCR
§ 3570 provides a 90-day time frame within witlehsing applications must be processed, ensuring
that the Bureau provides applicants written noticerhether their application is complete or defntie
within 90 days. The Bureau is also expected to@mpor deny a license within 90 days of receip of
Request for Issuance form, which indicates thategjlirements for licensure have been met, inclydin
a background investigation and passage of thedingrexamination. The Bureau is currently meeting
these requirements and does not have any licebsitigogs, due in large part to the capability to
process renewals online.

The Bureau issues approximately 360 new licensg@spproximately 5,800 license renewals
annually, across four license types: trainee (Ad3idential (AL), certified residential (AR), and
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certified general (AG). Each license has a limdedpe except for the “certified general” licengaet
If a licensee has a license other than the AG agetsithe requirements for a higher level licertssy t
can upgrade their license through an applicaticdhédBureau. License upgrade applications have
averaged 260 annually over the last four yearse Bireau issues approximately 125 new AMC
registrations annually and approximately 86 AMCengals annually.

Licensee Population
FY 2010/11 FY 2011/12| FY 2012/18 FY 2013/14

Active 1339 864 791 786
AT Out-of-State N/A N/A N/A N/A

Out-of-Country

Delinquent

Active 2732 2108 1851 1673
AL Out-of-State 4 1 g K

Out-of-Country

Delinquent

Active 6412 6222 6036 6015
AR Out-of-State 24 17 50 43

Out-of-Country

Delinquent

Active 3439 3374 3290 326¢
AG Out-of-State 12 9 112 101

Out-of-Country

Delinquent

Per Title XI of FIRREA (1989), and amended by thedd-Frank Act, the Bureau offers reciprocity
when an appraiser has a valid home state credémtmla compliant state whose credentialing
requirements meet or exceed those of Californihetime of application. Licenses are issued withou
additional examination, but the licensing fee i stquired. Applicants are required to submit
documentation of their current license and a laifdicense history. Out-of-country applicants must
meet the initial licensing requirements requireé ofew applicant. The Bureau is currently in the
process of removing the need for agreements betata&s for reciprocity that is in is regulations,
stemming from a policy statement issued by therldd&SC in 2013. The goal is to ensure that
appraisers from other states can receive a Califdicense when qualified.

The Bureau identifies military personnel on apglmas but does not currently track these applicants
According to the Bureau, it has had one applicéfier onilitary education towards meeting the
requirements for licensure whose military educatui@s accepted. Experience and training
requirements dictated by the AQB are very speaifid can only be met through working in the
appraisal profession while under the supervisioa stfate certified appraiser.



The examination for each license category is anatiexamination developed by the AQB of the TAF
and administered to all license candidates natidewil he chart below details the amount of
applicants who sat for the examination by liceiypet The chart also highlights the passage rate.

National Examination: California Applicants for National Exam
License Type Res/Trainge  Cert Residential Cert eéne
Exam Title Na_tlonal Licensing & Examination
Uniform Cert
# of I Time Candidates 198 170 74
FY 2010/11 _
Pass % 55 65 62
# of I Time Candidates 229 121 45
FY 2011/12
Pass % 65 69 8y
# of ' Time Candidates 278 112 34
FY 2012/13
Pass % 34 71 32
# of I time Candidates 224 313 61
FY 2013/14 _
Pass % 48 55 6y
Date of Last OA| Ongoing Ongoing Ongoing
Name of OA Developef AQE AQE AQB
Target OA Date

For California applicants, the pass rates for firae test takers averaged approximately 60 percent
except for 2013 where the pass rate fell to 44gercRetake pass rates averaged just over 40merce
except for 2013 where the pass rate was only 25perThe Bureau notes that this trend is generally
consistent with the national pass rates, partibufar lower license levels where applicants witle t
less education and experience are more impacteddying changes in the exam made by the AQB.
BREA states that the reason for the drop in the pate in 2013 is unclear, but may have possibly
been attributed to increased federal requirememtiicensure which in turn led many California
licensees to try to upgrade their license type.

Testing for all three licensure categories is corapzed. The examinations for all license catesggori
is scheduled and administered at 16 testing itegdd throughout the state, at least five timesek.

All applicant types must submit their fingerprimig& Livescan or hardcopy fingerprint cards, for a
criminal background check to the Federal Bureamwdstigation (FBI) and Department of Justice
(DOJ). The ASC also maintains a National Registrijcensed appraisers that the Bureau uses to
check for disciplinary actions against all liceaggplicants, and the Bureau checks the National
Registry prior to renewing a license. Dependinghandiscipline stated on the National Registry, the
Bureau may institute disciplinary action againgt fibense or deny the license. Applicants are
required to provide certified copies of police reap@and/or court documents related to the applieant
record. The Bureau follows up by acquiring an ioagjset of documents directly from the arresting
agency or the court of record in cases of significaolations or if incomplete records are subnaditte
by the applicant.



Continuing Education

The term of a California real estate appraisesenise is two years. All licensed appraisers mestm
minimum continuing education (CE) requirements befenewing their license. A total of 56 hours
of continuing education is required during the fgaar CE cycle including the following mandatory
courses for all license categories.

» 7-hour National USPAP course-required every twagea

* 4-hour Bureau approved course entitled "FederalState Laws and Regulations” is required
every four years. This 4-hour course is an addisioce the last sunset review (BPC §
11360(a)).

In practical terms, this requires a renewal oftHeour USPAP course every two years on its own, and
a full CE (56 hours) renewal every four years. &ally the requirement is a full CE 56 hour renewal
every other two year cycle, with a reduced 7 hodrénewal cycle in between.

CE courses or seminars must cover appraisal refapecs including subjects such as land use
planning, appraisal computer applications, costneding, and green building appraisals.

Bureau staff reviews each completion certificatecimurse name and approval number, number of
hours, method of instruction, completion date, amnalty of perjury statement with signature of
instructor/verifier. As such, subsequent audiia#nsee continuing education is not necessary.

Failure to submit required evidence of continuidgaation results in denial of the application ser¢h
are no licensees who failed to complete their camig education. There are approximately 15 fails
year, accounting for less than one percent of rafew

The Bureau began conducting audits on CE providefgebruary 2016. Through the use of
investigators sitting in on a CE class and by remgbut to licensees about their experience with a
particular CE provider, the Bureau believes it $tasngthened its role in monitoring CE providers.
The Bureau also requires CE providers to resubmérdirely new application every four years.
During the four-year accreditation period, coursgvjglers must notify the Bureau of any material
change to the education offering, ownership or ajoey policies.

