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Disclaimer
The views expressed by any persons during this presentation are their 
own. Opinions expressed by a former Federal Deposit Insurance 
Corporation (FDIC) employee are those of the individual and do not 
necessarily reflect the view of the FDIC or any of its officials. The 
person’s appearance on the program does not imply an endorsement 
of them or any entity they represent.  

The information provided during this presentation is neither a legal 
interpretation nor an endorsement or recommendation by any entity.  
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• CRE Exposure
• Valuation-Related Issues
• Case Study 

o   294 Lots
o   Actual vs Projection
o   CRE Construction and Development (C&D) Loan

• Resources
• Q&As

Agenda
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CRE Exposure

CRE Exposure
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CRE Exposure

$4,875,000,000,000
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$4.875 Trillion
Income-Producing 
CRE Debt Universe

2Q 2025

CRE Exposure
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Source: Mortgage Bankers 
Association, Federal Reserve Board of 
Governors, Trepp, LLC, and FDIC.

Commercial 
Real Estate & 
Multifamily 
Mortgage 
Debt 
Outstanding 
by Sector

Of all CRE and Multifamily 
Mortgage Debt, Banks/Thrifts 

hold about 50.7%

CRE Exposure
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CRE Exposure

9
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CRE Exposure
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• Overall Bank 
Exposure to 
CRE

U.S. Banks and Commercial 
Real Estate Loans | S&P Global

CRE Exposure

© Copyright 2026  B. Gardner.  All rights reserved.

12
aba.com   |   1-800-BANKERS

• Small Bank 
Exposure to 
CRE

<

U.S. Banks and Commercial 
Real Estate Loans | S&P Global

CRE Exposure
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• Mid-Sized Bank 
Exposure to 
CRE

U.S. Banks and Commercial 
Real Estate Loans | S&P Global

CRE Exposure
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CRE Exposure
Growth in Net Operating Income for CRE Properties

14

Source: CBRE Group. NOTE: Data are from the first quarter of 2018 to the fourth quarter of 2023.

2024
202
4

• CRE NOI 
Growth Is 
Erratic 
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Source: My GreenStreet.com.  CPPI® is Commercial Property Price Index.
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From March 2022 Peak

All Property: retail (20%), apartment 
(15%), health care (15%), industrial 
(12.5%), office (12.5%), lodging (7.5%), 
data center (5%), net lease (5%), self-
storage (5%), manufactured home park 
(2.5%). Retail is mall (50%) & strip retail 
(50%). 
Core Sector: apartment (25%), industrial 
(25%), office (25%), and retail (25%) 
Health Care: medical office (30%), senior 
housing operating properties (25%), senior 
housing net leased (20%), skilled nursing 
(15%), and life science (10%)

CRE Exposure
• Appreciation in CRE Erratic Past 5 Years

Microsoft Word - CPPI press release 20250206
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• CRE Cap 
Rates – No  
Meaningful 
Delineation 
of Risk

3.5
%

No Meaningful 
Delineation of Risk

CRE Exposure
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Value Weighted Composite Trepp Property Price Index (TPPI) 
by Property Type

• Low Cap Rates Plus Excess Cash Led to Appreciation

40% in 10 Years

60% in 5 Years

CRE Exposure
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CRE Exposure

• Does a Lower Loan-to-Value (LTV) Mean Lower 
Risk??

Year1                           Year2                            Year3                            Year4                      Year5 

If that same property were 
to refinance today, at the 
lower LTV of 80%, it would 
receive a loan of $128.

Thus, the banking system’s 
exposure has increased by 50% 
on, essentially, the same 
collateral.

A subsequent 20% decline in 
market value produces a 
value of $128, resulting in a 
100% LTV on the loan.  

At 85% LTV, in Year1 the 
average loan made on an 
income producing property, 
assuming a value of $100, 
resulted in a loan of $85.

