Mortgage Risk Assessment Corporation's:
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Home Price Indexes
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        Introduction

Mortgage Risk calculates its Home Price Indexes (HPI's) from a comprehensive database of monthly sales information on nearly 40 million residential properties spread across 375 counties in 41 states. This database generally contains actual sales transactions (up to 20 years) used to calculate HPI's using repeat sales methodology.

The repeat sales method uses pairs of sales transactions of the same property to measure the actual percent change in home value. An index is constructed by statistically adding up and averaging all such changes in a particular price tier and geographic area by property type. The index values assume average property condition and renovations. Price Tier Defintions are defined later in this document. The indexes are based at 1985 = 100 (or the start of the index if history doesn't extend back to 1985). The following chart shows an example for Orange County, CA.
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The indexes can be used to estimate the current value of individual properties by calculating the percent change in the index from the prior sale date to the present and adjusting the prior sale amount by the percentage change in the index values. 

The results are most applicable for a mortgage pool or portfolio. Some individual properties will be overvalued and others undervalued, but the total value will be correct within a small statistical tolerance. The indexes, therefore, are useful for marking a portfolio to market, identyfying groups of mortgages that could be troublesome, or estimating recoveries from foreclosures.
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        Index Construction

Indexes are constructed from single family residential repeat sales. Repeat sales with less than one year between sale dates are not used and five percent of the data with the highest monthly increases or decreases are also not used. The indexes are provided at the following aggregate levels. All seven will have an associated set of up to 10 index levels that can be applied to a given property:
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Each Aggregate level is further divided into 5 groups of indexes:
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Groups 1 through 4 in aggregate levels A, B, C and E are used for standard evaluations. The other levels are provided for specialized use such as trend analysis or marketing, they can be used for evaluation purposes but confidence scores are unavailable and the large increase in system resources typically produces only a small increase in accuracy. 
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Index Construction 

The 4 Regions and 9 Sub-Regions are graphically represented below.
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       Indexes For Non - Disclosure States

Alaska, Indiana, Missouri, Mississippi, Utah and Texas do not allow the distribution of home sale price on public records data and this prohibits the use of strict repeat sales methodology to produce indexes. Mortgage Risk produces surrogate sale prices for the properties by first computing median LTV's at the county and year level, and then using that LTV to compute a sales price based on the mortgage amount for each property. The median loan amounts are computed from our property database.

This methodology produces a statistically sound index. The charts below illustrate the Home Price Indexes for the four price tiers in Dallas Texas. 
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        Distress Values
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Because current property values calculated using Mortgage Risk's Home Price Indexes are based on a statistical methodology, there is a range of possible actual values for each property. For example, the estimated values for properties that have been significantly renovated will tend to be low. Conversely, if properties have not been well maintained, the estimated values will tend to be too high.

In a randomly selected pool of mortgages, there would be no additional information to use to know whether the estimated value would be likely to be too low or too high. However, in a sub-pool of non-performing mortgages, it's likely that financially strapped homeowners have deferred maintenance in the past. And if the foreclosure process proceeds to REO, there's a significant chance of severely impaired property values due to improper maintenance, vandalism, removal of lighting and plumbing fixtures or other scavenging activities.

To measure property values in these situations, Mortgage Risk developed "distress values" as alternative estimates. Distress value estimates are derived from the measured volatility in housing prices in the appropriate price tier and geographic area ( 3 standard deviations from the computed HPI value ), recognizing that values of delinquent or foreclosed properties are more likely to come from the lower part of the normal distribution of market value estimates.

Research shows that Mortgage Risk's distress values are most comparable to "as is, quick sale BPO's" (broker price opinion) and it's market values to "as repaired, normal marketing BPO's”. The following charts show the standard deviations in housing prices in Orange county for the 4 price tiers.
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 Confidence Scores
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Confidence scores indicate the probability that the estimated value is within (10% of the actual value. The higher the score the more reliable the estimate. A score of 90 means that 90 out of 100 observations from the same price tier and geographic area would be expected to have an error of less than 10%. The scores are computed using a regression polynomial supplied by Mortgage Risk, regression coefficients for zip code, county and sub-region indexes, and four variables that describe the specific property that's being evaluated. The four variables are:

1. Number of months between sale date and evaluation date.

2. Percentage difference between the Sale price and the median price for that month in that geographic area.

3. Number of observations used to compute the index on the evaluation date.

4. Standard Deviation of the errors of the index observations on the evaluation date.

The confidence scores provide a method to make cost-effective decisions regarding the use of BPO's, mailing lists, etc. 

Error distributions within score ranges and score distributions by state are available elsewhere in this document.
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         Error Distributions

The following charts show the typical error distributions for the indicated confidence score  ranges. The distributions vary only slightly from county to county.
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         Score Distributions


The following table shows the percentage of observations that fall into each of the score ranges for each of the three index levels, zip code, county and region.

