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Like every other part of the home finance business, appraisal modernization continues to 
have an impact on the way mortgage lenders operate. The latest changes, announced by 
Fannie Mae and Freddie Mac and in effect March 2022, are no exception.

On the surface, the new rules are making it easier for lenders to rely on desktop appraisals 
for a larger subset of the nation’s housing stock. But there is some complexity built 
into the new rules that could lead lenders to overestimate their short-term impact and 
underestimate the long-term opportunity they will see in their lending business.

In this paper, we will take a closer look at the new rule and its impacts over both the short 
and long-term and review some specific changes lenders can make now to get the most 
benefit out of the new rules with the least disruption to their current businesses.

This will not be a line-by-line exploration of the new rules (something we will leave to the 
lender’s compliance department), but rather a look at the impacts on the lender’s business.
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On January 19, 2022, Fannie Mae announced that it will include a desktop 
appraisal option in Desktop Underwriter beginning in March 2022. Purchase 
transactions for single-unit principal residences that meet specific requirements 
in the DU release notes will be eligible for this option. Freddie Mac made its 
announcement on February 2, 2022. 

This is a significant change for lenders because it has the potential to impact 
a great number of borrowers. When Fannie began talking about making this 
change, industry experts anticipated that it would only apply to loans where the 
borrower put 20% down, making it applicable to only about 20% of all purchase 
appraisals. But with the final rule coming out for properties with up to 90% LTV, 
the new guidance could apply to a much larger percentage of loans.

THE NEW
DESKTOP 
APPRAISAL RULES



Fannie Mae set the following requirements for loans to receive the option to obtain a 
desktop appraisal reported on Uniform Residential Appraisal Report (Desktop) (Fannie Mae 
Form 1004 Desktop):

• Includes a complete subject property address

• Is a purchase transaction

• Is secured by a one-unit principal residence

• Has a loan-to-value (LTV) ratio less than or equal to 90%

• Receives an Approve/Eligible recommendation from DU 

That’s the regular print. Now for the fine print. At the bottom of the section relating to the 
Desktop Appraisal Option in its release notes, Fannie said:

“When the loan casefile is eligible for the desktop appraisal option, DU will 
issue a message informing the lender the loan casefile is eligible for the desktop 
appraisal, and if a desktop appraisal is selected the appraiser must include a 
floorplan exhibit in addition to all other required exhibits per the Selling Guide.”

After studying the release notes and the latest GSE Selling Guides, a number of items 
have come to the attention of our compliance experts. First, and most noticeable, is the 
requirement that the appraiser provide a floorplan exhibit. For several reasons this will be 
problematic for the industry, at least in the short term. But there are other requirements in 
the fine print too.
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Anytime new rules are introduced to the industry, 
either by investors or regulators, there may be 
lenders and vendors who will make changes before 
they have fully understood the new rules. We 
expect this may happen with regard to the new 
desktop appraisal rules and the mistakes that 
follow could create the most significant short-term 
risk lenders will face.

If a valuation professional does not pay attention 
to the fine print, mistakes may occur that under 
the CFPB’s vendor 
management 
compliance 
requirements become 
the responsibility 
of the lender. This 
scenario can also lead 
to a buyback request. 
We have seen this 
happen in the past 
when the GSEs 
provided some appraisal flexibilities in the face 
of high loan volume and the industry’s continuing 
constraints due to appraiser capacity.

The last time the industry felt significant pain on 
the valuation side was in 2016, as shown on the 
center graph. We began to see capacity problems 
in Colorado, Washington, and Oregon. Appraisal 
fees and cycle times rose dramatically. We can 
see that in 2020 and beyond, there was another 

huge increase in appraisals being submitted to the 
GSEs’ portal but with no increase in the number of 
licensed appraisers in the field. 

In 2020, we had some serious problems related 
to the COVID-19 appraisal flexibilities offered by 
the GSEs, FHA and USDA. During that time, we 
saw more lenders using exterior-only inspections 
as part of the basis for their opinions of value. 
This was allowed by investors, but because many 
appraisers did not carefully read the scope of 

work, it was not 
uncommon to see an 
appraiser considering 
a property to be in 
“good” condition 
based only on an 
observation from the 
street. 

As you can imagine, 
this led to many 
serious downstream 

complications for lenders. We expect the same 
thing to happen here with regard to floorplans.

Here are the areas of most significant short-term 
risk we have identified, along with guidance on 
how to overcome these challenges to gain the 
significant benefits modernization will provide in 

the long-term.
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INCONSISTENT FLOORPLANS AND 
VARIATIONS IN SQUARE FOOTAGE

In our own experience working with the GSEs, we have found that different appraisal 
reports filed by different appraisers over the years show wide variations in floorplans 
and total square footage. Fannie Mae recently shared that when multiple appraisals 
are delivered on the same property, more than 20% of those appraisal reports disagree 
with the GLA by more than 10%. Even more concerning is the fact that more than 40% 
of appraisals report the GLA as equal to the assessor’s square footage in public records. 
Fannie Mae’s recent announcement holds the appraiser to the ANSI (American National 
Standards Institute) standards for home measurement. 

