
impact on the overall valuation process.
Why does it matter how many units are 

built? How many are offered for sale? Who 
owns how many of the units? Whether or not 
the budget was provided and reviewed? In 
any condominium development, these details 
are an integral part of the valuation analysis.

When tasked with appraising a single 
unit in a new condominium development, 
appraisers must understand the crucial im-
portance of their analysis of the project as a 
whole in order to arrive at a reasonable and 

supported opinion of market value.
The appraiser must fully research and report 

accurately the details of the subject develop-
ment, including the number of phases; the status 
of those phases, the total number of units, the 
number of parking spaces, the site size, and any 
restrictions regarding tenancy which are man-
dated by the city or municipality. The Declara-
tion of Condominium must be reviewed and 
referenced, along with the site plans on file with 
the city or municipality.

The adequacy of the amenities, and the 
budgeting for their completion and mainte-
nance should be analyzed.

Fannie Mae recognizes the importance 
of this information, and maintains a website 
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O P E N  F O R U M

WHat’s all tHe Fuss about In appraIsIng 
new condominium developments? What are 
Fannie Mae’s specific rules regarding condo-
minium developments? Do appraisers need 
to be proactive when they are tasked with ap-
praising a new condominium?

In recent years, many condominium de-
velopments have come on to the market only 
to encounter seemingly insurmountable 
obstacles during the underwriting and loan 
process. unfortunately, some of these ob-
stacles arise out of the appraisals written for 
these new condominium developments.

new condominium developments can be 
newly constructed, or newly renovated and 
offered developments. any newly offered 
collection of shared and/or partial interest 
homes which have a condominium form of 
ownership fall under the Fannie Mae guide-
lines for new condominium developments.

The Fannie Mae/Freddie Mac Condo-
minium Form appraisal report (Fannie 
Mae Form no. 1073, effective March 2005) 
requires the appraiser to provide details not 
only about the subject unit but the condo-
minium development as a whole. The real 
property defined as the subject unit is an 
inseparable part of that development. The 
analysis of the development is as important 
as the analysis of the individual unit.

often, the residential appraiser is unaware 
of the importance of accuracy in their devel-
opment and reporting of that data, and its 

Appraising New Condos:
What’s All the Fuss About?

 Jennifer Schnell is the senior quality review 
appraiser for Lincoln Appraisal and Settle-
ment Services, Providence, R.I.

The market responds
to location, site
amenities, room
counts, styles and
fees.

By Jennifer Schnell

identifying “approved” developments. If a 
property does not appear on the Fannie Mae 
website, it will be necessary for the lender to 
obtain a “spot” approval for a particular de-
velopment.

although the appraiser is not responsible 
for the approval process, the appraiser does 
bear responsibility for determining and re-
porting whether or not the particular devel-
opment has been approved.

since it is the appraiser’s role to define 
whether the current use is the highest and 
best use of a property, the appraiser bears 
responsibility for determining whether the 
subject unit’s use a single family home in the 
condominium form of ownership defines the 
greatest return or the highest possible val-
ue—to the property owner. The data gathered 
by appraisers regarding the development as a 
whole should enable them to satisfy that pro-
fessional responsibility.

The appraiser needs to determine what the 
market response is—in their particular mar-
ket—to the subject unit’s specific style, ame-
nities, location and development type. They 
need to define all the aspects of the subject’s 
development by carefully gathering the data 
for the subject development and reporting it 
to their client.

attention to things like phases of develop-
ment, number of units currently offered for 
sale and sold, and percentage of owner occu-
pied units vs. tenant occupied units is criti-
cal in performing an adequate comparative 
analysis. The appraiser needs to know how 
many units are sold in the development, how 
many are currently on offer and how many 
have been offered in the past.

buyers weigh their decision to purchase 
based on many factors, and it is the apprais-
er’s responsibility to determine and to report 
which of these factors are value-influencing 
and which are not.

perhaps the single most important area 
for consideration is the one most often over-

Continued on page 17

tHe Mortgage busIness, besIDes beIng 
cyclical, is also seasonal. building season, for 
instance, is in spring and summer, except in 
extremes of geography. barrow, alaska, has a 
six-week building season due to frozen tun-
dra, for instance, while in las Vegas, building 
can continue all year round (which could be 
one of the causes of the massive overbuilding 
that occurred there in recent years).

