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MarkEt iNsight

I
n the current real estate crisis, mortgage loan servicers grapple with a large volume of 
foreclosures and short sales that need processing in a timely manner in order to prevent greater 
losses to the servicer and investor. One of the greatest challenges for mortgage servicers is 
properly valuing the current value of distressed properties in a rapidly changing, volatile 

market. Successfully addressing this challenge is essential to:

» Making good risk decisions and 
mitigating future losses

» Avoiding inaccurate and stale valuations 
that could lead to breakdowns in 
potential short sales

» Precluding mispriced REO listings 
» Preventing fraud

Ensuring an accurate valuation of distressed 
properties is also crucial for a number of policy 
reasons. For example, servicers need to assess 
current value when deciding to grant a borrower 
a principal reduction to “market value” or when 
calculating an accurate loan-to-value for a 
modification. Pinpointing as closely as possible 
the value estimate of each individual property is 
critical because the cumulative risk of valuation 
errors is just too great. 

Traditionally, the standard practice for 
valuing distressed properties involves ordering 
multiple broker price opinions (BPOs) 
at various points throughout the default 
management process because distressed 
properties may reflect above-average wear 
or property condition issues over time. 
Complications frequently arise when the 
servicer receives multiple BPOs, some of 
which fall outside specified tolerances, usually 
based on a comparison between the current 
BPO and the prior BPO in the servicer’s 
database. 

These complications can impact the 
perceived validity of BPOs. Most servicers 
no longer accept BPOs at face value for 
decisions impacting their own portfolios 
without additional independent perspective 
or validation. A large percentage of BPOs 
are reviewed manually prior to acceptance at 
substantial cost to the servicer. To streamline 
the review process and reduce costs, servicers 
recently began supplementing their BPO 
programs with new distressed automated 
valuation models (DAVMs) that are finely 
and specifically tuned for valuing distressed 
properties. 

Most valuation professionals say it’s 
nearly impossible to deliver accurate property 
values based on technology when seasoned 
professionals bring hands-on expertise. While 
AVMs have been around more than 20 years, in 
the past it’s been difficult for traditional AVM 
technology to outperform human real estate 
brokers and appraisers. 

The Need for Distressed AVMs 
Even though AVMs incorporate vast 

quantities of data, their accuracy for valuing 
distressed properties has historically been 
limited because they ignore both property-
specific and certain neighborhood dynamics. 
These shortcoming soften result in traditional 
AVMs overvaluing distressed properties. This 

tendancy is simply too problematic for most 
loan servicers to overlook in favor of AVM cost 
and speed advantages. 

However, the new class of DAVMs are 
designed to solve these historical shortcomings. 
The application of AVM technology to 
distressed properties is a new innovation 
brought about by the expanded availability of 
REO sales data, advancements in modeling 
techniques, availability of listing data for REO 
and retail properties, and new methods for 
identifying REO transactions. Coupled with 
satellite imagery, these tools now bridge the gap 
to high-quality automated distressed sales price 
estimates. 

Reconciling Value Differences 
While BPOs evaluate property condition, 

the inherent subjectivity in these valuations 
can present challenges. Two traditional BPOs 
can produce drastically different value opinions 
even if they are performed on the same day. 
Where there is a timing difference the servicer 
can’t know from the data provided whether 
the property value actually changed or if the 
second broker simply took a different approach. 
It’s recommended that servicers ask their BPO 
vendors which tools and process they use before 
the BPO is completed.

When values differ, servicers labor over the 
interpretation of this data in order to avoid costly 
mistakes based on valuation errors. Because 
properties are illiquid assets, trying to nail down 
an exact price is elusive. However, servicers grow 
weary of ordering multiple BPOs hoping that 
one will serve as tie-breaker or quality-control on 
another. While value range should be based on 

How do automated valuation 
models compare with the 
granular service of a BPO?
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property condition, uniqueness, heterogeneity of 
housing stock, and sales pace, in today’s market it 
is difficult to get a sense of the range using BPOs, 
a process that selects only a handful of comparable 
sales for analysis. 

Despite these challenges, a range of values 
can each be defended based on sound valuation 
practices, and DAVMs can assist. DAVMs are 
an objective, data-driven companion to BPOs 
that applies a consistent approach to valuing 
properties. DAVMs limit changes in value over 
time exclusively to changes in the market—not 
to changes in approach. DAVMs can also 
provide high-low value range confidence score 
and forecast standard deviation, so risk managers 
can understand the predictability of the DAVM 
valuation estimate, which can be useful in the 
review and reconciliation of multiple BPOs. 

Most servicers perform tests to determine 
DAVM predictability before implementation. 
In one test conducted by a large servicer, the 
DAVM value was compared to the original and 
reviewed BPO values. The purpose of the test was 
to determine whether the variance between the 
DAVM and the BPO was indicative of a need to 
adjust the BPO. The servicer found that, when the 
DAVM was inconsistent with the original BPO, 
the BPO was twice as likely to require review. 