18 © Copyright 2026  B. Gardner.  All rights reserved.
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Loan to Value in Commercial Real Estate: Calculation, Analysis, and Strategic Financing Insights

CRE Exposure

© Copyright 2026  B. Gardner.  All rights reserved.
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US CRE, one year later: Volatile, 
dispersed, but not systemic 
(Viswanathan/Karoui)

CRE Exposure
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Valuation-Related Issues

Valuation-Related Issues

21 © Copyright 2026  B. Gardner.  All rights reserved.

22
aba.com   |   1-800-BANKERS

Valuation-Related Issues

• Engagement Letters
o Review for potential inappropriate instructions or limitations:

• Exclude sales involving a foreclosure, a short sale, or real 
property covered by a Commercial Service Level Agreement 
(SLA).

• Reduce the marketing period to 12 months.
• Exclude holding costs, marketing costs and entrepreneurial profit 

or developer’s profit.
• Apply a nominal capitalization or discount rate.
• Use artificial intelligence (AI) without understanding output.

22 © Copyright 2026  B. Gardner.  All rights reserved.



23
aba.com   |   1-800-BANKERS

Valuation-Related Issues

• Adjustments to Comparable Sales
o USPAP requires appraisers to:

• Collect, verify, and analyze all information necessary for credible 
assignment results.

• Analyze available comparable sale data if using a sales comparison 
approach.

• 2011 USPAP Q&A states it is misleading not to use distressed sales 
as part of the basis for a value conclusion when there is a glut of such 
sales and the properties are truly comparable to the subject.

23 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Adjustments to Comparable Sales
o Inconsistencies in quantitative adjustments:

• Development over the near term is unlikely – Develop project with two-year 
absorption period.

• Comparable sales used not truly comparable – Check percentage of 
“Adjusted Sale Price of Comparables.” 

• Use comparable sales from different market, but no adjustments for 
distance or market conditions.

• Supporting Information 
o Incorrect square footage or room count

24 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Unsupported Discounts
o Develop investors’ premium (discount) based on bank’s actual loss 

experience for different types of real property.
o Use historical lower discount rates rather than higher more recent 

discount rates
• Deductions and Discounts

o Used 12-month absorption period – exposure period of 2-3 years.
o Omitted entrepreneurial profit or maintenance expense and capital 

expenditures.

25 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Adjustments Not Supported
• Common Regulatory/USPAP Deficiencies:

o No “as is” value.
o Comparable sales not truly comparable.
o Errors in square footage or in formulas.
o Static increase in income or expenses not appropriate, i.e., 2.5% 

increase in insurance premium.
o Discount rate not reflective of investor risk.
o Highest and best use inconsistent with economic conditions.
o Discount “haircut” not supported.

26 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Validation of Existing Appraisals
o Stable or appreciating markets.
o Depreciating markets, depending on the degree of unfavorable changes in 

market condition or property condition.
o Inventory of competing properties (MLS Data/Building Permits).

• Evaluations for Subsequent and Low Risk Transactions
• Periodic Collateral Monitoring (Annual Review/Delinquent)

o Specify when to get new/updated valuations.
o Decide what type of valuation method to use.

Broker Price Opinions (BPOs)
Market and Property Condition Reports

27 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Part 365 – Real Estate Lending Standards
o Permits inclusion of other acceptable collateral, but must have:

• Perfected Security Interest,
• Quantifiable Value, and
• Discounted according to lender’s usual practices for making loans 

secured by such collateral.

28 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Supervisory LTV limit is 85% for improved real property.

• Example of Other Acceptable Collateral:
o $10 million AV for a “going concern” business as follows:

• $9.0 million for real estate,
• $0.6 million for PPE or FF&E, and
• $0.4 million for goodwill, BEV, or franchise value.

o$8.5 million loan amount.
oDoes this transaction result in a LTV exception?

