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Valuation methods
In the UK, real estate appraisal, or property valuation, is regulated by the RICS, which publishes the Red Book. The Red Book takes a more subtle approach to valuation than the three approaches to appraisal outlined above. The Red Book recognises five methods of valuation:

(1) Comparable method. Used for most types of property where there is good evidence of previous sales. This is analogous to the sales comparison approach outlined above. 

(2) Investment/income method. Used for most commercial (and residential) property that is producing future cash flows through the letting of the property. If the current rental value and the passing income are known, as well as the market-determined equivalent yield, then the property value can be determined by means of a simple model. Note that this method is really a comparison method, since the main variables are determined in the market. In standard US practice, however, the closely related capitalising of NOI is confounded with the DCF method under the general classification of the income capitalization approach (see above). 

(3) Accounts/profits method. Used for trading properties where evidence of rates is slight, such as hotels, restaurants and old-age homes. A three-year average of operating income (derived from the profit and loss or income statement) is capitalised using an appropriate yield. Since any income stream can be simulated by an appropriate choice of yield, this method is comparable to DCF (see above). Note that since the variables used are inherent to the property and are not market-derived, the resulting value is value-in-use and not market value. 

(4) Development/residual method. Used for properties ripe for development or redevelopment or for bare land only. 

(5) Contractor's/cost method. Used for only those properties not bought and sold on the market. Both the development/residual method and the contractor's/cost method would be grouped in the US under the cost approach (see above). 

 

Automated valuation models
Automated valuation models (AVMs) are growing in acceptance. These rely on statistical models such as multiple regression analysis and geographic information systems (GIS).[5] While AVMs can be quite accurate, particularly when used in a very homogeneous area, there is also evidence that AVMs are not accurate in other instances such as when they are used in rural areas, or when the appraised property does not conform well to the neighborhood.

This is most evident where there is a renewal or "revitalization" of a particular area or neighborhood. There can exist within a single city block homes that are in poor condition to homes that have been completely rehabilitated and are in good to excellent condition. The differential of sales prices can be demonstrated to be from 50% to 125%. This can lead to an inaccurate model. In San Francisco, California, something like half of price can be predicted using readily quantified measures and a multiple regression (MRA) AVM. In suburban Redwood City, California, by contrast, over 90% of price can normally be captured. Extreme caution should be exercised when relying on AVMs, especially if the user is unfamiliar with modeling and the math.

Because of the limitations, AVMs have begun to fall out of favor with many lenders but are widely used in other appraisal problems such as mass appraisals for ad valorem real estate tax purposes. One of the problems of using AVMs for lending purposes is control of inputs and results. Everyone in the loan origination process is interested in some way in making the loan. Modifying the inputs (boundary of comparable search, even size of building) to create a favorable answer is a mighty temptation. Even foreclosure is unlikely to result in regret if the mortgage has been securitized and the originator gets paid to service the loans in the package. In property tax assessment, by contrast, there are contesting interests and a quasi-legal dispute resolution process. The assessor, arguably, wants assessments as high as defensibly possible. The taxpayers, clearly, want their assessments low. Disputes are normally adjudicated in assessment appeal. The county assessor is frequently an elected office. The contest of interests tends to refine the accuracy of the valuation results.

 

 USPAP
In the United States, the rules of real estate appraisal are codified in the Uniform Standards of Professional Appraisal Practice (USPAP)developed by the Appraisal Standards Board (ASB) which is authorized by Congress as the source of appraisal standards. USPAP guidelines set standards for real estate appraisal practice in the United States. USPAP was developed after the Savings and Loan scandal of the late 1980s when real estate appraisal in almost all states was an unregulated industry. Government regulations such as the Financial Institutions Reform, Recovery and Enforcement Act of 1989 (FIRREA) called for stricter guidelines on the appraisal industry. USPAP was developed to protect the public from unethical and incompetent appraisers. The core framework of USPAP was developed by a committee representing the eight leading appraisal organizations in the U.S. plus the Appraisal Institute of Canada. USPAP continues to be updated every two years by the ASB.

In the US, the appraisal licensing of individuals is left to the states. Standards for licensure are promulgated by the Appraisal Qualifications Board, a sister-organization to the ASB. However all appraisals for a "Federally Related Transaction" must be performed by an appraiser with the appropriate type of license, and conform to USPAP. The individual states decide if licensing is required for other types of appraisals.

 

 Professional Organizations
The largest and most influential professional organization of real estate appraisers in America is the Appraisal Institute, It was formed in from the merger of the American Institute of Real Estate Appraisers and the Society of Real Estate Appraisers. Founded along with others in the 1930's, the two organizations merged in the 1990's to form the Appraisal Institute (AI). The AI awards two professional designations: "SRA", to designated residential appraisers, and MAI, to designated commercial appraisers. Both of these designations require a significant level of practitioner education, experience, and apprenticeship.

Other leading appraisal organizations, include the American Society of Appraisers, National Association of Independent Fee Appraisers, and the National Association of Master Appraisers, which were also founding sponsor-members of the Appraisal Foundation.[6] In recent years, the Royal Institution of Chartered Surveyors (RICS) has become highly regarded in the U.S., and has formed a collaboration with the Counselors of Real Estate, a division of the National Association of Realtors. RICS, which is headquartered in the U.K., operates on a global scale. The Real Estate Counseling Group of America is a small group of the top appraisers and real estate analysts in the U.S. who author a disproportionately large body of appraisal methodology. One of the leading Real Estate Appraisal companies in New York State is Special Appraisal, you can visit them at www.seaehomes.com
The various U.S. and international professional organizations have started collaborating in recent years toward the development of international valuation standards which will facilitate global real estate appraisal, a much-needed adjunct to real estate investment portfolios which transcend national boundaries.

 

