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The housing market has picked up steam lately, but one 
of the side effects of the sudden improvement is that 
home appraisals often take longer than they used to, 
and often come in with a much lower value than what 
everyone expected. This is causing a number of house 

sales to collapse.
Appraisals are taking longer because there’s suddenly more demand 

for them, at the same time that far fewer people are working as ap-
praisers than during the boom years.

This is understandable, but the problem with a slow appraisal is that 
it can sometimes cause a purchaser to lose an interest-rate lock, which 
can be a big problem at a time when interest rates are rising.

The main reason that appraisals are coming in lower than expected 
is that prices have risen so quickly lately. If an appraiser values a prop-
erty by using “comparable sales” from a year or even six months ago, 
those sales might not reflect the most recent changes in the market, 
and might result in a surprisingly low value.

And that can mean that a house is suddenly out of reach for the buyer.
For instance, suppose a buyer agrees to buy a home for $400,000, 

and plans to put 20% down. He or she would expect a down payment 
of $80,000.

But if the appraisal comes back at only $350,000, and a mortgage 
is approved based on that amount, the buyer might have to put up 

$70,000 (20% of the appraised value) plus $50,000 (the difference 
between the appraised value and the purchase price), for a total down 
payment of $120,000. That could easily destroy the sale.

Appraisers don’t take chances
While the market itself is heating up, and buyers are becoming 

more aggressive, many appraisers are still trying to be as conservative 
as possible.

During the height of the real estate boom, real estate agents and 
mortgage brokers often played a big role in selecting appraisers. As a 
result, many appraisers felt pressured to turn in optimistic numbers, 
fearing that if they didn’t, they wouldn’t be hired again.

After the housing bubble burst, though, the federal agencies that 
control the bulk of residential mortgages, such as Fannie Mae, barred 
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A number of home improvement projects can 
actually lower the value of a home by turning off 
potential buyers, according to an interesting recent 
article published by Yahoo! Finance.

The following projects might make you happy if 
you’re staying in your home for a while, but they can 
be a bad idea if you’re planning to sell soon, accord-
ing to the article:

 • Swimming pools. Not everyone 
loves a swimming pool. Many buy-
ers see them as a big maintenance 
expense, a danger to small children, 
or a potential lawsuit.

 • Converting a bedroom. Most  
  buyers would much rather see a   

four-bedroom house than a three-bedroom 
house with a home gym. And if you do convert 
a bedroom, make it easy to turn it back into a 
bedroom – and never remove a closet.

• Elaborate landscaping. You certainly want  
your landscaping to look nice, but extremely 
elaborate plantings, pools and waterfalls can 
make buyers think they’ll have to spend a  
fortune on maintenance.

• Colored trim and textured walls. Buyers know 
they can repaint walls, but trim is very hard to 
repaint, and textured surfaces are very hard  
to remove. 

• Hot tubs. Many people are squeamish about the 
idea of using someone else’s hot tub. And a built-
in tub can be hard to relocate.

About a third of all first-time homebuyers get 
help from their parents or other relatives in coming 
up with a down payment.

In 2010, some 27% of first-time homebuyers 
received a gift of money, and another 9% received 
a family loan, according to a survey by the National 
Association of Realtors.

If you’re thinking of using money from relatives 
to buy a new house – or giving or lending money 
to relatives – there are a few things you should be 
aware of.

One is that, while lenders are usually okay with 
a gift being used as part of a down payment, most 
still want the buyers to use some of their own money 
as well. Many banks require that 5% or 10% of the 
purchase price come from resources other than a 
gift, just to make sure the buyers have a handle on 
managing their own finances. (This rule might not 
apply, though, if a loan is backed by the Federal 
Housing Administration.)

Some banks don’t allow gifts to be used for a 
down payment at all on second homes, vacation 
homes, or investment properties. And some allow 
gifts only if they’re from close relatives such as par-
ents, and not from distant relatives.

In addition, a bank might require the gift-giver to 
document the amount of the gift and the fact that he 
or she doesn’t expect repayment.

Family loans can be more complicated, because a 
loan can increase the buyer’s debt-to-income ratio, 
and possibly prevent him or her from getting a 
mortgage in the first place.

Also, some banks don’t allow unsecured loans 
to be used for down payments on certain types of 
mortgages, such as jumbo mortgages. 

Relatives who make gifts also need to be aware of 
the gift tax rules. In general, you can give any person 
up to the “gift tax exclusion amount” each year 
without being subject to the federal gift tax (other 
than a spouse, to whom you can give an unlim-
ited amount). For 2013, the exclusion amount was 
$14,000. If you gave someone more than $14,000 in 
calendar year 2013, you might not owe any tax, but 
you would have to file a gift tax return, which can be 
complicated.

However, the rule applies per-person. So, for 
instance, in 2013 a husband and wife could each have 
given a child $14,000, for a total gift of $28,000. And 
they could each have given the same amount to the 
child’s spouse, for a total gift of $56,000.
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real estate agents and mortgage brokers from choosing 
appraisers.

This spawned a new industry, called “appraisal 
management companies,” or AMCs, that hire appraisers 
to provide independent valuations to lenders. Today, 
about 70 percent of appraisals are done through AMCs; 
most of the rest are done by in-house appraisers who 
work directly for banks.

The result is that appraisers today have no incentive 
to be optimistic, and in fact often have an incentive to be 
pessimistic because they’re afraid they’ll get in trouble if 
a high appraisal leads to a bad loan and a default.

