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PRESIDENTõS MESSAGE 

 

The newsletter is a few days late this month due to an error on my 

part, but here it is. 

 

Last month before I left for vacation, I wrote about the upcoming 

elections, conference and Bylaw changes.  I will try to remain 

positive in what I have to say this month, but please keep in mind 

what the Association has been through and continues to deal with. 

 

We are still on track for the election and conference. The Bylaw changes may not be 

ready for membership approval until sometime next year. The current Bylaws have been 

in place for many years now, with a few changes along the way and are still working as 

intended but do need to be updated to reflect the different issues that we have faced and 

been challenged with these past few years.  

 

Committees work hard to accomplish the goals that are within their sights and we must 

allow them to do so.  Constructive ideas and wisdom are welcome.  Criticizing the 

committees and using the hotline for oneôs own benefit or agenda will never sit well with 

this Association, leadership or its members.  

 

The Association is once again facing a few difficult issues that we have dealt with in the 

past and have overcome each time with positive results.  Money, namely income to the 

association is down this year, the same issue that we saw a few years ago. This has once 

again hurt our financial bottom line. 

 

With a sagging economy, maintaining members has been a concern and challenge this 

past year.  We have seen a slight decrease in membership due to some of our members 

leaving the profession and returning to their previous occupations that were their 

livelihoods prior to the great boom in home inspection industry that coincided with a very 

strong real estate market that lasted for several years in many areas.  Some have felt this 

more so than others as a few markets continue to thrive.  I wish I was in one of them! 

If your membership dues are in arrears, help out by renewing now, as the Association 

operates from this revenue. 

 

Your Association has a team of good and caring leaders that you elected who put in 

countless hours and are trying to do what is best for the Association in light of the recent 

issues that unfolded around us.  

 

 

 

 

AA ..II ..II ..  IINN SSPP EECC TTOORRSSôô  
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As members, we need to keep open minds on what is being said and by whom, especially 

through the use of the hotline.  Bad press gets a lot of attention unfortunately, but thatôs 

how several chose to express themselves and in my opinion it appears selfish and 

childish, and is a sad reflection of oneôs self, because it is coming from adults behaving 

like children rather than adults acting like adults.  The hotline is not the place for 

individuals to air their problems and issues or to rant on about matters that donôt pertain 

to the Association as a whole, but are more of an individual issue.  

 

What I saw on the hotline after returning from vacation was a total disrespect and utter 

chaos, some from those who would choose to otherwise not get involved, but chose to 

after reading a few posts.  A lot of responses were made in such poor taste that we had to 

ask you to refrain from further comment. Thanks to those who chose to do so, 

unfortunately some still continue. 

 

We, as members of the Association, have seen good and bad times. Weôre in the middle 

of the good and bad times right now, but are making progress in the right direction. This 

is not the first time that we will face issues and it is certainly not going to be the last. 

Each year presents new challenges for the Associationôs leadership, either through 

personal agendas or otherwise. 

 

I do want to reassure you that this board and the new board that will come into office in a 

few months will continue to do what is best for the good of the Association.  When mean-

spirited words and reactions that follow continually make their way to the hotline, what 

good comes out of it--none in my opinion.  That is why we must get past a few personal 

issues, put the Association before our own agendas and carry on in a forward and positive 

direction. Iôd like to see that from everyone involved. 

 

Without the hard work and dedication of those involved with the board and committees, 

an association or group cannot grow and continue to prosper. Proper communication and 

respect for everyone involved are a necessity for growth and survival.  I know that when 

youôre on the outside looking in and canôt see the whole picture that it is difficult to fully 

understand an issue.  We have experienced these actions this month and it is a very non-

productive way to try to be involved. Although it is only a few, we do not need the 

accusations and unwanted comments as they seem to only work against the betterment of 

the Association and delay to intended outcome. 

 

Itôs the same as when you are praised for doing a great job on an inspection versus a poor 

job, word gets out faster when the news is bad or perceived to be bad, with more talk 

about the negative than the positive. This type of behavior within the Association has got 

to stop! 

 

What happened to the family feeling, camaraderie and well being of the Association?  

Well, I know itôs still here, that it is slightly broken at this time and through time will heal 

itself and that we will once again flourish as the best organization for home inspectors to 

belong.  I ask that all of the feuding and unwarranted comments and criticism be put to 

rest. 

\ 

Iôm not asking much from the membership other than to strongly support your leadership 

and Association through another tough round and survival. 
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Although not finalized and posted as I write this, be assured that we are committed to 

putting on a great conference.  It will be scaled down from last fallôs Portland meeting, 

but times and the economy have continued to change in such a way that we are treading 

lightly so as to not get the Association into the same financial bind that took place a 

couple years ago in Salt Lake City. 

