
McGowan: To me, it comes down to: Do the lenders have a viable tool, and will it be accepted
downstream? Is the investor community prepared to accept and take AVMs seriously? Everything that
goes along with that — validation testing and everything that lends credibility to that premise — is
supporting that overall goal of market acceptance.

Garcia: The OCC (Office of Comptroller of the Currency) and testing definitely cross paths. I think the
OCC will start paying more attention to validations and how they’re being conducted. Lenders need to 
be more aware of that. As they become more regulated from the top down, lenders will have to adhere
to those regulations. The way testing is conducted is very important.

Lenders must absolutely take note of any bulletins put out by the OCC. You see everything from OCC
2006-16, which stated how validations should take place, down to last year’s bulletin. They’re 
increasing the language as far as regulations go.

Fleming: There are two levels. One is that the industry is moving
from the single-AVM concept to cascades, which string together
AVMs. That results in a whole new model. In the framework of
regulatory compliance, the OCC model regulation documents what
kind of testing needs to be done. It’s not about testing the underlying 
AVMs of the cascade; it’s about testing the resulting cascade. That 
has its own performance metrics and way of working.
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Valuation roundtable, Part 1:
The forces shaping AVM strategy

To help readers gain a perspective on the current developments in valuation and AVM
practices, Real Estate Technology News and sister publication Valuation Review hosted
a recent roundtable of experts in the appraisal and risk technology industries.
Participants included Arturo Garcia, vice president of Platinum Data; Shawn
McGowan, CEO of Valocity; and Dr. Mark Fleming, chief economist with CoreLogic.

The discussion ranged from tips on AVM testing and long-term performance of AVM-
backed loans to dodging fraud, valuation shopping and innovation occurring in the
valuation and lending industry.

Let’s start by sketching out the current valuation landscape. What do you view as 
the top AVM priorities for lenders working with these tools — regulatory
compliance, testing, etc.?
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That being said, nothing moves out of the origination terminal unless the secondary market is going
to do something with it. Second mortgages and home equity lines are very frequently done with AVM
valuations. We’re seeing the very beginnings of a real push in first mortgage originations for things to 
happen. From a lender perspective, if you’re going to use a cascade, what you should be testing is 
the cascade itself and its performance metrics, not the AVM.

(Another challenge is) finding a way to move this up the channel, which is basically facilitated by the
secondary market. A Fitch paper came out recently that talked about what they would look for in the
usage of AVMs for first-mortgage originations and expanding the use of these tools from more than
just a QC operation. [For more on that story, see “Fitch policy change signifies greater AVM 
confidence.”]

Do you think regulators are becoming more accepting of or resistant to technology-based
valuation methods such as AVMs?

Fleming: They’re definitely becoming much more accepting. The world of 
mortgage finance is moving toward technology-based solutions. The advent of
automated underwriting in the mid-1990s has begun to push that concept. The
valuation is the next logical piece of the puzzle.

We’re looking for bottlenecks in the process of doing a loan transaction. The most 
obvious one in the mid-90s was the manual underwriting of loans. There’s no way 
we could have had a multi-trillion loan market over the last few years without the
use of automated underwriting technology. There wouldn’t be enough 
underwriters to do the loans.

The next bottleneck is that of the time, money and processing of appraisal. That’s not to say 
appraisals need to go away. They certainly won’t, just as underwriters didn’t disappear from the 
business. But using AVMs to facilitate that process and streamline it where appropriate is definitely
happening. Regulators, by necessity, have to respond to this and learn about the technology and
give good guidance.

Garcia: I completely agree. If you look at FICO scores as well, it only takes a little education on the
government’s side. 

McGowan: Because the technology of valuation is moving in line with the technology advances of
various other parts of the settlement service process, I don’t know that the regulators would have 
been the first to move on accepting this. I think the market is forcing the issue, and they are reacting.

What’s making it easier for them to react positively is the much better job that’s being done in terms 
of validating testing and being able to translate that into a meaningful understanding of the risk
associated with the product, particularly against a known such as the old 1004. Everyone understood
what the product was and the risk associated with it. Therefore, it was very easy to adopt it. I think
AVMs are moving in that direction.