Enforcement

The primary program goal for enforcement by BREAn=ly, effective, and consistent processing of
complaints in a manner that is equitable and wedletinented. ASC Policy Statement 7 requires
resolution of complaints filed against appraiseithiv one year of the complaint filing date. The
Bureau reports that, in the majority of cases Bhreau is meeting these expectations. Howevere the
are a small number of very complex multiple propegses that do not meet the Bureau's one year
timeline. To improve performance, the Bureau ipkying multiple measures including, increasing
the frequency of, and attendance at settlemenecemnées, seeking the earliest possible hearing date
and working with investigators to reduce invesiigatime.



The volume of complaints increases and decreagbassignificant changes in market trends, lending
volumes, and property values. These variatiom®mplaint volume are very difficult to quantify due
to the many market variations and factors thatedneme values up or down, sometimes over a
relatively short time period. A surge or reductiorcomplaints may seem reversed or counter intuliti
due to the delay in the timing of the complaint witempared to the actual transaction and the
market’s ability to recognize the outcome of apgabreports that may be a few years old. Durimg th
real estate boom from 2003 to 2007, complaints weven in volume, but during the downturn from
2008 to 2012, complaints increased by approximat@lpercent. The Bureau continually works to
improve any potential barriers by maintaining aequéate number of qualified enforcement staff,
working with the Office of the Attorney Generald@asure better understanding of technical appraisal
issues, ensuring a timely draft of pleadings amgiest earliest hearing date, and requesting seftiem
conferences on cases not requiring a mandatorecamde.

The Bureau has established prioritization for itBecement activity. First priority cases are #os
where the subject of the new complaint is preseh#yobject of another investigation already in
progress, pending disposition, or complaints thavige evidence of systematic fraud or other danger
to the public. In general, the extent to whicloeplaint demonstrates a threat to the public, sisch
fraud and forgery, elevates the priority. Casesodinerwise investigated in the order received.

BPC 8§ 11318 requires a licensed real estate apptaisotify the Bureau, within 30 days, of an
indictment or conviction charging a felony agaiasicensee or any disciplinary action taken by
another licensing entity or authority in Californ@her state, or by a federal agency. At therfde
level, there are also mandatory reporting requirgsel5 United States Code Annotated § 1639e (e)
requires any mortgage lender, mortgage broker,gage banker, real estate broker, AMC or
employee thereof, or any other person involvedreah estate transaction involving an appraisal in
connection with a consumer credit transaction sstby the principal dwelling of a consumer who
has a reasonable basis to believe an appraisatingfto comply with the USPAP, is violating
applicable laws, or is otherwise engaging in uicetior unprofessional conduct, shall refer thetaerat
to the applicable State appraiser certifying aodrsing agency. The Bureau has not had any issues i
receiving these reports.

Cite and fine authority is the most common disai@ty action taken by the Bureau, encompassing
over 80 percent of disciplinary outcomes. Citatiarss typically used for violations that do not ifwe
fraud, gross ethical abuses or significant lackarhpetency. The most common violations found in
citations include erroneous reporting of a propehsracteristic and inappropriate use of comparable
sales data.

The most common violations yielding a citation teleo Standard Rule 1 and 2 of the USPAP.
USPAP is a document that sets forth the minimumdsteds used in the industry and are imbedded in
both federal and state law. The purpose of USRAP establish requirements for appraisers that
promote a high level of public protection and regsubppraisal services that are meaningful and not
misleading.

BPC § 11315(d) allows maximum fines of $10,000\pelation. However BREA notes that citation
fines typically range from $500 to $3,000.
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The Bureau includes a request for costs in everysation and statement of issues. The Bureau has
improved investigator declarations needed in ofdethe court to award cost recovery. These
improvements include a more detailed documentatfdhe investigator’s time in order to recover the
full amount of time expended bringing a case tainga The Bureau also prohibits licensees who owe
costs from renewing their licenses until the amasipiaid (BPC § 11409(c)(2)).

All cases seeking revocation seek cost recovewyre8ders are very rare, but when accepted by the
Bureau they are usually conditional on paymentost cecovery. Most cases settle, and the Bureau and
respondent typically agree to have respondent pagreetary amount in addition to any probationary
terms that may be applicable. Typically, the amasimiegotiated as a fine, not cost recovery, becaus
respondents are more willing to accept paying @ father than cost recovery. The amount varies from
case to case, but it usually is from $2,000 to @3, Tases that do not settle and go to hearindlysua
contain an order for partial or full cost recovefirie amount of recovery for cases that go to hgarin
varies greatly from a few thousand to tens of thads of dollars depending on the complexity and
length of the hearing. The Bureau currently ha® miost awards totaling $86,000 that have not been
paid in the Franchise Tax Board collection procdsge of those within the last two years. The
Franchise Tax Board collection order runs indedlyiso it is unknown which cost awards are
uncollectable. The Bureau does not seek cost eegdur citations because the respondents are
ordered to pay a fine.

Unlicensed Activity and the Underground Economy

BPC § 11320 states in part: “no person shall engagdederally related real estate appraisal agtiv
governed by this part or assume or use the titer ahy title designation or abbreviation as angsl
appraiser in this state without first obtainingc@hse as defined in Section 11302.” Lenders are
required by Title XI of FIRREA to ensure that appads are performed by licensed appraisers, with
the appropriate license level, when the loan sdefally related transaction. In the rare caseaha
complaint is received regarding unlicensed actj\thyg case is investigated and may be resolvedawith
citation, a cease and desist letter, and/or rdferine district attorney’s office.

California is not a mandatory licensure state. Theans individuals can appraise property without a
license as long as the property they appraiseti;wolved in federally related real estate apmiais
activity. Of the subset of appraisers who are ireguto be licensed, those involved in federallptex
real estate appraisal activity, there are a coigaltors that prevent unlicensed individuals from
practicing without a license. Lenders who fadiétéederally related real estate appraisal activity
ensure the appraisers are licensed in order fdransaction to comply with federal law. Also,
practicing without a license subjects an appraseriminal action and Bureau citation. As a rgsul
the Bureau receives very few complaints for unlgszhactivity. Additionally, the market usually
prefers licensed appraisers. Based on the reatave, the Bureau does not believe there is an
underground economy, as it relates to real esfaimssing.
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PRIOR SUNSET REVIEWS: CHANGES AND IMPROVEMENTS

This is the first review of BREA. The former OREvas reviewed in 2011, at which time 25 issues
were raised. Below are actions which have beesntaker the last four years to address a number of
these. In November 2015, the Bureau submittecgsired sunset report to these Committees. In the
report, the Bureau described actions it has takere sts prior review to address the recommendation
of the Committees. For those which were not adde@snd which may still be of concern, they are
addressed and more fully discussed under “Currens& Review Issues.” Items completed or
pending based on recommendations from the Commiitetude the following:

ISSUE #1: The OREA should report to the Committeesn its progress in updating its
Strategic Plan.

