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Continuing Education (CE) Credit
Recertification Credit forms for CE credit can be collected from

the Registration Desk on Thursday.

Housekeeping

The conference proceedings will be
available approximately 8 weeks after

the conference.
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What is an AVM?

The Appraisal
of Real Estate

automated valuation model
(AVIV1)

Computer software that
queries property and market
data, analyzes comparable
property and market informa-
tion to assign a value or
range of values to a particular
property, or generates metrics
applicable to assessing the
credibility of valuation-related
statements or conclusions.

Copyright © 2017 Appraisal Institute. All rights reserved. Published in the United States of America. No part of this publication may be reproduced, stored in a retrieval
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What is an AVM?

Automated
* No human judgment involved

Valuation
 Estimates a property value

Model
* A small representation or copy
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Advantages of AVMs

* Quick
* |nexpensive
 Widely accessible

* No special training
required
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Disadvantages of AVM

 Data may be inaccurate

e (Cannot factorin
property’s physical
attributes

 Appraisal still required

PROPERTY
VALUE

MPROVEM
Conp|TioN

i
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Technology, Data and the Valuer

“A key element is the interface wit
optimizing the human brain’s a

N machines, and
oility to identify

patterns with the computer’s a
reuse algorithms. (The analyst ne

nility to run and
eds to understand

the throughput, but not the details of the
mathematics or programming).”

- George Dell, MAI, S

RA
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AVMs vs. Appraisals
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AVM vs. Appraisals

e AVMs are NOT appraisals

e C(Clear difference in quality

Copyright © 2017 Appraisal Institute. All rights reserved. Published in the United States of America. No part of this publication may be reproduced, stored in a retrieval
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Advantages of Appraisals

e More credible

 Rely on physical
Inspection

* Requires trained experts

o valuation professional
organizations’
designations
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Use of an AVM

Professional Standards and the Use of an AVM

According to Advisory Opinion 18 of the Uniform Standards of Professional Appraisal Practice: Use of an
Automated Valuation Model (AVM), an appraiser should be able to answer affirmatively to the following
questions before deciding to use an AVM in an appraisal or appraisal review assignment:

1. Does the appraiser have a basic understanding of how the AVM works?

2. Can the appraiser use the AVM properly?

3. Are the AVM and the data it uses appropriate given the intended use of assignment results?
4. Is the AVM output credible?

5. Is the AVM output sufficiently reliable for use in the assignment?

Source: The Appraisal of Real Estate, 14t Edition

Copyright © 2017 Appraisal Institute. All rights reserved. Published in the United States of America. No part of this publication may be reproduced, stored in a retrieval
system, or transmitted in any form or by any means, electronic, mechanical, photocopy, recording or otherwise, without the prior written consent of the publisher.
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Data> Information> Knowledge> Decision

 The ultimate solution includes the best of
AVMs and appraiser elements
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What is the Valuation Process?

Data >
Information >
Knowledge >
Decision V
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Quality Results

Right data >
Right analytical model >
Good interpretation >
Appropriate communication
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Broker Price Opinions
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What is a BPO?

* A price opinion
developed by a real
estate agent or broker

Source: The Dictionary of Real Estate Appraisal, 6" Edition
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When Could a BPO Be Used?

e Potential foreclosures

FORECLOSURE NOTICE
e Real estate-owned

YO
;Ayl;E IN DANGER OF LOSING YOUR PROPERTY
a S S ets U DO NOT TAKE ACTION IMMEDIATELY

This notice is abou &
t your mort \
Street address; 8age loan on your Property at:
The amount you would have\hadTo_p;a:J"S\ City: =
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BPOs Should Not Be Used in Lending Decisions

* Inherent conflict of interest
e Largely unregulated
 Undermines banking system
* |ncreasing risk

Copyright © 2017 Appraisal Institute. All rights reserved. Published in the United States of America. No part of this publication may be reproduced, stored in a retrieval
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The Role of AVMs and BPOs

 Supplements, not
replacements

 Cannot replace appraisals

e Appraisals are “gold
standard”

Copyright © 2017 Appraisal Institute. All rights reserved. Published in the United States of America. No part of this publication may be reproduced, stored in a retrieval
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Appraisal Use

 Appraisals are required
for real estate financial
transactions

* 12 exceptions

Copyright © 2017 Appraisal Institute. All rights reserved. Published in the United States of America. No part of this publication may be reproduced, stored in a retrieval
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What Answer Do We Seek?

PROBLEM:
and —Scope of work
a statistical solution

DATA:
experimental or
observational?

Characterize
a population

Predict or
characterize
?

Are
all the data

available
?

Predict or forecast

toa Draw a
new case Representative

YES sample
l v \ 4

NO

Use Use Use
predictive descriptive inferential
methods statistics statistics
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What Answer Do We Seek?

PROBLEM: F/'/—:S?‘-:
and —Scope of work D I
a statistical solution elineate a
market segment

DATA:
experimental or
observational?

Characterize
a population

Predict or
characterize
?

Are
all the data
available

Use
descriptive
statistics
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What Answer Do We Seek?

PROBLEM:
and —Scope of work
a statistical solution

DATA:
experimental or
observational?

Predict or

characterize
>

Predict or forecast

to a
new case

Second: l

Position the subject Use
property in that predictive
market segment methods
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Evaluations

When appraisals are exempted, evaluations are required

* May be prepared by appraisers

e AVMS and BPOs don’t .

meet definition ﬁQ}\

* Scope of work exceeds Evaluation "?‘
AVMs and BPOs . ANSIESSS

_—
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Evaluations

 Frequently used in the market

 Estimated four evaluations per appraisal

e Used inloan renewal, |
refinancing w

* USPAP obligations v @i{*,\
Evaluation ‘lﬁ

 Creates complications for

appraisers /

e Double standards
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Advantages of Appraisals

 Trained and licensed
appraisal professions ‘! )*‘I
: e |
* Physical inspection /A
of property

e Uses recent data and
statistics

 Well-regulated industry
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In Conclusion

There’s a place for AVMs and
BPOs/Evaluations, but ...

* Appraisals more credible

o Unbiased and impartial

o Based on physical
examination and current
information

e Provide lender confidence
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