 

Although we paid that debt by using the revenue brought in from the following Seattle 

conference, that left us severely short in funds and created a huge debt we are still paying 

off to the Seattle Hilton as a result. We have made great progress in getting this burden 

resolved and paid off. We have about another year of payments left and we (the 

Association) are debt free. We donôt need a repeat of this unfortunate situation, as it 

almost collapsed the Association two years ago, along with an inept management 

company that took us down a rocky road and almost to the point of non-existence.  

We learned, continued forward and survived what was almost a certain death. 

 

We must all pull together during the next few months and coming year, and input positive 

energy into the Association and to allow ourselves to put aside the negativity that has 

surrounded us recently. We are here as a whole group and need to stay focused upon that 

thought and work towards the common goal of restoring trust and peace amongst 

ourselves and the Association. 

 

I look forward to seeing those of you that will choose to attend the upcoming conference. 

It will be filled with the good times and camaraderie that we have grown to love and 

enjoy along with good educational offerings to help you obtain those needed CEUs for 

state licensing and association memberships. 

 

In closing, I ask also that you keep positive thoughts towards the Association and its 

future as we (all of us) are the future of the Association and by doing anything else or less 

for that matter would not be fair to those involved, the leadership and organization. Letôs 

keep that as one of our common goals. 

 

PS ï A few of you have asked what type of dog I have as seen in photos of previous 

editions of the newsletter. Jake is a 3 year old golden retriever that is full of life and 

everything else, enjoys a few good meals per day along with ample playtime in the river 

behind the house, with his girl friend next door, stuffed toys, balls (no pun intended) and 

his Frisbees. He also likes to fish rocks out of the river for some unknown 

reasonéprobably because he can. Heôs got so much personality, character and a good life 

that we figure he doesnôt know heôs a dog. Many of our friends have indicated that in the 

next life they want to come back as Jake because they know that they will live well and 

be taken care of. All of us want it that way, donôt we? 
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      Have a great month! 

 

Bill Bergstedt 

President A.I.I. 

 

 

             
 
 

INSPECTION NIGHTMARES 
 

 

 

There's a Kitchen Here Someplace 
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HOW TO ESTABLISH FEES 

By David Brauner, WRE Editor 

Note:  Setting fees can be agonizing for some small-business professionals.  Here, a handful of seasoned 

inspectors discuss how their fees are set and how they figure the true ñcost of doing business.ò 

 

According to a recent online discussion, most of the inspectors who do not charge a flat fee per inspection use 

some or all of the following criteria to set fees: age of home, square footage, location (drive time), gas or 

electric or both, extras such as pool, spa, sprinklers, additional mechanical equipment, slab or pier and beam, 

vacant or occupied.  Other factors that affect fees are if the property is a foreclosure and if additional services 

are performed, such as a wood destroying insects report (WDI). 

 

ñI use square feet and add $25 per 25 years of age.  If I run into a really large deck, I add for that,ò said Stuart 

Brooks. 

 

ñIôm now at 13-14 centers per square foot livable space (rounded up to nearest $5).  I add $2 per year for every 

year a home is over 25 years old (example: add $70 for a home that is 60 years old).  I add $35 per crawl space, 

$40 for a pool, $20 for a spa.  For foreclosures and repos, I charge 17 cents per square foot.  After calculating 

all of the above, I now add $30 per inspection for a fuel and insurance surcharge,ò reports another inspector 

(name withheld). 

 

ñIf a house is over 60 years old, I charge more, if itôs over 100 I charge a LOT moreðsometimes as much as 

double the fee,ò says Jack Feldman.  ñWhile I ask if the house is vacant or occupied, it has no bearing on my 

price.  I have found that when someone tells me itôs vacant, that might mean the people have just moved out but 

left all their furniture and belongings.  As far as square footage goes, I ask my client or the person booking the 

inspection.  Most of the time, they are pretty accurate.  If I come out and find they have misquoted the footage 

by a bunch, I bring it up right away.  But I have overpriced many homes because they misquoted the footage the 

other way, so I donôt get too excited if Iôm there longer than I expected.ò 

 

ñI have found that it is easier for me to have a simple price structure,ò said Peter Drougas.  ñSome buyers get 

too confused with add-on fees.  Plus, it looks better if I am not charge extra for detached garages or difficult 

areas to access.  My fees are near the top of my market and I still did 380 inspections last year.  I have on fee for 

single family homes ranging from two to four bedrooms or one to three bathrooms.  I have separate fees for 

condos and multi-family units of course.  This plays along with the idea of getting a job at one price rather than 

not getting the job at a higher price.  If I am already at the property, it will not affect me to check a detached 

garage or some other feature (even a crawl space).  So I donôt charge another $25 to $75 for these so-called 

óadd-onô items because I am satisfied with my general fee for doing a full inspection.ò 
 