According to the Bureau, a new Strategic Plan wasgleted in July 2014.

ISSUE #2:Should the Real Estate Appraisers' Licensing and C#fication Law be
amended to clarify that protection of the public isthe highest priority of the OREA?

BPC § 11310.1 was added through SB 706 (Price, @nafi2, Statues of 2011) to make this
change.

ISSUE #3: Should the Office of Real Estate Appraess be established as a regulatory
board with a public member majority composed of merbers appointed by the Governor
and the Legislature?

As result of the implementation of the Governogerganization Plan 2 in 2013, the Bureau
operates under the oversight of the Bureau Chikf,wn consultation with the Director of

DCA and the Governor, is responsible for adminisggthe Bureau's licensing, education and
enforcement programs. Since its inception in 1i®&program has operated as a non-board
entity where the Chief is appointed by the Goveraobject to confirmation by the Senate, with
consideration of qualifications that demonstratewkiedge of the appraisal profession. The
Bureau asserts that it maintains open communicatiith the public and licensees while
maintaining the efficiencies of a bureau. The Burkaghlights its public outreach efforts and
available avenues for members of the public to idefeedback and outline concerns.

ISSUE #4: Should the Office of Real Estate Appraiss be consolidated with the
Department of Real Estate?

The implementation of the Governor's Reorganizatam No. 2 resulted in the Office of Real
Estate Appraisers becoming the Bureau of Real E#tppraisers within the DCA. According
to the Bureau, this change provides the efficienaied administrative support that might have
been gained in a consolidation with the former Dépant of Real Estate while also
maintaining the Bureau's independence consistetht thve federal mandate.
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ISSUE #5:The OREA's information technology systems are woefly out of date and are
unable to provide the types of information that isappropriate and necessary for the
administration of a state licensing and regulatoryagency.

The Bureau launched the REALE application in tharser of 2012.

ISSUE #6:The number of licensed real estate appraisers hagdreased in recent years.
What adjustments has OREA made because of this dezase in those which it licenses?

Changes in market supply and demand, interest rataployment, and the availability of
capital all affect the demand for real estate appahservices and subsequently the number of
licensed appraisers. Since the 2008 market downthe number of licensed appraisers in
California has dropped by approximately 50 percamd is still declining. The national
population of licensed appraisers has had a sinmiliayp and California still has approximately
12 percent of all licensed appraisers in the coun&s a special fund program the Bureau's
revenue is closely linked to variations in the resiate market, both statewide and nationally.
In 2009 license fees were reduced due to the gignifrevenue growth resulting from the
population increase from 2003-2007.

ISSUE #7: The OREA should relate to the Committeetss early observations of the new
AMC registration requirement. Are the new rules acomplishing what was intended?
What are the challenges that still face OREA in imgmenting these new requirements?

The AMC registration requirement provided a goaahidation for AMC regulation. However,
in June 2015, several federal agencies issued fjemulations on AMCs. Among these
changes are new definitions for what an AMC is ahet services they provide; a national
reporting and fee collection responsibility for t&s; and requirements for states to monitor
AMCs as they meet new requirements such as apprasgetence and independence rules.
The Bureau must meet or exceed these new reguddijodune 2018. The Bureau is currently
evaluating the changes that likely need to be niadeder to meet and exceed the new federal
regulations.

ISSUE #8:Are there improvements that could be made to the guent continuing
education program?

SB 706 (Price, Chapter 712, Statutes of 2011) astsr@ this issue by requiring completion of a
California laws and regulations CE course everyrfaather than two, years. The Bureau is
working on regulations to require licensees to pas®xamination as part of this course.

ISSUE #9:A recent Compliance Review found that 71 percent afomplaints took more
than 1 year to complete.

In a 2012 ASC review, the Bureau had 259 outstandomplaints, 83 of which were
unresolved for more than one year without speaaiutinented circumstances. Of those, 72
were at various stages of the disciplinary procasd only 11 were still at the Bureau pending
investigation. The 2014 review found 134 outstagdiomplaints, 16 of which were unresolved
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for more than one year without special documentedimstances. Of those, 15 were in
various stages of the disciplinary process, witlyame still at the Bureau pending
investigation.

The Enforcement Division significantly reduced iienber of older cases. Since the 2012 ASC
review the Bureau has hired two more investigatrsk full advantage of the Appraiser
Regulatory Agency Investigator Training, and redlttee enforcement case backlog.
Additionally, the permanent filling of the Chiefterfiforcement position together with devoting
more in-house legal resources to enforcement haarazed effectiveness and efficiency in the
enforcement program.

ISSUE #10: Should the OREA disclose the status ofexy license, including suspensions
and revocations, whether or not the licensee or faner licensee is in good standing, or has
been subject to discipline by the OREA or by the dertment of another state or
jurisdiction?

SB 706 (Price, Chapter 712, Statutes of 2011) astgr@ this concern by requiring the Bureau
to publish the status of every license and regigtraincluding accusations, suspensions, and
revocations on the internet. The Bureau has compligh this new requirement and has been
posting all accusations, suspensions, and revogatiddditionally, when reviewing a license
online, the Bureau’s website displays the namenbe number, company, phone address,
license level, license status, license historgctiffe dates of the license and any action that
has been taken against that licensee.

ISSUE #11: Does the OREA have the authority to reeer reasonable costs for probation
monitoring for a licensee who is placed on probatio by an administrative law judge?

The Bureau has begun the internal regulatory repeacess to establish disciplinary
guidelines. These guidelines will provide authotityecover reasonable costs of probation
monitoring for a licensee who is placed on probatior issued a restricted license by
administrative law judge or through a stipulatedtisenent.

ISSUE #12: Should OREA be authorized to contract ith a collection service for the
purpose of collecting outstanding fees, fines, opst recovery amounts?