29 © Copyright 2026  B. Gardner.  All rights reserved.
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Valuation-Related Issues

• Loan-to-Value (LTV)
o Part 365 – Other Acceptable Collateral
o $10 million AV for a “going concern”

• $7.65 million for real estate ($9 million at 85%)
• $0.36 million for PPE or FF&E ($600M at 60%)
• $0.04 million for intangible assets ($400M at 10%)
• $8.05 million loan amount

o $8.5 million loan results in an LTV exception

30 © Copyright 2026  B. Gardner.  All rights reserved.
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Case Study

Case Study – Lots 

31 © Copyright 2026  B. Gardner.  All rights reserved.
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Case Study – 294 Lots

Market Sales History

32

For the years 1 through 3, theFor the years 1 through 3, the

years 1 through 3.

years 1 through 3.

year 3.
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Case Study – 294 Lots

33 © Copyright 2026  B. Gardner.  All rights reserved.

34
aba.com   |   1-800-BANKERS

Case Study – 294 Lots
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Case Study – 294 Lots

35

year 3.year 1 to a
year 0 to

year 0.
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Case Study – 294 Lots

36 © Copyright 2026  B. Gardner.  All rights reserved.
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Case Study – 294 Lots
Appraiser DCF for 294 Residential Lots

Period 1 2 3 4 5 Total % Comments
Starting Inventory 294 231 174 117 60
Builders Lots 6 6
>0.50 AL Lot Sales Per Period 52 52 52 52 53 261
>0.75 AL Lot Sales Per Period 5 5 5 5 5 25 7 lot sales in year 5, not 5 sales
Ending Balance 231 174 117 60 2 292

Builders Lots at $36,000 216,000 0 0 0 0 216,000 36,000
>0.50 AL Lots at $43,500 2,262,000 2,329,860 2,399,756 2,471,748 2,545,901 12,009,266 43,500 Added 3% appreciation
>0.75 AL Lots at $60,000 300,000 309,000 318,270 327,818 337,653 1,592,741 60,000 Added 3% appreciation

Gross Revenue 2,778,000 2,638,860 2,718,026 2,799,567 2,883,554 13,818,007

Selling Expenses 133,344 126,665 130,465 134,379 138,411 663,264 4.80% No appreciation added
Admin and Overhead 27,780 26,389 27,180 27,996 28,836 138,180 1.00% No appreciation added
Operating 13,890 13,194 13,590 13,998 14,418 69,090 0.50% No appreciation added
ROI @ 7% 194,460 184,720 190,262 195,970 201,849 967,260 7.00% No appreciation added

Total Expenses 369,474 350,968 361,497 372,342 383,513 1,837,795

Net Income 2,408,526 2,287,892 2,356,528 2,427,224 2,500,042 11,980,212

Discount at  7.5% 93.023% 86.533% 80.496% 74.880% 69.656% 80.70212%

Present Value of Cash Flows 2,240,483 1,979,781 1,896,911 1,817,506 1,741,429 9,668,285
NPV per 

appraiser 9,659,351 8,934 Diff from rounding of expenses

37 © Copyright 2026  B. Gardner.  All rights reserved.
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Case Study – 294 Lots
Corrected DCF for 294 Residential Lots

Period 1 2 3 4 5 Total % Comments
Builders Lots at $36,000 216,000 0 0 0 0 216,000 36,000 No appreciation added

>0.50 AL Lots at $43,500 2,262,000 2,262,000 2,262,000 2,262,000 2,305,500 11,353,500 43,500 no correlation in inflation
>0.75 AL Lots at $60,000 300,000 300,000 300,000 300,000 420,000 1,620,000 60,000 and comp sales

Corrected Gross Revenue 2,778,000 2,562,000 2,562,000 2,562,000 2,725,500 13,189,500 -628,507
Difference due to no appreciation and  
corrected number lot sales