ñAfter a while in business I realized that callers were not fazed by my price, so I raised it and continued to creep 

pricing upward until I lost about 5 to 10% of the callers,ò says Corey Folsom.  ñThis lets me know that Iôm in a 

good zone.  I am glad to let those go because then I work with a higher quality client (less hassles).  I am happy 

to let the lower-priced inspectors use up their time with those junk clients/junk houses.  Iôm still not the most 

expensive but I am higher than the average inspection fee.  I offer component costs, starting at $175 to give 

repair cost estimates.  There is a $500 Threshold, meaning that if it is under $500 to fix, I donôt include it in the 

cost analysis.  I also charge $175 for a single component verbal inspection--$195 for a written report.  The most 

common is the roof.  I recently inspected just the grading/drainage on a home.ò 

 

Bruce Thompson has a slightly different take.  He says, ñIôve noticed the best clients are not always the 

purchasers of the high-end homes.  Generally speaking, my highest quality clients (in terms of friendliness) are 

purchasers of average homes.ò 
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ñI also charge based on square footage,ò say Thompson.  ñI ask them for the square footage when they call.  If 

they donôt know it, I try to get the MLS number or ask the agent.  I generally donôt tell them the price per square 

foot because most donôt care.  I ask them the square footage plus other questions about the foundation, pool and 

other extras and then give them a price.  My minimum price always ends in a ñ9ò ($239 as an example), and all 

my up charges are in increments of ten dollars so the final price also always ends in a ñ9ò.  I donôt know if itôs 

psychology or not but I can count on one hand how many I didnôt sell.ò 

 

Time is Money 

 

ñMy fees are based on how much time I will have invested in the inspection, including the report,ò says Scott 

Patterson.  ñOn a large property (over 7,000 square feet), I charge by the hour.  Otherwise, I pretty much know 

how much time it will take to inspect a home; this type of knowledge comes with experience.  I do not have a 

posted or printed price list.  This allows me to adjust my pricing as I see fit.  If it is slow and I really want a job, 

I can adjust my price.  If the home is in a bad area or an area that I really donôt want to drive to, I will raise my 

fee.  I donôt add a travel or mileage fee, I just build it into my quote.  If you are new, you have to be competitive 

and charge what the norm is for the area.  Once you are established you can charge higher fees.ò 

 

ñI charge by the hour, which allows me to do as much or as little as my clients want me to do,ò say Jerry Peck.  

ñOver time, clients wanted more detailed inspections.  Because my inspection fee is óby the hour,ô I do not have 

to try to do two inspections per day or on inspection per day to make a living.  If my clients want me to, I can 

spend a day and a half or two days at a property, which ultimately grew to be my typical time frame.  I also may 

spend up to a week on large homes, checking as much as my clients want, documenting it for their builder to 

repair, for potential legal action if their builder does not repair it or for the seller to address.ò 

 

ñPricing seems to be a regional issue,ò says Donald Sutherland.  ñIôm in an area where I have little or no 

competition; the nearest inspector is over 80 miles away.  My fees are based on square footage, with the average 

being about $400.  My driving range is about 30 miles one way, with the majority within a seven-mile radius.  

Iôve been doing inspections for about eight years.  The local agents recommend my services and I receive many 

calls from local ads and referrals.  Iôve been able to increase my fees about five percent each year.  I also do 

new construction code compliance inspections with fees based on the old ICBO fee structure.ò 

 

ñI estimate that my extra time to process a payment through escrow is 45 minutes with the faxed cover letter, 

invoice and fee request letter, as well as the follow-up calls,ò says Folsom.  ñI charge a $90 billing fee to go 

through escrow.  No one turns it down but the rare balk can be lowered to $75.  I call it a ódelayed billing feeô 

so if they end up paying outside of escrow the $90 charge still applies. 

 

Dealing with ñTag-Alongsò 

 

ñFor those clients who wish to tag along I personally give them a notepad and a pen and tell them to write down 

anything they might have concerns about so I can address the items at the end of my inspection,ò  says Rick 

Hurst.  ñI let them know if they continually follow on my heels asking questions, I may possibly overlook an 

important issue.  They get the idea and most back off.  Most are really interest in what you find and donôt really 

mean any harm.ò 

 

ñFunny how we all can perceive things differently,ò says Brooks.  ñI and a lot of inspectors in this part of the 

country encourage client participation and questions.  In order to keep things manageable, I ask them to let me 

have a run-through first while they review the contract and Standards of Practice.  I then take them around on a 

review of the property, problem areas or good things noted.ò 
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Dealing with Price Only 

 

ñWhen I get that initial question asking ówhatôs your priceô or óI am just calling to get your prices,ô I go ahead 

and give them the price but I follow up with this statement,  ñI understand that price is an important 

consideration when choosing an inspector but donôt let it be the only thing you consider,ò says Sean Bacon.  