The Bureau agrees it should be authorized to a@ntera contract with a collection agency to
recover outstanding fees, fines, or cost recovemgunts. The Bureau has explored entering
into such agreements, but has encountered lega¢sswith sharing social security numbers.
While the Bureau cannot work with collection agescit does utilize Franchise Tax Board
intercepts which help recover any outstanding n&nie

ISSUE #13: The OREA should clarify the nature ofts current authority to enter into a
stipulated settlement, and if necessary, this prosion should be amended to authorize
OREA to enter into a settlement agreement with adiensee, or applicant, prior to OREA’s
issuance of an accusation against the licensee tatement of issues against an applicant.
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BPC § 11315.5 states that the Bureau may, at ang the Chief deems it to be in the public
interest, enter into a settlement of any admintsteaallegation of violation upon any terms
and conditions as the Chief deems appropriate. ptosision allows the Bureau to enter into a
stipulated settlement prior to issuance of an aatios or statement of issues against a
licensee or applicant.

ISSUE #14: Should an OREA license be automaticaluspended while the licensee is
incarcerated?

SB 706 addressed this concern by granting ORE Aatltisority.

ISSUE #15: Should there be a prohibition of Gag Clauses in CivDispute Settlement
Agreements?

AB 2570 (Hill, Chapter 561, Statutes of 2012) adBe&d § 143.5 addressed this issue by
prohibiting a licensee of any board, bureau, or gnam under DCA from using or allowing the
use of confidentiality agreements, or “gag clausessettlement agreements.

ISSUE #16: Should the failure to cooperate with an OREA invesgation by a licensee be
unprofessional conduct thereby making the licenseubject to disciplinary action?

Currently, if a licensee or registrant fails to pide documents to the Bureau as required by
BPC 88 11328 or 11328.1, the licensee/registrasulgect to discipline. The Bureau does
not believe a statutory change is necessary.

ISSUE #17: Should OREA licensees be required to rept to the OREA upon arrest,
conviction or upon any disciplinary action taken aginst the licensed person by another
state or federal regulatory agency?

SB 706 addressed this issue but the Bureau hasnreendations explored in Issue #9 below to
further enhance these important efforts.

ISSUE #18: Should OREA be authorized to hire a certain numbeiof investigators with
the authority and status of peace officers?

The Bureau now receives law enforcement expentidesaorn investigators from the DCA
Division of Investigation.

ISSUE #19:Should court clerks be required to report to OREA when a judgment is
entered against an OREA licensee for a crime or psonal injury, or when a felony charge
is filed against an OREA licensee?

The Bureau did not take a position on this proposal
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ISSUE #20:Does OREA have adequate authority to suspend a liesge when necessary to
protect the public?

The Bureau has the authority to issue an interispsasion order (ISO), as well as a process
to evaluate all complaints to determine which,nyaqualify for an interim suspension order .
The Bureau has been successful in using this aityghor

ISSUE #21: Should the OREA utilize the authority unler Section 23 of the Penal Code to
request that a judge in a criminal case suspend @estrict a licensee?

The Bureau has established a screening procedudetiermine what, if any, arrests warrant a
Penal Code § 23 action. Subsequent arrest notifinatare reviewed daily to determine if any
arrest demonstrates a threat to the public. Asdet fraud or other deceitful conduct, violent
crimes, and all felony arrests are brought to theef of Enforcement and who determines
whether to bring a Penal Code § 23 action.

ISSUE #22: Should an independent enforcement progna monitor be appointed to
investigate and evaluate the OREA’s enforcement pgyram?

Given the ASC oversight and audit authority, theeBu agrees that additional enforcement
monitoring is not necessary.

ISSUE #23: Are there improvements the OREA can mak# enhance its internet
capabilities?

The Bureau accepts complaints online via a webfiageentitled "File a Complaint Online.”
The law allows a complaint to be filed by anyore] this service is available online to any
member of the public, homeowner, lender, borroweestor, appraiser, or other stakeholder.

ISSUE #24: Is the OREA adequately funded to covets administrative, licensing and
enforcement costs and to effectively carry out itenforcement program?

The Bureau has a healthy reserve of 16.2 monthegisal for Fiscal Year 2014/2015 and 12.0
months for Fiscal Year 2015/2016.

ISSUE #25: Does the OREA have adequate resourcesfidly implement its mandates
including the new requirements to register AMCs?

The addition of two investigators and the impleragoh of REALE have improved the balance
of workload to resources at the Bureau. The impteaten of the new federal requirements
for AMCs is the next project and given current vimakl trends the Bureau expects this new
AMC project to be absorbable.
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CURRENT SUNSET REVIEW ISSUES FOR THE
BUREAU OF REAL ESTATE APPRAISERS

The following are unresolved issues pertainingi®Bureau, or those which were not previously
addressed, and other areas of concern for the &S€aatmittee on Business, Professions and
Economic Development and Assembly Committee onrigass and Professions (Committees) to
consider, along with background information congggrthe particular issue. There are also
recommendations the Committees’ staff have madardany particular issues or problem areas which
need to be addressed. The Bureau and other itgénearties, including the professions, have been
provided with this Background Paper and can resportle issues presented and the
recommendations of staff.

ADMINISTRATIVE ISSUES

ISSUE #1:(STRATEGIC PLAN) Is the BREA able to meet the goalsand objectives of its Five
Year Strategic Plan developed in 20147

Background: The BREA’s most current Strategic Plan was uptlate?014. The five-year Strategic
Plan is the culmination of the collective effortsBREA employees, managers and supervisors, and
executive staff. Extensive surveys were condutdduelp identify current challenges, such as
addressing the aftermath of a global real estateloven, and future needs, such as ensuring the
Bureau has a dynamic, educated and connected woekfREA must respond not only to a
changing regulatory climate but also to real estadeket conditions and trends which impact program
processes and workload. The plan aims to poditierBureau to be flexible and excel in a leadership
role protecting the public and consumers of applaervices in California and nationwide.

The Strategic Plan outlines the following five s#gc goals for the Bureau:

1) Licensing and Registration

The Bureau promotes licensing standards for liceased registration standards for AMCs to
protect consumers and allow reasonable accessat@rbfession.

2) Enforcement

The Bureau protects the safety of consumers thrthuglenforcement of the laws and
regulations governing the practice of licensed Resthte Appraisers and registered AMCs

3) Laws and Regulations

The Bureau pursues statutes, regulations, polie@ed,procedures to strengthen and support
the Bureau’s mandate and mission.
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4) Organization Effectiveness

The Bureau standard is to build an excellent orgation through proper Bureau governance,
effective leadership, and responsible managemeatit,axfocus on retention and succession
planning.