In addition, AMCs keep a lot of the money that used 
to go directly to the appraiser, so appraisers receive 
less compensation for each job. They have to look at 
more properties in less time, often in areas they don’t 
know as well, in order to make the same income. This 
can result in a less careful, lower-quality appraisal that 
doesn’t capture the dynamics of an advancing market.

What can be done?
There’s no easy solution to this problem, but there 

are things that sellers and buyers can do to improve 
their situation.

In some hot markets, sellers are demanding that buy-

ers waive a mortgage contingency – even if the buyers 
are pre-approved – out of fear of a low appraisal.

Buyers and sellers can also agree in their contract 
on what will happen if the appraisal comes in low. For 
instance, they might agree that if the appraisal is under 
the purchase price but more than 90% of the pur-
chase price, the seller will reduce the price by half the 
amount of the shortfall.

Buyers who come up short can also try switching 
lenders and getting a new valuation.

Sellers might want to pay for their own appraisal 
before putting their home on the market, just to get a 
sense of what a “safe” price might be, and what prob-
lems might occur.

Sellers might also want to provide the appraiser with 
their own list of comparable sales, home improvements 
(with costs), and neighborhood changes. It’s particular-
ly important to include improvements that might not 
be obvious on a brief inspection, such as new insula-
tion or a new roof. 

Also, it’s good to let the appraiser know of any recent 
comparable sales in the neighborhood that were con-
ducted without a real estate agent (because they might 
not show up in the appraiser’s database), or that were 
foreclosure or short sales (because this fact might 
explain a low sale price).

Take out a bigger mortgage, and pay less interest ?
Some ‘home improvement’ projects actually lower value
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In a weird and unprecedented twist, “jumbo” mort-
gages – typically those above $417,000 – have carried 
a lower interest rate than standard mortgages in some 
recent cases.

A very large number of standard mortgages are 
purchased or backed by Fannie Mae and Freddie Mac. 
Those government-sponsored enterprises won’t touch 
a mortgage above a certain amount, which is $417,000 
in most areas (but can go up to $625,000 in some high-
priced markets). Any loan above that is considered a 
“jumbo” mortgage.

Typically, jumbo mortgages carry a higher interest 
rate. That’s because the lender can’t get Fannie or Fred-
die to buy or to guarantee the loan, so if anything goes 
wrong, the lender is completely on the hook.

But recently, for the first time ever in history, the 
average interest rate for 30-year fixed-rate jumbos  
was less than that for comparable smaller mortgages.

There are several reasons for this. One is that the 

U.S. recently forced Fannie and Freddie to 
increase the fees they charge to lenders, 
while the Federal Reserve suggested that it 
will slow down its purchases of Fannie’s and 
Freddie’s bonds, both of which have increased 
conventional-loan interest rates. 

Meanwhile, many banks are flush with cash and 
eager to lend, and they want to attract well-heeled 
jumbo-loan borrowers because they can then try to sell 
them other banking products.

This “perfect storm” has resulted in an odd situation 
where certain buyers of luxury homes have actually 
been able to get a better interest rate by borrowing 
more money.

While jumbo rates likely won’t stay cheaper than 
conventional rates, the fact that the rates have been so 
close recently means that if you’ve shied away from a 
jumbo loan in the past, you might want to look again 
and do a careful comparison.
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Real estate briefs
➤ Apartment vacancies are down; 
rents are up slightly

The percentage of apartments that are 
vacant is at the lowest level in more than 
a decade, according to a study by research 
company Reis Inc.

Only 4.2% of the nation’s apartments 
were unoccupied in the third quarter of 
2013, the study showed. That’s the lowest 
rate since the third quarter of 2001. Back in 
2009, the vacancy rate was 8%.

Despite the tight market for apartments, 
average rents increased only about 3% 
over the same time last year, according to 
Reis. That’s surprising, because rents would 
normally be expected to increase more than 
that at a time when vacancies are so low.

Nationally, the lowest vacancy rate was in 
New Haven, Connecticut, at 2%. The highest 

rate was in Memphis, Tennessee, with 8.2%
The highest monthly rents in the U.S. 

were in New York City, which averaged 
$3,049. The lowest were in Wichita, Kansas, 
which averaged $529. 

➤ Home buyers with bad credit get 
help from the FHA 

The Federal Housing Administration is 
making it easier for people who have experi-
enced a bankruptcy, foreclosure or short sale 
to once again qualify for a mortgage.

A new FHA program will help people 
who have such a blotch on their credit his-
tory, but who have recovered financially and 
repaired their credit. These people must now 
wait only one year to get an FHA-backed 
loan, rather than the three years they had to 
wait previously.

To qualify, borrowers must show that  

(1) the bankruptcy or foreclosure was 
caused by losing their job or by some other 
loss of income that was out of their control,  
(2) their incomes have recovered, and  
(3) they have gone through a mortgage 
counseling program.

➤ Same-sex marriage ruling  
will affect real estate taxes

The U.S. Supreme Court’s decision strik-
ing down the federal Defense of Marriage 
Act will give a tax break to married same-
sex couples who own a home.

Under federal law, when a home that has 
appreciated in value is sold, the first $250,000 
of any capital gains is tax-free. This amount 
is $500,000 for a married couple – and as 
a result of the Supreme Court’s ruling, the 
$500,000 exemption will now apply to sales 
by married same-sex couples.


