
CASE STUDY

Bank’s Win Scores Victory 
for All Lenders
A regional bank with a substantial fi rst mortgage 
and HELOC origination business had received 
three matters requiring attention (MRAs) from its 
regulatory agency. The MRAs focused on automated 
valuation model (AVM) validation and model 
management. The bank had closed its national 
mortgage-lending segment, which alleviated some 
of the problems but also created new ones. 

To clear the MRAs, the bank had to show that it 
was meeting all regulatory guidance on AVM use. 
Specifi cally, the bank had to show it was complying 
with the “Credit Risk Management Guidance for 
Home Equity Lending,” issued jointly by federal 
regulatory agencies in May 2005: 

“When AVMs are used to support evaluations 
or appraisals, the fi nancial institution should 
validate the models on a periodic basis to mitigate 
the potential valuation uncertainty in the model. 
As part of the validation process, the institution 
should document the validation’s analysis, 
assumptions, and conclusions… 

“Many AVM vendors, when providing a value, will 
also provide a “confi dence score” which usually 
relates to the accuracy of the value provided. 
Confi dence scores, however, come in many 
different formats and are calculated based on 
differing scoring systems. Financial institutions 
that use AVMs should have an understanding of how the model works as well as what the confi dence 
scores mean. Institutions should also establish the confi dence levels that are appropriate for the risk in 
a given transaction or group of transactions.”

Size Matters

Closing the national mortgage business and focusing on its core geography created a much smaller, 
more geographically concentrated loan origination business, which facilitated addressing the validation 
issues. However, this new focus signifi cantly reduced mortgage volume and available sales data that 
could be used for validation and analysis. With the mortgage crisis causing home sales to plummet and 
foreclosures, REOs and short sales to rise, the bank could not generate enough actual sales data to test 
AVMs in a statistically meaningful way. Even if sales data were available for purchase from an outside vendor, 

We recognize that small and midsize banks rarely have analytic 
resources dedicated to building and validating AVM preference 
tables that meet regulatory standards. This puts smaller banks at 
a competitive disadvantage against larger banks.



developing, maintaining and validating an AVM preference table would occupy scarce analytic resources deployed 
elsewhere within the organization. 

The MRAs needed to be cleared or they would be escalated to a higher enforcement action, most likely resulting 
in the suspension of AVM use for origination and account management. Other options, such as full appraisals and 
broker price opinions (BPOs) were unsatisfactory due to cost and processing delays. Higher costs would limit the 
bank’s ability to compete with larger, national banks, especially in the HELOC market. Eliminating AVMs would also 
reduce transparency into its portfolio and increase expenses for delinquency collections and foreclosure losses. 

Before deciding to remove AVMs and cascades from the valuation line-up, the newly hired risk manager called us and 
candidly discussed the issues the bank faced. The risk manager knew we maintained the largest public-record sales 
transaction database and had pioneered AVM cascade development, plus several of our models were in the bank’s 
current cascade. We had recently launched our GeoAVM™ Precision Cascade, as well, which featured nightly blind 
testing against our nationwide sales data repository. Satisfi ed that the risk manager could get the support needed to 
address the concerns voiced by the examiners, the bank switched AVM vendors and began working with our team to 
tackle the challenge of transitioning from a custom AVM preference table. 

Legitimate Regulatory Concerns

The examiners wanted to verify that AVM cascade data and modeling were sound and ensure that the bank staff truly 
understood the AVM modeling process. In essence, the federal regulatory agencies wanted to eliminate car-buyer 
mentality, where a bank purchases and “drives” an AVM cascade without understanding what lies under the hood, 
expecting and blindly trusting the vendor to keep gas in the tank and maintain the model in peak running condition. 

At a minimum, examiners want to verify the data sources and see a bank’s customized preference tables that determine 
the cascade order, along with validation test results showing that the bank routinely adjusts the underlying AVMs and 
preference table to maintain accuracy. When a bank uses an outside AVM vendor, the “Proposed Interagency Appraisal 
and Evaluation Guidelines” issued for comment in November 2008 require banks to: 

 ► Obtain relevant information about the data the model provider uses. Among other information, the institution 
should know the sources and types of data used in a model, frequency of updates, quality control performed on 
the data, and how data is obtained in states where public real estate sales data are not disclosed; 

 ► Demonstrate an understanding of the modeling techniques of its external AVM providers. An institution should 
understand the inherent strengths and weaknesses of different model types (hedonic, index, and blended) as well 
as how a particular model or multiple AVMs perform for different properties; 

 ► Evaluate the model provider’s confi dence score and determine its usefulness in assessing the model’s reliability in 
determining market values for different properties; and 

 ► Ascertain which model(s) provide the most credible values for an institution’s lending activities. 