5) Communication, Customer Service, Outreach

The Bureau informs consumers, licensees, and stldexis about the practice and regulation
of the profession, while ensuring responsive custearvice.

Despite BREA's initiative to develop a strategiamlthe 2015 Sunset Report lacks any update on
whether or not the Bureau has met or plans to amgebf these goals.

In light of the recent and future changes to theeBu’s regulatory and licensing responsibilitied an
with the current staffing and resource levels ef BREA, does the BREA believe that it is able to
meet all of its strategic goals and objectives 048?

Staff Recommendation: The BREA should report to the Committees on thetgtaof meeting its
strategic goals developed and implemented two yags Particularly related to Goal 4 in the plan
related to organizational effectiveness, the Burestwould advise if it has any remaining staff
vacancies and how long positions have been vacant.

ISSUE #2: (PUBLIC INTERACTION WITH THE BUREAU) Shou Id a Real Estate Appraiser
Advisory Committee be established with a public melmer majority to advise the Bureau Chief
and give policy input to the BREA, the Administration, and the Legislature?

Background: Since its establishment in 1990, the BREA hanleelicensing and regulatory program
first within the Business, Transportation and Hagshgency as an Office and now as a Bureau within
DCA. The BREA operates under the oversight of eeBu Chief who, in consultation with the
Governor and the Director of DCA, is responsiblleddministering the licensing and certification for
real estate appraisers.

At this point, the Bureau only maintains a webpagt information and links to all consumer and
licensee material. The Bureau also posts and smajuarterly newsletter containing articles,
statistics, and updates, as well as a list of eefoent actions taken during the previous three hsont

An advisory committee that consistently meets jpuhblic capacity, subject to the notice requirements
of the open meeting laws, is a valuable forum mguit from the public, including consumers and
consumer interest groups, licensee discussionsisands raised by public members of the committee.
In addition, such a committee could enhance thesgrarency of BREA.

In carrying out its role and responsibilities, ibuid seem as if an advisory committee could be an
effective forum to better inform BREA, the Administion, and the Legislature on future policy
decisions which need to be made for the futurdefappraisal profession in California. This
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especially seems to be true in light of the compdsxes that have arisen in the previous financial
meltdown and home mortgage crisis.

Staff Recommendation: BREA should detail its efforts to provide a congst forum for input from
the public and from licensees. BREA should furthadvise the Committees as to whether an
advisory committee should be established with alpuimember majority to advise the Chief and
give policy input to BREA, the Administration, arithe Legislature.

ISSUE #3: (BREA INFORMATION TECHNOLOGY) BREA has i ts own system to support its
regulatory activities. How does the DCA support tle Bureau’s system?

Background: In 2009, staff subject matter experts of the ®r@REA, working with a dedicated
information technology team, began developmentafsiomized web based enterprise information
system known as the Real Estate Appraiser LiceramggEnforcement (REALE) system. This
comprehensive system includes tools and the abiliproduce reports aimed at improving the
efficiency and effectiveness of regulation by thedau. The REALE system handles licensing,
enforcement, and tracking the completion of contigieducation.

In 2012-2013, further implementation and enhancémkthe REALE database yielded new
efficiencies and services including on-line licenseewal and temporary practice permits, automated
education verification, and real-time reportingvibetn the California Appraisers License Registry and
the federal ASC Registry. These improvements Bagmitly reduced license renewal turnaround time
and increased consumer protection as Californiaei®nly state in the nation offering immediate
verification of their credential holders at theiaaal level.

The Bureau is not participating in the developnudrihe DCA’s BreEZe system and there are
currently no plans to transition to BreEZe. Ptmbecoming part of the Department, the Bureau
developed REALE.

Staff Recommendation: BREA should report on continued efforts to enhanBEALE and support
it receives from the DCA for this system.

ISSUE #4: (RELATIONSHIP WITH DCA FOLLOWING THE 2012 REORGANIZATION
AND TRANSFER TO THE DCA) Has DCA provided adequateresources and management to
BREA?

Background: On July 1, 2013, the Office of Real Estate Appeas became the California Bureau of
Real Estate Appraisers under DCA, following therappl of Governor Brown’s Reorganization Plan.
The Governor’s plan, without objection by the légfisre, cut the number of state agencies from 12 to
10 and eliminated or consolidated dozens of departsnand entities.

Since the reorganization, it appears that DCA lwsonsistently provided HR resources and
management to BREA. For example, purchase ortlemsders, contract payments, and
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miscellaneous human resources requests have allskg®ed or not processed at some time since the
OREA has been a Bureau at the DCA.

With similar reports from other DCA entities, DCA&BREA should both discuss the transition from
Office to Bureau and how DCA can better meet BREEAds. Given DCA’s apparent inconsistency in
management, BREA and DCA should jointly explain Hovincrease efficiency.

Staff Recommendation BREA should update the Committees as to whetherAXXfunctions and
role have improved. Additionally, BREA should coame its functionality as a Bureau to when it
was an Office.

BUDGET ISSUES

ISSUE #5: (PRO RATA) What services does BREA receavfor its share of pro rata?

Background: Through its various divisions, DCA provides cafited administrative services to all
boards and bureaus. Most of these services areduhtough a pro rata calculation that is based on
"position counts" and charged to each board oréawfer services provided by personnel, including
budget, contract, legislative analysis, cashieriraining, legal, information technology, and coaipt
mediation. DCA reports that it calculates the @@ share based on position allocation, licenaimd)
enforcement record counts, call center volume, daimis and correspondence, interagency
agreement, and other distributions. In 2014, D@dvigled information to the Assembly Business,
Professions and Consumer Protection Committeehinhwthe Director of DCA reported that "the
majority of [DCA's] costs are paid for by the pragrs based upon their specific usage of these
services." DCA does not break out the cost ofrtimeividual services (cashiering, facility
management, call center volume, etc.).

BREA reports that it utilizes DCA for a minimum nber of administrative functions, including
human resources and the Department’s centralizedesder. The Bureau has its own internal legal
counsel and completely separate IT system as edthiove. While it appears that the DCA provides
assistance to BREA, it is unclear how the ratesal®ulated and charged to the Bureau. Additignall
the question arises as to whether the amount cth@wqeates to the amount of services used by the
Bureau.