	
	ZIP CODE INDEXES
	COUNTY INDEXES
	REGIONAL INDEXES

	
	Score Ranges
	
	Score Ranges
	
	Score Ranges

	State
	Number   of

Obs
	50

-

60
	60

-

70
	70

-

80
	80

-

90
	90

-

100
	Number   of

Obs
	50

-

60
	60

-

70
	70

-

80
	80

-

90
	90

-

100
	Number   of

Obs
	50

-

60
	60

-

70
	70

-

80
	80

-

90
	90

-

100

	AL
	   20769
	20
	21
	20
	13
	10
	   21093
	30
	21
	14
	 7
	 4
	   25925
	25
	19
	13
	 6
	 2

	AK
	    1551
	19
	15
	17
	 9
	 7
	    1609
	28
	24
	12
	 4
	 6
	    3405
	 4
	 1
	 0
	 0
	 0

	AZ
	  416918
	27
	26
	18
	 7
	 2
	 417590
	30
	23
	12
	 2
	 0
	 433207
	19
	12
	 4
	 1
	 0

	AR
	    4700
	16
	16
	16
	14
	10
	    4913
	22
	19
	17
	 8
	 3
	    8362
	13
	 8
	 5
	 2
	 0

	CA
	 1583452
	22
	20
	14
	 7
	 3
	1589291
	24
	16
	 8
	 2
	 0
	1703683
	20
	 7
	 2
	 0
	 0

	CO
	  323851
	20
	23
	22
	14
	 5
	  324685
	22
	24
	20
	10
	 2
	  353718
	27
	23
	14
	 3
	 0

	CT
	   58645
	22
	20
	15
	 8
	 6
	   60425
	30
	16
	 6
	 1
	 0
	   68275
	19
	 5
	 1
	 0
	 0

	DE
	   35763
	24
	23
	20
	10
	 4
	   35926
	34
	28
	16
	 3
	 0
	   38786
	25
	 8
	 1
	 0
	 0

	DC
	   12928
	25
	14
	 6
	 2
	 2
	   13043
	14
	 3
	 1
	 0
	 0
	   18504
	 0
	 0
	 0
	 0
	 0

	FL
	 1382112
	28
	19
	10
	 4
	 2
	1386008
	29
	13
	 3
	 0
	 0
	1481430
	17
	 5
	 1
	 0
	 0

	GA
	  219921
	22
	25
	22
	12
	 4
	  220676
	27
	24
	17
	 9
	 2
	  242382
	25
	16
	 7
	 2
	 0

	HI
	   19724
	20
	17
	12
	 5
	 3
	   19736
	25
	11
	 3
	 1
	 0
	   20554
	 2
	 0
	 0
	 0
	 0

	IL
	  406923
	23
	23
	19
	11
	 4
	  408729
	26
	23
	13
	 5
	 0
	  439981
	28
	19
	 7
	 2
	 0

	IN
	   16168
	25
	15
	 7
	 3
	 2
	   17141
	22
	 6
	 2
	 1
	 0
	   30476
	 7
	 1
	 0
	 0
	 0

	IA
	    2941
	15
	17
	19
	17
	18
	    3011
	18
	22
	22
	17
	 9
	    5819
	43
	16
	 6
	 2
	 1

	KY
	   31994
	15
	20
	22
	19
	15
	   32130
	22
	22
	22
	16
	 7
	   44598
	31
	21
	14
	 6
	 2

	LA
	   19218
	23
	20
	14
	 9
	 6
	   19584
	31
	16
	10
	 5
	 2
	   32794
	21
	 9
	 4
	 1
	 0

	MD
	  196757
	17
	22
	24
	16
	 7
	  197945
	20
	30
	25
	 8
	 1
	  259532
	30
	13
	 5
	 1
	 0

	MA
	  112397
	18
	16
	12
	 7
	 5
	  115091
	23
	12
	 4
	 1
	 0
	  135814
	15
	 4
	 1
	 0
	 0

	MI
	   97778
	22
	19
	15
	10
	 5
	   99222
	24
	18
	13
	 6
	 1
	  126159
	24
	15
	 7
	 2
	 0

	MN
	   42561
	19
	16
	15
	14
	11
	   43369
	14
	14
	15
	10
	 5
	   61129
	16
	14
	11
	 6
	 2

	MS
	    1965
	10
	 3
	 3
	 1
	 1
	    1967
	 4
	 2
	 1
	 0
	 0
	    3471
	 1
	 0
	 0
	 0
	 0

	MO
	   29494
	23
	12
	 5
	 2
	 1
	   29959
	12
	 3
	 1
	 0
	 0
	   35315
	 7
	 1
	 0
	 0
	 0

	NE
	   13179
	 8
	13
	19
	27
	29
	   13405
	 8
	15
	26
	31
	17
	   22009
	21
	29
	20
	11
	 4

	NV
	   49024
	27
	21
	14
	 7
	 3
	   49322
	36
	20
	10
	 4
	 0
	   64919
	10
	 3
	 1
	 0
	 0

	NH
	    6661
	16
	12
	 7
	 5
	 5
	    6967
	16
	 6
	 2
	 1
	 1
	    9217
	 7
	 2
	 1
	 0
	 0

	NJ
	  380152
	25
	22
	16
	 8
	 4
	  382813
	33
	18
	 8
	 2
	 0
	  450770
	25
	 6
	 1
	 0
	 0

	NY
	  251445
	21
	15
	 9
	 4
	 3
	  255469
	20
	 6
	 2
	 1
	 0
	  305558
	 8
	 1
	 0
	 0
	 0

	NC
	   73968
	11
	17
	23
	24
	17
	   74600
