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What Is an Appraisal?

Thefirst definition in USPAP (page 3)

Appraisal:
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Credlblllty

<=>AFALAGF G> 4&4;J=<A:D=A AK a40GJL@Q G> :=DA=>p4A
How the Uniform Standards of Professional Appraisal Practice (USPAP)
produces credibility
1. Appraiser credentials (training, experience, licensure)
2. Character of appraiser (ethics, competence)
3. Development process (Standard 1)
4. Report (Standard 2)

»
@

Eredinility’ 1S baseuron ereaentalstand PEOCESS; Not results
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Evolution of data

Access to data has increased dramatically in the residential market.

©
1980s

Preinternet

USPAP, FIRREA

©
1990s

Limited internet,
primitive AVMs, few
pictures with a low

pixel count

Public record
becomes broadly
available online
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©
2000s

Internet boom,
online listing data
(e.q., ZillowRedFin,

more pictures

MLS becomes
broadly available
online

Expansion in storage
space, digital photo
data boom

Appraisal data
becomes broadly
available online;

MISMO, UAD, UCDP,

CU established

(5 )

Future

GIS, 3D scanning,

machine learning,

photo recognition,
drones

Next generation UAD



Challenges

Credentials and the established appraisal process are insufficient mechanisms.

Clients approach valuation holistically

Accuracy, not credibility, drives business results

Appraisal results sometimes lack consistency and reproducibility
Lack of certainty leads to burdensome quality control processes

o To o To I

Opinion is more vulnerable to dispute than fact

Eanne Mae-appraisal policies-aim 4@ increas
ACCURCY and relrabnity’s
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Opportunities for Appraisers

Ways to increase credibllity

A Increase consultation with client on scope of work
A Embrace new data sources and technologies

A View markets holistically

A Derive adjustments quantitatively

A Explain with greater transparency
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Blases

31. : K9QKJl a F 9HHJ9AK=J EMKL

Anchoring Bias

Relying too much on prexisting
iInformation or the first information
we see when making decisions.

Confirmation Bias

Favoring information that confirms
previously existing beliefs or biases.
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Articles by Michael D. Eriksen, Hamilton B.Fout,
Mark Palim, Eric Rosenblatt

Contract Price Confirmation Bias:
Evidence from Repeat Appraisals

The Influence of Contract Prices

and Relationships on Collateral
Valuation



https://www.fanniemae.com/resources/file/research/datanotes/pdf/working-paper-102816.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3216648

Racial Bias

Since late 2020, there have been a myriad of appraisal bias stories
shared across various news outlets.

Several research papers and briefings have recently been published
on the topic of appraisal bias with varying perspectives on the
frequency of the issue.
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Our Commitment

Perspectives blog by Jake Williamson, Vice President,
SingleFamily Collateral Risk Management

https://www.fanniemae.com/researciand-
insights/perspectives/oucommitmentreducingappraisalbias
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Perspectives Blog

Our Commitment to Reducing
Appraisal Bias

Septembers, 2021

H Jake Williamson

= F
e 4 p Vice President, Single-Family Collateral Risk Management

News media reports alleging racial bias in home appraisals have turned a spotlight on the
appraisal process in the mortgage industry. Fannie Mae is committed to racial equity in
housing, and we take these allegations seriously. As one of the largest consumers of
residential appraisals in the United States, we've asked ourselves whether we are doing all we

can to identify and help prevent it.

Our longstanding policy explicitly states that unacceptable appraisal practices include "...
development of a valuation conclusion based on factors that local, state, or federal law
designate as discriminatory, and thus, prohibited.” We additionally state that it is
unacceptable for an appraiser to develop a valuation conclusion "based either partially or
completely on the sex, race, color, religion, handicap [disability], national origin, familial
status, or other protected classes of either the prospective owners or occupants of the subject
property or the present owners or occupants of the properties in the vicinity of the subject

property.”

Tao help our lender partners identify potential issues with appraisals - which could include
bias - we provide our Collateral Underwriter® (CU®) tool to support research and analysis. CU
has a robust set of risk flags and messages, including triggers for potential over-valuation risk,
appraisal quality risk, and property eligibility risk. CU routinely undergoes fair lending
reviews by Fannie Mae’s Fair Lending team, and we hope to enhance CU in 2022 with a new

message for undervaluation risk that will help lenders address potential bias issues early in



https://www.fanniemae.com/research-and-insights/perspectives/our-commitment-reducing-appraisal-bias

Action Plan
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Roles & Responsibilities

O=KHGF<AF? LG L@= JAKC G> J9; A9D : A9K AF L@= 9HHJ9AK9D F
equity in housing.