During the past fiscal year, the Bureau’s enforagnpeogram accounted for 47 percent of the
Bureau’s expenditures, the administration progracoanted for 29 percent, and the licensing
program accounted for 17 percent. The Bureau’'sgteocosts accounted for 7 percent of the Bureau’s
expenditures. The following lists the breakdowynybar, of the amount of money BREA paid to

DCA for pro rata:

FY 2013/2014: $300,000 dollars
FY 2014/2015: $361,000 dollars
FY 2015/2016: $460,000 dollars
FY 2016/2017: $500,000 dollars
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BREA reports that it is currently authorized for.83authorized positions. Pro Rata represents
8 percent of the Bureau’s allocated budget for BY622017.

Since BREA functions mostly as an independenteBIREA should explain why pro rata charges
almost doubled since FY 2013/2014.

Staff Recommendation BREA should advise the Committees for the bagmon which pro rata is
calculated, and the methodology for determining witsgrvices it receives from DCA. DCA should
also explain to the Committees why BREA'’s pro-rdtas almost doubled since FY 2013/2014.

EDUCATION ISSUES

ISSUE #6: (LICENSEE EDUCATION) Are there improvemerts that could be made to the
licensee education program?

Background: Prior to licensure, applicants are not requisdgtta course or pass an exam to show
fluency in federal and state laws and regulatiodsly upon renewal of the licensure must real estat
appraisers demonstrate their knowledge of fededistgate laws and regulations.

Real estate appraiser licenses must be renewey w@ears. However, there are two separate CE
requirements in order to renew a license. Alld®ed appraisers must meet minimum CE
requirements before renewing their license. A tot&d6 hours of CE is required during the four-year
continuing education cycle including the followingandatory courses for all license categories.

» 7-hour National USPAP course-required every twagea

* 4-hour Bureau approved course entitled "FederalState Laws and Regulations"- required
every four years. This 4-hour course is an addgioge the last sunset review
(BPC § 11360(a)).

In practical terms, this requires a renewal of tHeour USPAP course every two years on its own, and
a full CE (56 hours) renewal every four years. &alty the requirement is a full CE 56 hour renewal
every other two year cycle, with a reduced 7 hddré€newal cycle in between.

To ensure adequate public protection and curtaibaassary complaint investigations, licensees
should be required to initially demonstrate theiowledge of the federal and state laws regulatieg t
appraisal profession. The most effective way twawplish this would be to require licensees, pior
licensure, to pass a short, multiple-choice exatimnahat would include questions regarding federal
and state laws and regulations.

Additionally, to keep courses up-to-date, the Burpeoposes a requirement that the California laws
and regulations course must be approved by theaBuaeery two years. By amending the Appraisal
Law, BREA believes it would be able to provide pppversight of CE courses and ensure that
current licensees are tested and fluent in Calddiaws and regulations course.
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Staff Recommendation: BREA should inform the Committees on the proces® tost, and the
feasibility of requiring applicants to have takenaurse in state and federal regulations prior to
licensure, rather than the current requirement théitensee complete this education only upon
renewal of their license. The Bureau should discuskether this process involves hand-scoring or
whether a computer-based technology is availabbaditionally, since both federal and state laws
change often, the Committees may wish to amendAperaisal Law so that BREA can provide
oversight to CE courses that test for fluency inl@arnia laws and regulations.

LICENSING AND ENFORCEMENT ISSUES

ISSUE #7:(LIMITED ENGLISH PROFICIENT APPLICANTS) What can BR EA do to
improve access to licensing materials and exams fbmited English proficient (LEP) applicants?

Background: Throughout BREA's 2015 Sunset Report, therenisaierence of efforts it takes to
ensure its services are available to Californi&®Lpopulation.

According to information from the United States €emnReport in 2011, 43 percent of Californians, or
more than 15 million residents, reported that thggke a language other than English at home. While
BREA'’s mission is mainly to protect consumers|sbahas a responsibility to its licensing populatio
to ensure that current licensees and potentiaidiees are able to obtain the appropriate instiuetial
training necessary to meet California’'s safetydsests, while expanding employment and business
opportunities for individuals throughout the StaBREA has the highest licensing population of
appraisers in the United States. Given the laogms$ing population, BREA needs to ensure its dver
population obtains access to the appropriate eincahd, upon completion of a BREA-approved
curriculum, is able to pass the required licengirgminations. It would be beneficial for BREA to
also focus its efforts with schools and examinapooviders to better understand the issues presente
to LEP test takers to ensure that testing probléonsot hinder an applicant's ability for licensure.

Also, it is important to note that other statelse INew York, have translated many application forms
into other languages as a means of ensuring thdidates can enter the profession regardless of the
language they are most comfortable speaking. 8HAREA doing to improve its services so that all
groups may apply for licensure?

Staff Recommendation BREA should explain to the Committees its outréaefforts to LEP
consumers and applicants. The Bureau should explateps it is taking to ensure outreach to LEP
interested parties, including consumers and licease

ISSUE # 8: (DECREASE IN LICENSEE POPULATION) The number of licensed real estate
appraisers has steadily decreased. What adjustmenhas BREA made because of the decrease in
licensee population?

Background: BREA currently licenses four levels of appraikegnsees: trainee, residential,
certified residential and certified general. Ea@bel of licensure is distinguished by an increasavgl
of education, experience, and scope of practieetiibe, value level of the appraisal, and the lefel
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supervision which they must operate under). Whkceased person wishes to move to up to a higher
level of licensure, he or she must meet the qealitons and apply to “upgrade” the license to déig
license classification.

In FY 2006/07, there were approximately 20,000nsg=es under the OREA. In FY 2009/10 that
number fell to just over 14,500 licensees — a drfogome 5,500 licensees, a 27 percent overall
reduction in licensing population. As of Februafi6, the Bureau reports it has 11,500 licens#es.
appears that this drop in the number of licensedsié largely to the housing meltdown.

Has BREA seen the need to lower its staffing Ie¥disthere any need for any changes to its liognsi
program because of this decrease? How can theBustestain a healthy licensee population?

Staff Recommendation: BREA should explain to the Committees the impactioé drop in the
number of licensees upon its operations, includitige impact upon revenues and licensing staff,
and any efforts made by the BREA to redirect staffother areas of BREA's regulatory programs.
Additionally, given the shrinking licensee populat, does the Bureau plan on requesting a fee
increase to sustain its regulatory functions? Hasg drop in the number of licensees impacted
California consumers? If so, how?

ISSUE #9: (REPORTING REQUIREMENTS) Should BREA licensees be required to report to
the BREA upon arrest?

