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Real Estate Economic News and Insight —  May 30, 2008 

The useful life of an appraisal and other declining market appraisal issues 
What happens at this point in a market cycle when there is a growing need for real estate appraisals yet there are limited mean-
ingful data for an appraiser to work with? How long is an appraisal good for? How reliable is an appraisal in a declining mar-
ket? What other challenges does an appraiser — and the bank — face? The answers can be difficult, sometimes non-specific 
and always judgment-laden but they are highly relevant in today’s real estate environment. Read on.      

T here is a critical time shift between appraisal 
and lending which is often underestimated or 
overlooked entirely. The appraisal process, by 
its very nature, is historical and thereby a lag-

ging indicator of both market conditions and real estate 
value. To estimate value, an appraiser will identify sales, 
leases and other relevant information about similar prop-
erties that have sold. They'll make certain adjustments 
and time-shift it forward to the date of appraisal in order 
to make inferences about the value of the property being 
appraised. 
 The data, however, are historical. The properties they 
represent were offered for sale in the past. The meeting of 
the minds between seller and buyer occurred under mar-
ket conditions which existed historically - not conditions 
that exist today nor those that will exist in the future. 
 Loan repayment however, is undeniably a future 
event. In commercial real estate loans, such as those se-
cured by shopping centers or office properties as well as 
those secured by for sale type properties such as subdivi-
sions, condominium projects and others, repayment is 
critically linked to the property's ability to produce reve-
nue sufficient to both operate the property and service the 
debt. To do so, it must compete successfully for tenants 
or buyers in some future marketplace. 
 If market conditions are stable, the effect of the ap-
praisal-lending time shift may be insignificant — even 
irrelevant. Alternatively, if market conditions are chang-
ing, the time shift becomes highly relevant. Relying 
solely on history, when the bank's loan will be repaid in a 
potentially very different future marketplace is tanta-
mount to appraising the wrong property. 
 The future has arrived. We are in that very differ-
ent marketplace. Virtually all geographical markets and 
real estate product types are impaired — some more so 
than others. Values have declined. Borrower financial 
capacity has diminished and loan repayment has become 
increasingly collateral dependent. As a result, appraisal  