Most U.S. properties do not currently have accurately measured floorplans with interior 
walls, doorways, staircases, exterior ingress/egress, labels for each room, and the 
exterior dimensions for all exterior walls on file. Without one, the desktop appraisal rule 
will be challenging to apply and potentially create errors. 

The appraiser relies on images provided by the property listing agent for the MLS 
without some form of verification. Even if the appraiser is provided with an acceptable 
floorplan, the assignment could be rejected if the appraiser lacks sufficient imagery 
and/or information necessary to deliver credible results. Inaccurate property 
characteristics are the second leading cause of buybacks. This is likely to increase 
if lenders and their appraisers are not using more advanced technologies to gather 
comprehensive data to support their valuations. 

The floorplan requirement is only one item the industry must consider while adopting 
the new rules. The GSEs also require that “any information provided to the appraiser 
from someone with a financial interest must be verified through a disinterested source.” 
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LACK OF INFORMATION OR  
INSUFFICIENT INFORMATION

Finally, and perhaps most significant, is the rule that states: “If an appraiser does 
not have sufficient information to complete a credible report, they must refuse the 
assignment.” This means that the appraiser must have enough information to identify 
the relevant property characteristics (what contributes to value), both inside and 
outside, opine on the quality and condition of the property and develop a credible 
opinion of value without the use of an assumption.

Lenders and investors still expect appraisers to render credible opinions of value based 
on all the information required to reach such a conclusion. With that in mind, desktop 
valuation requests may still evolve into traditional appraisals in order to obtain all the 
required information. 

One serious short-term risk we anticipate if not managed properly is that the lender 
will make an assignment to an appraiser, requesting a desktop appraisal and expecting 
it to be a faster process than a standard appraisal – which it certainly could be. 
However, a few days later the appraiser could discover that not enough information 
has been provided or is not available and the job will revert to a traditional appraisal. 
This outcome would then take even more time than it would have if a traditional 1004 
had been ordered in the beginning.

Lenders will find this disappointing and, in a purchase money market where time is of 
the essence, so will borrowers and their real estate agents.
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Overcoming the short-term 
risks for big benefits
To this point, we have focused on the risks involved in lender adoption of the new appraisal 
modernization guidelines written by the industry’s largest investors. Despite these short-term 
difficulties, the long-term benefits of this change are significant for everyone in the value 
chain, including the consumer.

Perhaps the most significant benefit is that it takes the professional appraiser out of the 
field and allows them to make the best possible use of their time and talents. While many 
appraisers appreciate visiting a subject property, traveling around their communities, and 
making personal inspections of real estate, their highest and best use is in analyzing data to 
arrive at a credible opinion of value on the property.

We can even involve the appraiser trainees in the process and instead of having the Trainee 
spend 80% of their experience hours traveling around and physically inspecting properties, 
acting as a photographer, measuring properties, etc., they can spend that time honing the 
craft of selecting the best comps, extracting and supporting adjustments and writing cogent, 
well-supported reports that establish credible opinions of value.

This new rule will help any professional fee appraiser by reducing time in their vehicle and 
allowing more time at their desk where they can do what they are uniquely qualified to do. It 
will also increase their utilization and ability to complete more reports and mitigate appraiser 
capacity constraints that hamper the industry.

In addition, the new rule changes the nature of the job and will serve to attract more entry 
level professionals into the business. We know this to be true because our chief appraiser 
has already introduced his daughter to the business and while she is enjoying it, she is always 
looking for opportunities to leverage technology and drive efficiencies. This will be a huge win 
for the industry.
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Unbiased consequences
The other major benefit is that it will put more distance between the appraiser and the 
homeowner. While no good appraiser will give in to the pressure of a homeowner’s desire 
for them to hit a number, they all feel it. This insulates them from that risk and also reduces 
confirmation bias in their results. Furthermore, it provides an additional layer of insulation to 
prevent racial bias (or any forms of bias) from being injected into the process. 

Appraisal modernization itself offers significant benefits to professional fee appraisers. In 
general, appraisers seek to fully actualize their potential by: 

• Increasing productivity

• Recruiting and training new appraisers

• Deploying nimble technology

• Avoiding custom or proprietary technology

Of critical importance will be satisfying the appraiser’s need for independence – not only 
independence from influence in the opinion of value, which is also important, but more 
so the independence to work at times convenient to their schedule, in the manner most 
optimal, as efficiently as possible regardless of their personal circumstances. This flexibility is 
key to attracting future workers to this part of the industry.

Ultimately, the changes we are seeing in the market now offer appraisers who respond to 
them appropriately the opportunity to remain relevant in a fast-changing market, even as it 
empowers them to be more agile and accomplish more in their businesses.