Do you believe that lenders are becoming more sophisticated in their testing capabilities?
McGowan: I don’t know that I could generalize and say that lenders have made progress. I think the 
marketplace is getting better at providing testing capabilities, and the lenders are seeking out those
capabilities and getting more educated before making buying decisions.



www.retechnologynews.com

AS SEEN IN: Real Estate Technology News

Garcia: We see everything from the mom-and-pop shop all the way up to the big lenders. A lot of it
has to do with the resources available to their institutions. As a whole, I can’t generalize either, but we 
know there is more talk about testing. We are constantly asked, “What can you do for us in the testing 
field?” We consult with (clients) and give them some tools they can use within their organization to 
arrive at the best validation.

Fleming: The complexity or sophistication of testing runs the gamut from having little or no knowledge
of what to do with the technology to already being very sophisticated. It’s not correlated to size of 
institutions. Some institutions are just getting into it and need a lot of help understanding the basics.
One of the things about testing that always strikes me is the idea that we’re comparing an AVM and 
we can measure all of these statistics on how accurate it is. We compare it to this gold standard of the
appraisal, and this belief that the appraisal is perfect. In reality, all valuation methodologies — whether
it be the AVM or the various levels of field work that could be done — have error in the process. If you
ask an appraiser, (he’ll tell you) it’s not an exact point estimate; it could be a range of value. I think 
AVMs, to some extent, are given short shrift because they’re compared to this belief that we’re using 
something perfect. That thing is not really perfect. There are built-in errors and biases, which are very
costly from a risk perspective to lenders.

We don’t have any good data to show different levels of accuracy of appraisals. For one client we’re 
working with now, we’re trying to figure out how to study all the different valuation methodologies and 
levels of field work — including AVMs, full appraisals and everything in between — and decide the
optimal risk blend of these techniques. That’s pretty hard to do if you don’t have the details, the 
metrics, the performance and accuracy of the other valuation methods that you do on an AVM.

Is anyone looking at foreclosure rates in terms of AVMs vs. appraisals? And if so, how much of
the performance is attributed to the valuation methods used?

Fleming: In principle, it’s a nice idea. In many instances, there’s always an appraisal. Very few first-
mortgage loans are originated only with an AVM. The time will come when we’ll be able to study 
(performance) in a few years. There are a couple big lenders out there that have brought out first-
mortgage, AVM-only origination products. The performance of those loans against similar-credit-
characteristic loans — 700 FICO, 80 LTV — some with an appraisal, some with an AVM — when we
begin gathering that data over the next several years, we’ll begin to see those patterns. 

The GSEs have that kind of data to some extent or are able to study that. That’s why first-mortgage,
AVM-only business is often put in the highest credit risk categories — it protects you. If you don’t 
really know the difference in accuracy or likelihood of default and foreclosure of the different
techniques are, you put it in a space where you know it’s safe from a credit perspective and then 
slowly expand as you get more knowledge and understanding.

Garcia: I relate what Mark is saying to insured AVMs. The same thing is happening there. Only as the
market slows down will we know if insured AVMs will really take off or not. We’re starting to see a bit 
of a declining market. Based on that, we’ll see if insured AVMs will do the trick. 

Fleming:I’d love to see some claims rates on insured AVMs. Does anybody have any of that?

Garcia: Exactly, where are those claims?
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Real Estate Technology News, July 18, 2006

Valuation Roundtable Part 2: Staying ‘legal’
To help readers gain a perspective on the current developments in valuation and AVM practices, Real
Estate Technology News and sister publication Valuation Review hosted a recent roundtable of
experts in the appraisal and risk technology industries. Participants included Arturo Garcia, vice
president of Platinum Data; Shawn McGowan, CEO of Valocity; and Dr. Mark Fleming, chief
economist with CoreLogic.

Part 1 examined the forces shaping AVM strategy. In Part 2, the panelists honed in on fraud and the
dangers of value shopping.

We hear mixed reports on AVMs and their ability to detect fraud. What can lenders do to use
them more effectively as part of a fraud prevention strategy?

Fleming: At the mortgage fraud panel at PMC, one of my colleagues from Fannie Mae talked about
Fannie’s own AVM technology that it uses internally. He talked about whether we can successfully 
detect inflated appraisals over valuation fraud-based risk with the use of an AVM. The question is: Is it
the AVM that’s generating the answer or not? The basic problem is AVMs often generate lots of false 
positives. There’s a place for AVMs, but they have to be done in concert with collateral risk scoring 
and tools. Collateral scores in combination with AVMs get you a much solution for detecting fraud for
profit, the high-dollar-loss types of activity.