The season we are in now, the fall, is 
mortgage meeting season. each fall there is 
a plethora of mortgage conventions and con-
ferences, a chance for people in a far-flung 
industry to come together and swap success 
and horror stories, to greet old friends and to 
meet new ones. even with new technologies 
like webinars and videoconferencing, people 
still prefer to gather in person.

Mortgage Seasons

E D I T O R I A L

This week, the new england Mortgage 
banking Conference will convene in provi-
dence, r.I. next week, a regional group of 
mortgage brokers will meet in atlantic City, 
n.J. 

other state broker groups, like new York, 
texas and Illinois, traditionally meet in sep-
tember or october.

The annual convention of the Mortgage 
bankers association will be in atlanta this 
year, between oct. 24 and 27, while our own 
sourceMedia short sales and reo Confer-
ence will end the season nov. 9 and 10 in san 
Diego.

The fall also brings a sorrowful anniver-
sary, that of the sept. 11, 2001 attack on the 
World trade Center and the pentagon. That 
attack killed dozens of mortgage profession-

als in firms like sandler o’neill and Cantor 
Fitzgerald, as well as 11 associates of ours at 
our then-parent company.

plans to rebuild the real estate destroyed 
there finally seem to be well underway, 
which will finally erase the disgrace of the 
open pit that for many years has housed 
the memories of the thousands killed in the 
WtC attack.

painful memories of the attack remain 
in new York, like the many people sickened 
and even killed by exposures to toxins in the 
frenzied cleanup of the site after the attack. a
more pleasant memory is of the overwhelm-
ing financial and emotional support offered 
to new York by the rest of the country.

as we pass the fifth anniversary of Katrina’s 
devastation of new orleans, it would be nice 
to think that a similar outpouring would ease 
the continuing distress of the gulf commu-
nities that were affected by the storm. seems 
unlikely, though. 
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O P E N  F O R U M

Appraising New Condos: What’s All the Fuss About?

looked by residential appraisers.
Does the subject development meet the 

expectations of the market? Will those units 
be perceived as desirable? Are they located 
appropriately? Are they reasonably priced? 
Are they similar in amenities and room 
counts to units which are accepted in the 
market?

The market responds to location, site 
amenities, room counts, styles and fees.

The location of a unit matters to the pur-
chaser. The subject market may define a unit’s 
value by phase, floor level or position. Or, it 
may use some combination of all of those 
factors to define the value. It is the apprais-
er’s responsibility to identify and assess such 
market responses, and to communicate them 
to his or her client.

The appraiser must address the market re-
sponse to the cost to own the condominium, 
as represented by the monthly homeowner’s 
association fees. The prudent buyer must be 
able to afford these monthly fees. The market 
will demonstrate a response to fees which 
are too high or too low. In addition, the ap-
praiser must provide enough analysis for his 
or her client—the lender—to be satisfied that 
the aggregate fees are adequate for the main-
tenance of the condominium development.

The buyer cares about numbers of bed-
rooms and baths. A buyer for a one-bedroom 
unit may consider a two-bedroom unit. How-
ever, a buyer who needs two bedrooms will 
not consider a one-bedroom unit as compet-
ing. The market responds to types of shared 
amenities. A unit with onsite amenities like 
pools and parking garages will sometimes 
sell for more than one without them. It is the 
appraiser’s responsibility to demonstrate the 
market response to the particular amenities 
offered by the subject’s development.

The style of the development matters, too. 
If all of the units are townhouse style, then 
the market response to them may be similar. 
However, if the typical condominium devel-
opment in a market is a townhouse style, but 
the subject is a high rise, then appraisers bear 
the responsibility to measure the market’s ac-
ceptance of the different style and to report 
that to their client.

Appraising a new condominium without a 
historic track record of market acceptance is a 
multilayered analysis, which requires the ap-
praiser to take into account and to respond to 
many differing elements of data.

Lenders often have condominium-specific 
requirements for their loan products. These 

requirements are designed to ensure a level 
of certainty for the lender as regards both the 
development and the appraiser’s analysis.

A new condominium development does not 

have to be an insurmountable underwriting 
challenge for the client and the borrower.

By partnering with the lender, appraisers 
can ensure that they present a reasonable and 

supported market value opinion to their client 
which takes into account all areas of contribu-
tory value, and which will allow their client to 
make a loan with confidence. 

Continued from page �

Appraising a new
condominium without a 
historic track record of 
market acceptance is a 
multilayerd analysis.
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