Bidding Wars, Cash Offers, Record High Prices:

What you need to know about appraisal
contingencies in today’s housing market

The upsides of a seller’s market can have downsides for loan
officers and real estate agents, including a relatively nascent
phenomenon known as the appraisal gap.

It continues to be a remarkable time for professionals who support the residential real estate industry.
Many are comparing it to The Great Gold Rush. Like the flood of prospectors seeking fortune in 1849,
today’s potential home buyers far outnumber available properties.

To sweeten their bids, many potential buyers are offering well above asking price and waiving
traditional contingencies such as the bank appraisal. While these strategies can help a buyer secure
their dream home, they also can create bumps in the road to closing when the appraisal value comes
back less than the buyer’s purchase price. This results in an appraisal gap that can derail your sale.

When the appraisal gap is smaller — say $10,000 to $15,000 less than the offered price -- the gap may be
resolved by negotiating a lower price with the seller,
bringing more cash to the closing, or a combination of
both. But when the appraisal gap is wide, making up the
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Whether you are the buyer or seller, real estate agent or
lender, McCormick says a simple and straightforward way to save your deal may be through traditional
mortgage insurance.

“We're all familiar with mortgage insurance as the go-to solution for buyers who start their home search
with less than 20% down,” notes McCormick. “It’s a simple and nearly seamless solution that can also
work for buyers facing an appraisal gap.”
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In certain instances mortgage insurance can be used to shift the loan-to-value ratio (LTV) and
restructure the loan so that it includes some or all of the appraisal gap. This significantly reduces or
eliminates the amount of additional cash required for closing.

“In most cases, it's going to be a lot easier for a buyer to
come up with a few thousand dollars to cover mortgage
insurance than it would be to come up with $30,000 or more
to close the appraisal gap,” McCormick says.
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option, buyers may want to consider adding an appraisal contingency to their sales contract.

Are you in an appraisal gap market? Resolving appraisal gaps with mortgage insurance may be a fast
and easy way to keep your deal on the table. Please reach out to a Radian representative to learn more.
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