The Fannie Mae Announcement dated 7-13-07:  Expects appraisers to research, analyze, and report factors for declining market neighborhoods.  The Fannie Mae  Handbook for Appraisers (CT-147), page 14,  states that the appraiser’s assessment of property trends is one of the most important parts of the appraisal assignment.  The appraiser is to identify declining values, explain the reasons for the decline and the effects that decline might have on the value and marketability of the subject property.
Absorption Rate Calculation example:
Seven houses in the neighborhood were sold and closed in a 12 month period.  The absorption rate per month is:  




 number of closed sales in the period (7)




number of months in the period  (12)





  7 divided by 12 = 0.583 Absorption rate per month


Unsold Inventory Index example:

Three houses are currently for sale in the neighborhood.  How long will it take to sell this inventory if the absorption rate is 0.583?





Number of properties for sale  (3)





Absorption Rate  0.583)





  3 divided by 0.583 = 5.14 months to absorb or sell 

the existing inventory.


Expiration Ratio Calculation example:

An expiration ratio depicts the market as the number of properties in a period that did not sell.  Reliable data sources must be used to provide the initial information.

1. # of months in the calculation period (12)

2. # of closed sales in the calculation period (50)

3. # of  expired offerings in the calculation period (35)

4. Add lines 2 & 3 (50+35) = 85 

5. Divide line 3 by line 4 (35/85) = 0.412 or a 41 % Expiration Ratio.


Note: If the expiration ratio is in excess of 50 percent, Fannie Mae requires the market conditions to be further analyzed and explained in the appraisal report. 