McGowan: If you step back and think about what could lead an AVM astray, it’s having it select data 
that’s fraudulent by its nature. The odds are, for all the reasons we’ve discussed, that that fraudulent 
transaction was backed up by a more traditional appraisal rather than an automated valuation.

So you have to be careful when looking at AVMs as a singular tool. Using them as part of a more
complete process makes a lot of sense because it leverages one of the strengths of the AVM — if the
data going into it is clean and there’s sufficient data, the only biases the algorithm will deal with are the 
biases that were built into the algorithm itself. It keeps the human aspect of it out of the question.

Garcia: A lot of times, originators are so anxious to fund loans that when they
can use an AVM to originate a loan, as long as the value works and the LTV is in
line, they’ll pass that on. But there’s some good data in some AVMs, as well. 
That, coupled with a strong platform that can generate other types of reports —
having a list of alerts that pertain to the subject property and let an underwriter
know that something might be wrong with a property. Yes, you have the AVM,
but you should look to other tools and reports out there that can alert you to what
might be happening with a subject property.

What are some good practices lenders can adopt to avoid the problem of "value shopping" —
either among their appraisers or within their AVM cascade?

Garcia: We deal with this a lot. Basically, you have to have the right tools and the right platform that
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gives as many administrative features as possible so that people coming up with those cascades or
AVMs their users will use are limited. That just requires the right technology, and that has eliminated
our clients’ ability to value-shop.

McGowan: Value shopping is certainly nothing new and certainly nothing specific
to AVMs. It was an unfortunate practice in the traditional environment, but it had
some self-regulating deterrents. The first was cost — you didn’t want to keep 
shopping at $300 an appraisal until you found the one you were looking for. The
second was time — it would take you a week to get the first one, and if you didn’t’ 
like it, it would take you another week.

The problem is different with AVMs because neither cost nor time is a deterrent.
Clients need to understand the risk associated with that practice. What they may
find is the road to ruin is now a superhighway and not a dirt road.

Fleming:That’s an excellent analogy. The fast and efficient use of AVMs allows you, in some cases, 
to hide over-valuation risk errors an AVM can generate. It allows you to run two or three. Before you
know it, you have the number you want, but you’ve exposed yourself to an awful lot of risk. From a 
technology perspective— and I think the regulators are especially concerned with this, in particular
the use of AVM cascades— it’s simple: One and only one. When you get that answer, you stop. The 
reason you design a cascade is to predetermine what your best choice will be and go with the answer
that best choice gives you until you rebuild that cascade.

One caveat to that might be a fixed rule like FICO scores. You get your score from each of the three
agencies. Rarely do lenders have a rule to pick the highest; it’s usually to take an average of the three 
or something like that. Or with an LTV on a purchase transaction, you have a sales price and an
appraisal. Usually the rules the lender uses to calculate the LTV for underwriting is the minimum of the
two. That’s the risk-conservative approach.

It can also be broadened not just within AVM, appraisal or 2055 exterior valuation classes. Obviously,
within a valuation class, you don’t want value shopping. You’re not going to get multiple appraisals or 
multiple AVMs. But even across valuation classes, you don’t set up logic to get an AVM, and if that 
doesn’t work try something else. You don’t try something else as you work your way up the hierarchy 
of valuation classes. There’s s a justification for doing it, which is you’re moving up to a class that will 
give you more information. In that sense, it’s probably OK, but you can’t overdo it. It then seems as if 
one is shopping for value.

The idea of running an AVM and then going to a full appraisal — the reason I would do that is I believe
the guy going into the house will enlighten the process with additional data and information that would
give me the value I need. That would be a justified approach.
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Real Estate Technology News, July 19, 2006

Valuation roundtable, Part 3:
Innovation and market consolidation

Real Estate Technology News and sister publication Valuation Review hosted a recent roundtable of
experts iTo help readers gain a perspective on the current developments in valuation and AVM
practices, Real Estate n the appraisal and risk technology industries. Participants included Arturo
Garcia, vice president of Platinum Data; Shawn McGowan, CEO of Valocity; and Dr. Mark Fleming,
chief economist with CoreLogic.

Part 1 examined the forces shaping AVM strategy. In Part 2, the panelists honed in on fraud and the
dangers of value shopping.