Selling Expenses 161,124 148,596 148,596 148,596 158,079 764,991 5.80%

Admin and Overhead 30,558 28,182 28,182 28,182 29,981 145,085 1.10%
Operating 16,668 15,372 15,372 15,372 16,353 79,137 0.60%
ROI @ 8% 222,240 204,960 204,960 204,960 218,040 1,055,160 8.00%

Corrected Total Expenses 430,590 397,110 397,110 397,110 422,453 2,044,373

Corrected Net Income 2,347,410 2,164,890 2,164,890 2,164,890 2,303,048 11,145,128

Discount at  7.5% 93.023% 86.533% 80.496% 74.880% 69.656% 80.70212%

PV of Corrected Cash Flows 2,183,631 1,873,344 1,742,650 1,621,070 1,604,211 8,994,354 (664,997)
Difference due to no appreciation and 
corrected math errors 

38 © Copyright 2026  B. Gardner.  All rights reserved.
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Case Study – 294 Lots

Per Part 365, supervisory limit on land development is 75%.

Question:
If bank lends 75% on $9.66 million appraised value (AV), then loan 
amount equals $7,245,000.  Correcting for mathematical errors 
(before considering other concerns) equals $9 million AV, then what 
does the loan-to-value (LTV) equal?

39
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Case Study – 294 Lots

Question:
If corrected AV is revised from 8% to a 10% discount rate, the 
adjusted AV is $8,458,000.  Now what does the LTV on the 
$7,245,000 loan equal? 

40
85.7%© Copyright 2026  B. Gardner.  All rights reserved.
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Case Study – 264 Lots

• Exam Treatment:  

o Classification  ____________________________________

o Non-Accrual  ____________________________________

o CECL Impairment  ________________________________

41 © Copyright 2026  B. Gardner.  All rights reserved.

You are all temporary bank examiners.
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Case Study

Case Study – Apartment Units 
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Income Appr Projected Actual
GI 2,047,000 1,109,000
OE 1,079,000 1,669,000
NOI 968,000 -560,000
Cap Rate 8.75% 10% - 14%
Vacancy 12% 17%
Unit Repair 60,000 200,000

Comp Appre
Comps #3 & #4 - REO #5 - Class A Apt
Adjustments -15% to +10% No Basis

43

Case Study – Apartments – Actual vs 
Projected

© Copyright 2026  B. Gardner.  All rights reserved.

Bank Interest                            48.1%

Other Loan Facts:

1) Delinquent
2) On Accrual
3) Rated Low Pass
4) Allocation is 1%
5) Checking Acct 

has $11,765
6) No Guarantee

44
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Case Study – Apartments – Actual vs Projected

44 © Copyright 2026  B. Gardner.  All rights reserved.
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• Exam Treatment:  

o Classification  ____________________________________

o Non-Accrual  ____________________________________

o CECL Impairment  ________________________________

45

Case Study – Apartments – Actual vs Projected

© Copyright 2026  B. Gardner.  All rights reserved.
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46

Case Study – Apartments – Actual vs Projected
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Market Value = Fair Value 1,440,000
Less:  Investors Premium -216,000

Less:  Costs to Sell -72,000
Adjusted Fair Value - Substandard 1,152,000

Loss 1,877,000

Market Value = Fair Value 1,440,000
Less:  Investors Premium -216,000

Less:  Costs to Sell -72,000,
Adjusted Fair Value - Substandard 1,152,000

Loss 1,877,000

47

Case Study – Apartments – Actual vs Projected
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Case Study

Case Study – Partially Complete Construction 

48 © Copyright 2026  B. Gardner.  All rights reserved.
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Case Study- Partially Complete Construction

• Partially complete CRE project, delayed construction due to permit issues, bad 
weather, and bad economy.

• $3 million remaining on $12.5 million line of credit (LOC) is enough to finish 
construction, and if completed, then it will have a $10 million “as complete” AV.