	15
	23
	26
	20
	 8
	   88309
	35
	21
	11
	 4
	 1

	OH
	  278150
	18
	21
	21
	17
	10
	  281701
	23
	23
	19
	13
	 4
	  351532
	20
	14
	11
	 6
	 2

	OK
	   25933
	18
	22
	22
	16
	 8
	   26308
	28
	26
	21
	10
	 2
	   35753
	28
	17
	 8
	 2
	 0

	PA
	  166610
	22
	22
	18
	11
	 6
	  168936
	31
	23
	13
	 3
	 1
	  211313
	11
	 4
	 1
	 0
	 0

	SC
	   18572
	16
	20
	22
	18
	13
	   18948
	23
	24
	23
	14
	 6
	   30644
	34
	19
	11
	 3
	 0

	TN
	  106777
	19
	21
	21
	16
	 9
	  107630
	23
	25
	21
	10
	 3
	  128611
	23
	19
	13
	 7
	 2

	TX
	  150708
	26
	16
	 8
	 3
	 2
	  152568
	16
	 5
	 1
	 0
	 0
	  174139
	 5
	 1
	 0
	 0
	 0

	UT
	   23359
	25
	14
	 6
	 2
	 1
	   23644
	18
	 4
	 1
	 0
	 0
	   31015
	 2
	 0
	 0
	 0
	 0

	VT
	    1100
	15
	 8
	 5
	 3
	 2
	    1213
	15
	 6
	 2
	 0
	 0
	    2130
	 2
	 0
	 0
	 0
	 0

	VA
	  212667
	13
	20
	27
	24
	11
	  213449
	17
	26
	27
	18
	 5
	  244520
	27
	15
	 8
	 3
	 0

	WA
	  233335
	23
	23
	18
	 9
	 3
	  234048
	28
	23
	14
	 2
	 0
	  246469
	 2
	 1
	 0
	 0
	 0

	WI
	   10744
	21
	21
	18
	13
	 8
	   11244
	32
	23
	13
	 5
	 1
	   16817
	28
	19
	 8
	 1
	 0


UNITED STATES

	US
	 7040914
	23
	20
	16
	 9
	 4
	7085408
	25
	18
	10
	 4
	 1
	7987044
	19
	 9
	 4
	 1
	 0
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AGGREGATE LEVEL�
DEFINITION�
NUMBER of INDEXES�
�
A�
ZIPCODE (most accurate)�
Approx. 7000�
�
B�
COUNTY		�
Approx.  400�
�
C�
METROPOLITAN AREA	�
Approx.  150�
�
D�
STATE		�
Approx.   41�
�
E�
SUB-REGION	�
9�
�
F�
REGION	�
4�
�
G�
U.S. (least accurate)	�
1�
�






Group 1 - Single Family Detached - Price Tiers�
�
INDEX TIER�
DEFINITION�
�
1�
Purchase price > 0.00 and <= 0.75 of the median.�
�
2�
Purchase price > 0.75 and <= 1.00 of the median.�
�
3�
Purchase price > 1.00 and <= 1.25 of the median.�
�
4�
Purchase price > 1.25 of the median.�
�



Group 2 - Single Family Detached -Years Owned Tiers�
�
INDEX TIER�
DEFINITION�
�
5�
1st Sale date <= 5 years from 2nd Sale date.�
�
6�
1st Sale date > 5 years from 2nd Sale date.�
�



Group 3 - Single Family Detached - All Observations�
�
INDEX TIER�
DEFINITION�
�
0�
All observations.�
�



Group 4 - Single Family Attached - All Observations�
�
INDEX TIER�
DEFINITION�
�
7�
All observations.�
�



Group 5 - Single Family Attached and Detached - FHLMC Tiers�
�
INDEX TIER�
DEFINITION�
�
8�
Conforming: purchase price <= 1.25 of the FHLMC loan limit.�
�
9�
Non-conforming: purchase price > 1.25 of the FHLMC loan limit.�
�
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METHODOLOGIES
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HPI Methodology
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[image: image41.wmf]Dallas TX., Tier 3
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[image: image42.wmf]Orange County, CA.

Single Family Detached, all Tiers
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[image: image43.wmf]Dallas TX., Tier 2
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[image: image45.wmf]Dallas TX., Tier 4
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