ñWith no hesitation I then tell them what the inspection entails.  I usually end up talking about 10 minutes and 

though I havenôt been successful every time, Iôve had more wins than losses when using this approach.ò 

 

Cost of Doing Business 

 

ñWhile this might seem obvious to many of you, I find my cost of doing business by taking the information 

from my taxes for all business expenses,ò says Drougas.  ñI divide that by how many inspections I did and I 

now know what it costs me per inspection.  Whatôs left over can then be calculated with how many hours I 

average per inspection to give me my salary.  I was surprised to see that about a third of my total fees go to 

running this business.  That includes everything, just as I submit for taxes.ò 

 
Thanks to InsectionNews.com 
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THE UN-COMFORT ZONE  with Robert Wilson       

 

                         

                           WHAT DRIVES YOUR DESIRE?  
 

  It was love at first sight.  I was a 15 year old working as a parking lot 

cashier, when a brand new car pulled up to the booth.  Iôd never seen anything like it; it was a new 

model from Toyota called Celica.  Approaching the legal driving age, I dreamed of owning a car.  Now 

my dream had a form.  For the next two years, I saved all my money and during that time a Celica 

couldnôt come within my peripheral vision without my noticing it.  It was the only car I wanted.  I went 

to the showroom dozens of times to sit in it, feel it, and smell it.  I talked with every owner of one who 

passed through my parking lot.  I was driven.  

 

 Unfortunately, a new one was too expensive, so I looked in the newspaper every day for a used 

one, but I was always more than $1,000 short.  At 17 and half years old, borrowing my parents car was 

painful.  The desire and the peer pressure to own a car ï any car ï was nearly overwhelming, and my 

dream was wavering.  My friends began suggesting cars that I could afford.  Then my Dad introduced 

me to a car wholesaler.  When I met with him, I reluctantly gave him a list of cars I thought I could 

afford.  As we talked about them, he seemed to sense my lack of enthusiasm.  He pressed me, ñAre there 

any others youôre interested in?ò ñWell... thereôs the Toyota Celica,ò I replied, ñbut I know I canôt afford 

it.ò  He jotted it down and said, ñYou let me worry about that.ò  My eyes lit up as he asked me about 

colors and options.  Then he drew a big circle around the word Celica.  Less than a week later, he 

phoned me.  He found one I could afford.  It had a small dent in the fender which I could fix for under 

$100.  Cha-ching Desire satisfied. 

 

When was the last time you were obsessed with something?  Desire is a powerful motivator, but unlike 

Fear it cannot be easily triggered. Oh, sure, I can create a television ad depicting a thick juicy steak 

sizzling on a grill and make your mouth water.  Maybe I can even get you off the couch and into your 

car to go get one.  As a marketer, an employer, or even as a parent, I can plant the seeds of desire, but in 

order for it to blossom, it must develop from within.  Once it takes root, Desire has the amazing ability 

to drive itself.  When it becomes very powerful, we call it Ambition.  So few people reach this level that 

we use the word Hunger to describe it because that is a Desire that everyone can understand. 

 

When you observe the worldôs most successful people - - in business, sports, or politics - - you see that 

Desire takes precedence over every other aspect of their lives.  As Frank Sinatra sings in Iôve Got You 

Under My Skin: ñIôd sacrifice anything come what might.ò Most us have many things we are unwilling 

to sacrifice.  Family and friends are two of the most common.  Winners give their Desire complete 

attention, focus and energy.  Michael Jordan is an excellent example; he became one of the greatest 

basketball players by making 2000 practice shots everyday.  Are you that dedicated to your dream? 

 

On the other hand, perhaps you gain more satisfaction from your hobbies than your work.  In that case, 

you probably wish you could spend more time pursuing them instead of your job.  That is because 

pleasure is the force that fans the flames of Desire.  Marsha Sinetar in her book Do What You Love the 

Money Will Follow writes: ñWhen you study people who are successful...it is abundantly clear that their 

achievements are directly related to the enjoyment they derive from their work.ò  Are you ready to give 

up everything for your Desire? 

 
Robert Evans Wilson, Jr. is a motivational speaker and humorist.  He works with companies that want to be more 

competitive and with people who want to think like innovators.  For more information on Robert's programs please visit 

www.jumpstartyourmeeting.com. 
  

 

 

http://www.jumpstartyourmeeting.com/
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RECALL ALERT 

 

NEWS from CPSC 

U.S. Consumer Product Safety Commission  

Office of Information and Public Affairs  

Washington, DC 20207  

 

Firm's Recall Hotline: (877) 257 - 3300  

CPSC Recall Hotline: (800) 6 38- 2772  

CPSC Media Contact: (301) 504 - 7908  

 

PB Heat Recalls Gas Boilers Due to Carbon Monoxide Hazard  

 

WASHINGTON, D.C. -  The U.S. Consumer Product Safety Commission, in cooperation  

with the firm named below, today announced a voluntary recall of the following  

Consumer product. Consumers should stop using recalled products immediately  

unless otherwise instructed.  

 

Name of Products: Gas Boilers  

 

Units: About 1,200  

 

Manufacturer: PB H eat LLC, of Bally, Pa.  