• Loan is current due to interest reserve, now depleted.
• Property will be completed in 4 to 6 months.
• Limited prospects for sales or leases today, but expect market to improve by the 

time the project is completed.
• Guarantor is strong based on current financial statements, but guarantee limited 

to 25% of LOC.

49 © Copyright 2026  B. Gardner.  All rights reserved.
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• Workout Terms
– Bank to advance $3 million on LOC to finish construction
– Guarantor will pay down $2.5 million, resulting in loan balance of $10 million 

with a 100% LTV
– Restructured loan extended for 2 years on IO basis at 1-month SOFR 

(3.64%) + 400 basis points (7.64%) with interest due monthly
– Guarantor will fund interest reserve for 12 months and has capacity to fund it 

for another 12 months
– Bank did not report restructured loan as impaired credit for Current 

Expected Credit Losses (CECL) purposes, kept it on accrual, and graded it 
as pass. 

50

Case Study- Partially Complete Construction

© Copyright 2026  B. Gardner.  All rights reserved.



51
aba.com   |   1-800-BANKERS

• Exam Treatment:  

o Classification  ____________________________________

o Non-Accrual  ____________________________________

o CECL Impairment  ________________________________

51

Case Study- Partially Complete Construction

© Copyright 2026  B. Gardner.  All rights reserved.
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Questions?

Suzy Gardner
(318) 265-7922
Suzy@Eval.com
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Disclaimer
The views expressed by any persons during this presentation are their own. Opinions 
expressed by a former Federal Deposit Insurance Corporation (FDIC) employee are 
those of the individual and do not necessarily reflect the view of the FDIC or any of its 
officials. Their appearance on the program does not imply an endorsement of them or 
any entity they represent.  

The information provided during this presentation is neither a legal interpretation nor 
an endorsement or recommendation by any entity.

© Copyright 2026  B. Gardner.  All rights reserved.

54
aba.com   |   1-800-BANKERS

Resources

Resources

54 © Copyright 2026  B. Gardner.  All rights reserved.
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Resources

• Non-Accrual Determination

• High Volatility Commercial Real Estate (HVCRE)

© Copyright 2026  B. Gardner.  All rights reserved.
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Non-accrual Determination
• When should you put an impaired loan on non-accrual?  
o GAAP does not provide specific guidance 

o Lenders generally should not recognize income unless it is realizable and 
earned

o The Instructions for Reports of Condition and Income permit the recording 
interest on impaired loans only if:
• there has been a sustained period of consecutive repayment performance 

and 
• collection under the revised terms is assessed as reasonably assured. 

56 © Copyright 2026  B. Gardner.  All rights reserved.
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No

Is payment of the contractual 
principal balance and/or interest in 
doubt (regardless of present 
delinquency status?

Is the loan maintained on a cash 
basis due to deterioration in the 
borrowers’ financial condition?

Yes No

Nonaccrual

Yes

NoYe
s

Yes

Nonaccrual

Nonaccrual Is principal or interest 90 
days or more past due?

Is loan well secured and in the 
process of collection?

No

Keep on Accrual

Keep on Accrual

Non-accrual Determination

Is an impaired loan
always required

to be on 
Nonaccrual?

If there
is a concern

about collecting
principal in full,
put the loan on

nonaccrual.

57 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE is a loan that primarily finances the Acquisition, Development, and 
Construction (ADC) and secured by real property, excluding a loan for: 
(i) one-to-four family residential properties or 
(ii) commercial real estate projects where: 

A. LTV ratio is less than or equal to the applicable maximum supervisory LTV ratio in the real estate 
lending standards of the agencies;  

B. Borrower has contributed capital to the project in the form of cash or unencumbered readily 
marketable assets (or has paid development expenses out-of-pocket) of at least 15 percent of 
the real estate’s appraised ‘‘as completed’’ value; and 

C. Borrower contributed the amount of capital required before the bank advances funds under the 
credit facility, and the capital contributed by the borrower or internally generated by the project is 
contractually required to remain in the project throughout the life of the project.