information has become more relevant, not less. Ironically 
though, in a slow down such as we are currently experienc-
ing, there is an absence of data from which an appraiser can 
draw well supported conclusions. That results in a very diffi-
cult combination of circumstances where the appraisal takes 
on more relevance but at the same time is less reliable. That 
“perfect storm” puts the bank at greater risk and argues for 
greater diligence by the bank. That greater diligence may 
take the form of more frequent independent appraisals,  
greater internal scrutiny of those appraisals and extensive 
internal market and property research and analysis.   
 How long is an appraisal useful before the data and 
conclusions become irrelevant and a fresh appraisal is neces-
sary? The answer is not linked to a specific time period but 
rather varies by geographic market and product type or both. 
If market conditions are stable, the useful life of an appraisal 
could easily be a year or more. In volatile market conditions 
such as those that exist today, an appraisal could realistically 
be deemed irrelevant and unreliable in a matter of a very 
short time — perhaps a few months or less.   
 In less than a year, we have witnessed vacant land lose 
40% to 60% of the value it had as little as two years ago. We 
have watched residential properties in some local areas de-
cline as much as 30%. Without a current appraisal, the bank 
would have little or no idea whether its loan was less than or 
more than the value of the underlying asset.  
 Seacoast National Bank bases its decision whether to 
obtain a fresh appraisal on three fundamental criteria. First, 
the extent to which the loan is collateral dependent. If bor-
rower support has eroded to the point the bank is relying 
heavily on the collateral for repayment, we’ll usually be 
quick to order a new appraisal and it will be scrutinized in 
depth. After all, the bank is making a variety of important 
decisions on the information in the appraisal. Second, the 
bank will consider the volatility of both the property type 
and the geographic market in which that property must com-
pete for buyers or tenants. Third, the bank will carefully 
consider its financial exposure to the specific credit.           
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Other impediments to appraisal reliability. When the 
market grows as soft as it is today some participants in real 
estate transactions resort to creative and sometimes even 
illegal acts to advance an agenda. Occasionally these acts  
are intended solely to mislead either appraisers, financial 
institution decision-makers or both. Misleading activity 
includes kickbacks to transaction participants, undisclosed 
sales incentives, side agreements and “flipping” among 
related parties. The intent is to cast the appearance of 
higher property sale prices when such is not the case.  
 Misleading activity is  usually subtle or sophisticated 
and is often difficult to identify. Nevertheless, knowing that 
these activities occur, it is incumbent upon the appraiser to 
get behind the numbers and clearly understand the reality 
of each transaction to the extent that is possible. 
 Oftentimes that understanding is the result of qualita-
tive analysis of the transaction and simply understanding 
that the transaction does not make economic sense in the 
context of the bigger picture. Clues to misleading activity 
are often identified as a result of the appraiser’s skill, over-
all experience and knowledge of the local market.  These 
factors make a strong case for knowing your appraiser and 
understanding their background and experience. 
 At its worst, misleading activity can turn criminal, 
especially when done to influence a federally insured lend-
ing institution. The United States Code (Title 18, Part I, 
Chapter 47, Section 1014) is clear when it states:   
“Whoever knowingly makes any false statement or report, 
or willfully overvalues any land, property or security for 
the purpose of influencing … any institution, the accounts 
of which are insured by the FDIC … shall be fined not 
more that $1,000,000 or imprisoned not more than 30 
years, or both.”  
Absence of property information may soon impede real 
estate research. Since 1986 the Florida Department of 
Revenue has required that a form listing the sales price of a 
property be submitted every time a deed is transferred. This 
information was processed by the state’s county property 
appraisers at a cost to the state of about $11.5 million annu-
ally. In budget cutting action, the Governor signed into law 
a bill that would eliminate the form and therefore the re-
porting of property sale prices. This action will almost cer-
tainly make the jobs of county and independent property 
appraisers as well as those who perform Florida real estate 
research more difficult as they’ll need to identify other 
sources for this much needed information. That change be-
comes effective on July 1st. 

The material contained in this newsletter has been prepared by Seacoast National Bank. The content is provided for use by real estate, financial services and other professionals only and is not intended 
for consumer distribution. The material provided is for informational and educational purposes only and should not be construed as investment and/or mortgage advice. Although the material is deemed to 

be accurate and reliable, there is no guarantee it is not without errors. 
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 The regulatory view is similar. The useful life of an 
appraisal is deemed to be linked to market conditions and 
property type rather than an arbitrary time period. The 
bank (any regulated institution) can continue to rely on 
an older appraisal if it can clearly demonstrate that the 
appraisal remains valid. The reality is that an argument 
for a longer useful life is an impossible one today. Virtu-
ally all appraisals have a very short useful life today 
given rapidly changing market conditions.         
 In the absence of current market data, what are an 
appraiser’s options? One option is to reach farther back 
in time to identify transactions that occurred in an active 
market and making an appropriate downward adjustment 
to account for today’s impaired market conditions. If that 
adjustment is not accurate though, we risk valuing an 
asset at what may be an historic low point in time by us-
ing data from what may have been an historic high point. 
 The appraiser may also be forced to apply other crea-
tive solutions. For example, when appraising land or de-
veloped lots, the appraiser may start with the finished 
development and deduct all the hard and soft costs to get 
to a residual value — the land. While always a valid ap-
proach to test feasibility, it also requires sound judgment.   
 The appraiser may even draw comparables from geo-
graphically distant but economically and demographi-
cally similar areas where there are current sales and make 
an adjustment to the subject’s location. They may also 
rely on interviews with market participants.  
 These, and other creative solutions are technically 
valid and useful but given the subjectivity and more 

“moving parts” 
together with the 
increased need 
for judgment, 
they may lead to 
decreased ap-
praisal reliability 
and leave the 
bank vulnerable 
to increased  
risk. The bank 
can only mitigate 
that risk with 
increased inter-
nal market 
analysis and ap-
praisal scrutiny.  

“On the negative side, the property isn’t worth 
much and they could lose millions. On the positive 

side, it’s only the bank’s money.” 



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



