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With the current capital crisis, much attention has been given to the role of the real estate appraisal in the commercial real estate lending process.  Appraisals comprise a significant part of the cost of acquiring a new loan, and are playing a larger role in the foreclosure process by lenders, as well.  Government regulatory agencies are giving close scrutiny to the appraisal process.
In this environment, a new kind of document has emerged and has caught the attention of lenders and other market participants:  the Broker's Price Opinion, often referred to as a BPO.  Just what is a BPO and when can or should it be used in place of an appraisal?

A BPO is a written estimate of a price recommendation by a licensed real estate broker.  In Idaho, a licensed broker (not a salesperson) may prepare a BPO and charge a fee for the opinion, but the opinion must be in writing and must contain specific information and disclosures.  What a BPO must contain, and who can perform one, is clearly spelled out in Chapter 41, Title 54-4105 of the Idaho Revised Statutes.   One requirement is that the broker must state that the BPO "is not intended to meet the uniform standards of professional appraisal practice" and "is not intended to be an appraisal of the market value of the property." The broker must also recommend that the services of a licensed or certified appraiser be obtained if a market value appraisal is needed.
The key difference between a BPO and an appraisal (in addition to the lower cost of a BPO) is that an appraisal is an opinion of "value" and the BPO is a recommendation of "price."  Price and value are not necessarily the same.  A client wanting a BPO may not get what he really needs.

Lenders often order a BPO before beginning a foreclosure action to get a clear picture of the price they might expect if they were to take back the property and be forced to sell it.  Property owners may find it advantageous to order a BPO before putting a property up for sale.  There are also times, such as handling estates, where a BPO would serve as well as an appraisal and cost less because the broker is not required to follow the Uniform Standards of Professional Appraisal Practice (USPAP), a requirement of all licensed appraisers.

For commercial, industrial, or investment real estate, most CCIM's are very qualified to perform a Broker's Price Opinion.  That analysis is part of their everyday practice and putting the opinion into a written format is simply one extra step.  The practitioner who is licensed as both a broker and an appraiser can offer both services.  The Appraisal Institute has recently issued guidelines for members who hold both licenses on how to perform a BPO without compromising their appraisal ethics or legal requirements.
Whether a BPO or an appraisal  is appropriate involves a number of questions, including legal and tax issues as well as marketing issues and cost.  Before a property owner orders a BPO instead of an appraisal, it would be wise to check with legal and tax counsel to be sure this new type of consulting service will meet the client's needs.
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About the author:  Paul Lorenzen is both a real estate broker and a certified general appraiser.  He performs brokerage services under the name Lorenzen Realty Advisors, LLC, in Nampa and appraisal services through Integra Realty Resources - Boise.  He is one of the few individuals to hold the top professional credentials in the three complementary sub-disciplines in commercial real estate:  CCIM (sales and leasing); CPM (property management); and MAI (valuation and consulting).  He is the only one who, in addition to these three, holds the CSM designation as a retail/shopping center specialist.