 

Hazard: The pressure switch could have an internal defect that could fail to  

shut down the boilers under vent or air inlet blockage. This switch defect could  

allow the boilers to produce excessive levels of carbon monoxide, posing  a risk  

of carbon monoxide poisoning to consumers.  

 

Incidents/Injuries: None reported.  

 

Description: This recall involves the DE and PSC II Gas Fired Cast Iron Boilers  

with the Endura Plastics Model ES2035 pressure switch used for home heating and  

domestic hot water heating. The boilers were available in either natural or LP  

gas. The boiler rating label is located on the top jacket panel on Series PSCII  

models and the left side jacket panel on the Series DE models. The label  

includes the model and serial number. The following model names and serial  

numbers are included in the recall:  

 

Model Name: Serial Number  

DE- 03, DE - 04, DE - 05 and DE - 06: 5040768 to 5052860  

PSCII - 03, PSCII - 04, PSCII - 05, and PSCII - 06: 5040777 to 5052166  

 

Oth er suffix designation may follow the base model number such as SV - WPC. 

 

Sold at: Plumbing and heating wholesale distributors nationwide from May 2007  

through July 2008 for between $1,800 and $3,000.  

 

Manufactured in: United States  

 

Remedy: Consumers who h ave not already been contacted, should contact their  

installer immediately for a free safety inspection and repair, if necessary.  

 

Consumer Contact: For more information, consumers can contact PB Heat toll - free  

at (877) 257 - 3300 between 8 a.m. and 4 p.m.  ET Monday through Friday or visit  

the firm's Web site at www.peerlessboilers.com  

 

To see this recall on CPSC's web site, including pictures of the recalled  

product, please go to: http://www.cpsc.gov/cpscpub/prerel/prhtml08/08397.html  

 

 

http://www.peerlessboilers.com/
http://www.cpsc.gov/cpscpub/prerel/prhtml08/08397.html
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http://rs6.net/tn.jsp?e=001X3MaUJrhB03p835w2aA4m9feyXNJNQD5NciD9IpVQV93PLHCuxy7LvxSlsbQ6wVryqpG5FZ5RK8Z3eESzPXuVkd08XjaN1_lKjnEYKFD-Uc1s1GglyF76OXsz2jo6rgq
http://rs6.net/tn.jsp?e=001X3MaUJrhB03p835w2aA4m9feyXNJNQD5NciD9IpVQV93PLHCuxy7LvxSlsbQ6wVryqpG5FZ5RK8Z3eESzPXuVkd08XjaN1_lKjnEYKFD-Uc1s1GglyF76OXsz2jo6rgq
http://rs6.net/tn.jsp?e=001X3MaUJrhB03p835w2aA4m9feyXNJNQD5NciD9IpVQV93PLHCuxy7LvxSlsbQ6wVryqpG5FZ5RK8Z3eESzPXuVkd08XjaN1_lKjnEYKFD-Uc1s1GglyF76OXsz2jo6rgq
http://rs6.net/tn.jsp?e=001X3MaUJrhB03p835w2aA4m9feyXNJNQD5NciD9IpVQV93PLHCuxy7LvxSlsbQ6wVryqpG5FZ5RK8Z3eESzPXuVkd08XjaN1_lKjnEYKFD-Uc1s1GglyF76OXsz2jo6rgq
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RISE AND FALL OF REAL ESTATE VALUES 

by John Lifflander, ASA  

  
In September 2007, Alan Greenspan, former Chairman of the Board of Governors of the Federal Reserve 
System (the Fed), explained on The NewsHour with Jim Lehrer (September 18, 2007) that ñweôve had a 
bubble in housing.ò He also spoke on the television show 60 Minutes with Lesley Stahl (September 13, 2007) 
in the wake of the subprime mortgage and credit crisis in 2007, saying, ñI really didnôt get it until very late in 
2005 and 2006.ò  
 
It is interesting that Greenspan did not ñget itò because he essentially started it. He lowered rates and kept 
them down during President Clintonôs administration and continued to do so during the second Bush 
administration and that practice is a major reason for the current problems in the real estate market.  
 
Greenspan was able to get away with the rate reductions because government indicators showed that 
inflation was under control. However, these indicators are skewed because the government measures only 
core inflation, which does not count food and energy cost increases, causing economists to say that ñCore 
inflation makes sense only for people who donôt eat or driveò (Cooper 2007). It also ignores selected items for 
other reasons; for example, the increase in the cost of cars is not counted because it is claimed that cars are 
always improving.  

 

Nevertheless, beginning in the 1990s there was a reason many manufactured items did not increase in cost: 
the influx of goods made in China. With the cheapest labor costs in the world, China began exporting items at 
prices well below those for anything manufactured in the United States. This forced many companies to 
either go out of business or make their products overseas. As a result, prices for many items went down, 
even if the cost of other items increased. The average, however, made it appear that inflation was relatively 
low.  
 