The proposed guidelines go on to state several points a bank must satisfy in establishing AVM practices, including: 

 ► Establish standards and procedures for model validation testing and monitoring; and 

 ► Adopt criteria that includes establishing standards and procedures for validation testing, for the use of multiple 
AVMs (sometimes referred to as a cascade or waterfall) to ensure that results are credible. 

Because we perform daily updates on data collected from public records and credible proprietary sources that 
cover 99 percent of the U.S. population, the bank had no problem satisfying the data source requirement. The risk 
manager had a fi rm grasp of AVM modeling theory, as well. The regulators required additional support because a 
single vendor produced the GeoAVM Precision cascade model, as well as the AVMs it uses. We completed all of these 
steps using our market-leading property records database, and then supported the regulator’s requirement that the 
bank perform independent validation of each AVM as well as the cascade. At the risk manager’s discretion, we provided 
individual AVM and cascade results on test fi les provided by the bank. The risk manager was able to use this data to 
independently verify the results provided by us. 



Meeting Examiners’ Requests, and Then Some 

Knowing the signifi cant investment we make in our proprietary AVMs and cascade approach, the bank expected 
us to refuse to divulge this level of detail. But we understood and agreed with the regulator’s goal of ensuring 
appropriate knowledge of AVMs. As the original AVM cascade vendor, we have seen AVMs and cascades that can 
produce consistently accurate valuations — and we’ve seen AVM solutions that don’t. Stale data, poorly constructed 
AVMs, subpar cascade design, and inappropriate AVM use limit the effi cacy of collateral risk management. High 
standards and rigorous testing strengthen AVM and cascade legitimacy, ensuring that the technology supports sound 
banking practices. And we honestly believe that we have the best valuation solutions in the market, so client testing 
only supports our internal business goals. For all of these reasons, we agreed to provide the bank the reporting and 
information they requested. But we didn’t stop there. 

We recognize that small and midsize banks rarely have analytic resources dedicated to building and validating AVM 
preference tables that meet regulatory standards. This puts smaller banks at a competitive disadvantage against larger 
banks. As a third-party vendor, we want to help all our customers compete on a level playing fi eld by providing the 
AVM and cascade solution they need to meet regulatory requirements. With our client’s help, we leveraged what we 
learned from this situation to create AVM solutions that can support other banks as they strive to implement an AVM 
solution acceptable to regulators.

Stepping Up to the Challenge

When the risk manager presented the bank’s challenge, we felt we could help make the case that lenders of all sizes 
could use AVM cascades with confi dence in the values returned. We had recently introduced our GeoAVM Precision 
Cascade using four proprietary AVMs, conditional preferencing, nightly blind testing, continuous AVM and cascade 
refi nement, and quarterly reporting. It was scoring higher on hit rate and accuracy than any single AVM or cascade 
that we could see, but we tightened up the model even further to meet the rigorous standards the bank required to 
close the looming MRAs. Since all valuations fall along a bell-shaped curve, we tightened the parameters to restrict 
the tails on either end and reduce the number of outliers. We ensured that a statistically signifi cant number of 
observations supported each cascade rule, and created detailed reporting of the cascade performance. In doing so, we 
refi ned GeoAVM Precision to address interagency guideline requirements for lenders who intend to use our cascade 
in lieu of appraisals for funding decisions. 

Many of the ideas and technology systems behind the GeoAVM Precision Cascade were unprecedented, so we agreed 
to speak with the bank’s examiners directly and explain our approach, including our data sources, validation testing, 
and conditional preferencing. In addition, we provided the bank with preference table data so the bank could 
independently validate AVM and cascade accuracy. 

A Giant Leap for All Banks 

Through the collaborative partnership we developed with the bank, we arrived at a solution that met both the 
bank’s and the regulator’s expectations. The regulator removed the MRAs, as the bank was able to demonstrate 
knowledgeable model use and proper execution of validation programs. We delivered the data and technology that 
the bank was able to use in performing regulatory-compliant validation testing. The MRAs heightened the urgency of 
demonstrating that a bank with a good understanding of the AVM modeling process and the willingness to perform 
validation testing can use a third-party product like GeoAVM Precision to value properties in compliance with 
regulatory standards. When the regulatory agency closed the MRAs, the risk manager scored a major victory for one 
bank that lenders nationwide can celebrate.
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