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The Challenges of a Declining Market

• Is the appraisal accurate?

• Is the value supported?

• What is my risk?

• Should I accept the appraisal?

• What if the appraisal doesn’t state 

“declining values?”

» What if it does?
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Top 10 Clues of a Declining Market

1. Prior Listings

2. Sales Contract – Concessions

3. Neighborhood ratings

4. Supply/Demand Analysis

5. Proximity & Price of Comparables

6. Date of Sale

7. Quality of Comparables

8. History

9. Opinion of Value

10. Do You Believe It?
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Clue #1: Prior Listings
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Prior Listings

• Prior list price

» Was it significantly higher than the 

contract price?

• Market may be declining?

» Is it lower than the contract price? RED

FLAG:

• Seller concessions?

• Review value closely
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Clue #2: Contract - Concessions
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Seller Concessions

• Concessions result in an inflated

sale price and a false value.

• Concessions DO NOT add value to 

the property…they only inflate the 

Sale Price.

• The use of concessions increases 

during a down market.
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Seller Concessions

Contracts must be reviewed closely by 

both appraisers and underwriters.

• New home builders offer variety of 

concessions and incentives.

• Concessions may be included in ―side 

deals‖ – not disclosed by Realtors or 

builders.
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Seller Concessions

There is no database that identifies 

concessions:

» Appraisers often cannot get this 

information

» Quality control processes cannot verify 

the information

» Taxing authorities cannot identify 

concessions
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Clue #3: Neighborhood

Neighborhood ratings/data not 

consistent with the comparables.
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The evidence: inconsistencies

• Location

• Built-up

• Property Values

• Demand/Supply

• Present Land Use

• Price Range
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The evidence: inconsistencies

Compared to Comparables:

• Supply/Demand (top of page 2 of 1004)

• Proximity of comps

• Sale Price of comps

• Date of Sale of comps

• Elements of Comparison (location, physical 

attributes, etc)
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Neighborhood 

Neighborhood Boundaries:

• Compare to location of comparables

Market Conditions: 

• Review for inconsistencies

• Look for ―straddling the fence‖ 

» Ratings boxes vs. narrative comments
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Clue #4: Supply/Demand

• Top of page 2 of URAR: 
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Price ranges not the same?
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Supply/Demand

The data supplied in these fields must be 

competitive with the subject property.
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Supply/Demand

There are 15 comparables properties 

currently offered for sale in the subject 

neighborhood ranging in price from 

$175,000 to $200,000.

There are 8 comparable sales in the 

subject neighborhood within the last 12 

months ranging in sale price from 

$160,000 to $250,000.
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Supply/Demand

There are 7 comparables properties 

currently offered for sale in the subject 

neighborhood ranging in price from 

$107,000 to $139,900.

There are 40 comparable sales in the 

subject neighborhood within the last 12 

months ranging in sale price from 

$93,000 to $140,000.
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Clue #5: Proximity & Price
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Clue #5: Proximity & Price

Compare the distance/price of 

comparables with the Neighborhood 

ratings:

» Watch for distances increasing

» Watch for higher priced comps being greater in 

distance
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Proximity & Price

Example:

• Location: urban

• Built-up: 100%

• Property Values: stable

• Demand/Supply: in balance

• Present Land Use: One-Unit 100%



Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

24

Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

24

Proximity: Location: “Urban”

Comp #1:  1.27 miles

Comp #2:  0.48 miles

Comp #3:  2.52 miles
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Clue #6: Date of Sale

In a declining market, appraisers 

often use older comps with 

higher sale prices.

» Request comps with newer 
dates of sale

• Must be within the 
subject’s neighborhood
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Clue #6: Date of Sale

If recent comps not located within 

neighborhood:

» Include if necessary for underwriter 
requirements

» Do not emphasize these comps in final 
value

If there are no recent comps within the 
neighborhood, value will be more 
accurate based on older sales, 
adjusted for Date of Sale.
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Clue #7: Quality of Comps

Review for similarity to the subject 

based on:

• #1. Location

» Site influence (if applicable)

» Room Count (# of Bedrooms/Baths)
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Clue #7: Quality of Comps

Review for similarity to the subject 

based on:

» Style/Design

» Square Footage (GLA-Gross Living 

Area)

» Quality, Age, Condition, Amenities, 

Other
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Clue #8: History
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History—Analyze This!
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History

• Is the Opinion of Value higher than a prior 

sale reported?  What does this mean?

• Is the Opinion of Value lower than a prior 

sale reported?  What does this mean?
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Clue #9: Opinion of Value

Is there adequate support?

• Is the Value Bracketed?

» Unadjusted Sale Prices of 
Comps?

» Adjusted Sale Prices of 
Comps?

• Are Comps located within the 

neighborhood?
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Clue #10: Do you believe it?

• Is the information provided in all 

sections of the appraisal report 

consistent?

• Are all significant adjustments 

explained by the appraiser?

• Is the appraisal analysis consistent 

with other tools and databases?
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Example of Inconsistency…



Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

35

Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

35

Supply/Demand

There are 7 comparables properties 

currently offered for sale in the subject 

neighborhood ranging in price from 

$107,000 to $139,900.

There are 40 comparable sales in the 

subject neighborhood within the last 12 

months ranging in sale price from 

$93,000 to $140,000.
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Opinion of Value

The Opinion of Market Value: $47,000
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Property Condition
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Appraisers

Don’t hesitate to question the 

appraisal and appraiser.
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Appraisers

USPAP:  Appraisals Must:

• Be ―credible’

• Include all ―relevant‖ information

• Have ―support‖

• Contain ―sufficient information‖

• Not be ―misleading‖



Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

40

Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

40

Quality Appraisers

• Develop ―A‖ list of appraisers

• Do not use fee as the basis for 

choosing appraisers.

• Do not use turn time as a main 

criteria.

• Develop complete appraiser 

independence policy within your  

company.
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Quality Appraisers

• Engagements letters to appraisers:

» Should be detailed

• Expectations

• Requirements

» Should be included with all appraisal 

requests

• Keep score—have a ―report card‖ on your 

appraisers.

• Reward your quality appraisers.
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The Challenges of a Declining Market

The Declining Market:

• How bad is it?

• What caused it?

» Is it temporary?

» No end in sight?
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The Challenges of a Declining Market

Could your risk be less than it 

appears?

• Markets are not all the same—

analyze

» ―Declining‖ may be overstated.

• Don’t give away your real estate

• Markets do recover


