How Lenders Assess the Value of a Home
Your mortgage lender uses an appraisal to learn about your home and to set the value.

To learn more about the location, the lender reads notes about the neighbourhood and nearby properties.

The lender looks at the price range and types of properties to see if the value and style fit the area. 

The lender also looks at the size of your house and the shape it’s in. 

The appraiser measures your house and adds notes on the condition of both the inside and outside. 

The appraiser comments on work that needs to be done and the quality of the finish of the house. 

A property in poor shape loses value even if it’s in a great location.

Your lender will review the pictures of your house and street to see what they look like. In real estate, a picture is worth a thousand words and possibly thousands of dollars.

The age of a house is looked at three ways - the year it was built, the effective age and the remaining economic life. 

The shape the house is in and any work it needs determine the effective age. 
The remaining economic life of a house is how long it will be before the house needs major repairs. 

The economic life of a house helps the lender decide the longest amortization period for your mortgage. 

The appraiser will use two approaches to analyze the value of your house. 

The first is the cost approach. To calculate the cost approach, the appraiser uses the value of the land, construction costs per square foot, the value of improvements and depreciation. The second is the comparative market analysis approach. The appraiser looks at properties that recently sold and compares them with yours. The appraiser makes notes on the reason for each value. The lender usually uses comparative analysis to decide on how much money they will lend.