All these factors gave the government an excuse to keep rates down for a prolonged period of time and 
eventually housing prices started to escalate. Typically, when Americans want to buy a house, they look at the 
monthly payment that fits their income, not the price of the property. So if interest rates are lowered, prices are 
bound to eventually increase. Figure 1 and table 1 (see WorkingRE.com sidebar: Rise and Fall Figures), based 
on data from the Fed, tell the story of how rates were changed. Figure 1 shows the rates since 1990. In 1994 
and also during 1997 and 1998, rates were historically low, but they decreased to their lowest in more than 40 
years in 2002ï2004.  
 
Table 1 shows the differences and the increases and decreases since 1990. Note how the rate in 1990 (eight 
percent) decreased steadily from that time forward. Figure 2 (see WorkingRE.com sidebar: Rise and Fall 
Figures), is an overview for the 52-year period from 1954 to 2006. Note that the rates are lower in recent 
years than in the preceding 40 years.  
 
Certainly the argument could be made, as many have, that the Fed was acting irresponsibly. In the October 
1, 2007 issue of BusinessWeek, Vitaliy Katsenelson, author and portfolio manager, speaking of the latest rate 
cut by the Fed said, ñThe 2001 rate cuts caused the bubble that is now a crisis. Indeed, at the core of todayôs 
credit messðwhether in housing or the now battered markets for commercial paperðlies a glut of global 
liquidity. That has dramatically altered our perception of risk and fueled an unwillingness to accept traditional 
credit limits.ò  
 
This leads to the second factor causing these problems. Besides the fact that money became ñcheapò when 
the Fed lowered rates, it also became more available because lending practices loosened. Irresponsible 
changes occurred, such as the Fedôs reserve requirements for banks, which were loosened in the late 1980s.  
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Mortgage Lenders 

 
As rates declined, mortgage lenders also loosened their requirements and invented new types of loans based 
on the fallacious supposition that people would be able to pay more in the future, since real estate and wages 
would continue to increase indefinitely. Many of these loans were given to people with good credit who wanted 
to buy more expensive homes than they could otherwise afford. With an adjustable rate mortgage starting at 
three percent, for example, the monthly payment on a $400,000 mortgage is only $1,686 per month, $712.00 
less than the $2,398 required at a six percent rate. As Katsenelson goes on to say in the BusinessWeek 
article, ñIf a home owner couldnôt qualify for a conventional mortgage, brokers were more than happy to offer 
an exotic loan the borrower could never realistically pay off. If a loan was too risky to be sold as investment-
grade, investment banks could always concoct elaborate bundles of good and toxic credits that (supposedly) 
eliminated risk.ò  
 
At the same time, the advent of subprime lending was perhaps the most serious development to lead to the 
present quagmire. One of the biggest players in that market was a company called Ameriquest, which 
targeted people with bad credit and made loans to them for exorbitant rates. In 2006, Ameriquest paid a 
record $325 million to settle a class-action lawsuit over allegations of predatory lending practices, such as 
bait and switch and usury. However, while Ameriquest was in its heyday, making millions of dollars with 
subprime loans, other lenders noticed and joined in. New companies were created only for this business and 
many of them are now defunct. General Electric got into the business with WMC Mortgage and ñAò paper 
lenders such as Countrywide, the largest mortgage lender in the United States, joined in with its Full 
Spectrum branch.  

 

Nevertheless, beginning in the 1990s there was a reason many manufactured items did not increase in cost: 
the influx of goods made in China. With the cheapest labor costs in the world, China began exporting items at 
prices well below those for anything manufactured in the United States. This forced many companies to 
either go out of business or make their products overseas. As a result, prices for many items went down, 
even if the cost of other items increased. The average, however, made it appear that inflation was relatively 
low.  
 
All these factors gave the government an excuse to keep rates down for a prolonged period of time and 
eventually housing prices started to escalate. Typically, when Americans want to buy a house, they look at the 
monthly payment that fits their income, not the price of the property. So if interest rates are lowered, prices are 
bound to eventually increase. Figure 1 and table 1 (see WorkingRE.com sidebar: Rise and Fall Figures), based 
on data from the Fed, tell the story of how rates were changed. Figure 1 shows the rates since 1990. In 1994 
and also during 1997 and 1998, rates were historically low, but they decreased to their lowest in more than 40 
years in 2002ï2004.  
 
Table 1 shows the differences and the increases and decreases since 1990. Note how the rate in 1990 (eight 
percent) decreased steadily from that time forward. Figure 2 (see WorkingRE.com sidebar: Rise and Fall 
Figures), is an overview for the 52-year period from 1954 to 2006. Note that the rates are lower in recent 
years than in the preceding 40 years.  
 