For Part 3, they delve into innovation occurring in the market, including the rise of hybrid valuation
methods, as well as the effects of a consolidating mortgage market.

Tell me how you see demand for AVMs and other appraisal alternatives such as hybrids
increasing among your lender clients over the next few years.

Garcia: Demand for AVMs is increasing in general. The hybrids, that will be more telling as time goes
on and the market shifts. We have to see what the investor requires. Do they require just a subject
property report with a photo, an inspection, etc.? AVM use will continue to rise as they become more
sophisticated and the data becomes better accessible by vendors.

McGowan: The hybrids bridge a gap that exists now in the market. If we could snap our fingers and
AVMs were the accepted benchmark for valuation, there are still questions associated with various
pieces of collateral that may only be answered by somebody going out and looking at a property. I
think it says that for all the progress being made, there are still supplemental services required. It
helps with the evolution of these products.

Mark made the comment that as various aspects of the mortgage lending industry has evolved to
technology processes, the valuation sector seems to be the one that still has a lot of manual
intervention. I think you’re going to see the natural migration of the valuation sector, where it’s 
possible and feasible. Where it’s not, you’re going to see the advent of supplemental services.

Fleming: Clearly, AVMs are going to increase in usage over the next few years, particularly as first-
mortgage origination lines of business pick up. To follow on what (McGowan) said, what we often
advocate is use of things like collateral risk scores to identify other kinds of conditions where maybe
you do need a gap product. If you have a midrange risk score from our HistoryPro net score or one of
the other scores out there, you can get the AVM but then go get that site inspection or photograph.

Another classic and extreme example is natural disasters. Someone asked me, “Should I be getting 
AVM done in Mississippi and Louisiana?” They asked the question three weeks after the hurricanes 
came through. To me, there’s an obvious answer to that question: You have to get someone on the 
ground to find out whether that house is still standing.

AVMs will get great adoption because we can understand the risk characteristics and we can model to
get statistics on them. There’s certainly a place for them within the process. The question will be: How 
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do we get our hands around the risk of an appraiser-assisted AVM versus a regular AVM or versus a
2055 exterior? Once we get all the risk metrics laid out for these different techniques, adoption will
happen very quickly.

Garcia: It’s very important to understand that every institution is different in how it looks at collateral 
risk. Scores may be different from one to another. A list of policies set in place that can span
underwriters, originators, etc. is well-suited for the institution. They’ll be following their own best 
practices. In essence, they can arrive at any score they want.

Tell us about some innovative uses you’ve seen of AVMs by appraisers. 

McGowan:We’re talking to appraisers every day. There are those that have embraced technology as 
a whole. Some of them will look at an AVM as a supplemental source of data. Others have said they’ll 
use it if they want to get a different opinion or perspective. But I don’t know that I’ve heard of one 
compelling reason, unless it was supplemental information to the analysis they’re working on.

Garcia:I’ve still to see an innovative product put out there. I’d imagine that any appraiser who comes 
up with a good idea as to how they can test AVMs in certain areas where they conduct their business
and use those AVMs in their day-to-day appraising work— that will be an innovative thing. But I’ve 
still to see it.

Fleming:Clearly, as a product to get them data, it’s a good thing. It would get them data and at least 
one unbiased value to consider for their appraisals. But ultimately, the reason we want appraisals is
the individuals have much more information at their disposal to come up with the final opinion of value.
That’s the key advantage they have — they can get inside the house, they can evaluate condition and
they potentially have a better understanding of local market conditions, particularly for the short time
frame leading up to the transaction.

In essence, I’m not sure I want to see the appraiser using AVMs too much. I want to see that good 
independent valuation done by the appraiser with all that additional information, unbiased by what an
AVM might have told them.

What do you think the consolidation among mortgage lenders means for the valuation
industry?

Fleming: Realistically, the view is that economies of scale make (lenders) more profitable. That
makes sense in an industry that’s technology-driven. You get economies of scale by using technology
and combining your operations together.

What it means is the policy making and decision making is maybe done at a more sophisticated level
in these larger institutions. The use of the AVM can be more broadly applied in a variety of ways in
these big institutions— portfolio management, QC, servicing is another big area— and not just
origination.

Many of these big lenders— the classic guys who’ve been acquiring smaller lenders — are very big
users of the technology at the moment.