Revised definition of HVCRE* appropriately identifies exposures that are particularly 
susceptible to systematic risk.

*Interagency regulatory final rule effective April 1, 2020.  See at High Volatility Commercial Real Estate: Final Rule | OCC.

HVCRE

58 © Copyright 2026  B. Gardner.  All rights reserved.
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59

HVCRE

• HVCRE - subset of acquisition, development, or 
construction (ADC) loans and provide short-term 
financing to developers to purchase and develop 
commercial properties
o Risk and performance of an ADC loan is dependent on 

the initial estimate of the property’s valuation upon 
completion and on the amount of capital contributed by 
the borrower.

o HVCRE exposures are assigned a 150% risk weight 
rather than a 100% risk weight.

59 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE

Total ADC Loans
HVCRE

150%
Risk Weight

What is included in HVCRE?
Excluded if  the facility 
finances the following

= Less

ADC Loans Must 
Meet Certain Criteria 

One- to Four- 
Family Residential 

Properties

Secured by 
Properties for  

Agricultural Purposes

ADC Loans Meeting 
Certain Criteria

Many Community 
Development Loans

(see rule)

60 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE

Not 
HVCRE

LTV is less than 
supervisory or equal 

to supervisory 
maximum.

Borrower has contributed at 
least 15% of as completed  

appraised value in cash or 
unencumbered readily 

marketable assets.
Borrower contributed 
capital is contractually 

required to remain 
throughout the project 

life.

61 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE
• 15% Contribution Requirements

o To be exempt from HVCRE designation, a borrower must contribute 15% of the 
“as completed” market value (not the “as is” or the “as stabilized” market value) 
in:

• Cash or unencumbered marketable assets.

• Soft costs (development expenses) that contribute to project’s completion/value:

o Reasonable developer fees, leasing expenses, brokerage commissions, and management fees 
paid to third parties

o Site preparation, such as engineering and permitting.

o Contributions must be done before any funds advanced and need language in the 
agreement that the funds will remain in the project (NOT withdrawn) over the life 
of the project.

62 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE
• 15% Contribution Requirements Exclude:

o An upward change in the market value of land being developed,
o Unrelated real estate owned “free and clear” by the borrower,
o Purchasers’ deposits on units in a condominium project,
o Cash received as a grant from a nonprofit, municipality, state, or federal 

agency,
o Deferred developer’s profit, incurred overhead expenses, or interest or 

other holding fees paid or accrued on contributed land, and
o Proceeds from another loan provided by same bank that is financing the 

ADC project, or a second mortgage provided by another bank.

63 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE
Not HVCRE HVCRE

One- to four-family residential 
properties

ADC loan on shopping center with LTV 
above supervisory maximum

Loan to finance farmland and valued 
as such

ADC loan to construct office building 
where borrower has not contributed 

qualifying capital

Community development ADC project ADC loan to construct hotel where 
borrower-contributed capital is not 

held for life of project

64 © Copyright 2026  B. Gardner.  All rights reserved.
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HVCRE

No Grandfathering
Loans made prior to the 

implementation date of the 
regulation must be classified as 
HVCRE if they meet the criteria.  

Can a loan be grandfathered from HVCRE requirements?

65

Final rule includes a grandfathering provision, which will provide banking organizations with the option to maintain 
their current capital treatment for ADC loans originated on or after January 1, 2015, and before April 1, 2020. 
Banking organizations also will have the option to reevaluate any or all of their ADC loans originated on or after 
January 1, 2015, using the revised HVCRE exposure definition.
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HVCRE

When is HVCRE no longer HVCRE?

Designated as 
HVCRE loan at 

origination.  

Once a loan 
has converted 
to permanent 
financing, it is 

no longer 
HVCRE.
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HVCRE Decision Tree
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Questions?

Suzy Gardner
(318) 265-7922
Suzy@Eval.com
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