
Residential property valuation is based on using 
sales data of properties previously sold of a similar 
type (lot size, house size, aspect, age, condition) 
in a comparable location in the previous 6 months. 
Valuations can vary dramatically for exactly the same 
property for a number of reasons:

1.  Type of Buyer – Owner occupier or Investor – the 
lender apportions increased risk of default to an 
investor and provides instructions to the Valuer to use 
certain types of sales evidence or criteria that reduces 
their valuation. The Property Industry Body has been 
arguing with the banking regulator about this issue for 
many years.

2.  Loan to value ratio – Whether the client has an LVR of 
80% or more and requires mortgage insurance.

3.  The Mortgage Insurers loan exposure to a suburb – 
Valuation is a subjective opinion and not an exact 
science. This subjectivity has been tested in court 
and a variance of up to 15% have been accepted as 
reasonable, although typically within 10% has been 
deemed acceptable in residential valuations, this 
provides a buffer for any negligence that may occur in 
determining value. There are many instances where two 
Valuers have completely different opinions of value on 
the same property. Some examples are highlighted on 
Page 2.

4.  Relevance of data – When the property market is in an 
upswing mode, Valuers are relying on data that can be 
6-12 months old and the market has increased in price 
since that point in time.

5.  The Lender – Each lender has preferred valuers. Some 
of the Lenders choose more conservative Valuers to 
reduce their risk profile.

RESIDENTIAL PROPERTY VALUATION EXPLAINED

Residential property valuation can be a complex concept to understand. 
This guide explains the ins and outs of the process commonly undertaken 

and the influences on valuations.

Market Valuation Definitions
Market Valuation: The Valuers opinion of what the property 
should sell for based on a reasonable selling period in an 
arm’s length transaction, without any pressure, i.e. when 
you sell via a real estate agent.

Mortgage Security Valuation: The Valuer’s opinion of a 
value that the property should sell for in the event of a 
default by the client. In these instances, the bank needs 
to sell the property in a shorter timeframe to recover their 
loan, i.e. a Mortgagee in Possession Sale.

Sales Evidence: When it comes to new house and land being 
valued, we regularly see that the Valuers do not necessarily 
abide by their own industry body regulations. They tend to 
use sales evidence that reduces that opinion of value. The 
sales evidence utilised in the valuation report should ideally:

• Include a minimum of three settled relevant sales.

• Include sales within six months of the date of valuation.

•  Include sales within 15% (plus or minus) of the assessed 
market value.

•  Include sales of a similar type, location, age, condition, size 
of home.

•  For new properties that form part of a development 
incorporating common areas and/or shared facilities 
(such as strata title, community title, plan of subdivision 
etc) a minimum of three settled re-sales from within the 
subject group and/or external to the development are to 
be provided.

•  For vacant land and/or new house and land properties 
situated within a new residential estate; a minimum of 
three settled re-sales from within the subject subdivision 
and/or re-sales external to the subject subdivision are to 
be provided.
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The difference between Market Valuation and Mortgage 
Security Valuation is that a Mortgage Security Valuation 
assumes a forced sale.

When the lender arranges a valuation, they do not obtain a 
market valuation, they instead obtain a mortgage security 
valuation. NAB also highlight this on their website.

View on:
https://www.nab.com.au/personal/learn/buying-your-first-home/
understanding-bank-valuations-on-your-property

When a detailed review of the valuation of a new house 
and land package is undertaken, these are the points that 
will be commonly seen in the details of the various sales 
evidence the Valuer has relied on to form their opinion:

•  Second hand property anywhere from 3-40 years old 
compared to new.

•  Often in inferior locations.

•  Older estates with inferior street appeal – no render, 
no feature architecture, poor landscaping.

•  Smaller homes.

•   Markedly inferior level of fixtures and fittings – 
bathrooms and kitchens.

•  Not located in the same estate as the subject property 
being valued.

Some valuers use sales evidence which is irrelevant and 
does not compare apples with apples. Furthermore, they 
are asked to disregard market valuation and consider the 
forced sale valuation in the event of a default instead. 

This is the reason why bank valuations in many cases 
can be 5% under the purchase price and in some cases 
even more. This is one of the major reasons why we see 
such discrepancy between valuations.

VALUER DATE AMOUNT PACKAGE 
PRICE COMMENT

LMW 22/09/17 $420,000 $468,000
SHORT 
FALL OF 
$48,000

CBRE 11/10/17 $472,980 $468,000 HIGHER 
BY $4,980

VALUER DATE AMOUNT PACKAGE 
PRICE COMMENT

WPS 
PROPERTY 

GROUP
21/12/16 $366,900 $366,900 ON THE $

HERRON 
TODD 
WHITE

23/12/16 $340,000 $366,900
SHORT 
FALL OF 
$26,900

CBRE 19/01/17 $355,000 $366,900
SHORT 
FALL OF 
$11,900

Lot 32 - Evergreen Estate, Ormeau

Lot 136 - Silkstone, Ipswich

Valuers are personally liable
In addition, the Valuers in many cases are 
contractors and hold their own professional 
indemnity insurance that makes them personally 
liable for the advice they provide.

Since 2007 several Valuers in QLD have been sued 
for damages by the banks over valuations that didn’t 
protect the banks during the GFC property downturn.

When this is factored in along with the fact that 
valuers are personally liable for potential losses that 
the lender may incur due to a loan and reliance on 
a valuation, it’s no wonder why many residential 
Valuers, earning only $150 to complete a valuation 
within 1 to 2 hours tend to be very conservative.

Valuation Differential Examples
The table below shows the discrepancies between 
different Valuers at different firms valuing the same 
house and land package with exactly the same evidence 
available to them. This illustrates that there can be 
considerable discrepancies in valuations of the same 
property and the borrower has no recourse. The values 
below range from at purchase price to a shortfall of 
$48,000 or 10.2%.

It is understandable how 
borrowers are confused at these 
anomalies and is the reason that 

we ask you to prepare your clients 
for a variation in valuation price of 

up to 5% of contract value.

Disclaimer: The information and processes presented and described in this document are indicative of current industry practices which are subject to change. 
These are opinions of our senior industry experts however buyers should do their own research to verify facts to make their own decisions. Issue date: December 2018.