Lenders will also benefit from this change. While it will begin slowly at first, over time as the 
market evolves and this information is being more regularly collected at time of list, we will 
see a huge impact to cycle-time as we can get to an appraiser quickly and they can generate 
appraisals within hours from receipt of the appropriate information. Companies that have 
experience and adequate technologies will have a huge advantage and show cycle-time 
improvement more quickly.

Visit: www.classvaluation.com/digital-appraisals

http://www.classvaluation.com/digital-appraisals


A BETTER APPROACH 
TO THE NEW 
APPRAISAL 
MODERNIZATION RULES
From the information we have shared in this paper, one could assume that the 
short-term impact of the new rules has the potential to be negative for the 
industry. We believe that many lenders and appraisers may experience short-term 
challenges as they try to work within the new rules. But it’s critical we keep our 
focus on the long-term benefits that modernization will bring.

At Class Valuation, our plan is to exceed the scope of work, allowing our appraiser 
partners to receive all the benefits offered by the new rule without running the 
risks outlined in this paper.
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How is that possible?
With every desktop assignment, we will apply our new 3D property scanning technology to 
provide all the information the appraiser needs to render a supportable opinion of value as 
well as all the information the GSEs require. Our 3D technology provides comprehensive, 
multi-dimensional property scans to guide and support the most accurate appraisals — at 
the speed the industry demands.

In all, our technology provides:

•  A digital twin of the property, including both flat images and a virtual tour of the 
interior and exterior

• A highly detailed and accurate floorplan measured to ANSI

• Measurements of walls, flooring material, fenestration, and more

• Spatial context of any contributing factors, positive or negative

• High-quality photos at the end of the process for use in reports

• Smart tagging to make reporting easier

• A standardized methodology so it’s easy to train and repeat

• Comprehensive reporting tools

• Ability to capture data about assets within the home

• Year, make, and model of major appliances and mechanicals

•  Geocoding and timestamping capabilities to provide complete transparency of 
where and when data was captured

• Complete visual record of the collateral

Class Valuation has been using this technology with our appraisers over the past two years 
and has completed more than 10,000 transactions. By providing this level of information to 
our appraisers, our appraisal management business has found a drastic reduction in errors 
and revisions.

Specifically, a comparison of traditional to digital orders in the last two months uncovered 
(1) First Pass Revisions (revisions from us back to the appraiser) reduced by 50%, and 
Second Pass Revisions (revisions from the lender back to us) reduced by 70%. This is a 
significant time and cost savings for the lender and borrower.
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Across the board, we’ve seen significant 
improvement in turn time as well. We’ve been able 
to reduce turn times on average from 15% to 40%, 
and in some particularly challenging markets north 
of 50%. 

The technology ensures all spaces have been 
captured and provides the appraiser with a 
verifiable complete virtual high-fidelity digital 
twin of the subject property, both inside and 
out, inspiring confidence with the appraiser and 
lender knowing the applied technology provides a 
standardized, authenticated and repeatable process 
to capture the property characteristics. 

Lenders will see a significant benefit from increased 
quality. When one of our top executives sat 
on the Board of Real Estate Appraisers in 
Colorado, a high percentage of the problems 
appraisers experienced were caused because 
they misrepresented the subject property, 
regardless of its impact on the value. Because 
our technology provides a complete view of the 
subject property to the appraiser, it offers greater 
certainty property characteristics are captured in a 
complete, accurate and fully transparent manner. 

Eventually, we expect to see a shift to where this 
kind of information is captured at the time of listing 
– this is when the real magic happens. Not only will 
this provide more rapid access to this information 
and further reducing cycle-times, errors, and fraud, 
but it will also produce a greater standard in how 
property data is collected enhancing the complete 
ecosystem of collateral risk. It’s also important to 
note that not all technologies are created equal, 
and lenders must hold their valuation experts 
to extremely high standards to gain the benefits 
described in this paper.

Some recent technologies have fallen short in the 
valuation space and lenders have had negative 
experiences with some of them. This should not 
dissuade them from seeking out the right solutions. 
Only good technology will allow lenders to take full 
benefit of appraisal modernization and continue to 
effectively mitigate collateral risk.

We believe this new rule is just the beginning and 
signaling that we will see more of these types of 
modernization efforts in the near future. Lenders 
and appraisers are going to need to ensure they 
are partnering with the right organizations that 
can offer the right tools to support these new, 
evolving processes.

Find out more about our hybrid approach to the 
new desktop appraisal rule and start reaping all the 

benefits of appraisal modernization today.
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ABOUT CLASS VALUATION

Class Valuation, based in Troy, Michigan, is a top 10 nationwide Appraisal Management 
Company (AMC), delivering outstanding quality and service to every client and appraiser. 
Partnering with over 400 mortgage lenders and over 6,000 of the highest performing 
residential appraisers in the country, we are committed to combining the best people, 
products, processes, and technology available to help our clients be successful. Our goal: to 
best serve our clients through continual innovation of the appraisal process.
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