Certainly the argument could be made, as many have, that the Fed was acting irresponsibly. In the October 
1, 2007 issue of BusinessWeek, Vitaliy Katsenelson, author and portfolio manager, speaking of the latest rate 
cut by the Fed said, ñThe 2001 rate cuts caused the bubble that is now a crisis. Indeed, at the core of todayôs 
credit messðwhether in housing or the now battered markets for commercial paperðlies a glut of global 
liquidity. That has dramatically altered our perception of risk and fueled an unwillingness to accept traditional 
credit limits.ò  
 
This leads to the second factor causing these problems. Besides the fact that money became ñcheapò when 
the Fed lowered rates, it also became more available because lending practices loosened. Irresponsible 
changes occurred, such as the Fedôs reserve requirements for banks, which were loosened in the late 1980s, 
allowing banks to keep a lower percentage of deposits and therefore lend a higher percentage of their funds.  
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As rates declined, mortgage lenders also loosened their requirements and invented new types of loans based 
on the fallacious supposition that people would be able to pay more in the future, since real estate and wages 
would continue to increase indefinitely. Many of these loans were given to people with good credit who wanted 
to buy more expensive homes than they could otherwise afford. With an adjustable rate mortgage starting at 
three percent, for example, the monthly payment on a $400,000 mortgage is only $1,686 per month, $712.00 
less than the $2,398 required at a six percent rate. As Katsenelson goes on to say in the BusinessWeek 
article, ñIf a home owner couldnôt qualify for a conventional mortgage, brokers were more than happy to offer 
an exotic loan the borrower could never realistically pay off. If a loan was too risky to be sold as investment-
grade, investment banks could always concoct elaborate bundles of good and toxic credits that (supposedly) 
eliminated risk.ò  
 

At the same time, the advent of subprime lending was perhaps the most serious development to lead to the 
present quagmire. One of the biggest players in that market was a company called Ameriquest, which 
targeted people with bad credit and made loans to them for exorbitant rates. In 2006, Ameriquest paid a 
record $325 million to settle a class-action lawsuit over allegations of predatory lending practices, such as 
bait and switch and usury. However, while Ameriquest was in its heyday, making millions of dollars with 
subprime loans, other lenders noticed and joined in. New companies were created only for this business and 
many of them are now defunct. General Electric got into the business with WMC Mortgage and ñAò paper 
lenders such as Countrywide, the largest mortgage lender in the United States, joined in with its Full 
Spectrum branch.  

 

Moreover, lenders like Washington Mutual, although they did not make subprime loans, were buying 
packages of subprime loans from lenders like Ameriquest. If the Fed had been irresponsible, the lenders 
compounded it by their shortsighted practices. They also forgot a basic rule in lending: that people with bad 
credit who do not pay their bills generally do not change. And adding to this mess is the fact that the loan 
broker rarely has a stake in what happens to the loan after it is made, since it is generally sold off to another 
entity.  
  
Appraisers 
 
After the real estate meltdown in the 1980s, the government decided that appraisers should be licensed. 
Licensing was supposed to protect the public from fraudulent loans because appraisers would be sufficiently 
educated in the profession. That would have been a grand solution if education was really the issue before 
licensing was required. However, the real problem was, and continues to be, the fact that lenders can hire their 
own appraisers. This practice immediately puts the appraiser in the position of having to please the lender to 
stay in business. This is akin to the proverbial fox guarding the henhouse but it has been ignored by the 
banking establishment.  

In fact, in the 1980s HUD/FHA (U.S. Department of Housing and Urban Development/Federal Housing 
Administration) appraisers were assigned to cases just as VA (U.S. Department of Veterans Affairs) appraisers 
are today. It was a random assignment system that precluded any involvement of the appraiser with the lender 
to procure the work. However, that practice stopped after the banking industry lobbied Congress to allow 
lenders to choose their own appraisers for FHA loans.  
  
Other Contributing Factors 

 

Including owner concessions in the purchase money agreement is another factor that has inflated values. 
Once a rarity, it has become a common practiceðprobably because of the malleability of appraisersðfor 
everyone to assume that the value will come in regardless of the padding of ñthin airò to the sale price. For 
example, a buyer wants to make an offer that is $7,000 lower than the propertyôs listed price of $280,000. 
Instead of offering $273,000, the buyer offers the full price with concessions of $7,000. The concessions 
might be attributable to closing costs or to a rebate, but the effect is that the lender is financing a larger 
percentage of the market value of the property.  
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Concessions have a twofold effect on the market. First, as they have become common, they inflate values 
approximately two to three percent, depending on the amount. Second, when appraisers or buyers and 
sellers look at sales, many of the sale prices do not reflect the actual money paid for the house. Moreover, 
appraisers rarely know if there are concessions associated with the sale comparables they are using 
because they are not noted in most multiple listing services, and calling each party to the loan is too time 
consuming, and often agents are unwilling to cooperate. 
 