Background: Other than subsequent arrest records provid8R&A from DOJ, there is no
requirement by local officials or organizations,otiner professionals, or for civil courts to report
actions taken against a licensee. However, mands#if-reporting requirements of violations of the
Appraisers Law are set forth in BPC §11318.

BPC 8§ 11318 requires a licensed real estate apptaisiotify the Bureau, within 30 days, of an
indictment or conviction charging a felony agaiasicensee or any disciplinary action taken by
another licensing entity or authority in Californ@her state, or by a federal agency.

In 2011, SB 706 (Price, Chapter 712, Statutes @fip@mended BPC § 11318 to require the
information recommended by the Committees. The 8ugelvised that it believes it needs to take
additional steps to receive this important inforimatnd has provided two options for consideration.
The first option is to amend BPC § 11318 to reglic@nsees to provide the Bureau documents related
to an arrest within 30 days of an arrest. Curnetittensees are only required to notify the Burefwu
felony charges or any conviction. However, thenamal process can be slow and these notification
markers can be months or even years from the actéused an arrest. Furthermore, the Bureau is
notified of all arrests via subsequent arrest matifons and then requests the licensee provide
information related to the arrest. However, theneo obligation for a licensee to respond to the
Bureau's letter. Therefore, the Bureau proposesdoire licensees provide notification within 3fyd
of an arrest. The second option is to add a newnosespecifying that, similar to provisions of eth
programs under the DCA, the failure of, or refusgla licensee to respond to a written request fom
representative of the Bureau, is grounds for eefoent action. Currently, the Bureau does not have
authority to discipline a licensee for failure &spond to a request for information and this pugs t
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public at risk, particularly when it concerns thgestigation of criminal action. By providing the
Bureau with this authority, the public will be pided with enhanced protections when the Bureau
takes enforcement action against licensees wheedtucooperate.

Staff Recommendation: The Appraisers Law should be amended to ensure BREA licensees
submit a report to the Bureau when arrested.

ISSUE # 10: (REPORTING REQUIREMENTS) Should courtclerks be required to report to
BREA when a judgment is entered against a BREA licesee for a crime or personal injury, or
when a felony charge is filed against a BREA liceeg?

Background: When a judgment is entered against a licenseghen a licensee is charged with a
felony, it is important for the BREA to be notifisd that it can take action against a licensdweif t
circumstances of the judgment or charge warramiglisary action. This is basic information that
should be reported by the clerk of the court toBREA. Similar provisions already apply to a
number of regulatory boards under DCA, such adftbdical Board, Physician Assistant Board, and
Podiatric Medicine Board (BPC § 803.5).

Staff Recommendation: The law should be amended to require that the clefkthe court provide
notice to BREA, if there is a judgment for a crimtommitted in excess of $30,000, for which the
licensee is responsible due to negligence, erroporission in practice, or his or her rendering
unauthorized professional services. The law shotudher be amended to require the clerk of the
court to report any filings of charges of a felorggainst a real estate appraiser to the BREA.

ISSUE # 11: (FORCES INFLUENCING VALUE) What is the Bureau doing to maintain
independence and lawful relationships between loaofficers, AMCs, and appraisers?

Background: The licensed or certified appraiser, by reasgprofessional training, experience, and
ethics is responsible for furnishing clients with@bjective third party opinion of value, arrivetd a
without pressures or prejudices from the partigslied with the property, such as an owner or lende
The appraiser has a heavy personal and professes@insibility to be correct and accurate in
opinions of value. Otherwise, the appraiser'sntBanay easily suffer loss as well as the appraiser
professional reputation.

By attempting to isolate parties with a financratkeirest in mortgage loan transactions, the federal
government mandated that AMCs be used for federalfited transactions after June 2018. However,
California has been regulating AMCs since 2009 AMC works with lenders and appraisers to
facilitate the ordering, tracking, quality conteoid delivery of appraisal reports. AMCs have hieen
existence since the 1960s, but in limited numbdrsmcompared to today.

In 2009, New York Attorney General Andrew Cuomonkia Mae and Freddie Mac, with support
from the Federal Housing Finance Agency, devel@pset of appraisal rules called the HVCC. The
rules were developed to isolate parties with arfona interest in a mortgage loan transaction from
appraiser selection and retention. Although ngéonn force, HVCC influenced the Appraiser
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Independence rules now found in The Dodd-Frank As.a result, AMCs have proliferated as many
lenders use their services in order to providetsaidherence to the Dodd-Frank Act, Truth in Legdin
Act, and Interagency Guidelines.

Critics have expressed concern that the widesprsa@f AMCs pushes smaller independent
appraisers out of business. Concern has alsodg®assed that instead of offering a buffer between
lenders or financial intuitions and the appraigeCs have instead exerted pressure and control on
appraisers to meet the performance standards é&Nit®. Additionally, critics underscore that the
potential for undue influence has simply shiftezhfrlenders to AMCs.

Since AMCs are largely used today, it would be fglfw receive input from the BREA and interested
parties about whether the AMC registration requerta are achieving the intended purposes of
helping to maintain the independence of real esippeaisers.

Staff Recommendation: BREA should explain to the Committees any obsergas of the AMC
registration requirement. Are the rules accompligly what was intended? How will the new rules
published by the Federal Registrar affect BREA'sgatory functions? Have there been
complaints that AMCs exercise undue dominance oappraisers? Is there a possibility of
kickbacks or gifts between AMCs and lenders? Argepsers forced out of the profession because
of harsh and cheap practices of AMCs?

ISSUE # 12: (STANDARDS OF CONDUCT) Should appraiss be able to use any standard of
valuation practice for use in conducting non-federby related transactions?

Background: In 2015, legislation was proposed dealing withdtamdards of conduct and
performance for appraisals of non-federally reldatadsactions. Specifically, AB 624 (Wilk) would
have dictated that USPAP constitutes the minimwandsrd of conduct and performance for federally
related transactions related to real estate agbraisivity; added any nationally or internatiogall
recognized valuation standard that is approvedbBureau to the definition in the Appraisal Law fo
a standard of valuation practice; defined non- faiierelated transactions to mean the act or @®ce
of making or performing an appraisal on real estateal property for any purpose other than a
federally related transaction; and authorized beghappraisers to uaay standard of valuation
practice approved by BREA, as defined, when condge&ny non- federally related transactions, so
long as this is disclosed to and agreed upon byglteet. The bill would have clarified that if a
standard other than USPAP was used for an apprthisgbrovisions of USPAP relating to ethics,
competency, recordkeeping and scope of work milisbetcomplied with.