Garcia: As these different entities merge, you also have a merging of policies. When you take
different policies from different institutions and you bring them into one, you hope the process become
more efficient.
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From the valuation standpoint, I’d imagine that’s a benefit because there will be more standardized 
valuation processes, whether it be origination, testing, appraisal review, etc.

McGowan: Consolation is the logical evolution of a marketplace that is transitioning from loans falling
from the trees to a time where the organic growth of market share is more and more challenging. The
way that you accelerate that growth may be through acquisition.

I think the points Mark and Arturo made are important, and particularly to a company like Valocity
because we consider ourselves the purveyor of solutions. Anybody can sell you a 1004 — we’re 
looking to provide valuation solutions to our clients. To do that, you have to understand the needs of
your clients.

One of the things that happens when two clients combine is that some of their needs are met by the
act of consolidation. You need to keep an eye on the resulting entity and how their needs may have
changed and how solutions may have to evolve to help those needs.

Real Estate Technology News, July 21, 2006

Valuation roundtable, Part 4:
Lender gives thumbs-up to insured AVMs

To cap off the four-part AVM and valuation roundtable, Real Estate Technology
News spoke with Aaron Brill, first vice president of operations at No Red Tape
Mortgage, a jumbo wholesale lender based in Sherman Oaks, Calif.

To prevent property and valuation fraud, No Red Tape is using several tools
including Interthinx and CoreLogic products, as well as eAppraiseIT for insured
AVMs. eAppraiseIT also handles the lender’s appraisal review program.

Confident with insured AVMs

Most of the AVMs the company uses are run by eAppraiseIT, including the Eagle Cert insured/
warranted AVM, which Brill said is delivering value for No Red Tape.

Some experts in the industry have express doubts about insured AVMs. For example, S&P’s Leslie 
Albergo told us in a recent interview, “If we were so confident with AVMs, would we need this 
insurance wrapping for extra coverage? At this time, there’s just not enough data out there to see the 
benefit (insurers) would give. My question to an insurer wrapping an AVM is, ‘How do you know what 
the price is? You must know what your risk is.’ If it’s zero, how much credit should it be providing to an 
RMBS (residential mortgage-backed security) transaction? It’s too early to see any claims rate.”

Brill acknowledged that the lack of claims history is No Red Tape’s number one concern for the 
products.

“They haven’t paid out too many claims. They’re starting to get a few now,” he said. “The reports we’re 
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getting back is that they are paying out. The question is will the insurers keep doing it once they see
how many claims they get per year when the market continues to soften and adjustable-rate and
option loans start readjusting. We’re going to see more of a foreclosure situation, and (accurate) 
values might not be there. We’re waiting to see how the insurers are going to take it, but it looks like 
this product is here to say.”

AVMs have been predicting value within 10 percent, which is standard for any URAR appraisals, he
said.

Most policies will pay up to $500,000 per claim, Brill added, depending on how much insurance the
lender buys. The average lender might buy $100,000 worth of coverage, but No Red Tape opts for
greater coverage due to the fact that it works with jumbo loans.

Brill is confident the Eagle Cert product will protect No Red Tape against fraud and any loss due to
valuation. Insured AVMs add an extra layer of security, he said.

“AVMs have been growing in the marketplace. Their reliability has improved significantly over the last 
several years,” he said, citing a recent report that Fitch has ceased automatically reducing valuations 
for loans backed with AVMs. [For more on that story, see “Fitch policy change signifies greater AVM 
confidence.”]

“I see warranted AVMs being a great tool in that you use the tool and you’re protected against loss. If 
the secondary market picks it up as an actual benefit, we might start seeing pricing improvements as
well as added protection,” Brill said. 

A “down” market

Like the other three panelists, Brill shared his opinions on how shrinking loan volumes might affect
valuation strategies.

He cited reports of an 11 percent drop in sales throughout the industry over the first few quarters of
2006— the industry as a whole will likely see a 15 to 20 percent drop in production for the year.

How does that change No Red Tape’s policies?

“The use of tools such as AVMs and others help us determine various forms of risk factors,” Brill said. 
“In these types of markets, there’s a tendency for more individuals to try to pad (values). In some 
cases, they feel the market is still appreciating greatly. It’s really not doing so at this time.

He said a “shock to the system” can occur when consumers try to sell or refinance their homes for 
amounts greater than they are actually worth. Valuation tools help No Red Tape avoid overvaluation
and appraisal fraud, he said.