Another reason for the decline in the current market situation in most areas is the fact that the majority of real 
estate investors have left the marketplace and instead are attempting to sell their properties. Many of those 
who invested in real estate in the past several years were previously in the stock market or had never 
invested before but wanted to ñget in the gameò because they saw large increases. Some first-time investors 
used equity lines on their homes to make the down payments for their purchases. These ñamateursò often 
paid more for homes than savvy real estate investors normally do, driving prices sky-high. It is estimated that 
the amount of real estate purchases for single-family residences bought by investors is between 10 and 25 
percent, depending on the region of the country. With these people no longer buying and with some selling, 
inventory is increasing and prices are decreasing.   
 
In the multifamily residence market, capitalization rates have descended over the past several years. This 
drop is related to lower interest rates and optimistic over speculation. The lower the capitalization rate, the 
higher the value. And in many areas of the country capitalization rates decreased substantially as interest on 
FDIC-insured certificates of deposit (CDs) decreased because of the decrease in the Fedôs prime rate, which 
also decreased mortgage costs. 
  
Investors who had previously kept their funds in CDs and other interest-bearing financial instruments became 
disenchanted as the rates subsided. The alternative of real estate investments became more palatableð
although the capitalization rates may have sunk to fiveïsix percent, they were still higher than or as high as 
CD rates and real estate values were increasing quickly. Income-producing property was also increasing in 
value faster than many stocks, so many stock market speculators switched to real estate as well.   
 
The Resulting Ad Valorem Problems 

Essentially what has occurred, at least in many parts of the United States, is an increase in values not driven 
by solid real estate economics but by unrealistic speculation, loose lending practices, fraudulent appraisals, 
and cheap money. These factors fueled an inflated bubble in prices and assessors around the country have 
found it difficult to keep up with the drastic increases in real estate values. Those jurisdictions that are under a 
mandate to revalue annually have been particularly affected. The job of keeping up is further complicated by 
the fact that the application of increases often lags the market by at least a year. In other words, market values 
may have increased for the time period under assessment and then decreased afterwards, making the 
increased property tax bill appear inaccurate because the current market had decreased in the meantime.  
 
One solution for the future would be to develop an awareness that drastic increases may constitute a market 
swing and it may not be worth increasing assessments until the market stabilizes. The problem with 
implementing this policy could be the legal mandate for many assessors that that they value property as of a 
certain assessment date. In any event, one way of ameliorating the backlash for increased assessments that 
now appear untimely is for assessors to make a special effort to educate property owners. Assessment offices 
need to be very clear about the date for which the assessment has been made and also to explain that 
reductions, if warranted, will occur the following year and go down as quickly as they increased.  
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Circle your calendars for the 2008 Fall Conference  
 

 
 
The reason our line-up has been delayed in being announced is that our goal this year was to obtain all speakers at 

absolutely no expense to A.I.I. and we have accomplished that. 

 

We are planning an interesting line-up with Greg Pyfrom who will have handouts with the specific verbiage to start each 

section of your inspection report.  There will also be handouts with specific verbiage to be used for hillside properties, 

historic homes and definitions related to ñacceptableò and ñnot acceptable.ò  In addition, Greg will give you verbiage for 

indemnification for use by unauthorized third person, authorized use of the report and how to make sure your contract is 

signed, authorized service of the home inspection report to realtors and authorization to allow realtor to sign home 

inspection contract.  Because the legal issues are so important to all of us, Gregôs class will be four hours long. 

 

Bob Pearsonôs experience as a home inspector gives him a unique perspective with home inspector insurance. Bob 

started his inspection career in 1985 and since 1992 has been the manager of Allen Insurance Groupôs program along with 

maintaining his home inspection business. He retired as an active inspector in 2000. Bob has written many articles on 

claims management and report writing. He is considered to be the foremost expert on home inspector insurance. Bob will 

be teaching the same class he is conducting in Las Vegas for ITA. 

 

Ron Davidson will give a two hour class on foundations.  He has been in the business for 25 years and has trained many 

inspectors over the course of those years in the U.S., Canada and Central America.  He will let you know when you 

should report a problem to your clients; how to avoid having to use your E&O, and how to stay out of litigation as much 

as possible. 

 

Cameron Taylor will have a class that everyone must attend on Asset Protection.  He wrote the book:  Does Your Bag 

Have Holes?  Whether you only have a small house mortgaged to the hilt and a couple of vehicles or you have various 

toys, like boats and vintage cars, you will not want any of your assets tied to your inspection business should a lawsuit 

arise.  He will show you what you must do immediately to protect your assets. 

 

We have a representative from American Chimney who will give a class on chimneys and fireplaces.  Also, we are 

hoping to get a confirmation on a moisture intrusion specialist.   We still need to get a couple confirmations before we can 

broadcast the full line-up.  Hope to see you in Portland. 

 

Shilo Inn Suites - Portland Airport  

11707 NE Airport Way  

Portland, OR 97220  

503 -252 -5800  

November 7 ï9, 2008  

 