There are several international valuation standand®ntly promulgated by other leading appraiser
institutions around the world. The Royal InstitofeChartered Surveyors (RICS) produces the “Red
Book” of appraisal standards; that institution’sndatory rules and best practice guidance for those
performing asset valuations. Canada also hass@ooweof standards modeled after USPAP, which is
called the Canadian Uniform Standards of ProfesdiAppraisal Practice (CUSPAP). The other
major valuation standard utilized today is the in&tional Valuation Standard (IVS), created by the
International Valuation Standards Committee (IVSThe IVSC includes diverse members in 51
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countries and appraisal organizations (including-Tahd RICS) that work to develop international
technical and ethical standards for valuation jrast

Currently, there is no single set of global stadddor conducting appraisal services. However, a
press release by the IVSC and TAF in June 2015wamwed, “the two organizations are working
together to harmonize any remaining differences/een the IVS and USPAP.” The press release
further stated that the two organizations will proel a “bridge document” to reconcile the two
standards; appraisers using this “bridge documailitbe able to develop appraisals that are
compliant with both IVS and USPAP. Although thesain important first step in creating a global
appraisal standard, the timeline for this “bridgewment’s” release is unknown. This new
memorandum is the follow up to the “Madison Agreath®y the IVSC and TAF in 2006, in which
both organizations had also agreed to work towacdrnciliation of IVS and USPAP standards.

It is important to note that one of the twelve miostuently asked questions involving enforcemeant o
the Bureau's website is whether a licensee mayntanily "suspend” his or her license to perform-on
USPAP appraisals. According to the Bureau’s website of the most common reasons a licensee
wishes to wish to suspend or terminate their lieaaghe desire to produce non-USPAP appraisals for
real estate brokers or for tax appeal purposes;iwdrie considered non- federally related transastio
appraisal services. However, there is currentlpmawision for permitting such a suspension of
licensure prior to the license expiration, andBlueeau regulations require every holder of an
appraiser license to conform to and observe USRAMR tames, regardless of the type of transaction.

Since USPAP has been the single standard useddogisgrs in California for all appraisal services,
there is a specified curriculum that is requireddomplete competency in using this appraisal
standard. Currently, all four appraiser licenselg are required to complete 15 hours of USPAP
training of initial licensing. For subsequent renads, licensees are required to take 14 hours of CE
USPAP courses every two year. However, it shoaelddied that the Bureau currently does not have
other qualified education requirements for othdua@on standard practices to ensure competency and
compliance by appraiser licensees to the same tei@nit does for USPAP. Licensees are able to
take elective courses to learn about other valnatiandards, but these courses are not part of the
required curriculum by the Bureau and licenseesiatéested to show any level of competence in

their use.

It would be helpful for the Committees to bettedarstand the specific cases in which a non-federall
related transaction would require a different staddther than USPAP. It would also be helpful for
the Committees to better understand if such a ahammgld be necessary and if there is another
standard that appraisers may be using for non-ddlgleelated transactions.

Staff Recommendation: BREA should inform the Committees if a broadenirng the list of
appropriate standards is necessary to complete femterally related transactions. What would be
the impact to the profession and the BREA if oth&andards besides USPAP were utilized for non-
federally related transactions?
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FEDERAL COMPLIANCE ISSUES

ISSUE # 13: (FEDERAL OVERSIGHT) Has BREA correctedthe issues raised by the Appraisal
Subcommittee’s 2014 Compliance Review?

Background: ASC staff conducted a Compliance Review (Reviefithe California appraiser
regulatory program (Program) on October 6-10, 2@d determine the Program’s compliance with
Title XI of the Financial Institutions Reform, Re@y, and Enforcement Act of 1989, as amended.

The ASC considered the preliminary results of tlegiBw and the State’s response to those results.
The Program was awarded an ASC Finding of “Godthe ASC identified the following areas of
non-compliance:

» States must have a policy for issuing a reciprooadential to an appraiser from another State
under the conditions specified in Title XI; and

» States must resolve all complaints filed againgtraigers within one year (12 months) of the
complaint filing date in the absence of specialwhoented circumstances.

Given the upcoming October 2016 Compliance RevieREA should explain to the Committees
whether all non-compliance areas have been codeate, if not, how the Bureau plans on correcting
the issues before the Review.

Staff Recommendation: BREA should update the Committees on correcting AS@oted non-
compliance areas. If these issues are still unresa, how does the Bureau plan on correcting them
prior to the October 2016 review?

ISSUE # 14: (FEDERAL-STATE CONSISTENCY) Has the Bireau analyzed where California
Appraisers’ Law complies with federal regulations ad where it needs to be updated?

Background: The final rule to implement the minimum requirensein theDodd-Frank Wall Street
Reform and Consumer Protection Aat the registration and supervision of AMCs wezkeased in
April 2015. These are federal minimum requiremémttuding a rule to guide both the lending
institutions and state appraisal regulatory agendia AMC is an entity that meets the statutory
appraiser panel threshold size and provides ceitpes of appraisal management services in
connection with valuing a consumer's principal diwglas security for a consumer credit transaction
or incorporating such transactions into securiiizes.

States have 36 months to implement statutes amdbteans to comply with the new requirements.
Review and comparison of existing AMC law in Calif@a (BPC 8 11343-11346) with the new
federal rule shows that change to California lawdeded.

Staff Recommendation: BREA should explain to the Committees what changed to be made in
California law and whether the Bureau has developady language conforming to these new
federal regulations.
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CONTINUED REGULATION OF THE PROFESSION BY THE BUREA OF
REAL ESTATE APPRAISERS

ISSUE # 15: (SHOULD THE BUREAU BE CONTINUED?) Shald the licensing and
regulation of appraisers and AMCs be continued andbe regulated by the Bureau?

Background: The welfare of consumers is best protected whem tisea well-regulated appraisal
profession. BREA should be continued with the neceendation for further review by the
Committees in four years.

This is the Bureau'’s first Sunset Review since mguinder DCA and thus should have the
opportunity to address new and existing issuegdaigthin the Bureau as well as from the
Committees. The Bureau and Department appear cbatto working collaboratively with the
Legislature and the Committees to find solutionyimg forward in the regulation of this important
profession.

Staff Recommendation: Recommend that appraisers and AMCs continue taégulated by the
Bureau in order to protect the interests of licereseand the public, and that the Bureau’s operations
and the Appraisers Law be reviewed again in fouay® by the respective policy committees of the
Senate and Assembly.
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