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Y ou and your broker are going to work hard to put your best foot forward. 
You need to offer the right price, sure. But often it is the other, non-
monetary aspects of your offer that can make it stand out in a crowd. 

One of the most important can be the appraisal contingency.

By offering to assume the risk of a low appraisal, 
sometimes called an “appraisal gap”, you can 
make your offer more appealing to a seller. 
This can be especially important if you are in 
competition with a cash offer. 

You’ll discuss all of this and (so much more) with 
your broker when crafting your offer. As a lender, 
we can’t weigh in on whether you should (or 
shouldn’t) waive your appraisal contingency or 
how you should feel about agreeing to pay a price 
higher than the appraised value. 

But we do have a role to play — we’re here to  
help you…

• Understand the role your appraisal plays in 
financing. 

• Determine if waiving the appraisal contingency is 
an option for you.

• Know how your loan could look if the appraisal 
comes in lower than your price.

Jargon alert 
Our goal is to make the loan process simple 
and transparent. We try to avoid using jargon. 
Discussions about the appraisal contingency 
require a dash of jargon. (Apologies in advance.)

STEP 1: Understanding LTV
 
Loan amount ÷ Property value = Loan-to-Value ratio

It’s only natural to see the world from our own 
perspective. As a homebuyer, you’re focused on the 
down payment you’re making. You’ve probably been 
working really hard to save up, so it’s understandably  
at the front of your mind!

But, as the joke goes, the real golden rule is, 
“Whomever has the gold, makes the rules.” So  
we need to talk about how to see things through  
a lender’s eyes. 

To your lender, your home will be the security for  
the loan. In lending, we want to know how much the 
loan is relative to the value of the property. We call  
this the Loan-to-Value ratio or LTV. You can think  
of the LTV as the “inverse” of your down payment. 

Mind the Gap: Managing the Appraisal Contingency 

You found a home you love. 

You’re writing an offer. 

There’s competition. 
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But what is the “value”? 
We know how much you want to borrow; that half 
of the equation is easy. But what do we use as your 
property value? To your lender, the value of the home is 
the lesser of your purchase price or the  
appraised value. 

When the price and the appraised value match  
(or the appraisal comes in higher than the price),  
things are neat and tidy. In dollars, your down  
payment and the loan amount add up to the price.  
As percentages, your down payment and the  
percent borrowed add up to 100%.

Managing the Appraisal Contingency cont.

You: How much am I putting down? Your lender: How much am I lending?

$100k down ÷ $500k price = 20% down $400k loan ÷ $500k value  = 80% LTV

There is order in the universe, and we can be a little lazy and talk about down payment and LTV interchangeably.

You and your lender agree that…

20% down + 80% loan = 100% $100,000 down + $400,000 loan = $500,000 price 

But what happens when the appraised value is lower than the price? It’s less tidy. A gap between the appraised  
value and price simply means the LTV is higher.

You: How much am I putting down? Your lender: How much am I lending?

$100k down ÷ $500k price = (still) 20% down $400k loan ÷ $450k value  = 88.89% LTV

If you’re playing along at home, the math just got a little weird.  
Pro-tip: Think about your down payment in dollars, not a percentage. It helps!

Don’t do this… Do this…

20% down + 89% loan = 109%

That can’t be right!    

$100,000 down + $400,000 loan = 

$500,000 price   
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Managing the Appraisal Contingency cont.

Making things work at a higher LTV
So the real question becomes: What impact does a 
higher LTV have on your loan? 

There are four possible answers to that question:

1. Nothing: Surprising as it may be, sometimes  
a low appraisal has no impact on the loan at all.  
No additional down payment needed and nothing 
changes about the loan. 

2. Costs Change: Commonly, there may be a shift to 
loan costs. If you’re okay with the costs, the loan can 
proceed with no additional down payment needed. 

3. Restructure: In other cases a change of loan 
programs (or the addition of secondary financing) is 
the solution. Again, no additional down payment may 
be needed. 

4. Additional cash: Sometimes there’s no option 
but to find a little (or a lot of) extra cash. This occurs 
when your desired loan divided by the appraised value 
exceeds the acceptable LTV for the available loan 
option(s).

If door #4 is our only option and the cash required to 
close the anticipated gap is more than you can muster, 
it will limit or may entirely preclude writing an offer 
that includes an appraisal contingency waiver.

Is the suspense killing you? 
With a $400k loan, $500k price and $450k appraised 
value (the scenario above), here’s the likely outcome: 

• No additional down payment required

• Slight reduction to closing costs

• Addition of mortgage insurance (either as a  
one-time premium or a temporary addition to  
the payment)

Step 2: Understanding Your Options 
Your situation is, well, your situation. So, there is 
only so far that we can go with a generic write-up. 
Our conversations with you will pick up where this 
document leaves off – we’re experts at solving these 
puzzles and have a wide array of loan options available. 
We want you, and your real estate broker, to know what 
tools are in your offer writin’ toolkit. 

Here are a few concepts and general principles you  
can keep in mind: 

• The more you are planning to put down, the more 
leeway you have with your appraisal contingency. 

• The less you have to put down, the more limited 
your options will be.

• Loan options that permit a higher loan-to-value 
ratio give you more leeway to write an aggressive 
appraisal contingency. 

• Mortgage insurance can be your friend.  
(No, really.)

• Appraisers analyze “comps” (comparable homes 
that sold, nearby and recently) to establish value. 
Luck-of-the-draw with comps can be a factor. 

• The more unique a home, the tougher it can be for 
an appraiser to find comps that capture its special 
attributes. 

• Always talk to your real estate broker about value. 

Step 3: Crafting Your Offer
You’ve finally found it – the home you want to make your 
own. This is not a drill. It’s time to write your offer! 

As you and your broker talk through the terms to 
include in your offer, we’ll be here to revisit appraisal 
contingency strategies relative to the specific property. 
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You can help us by having answers to a few questions 
we’ll ask: 

• How much are you going to offer?

• What is the least you (or your broker) think the 
home will appraise for?

• What is the most cash you can put toward your 
down payment and other purchase costs? 

• What is the most you want your monthly payment 
to be?

We’ll polish up the numbers so that you can make the 
strongest possible offer, giving you the best chance 
of celebrating an accepted offer and starting the next 
steps on the journey to buying your new home. 
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