The servicer amended its process to pull the 
DAVM at the time of each BPO order. Now, 
when the BPO and DAVM values are similar, 
the BPO is deemed “validated by market data” 
and no further reconciliation is required, saving 
the servicer $35 per manual review. When the 
BPO and AVM value are materially different, a 
reviewer uses the enhanced data on the DAVM 
to complete the review or escalate to a more 
comprehensive valuation product to determine 
the final opinion of market value.

Update Values Frequently 
As a matter of policy, most servicers require 

that property values on REO assets be updated 
every 90 to 120 days. Needless to say, these 
costs can add up quickly. Generally speaking, 
it’s not advisable for mortgage servicers to rely 
solely upon public data because its often aged 
nature can result in stale valuations, mispriced 
transactions, and missed opportunities for sales. 

DAVMs can assist in solving this problem. 
If a DAVM value is similar to the BPO value 
when both were first obtained, the DAVM can 
be used for value updates. Using the DAVM in 
this way saves both time and money. 

Updated pricing decisions can be made more 
quickly, allowing attention to be focused on 

other asset-management activities. After 90 days, 
there’s a potential for REO properties to have 
sustained damage or deterioration. For assets on 
the market an extended period of time, there’s a 
significant benefit to using AVM updates with 
a BPO or property condition report to identify 
specific damage. Servicers still save money but 
don’t eliminate eyes on the property to determine 
an accurate estimate of value. 

Uncover and Avoid Short Sale 
Fraud 

Short sale fraud is one of the fastest growing 
fraud types. In some cases, BPO valuations 
are purposely low-balled in order to enable 
fraudulent property flipping transactions. 
Freddie Mac warns lenders about a practice 
called “reverse staging”—where an individual 
manipulates the short sale listing price by 
making the house look more distressed than 
it really is, inflating repair estimates, or using 
similar tactics designed to obtain an artificially 
low home value on the BPO.

Using a DAVM to perform quality control 
on short sale listings can uncover real estate 
professionals who rig sales and hide higher 
offers from the servicer and the seller in order 
to turn around and flip the property for a profit. 
DAVMs cannot be manipulated or coerced into 
providing a higher or lower value depending 
on the circumstances. Therefore, DAVMs are 
often used as a comparison point against other 
traditional values or to settle disputes between 
two parties when opinions of value differ. In fact, 
servicers should ensure they engage only with 
BPO vendors that perform quality control on 
the BPO prior to the completion of the order.

Monitor Property Values From 
First Sign of Trouble

The lower cost of DAVMs makes it feasible 
for servicers to monitor property values from 
the first stage of delinquency, often the first 
sign of trouble—when the borrower misses the 
first payment. At this early stage, a DAVM 
can provide a fast, inexpensive companion to 
a BPO by determining likely REO value and 
identifying a subset of properties that will be 
good candidates for forbearance. 

Properties with the highest likelihood of 
severe loss will be identified early, providing the 
servicer with the best opportunity to efficiently 
mitigate severity. By combining automated tools 
with BPOs, both processing time and overall 
cost is significantly less than with the full BPO-
based procedure. There are also evaluation 

reports currently available that combine AVM, 
BPO, and an appraiser’s perspective that would 
be beneficial to use for higher-risk assets or 
transactions such as REO and properties under 
$1 million. 

Value a Distressed Portfolio 
Quickly and Efficiently 

In addition to valuing properties one at 
a time, DAVMs can be applied to entire 
portfolios for pool diligence or portfolio value 
updates. The expense of using multiple BPOs 
and appraisals to obtain each home’s value in 
a distressed portfolio is too high to make it a 
viable approach. 

A DAVM is a useful, low-cost alternative if 
the accuracy of the AVM is tested and known 
to the user. DAVMs simplify the process and 
provide a low-cost valuation for batch runs of 
distressed assets in servicing portfolios. Entire 
portfolios of thousands of distressed properties 
can be valued in seconds rather than days and 
the initial risk results of the DAVM can be 
used to determine which higher risk properties 
should have a BPO.

DAVMs Needed in Servicers’ Tool Kit
Clearly, better tools and technology have 

become necessary to mitigate default risks. 
The most advanced DAVMs leverage data 
from the multiple listing services and public 
records to deliver more accurate and reliable 
property values than other options in the 
market today. In addition, DAVMs enable 
streamlined quality control on BPOs, reduced 
costs, and faster turnaround times as a welcome 
companion or alternative to traditional 
valuations. 

This new capability makes it possible for 
mortgage loan servicers to make better, faster 
decisions to accept short sales, approve loan 
modifications, and avoid fraud. These faster 
decisions result in lower costs to banks and 
borrowers by helping them avoid the default 
fees they are sometimes charged. For these 
reasons, DAVMs need to be an option in every 
mortgage servicer’s tool kit. 

Jacqueline Doty is the VP of collateral strategy at 
CoreLogic, the largest provider of consumer, financial, 
and property information, representing 99 percent of 
all properties and 99.9 percent of the population. Doty 
and other thought leaders at CoreLogic have published 
extensive articles and white papers on the topic of 
AVM testing, recommendations, and applicable 
regulations which are available for financial services 
and real estate professionals. 
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