Fannie Mae is uniquely positioned to understand
the scope, scale, and impact of bias in appraisal practice.

Through the Uniform Collateral Data Portal (UCDP), Fannie Mae has access to
nearly 54 M appraisals.

Fannie Mae can impact
H oW can bias issues in the appraisal
process through improved
. Collateral Underwriter® (CU®), an automated appraisal evaluation system, ca .
F I\/I assess risk on over 95% of the appraisal$or delivered Single-Family loans. standard 'Settlng, process
an n I e ae CU has been used to identify appraisals with a higher probability of material and technology
overvaluation, and it could potentially adapt to detect undervaluation risk.
o enhancements, and
help . additional valuation

Our Fannie Mae employs nearly 100 certified appraisers in various risk management monitoring and oversight
Expertise functions, and many of those resources are experts in valuation reconciliation

activities and detecting appraisal anomalies and quality issues.
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[ Fannie Mae is taking action to reduce the risk of racial bias in the appraisal process. ]
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Research

0 Analysis of
undervaluation
related to
racial bias

o Impacts (e.g.,
frequency,
severity, etc.)
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Research

Analyze appraisal and loan data

Objectives

A Quantify undervaluation risk in relation to protected class
A ldentify root cause appraiser behaviors

A Provide feedback to business units to enhance controls

Cross functional working group composed of
representatives from our Economic and Strategic
Research, Fair Lending, Digital Products, and
Policy teams.
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[ Fannie Mae is taking action to reduce the risk of racial bias in the appraisal process. ]
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Loan Quality Center (LQC)

Post Acquisition Quality Control

Collateral Quality ReviewAnalysis of the instrument used to originate a loan
(appraisal report, field review, Appraisal Waiver) conducted by a Collateral Quality
Reviewer (Fannie Mae subject matter expert). Verifies:

A The collateral value of the loan was supported
A The property was eligible for sale to Fannie Mae
A Property specific, valugelated Selling Guideequirements were met

Findings and defects are shared with lenders along with proposed remedies.
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Appraiser Quality
Monitoring (AQM)

The AQM process identifies
appraisers whose appraisal reports
exhibit a pattern of inconsistencies,
Inaccuracies, or data anomalies.
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Top Issue Categories

m Comparable Selection
m Appraisal Adjustments
B Appraisal Data Integrity

Appraisal Reconciliation



Enhanced Monitoring & QC

The teams have performed a textscanning/risk review of over 14M appraisals to
<=L=JEAF= L@= =PL=FL G> 9HHJ9AK=JK MKAF?
Selling GuideProvision on Objective and Unbiased Appraisals (Section B, 1.1-02).

A Fannie Mae published a Fair Lending compliance article in the June 2Qfftaiser Update
Newsletter, highlighting the difference between subjective and objective phrases and

descriptions.

A Over the long term, the teams are evaluating whether this capability can be placed into
Collateral Underwriter to help lenders proactively identify these issues in +&ale.
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Document Objective Facts

Avoid using words that lend themselves to bias judgments

Unacceptable Phrase Objective Description

Desirable neighborhood

Different families have different needs, which changewh * AKL L @= F=A? @ GJ @GG<AK >

L@=Q OADD == 9K a<=KAJ9: potential buyers would find of value. For example: Newly
updated neighborhood swimming pool.

Crime-ridden area

Crimeridden is a subjective assessment. All locationscana 2 @= ; JAE= J9L= AF L@AK 9
experience some crime. Where does one draw the line the reader to make their own judgment about the
. =LO== aJA<<=FA GJ FGLY potential impact of crime.

Affordable neighborhood

While some may have enough to purchase this property, State whether the valuation of the property is aligned witl

others may find it is outside what they can afford. the price range of the neighborhood.

Integrated community
Language pertaining to demographic composition, The valuation should focus on the property,
whether subjective or objective, should not be included not the residents.
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[ Fannie Mae is taking action to reduce the risk of racial bias in the appraisal process. ]
e

Appraiser

Diversity
Initiative

o Created in 2018
to Promote
Diversity in
Appraiser
Profession

o Expanded
Scope and
Partnerships
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Appraisal Supply and Demand

Uniform Collateral Data Portal® (UCDP®) appraisal submission volume (demand) has increased steadily over the last decade
reaching record highs this spring, while the number of active appraisers (supply) has gradually declined at about 1% ger year

900,000 50,000

2 43,755 40,230 %
S 800,000 o
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> 30,000
7 500,000 )
= 400,000 =
2] 20,000 2
2 300,000 ’ <
S 200,000
< 100,000 10,000

0

2013 2014 2015 2016 2017 2018 2019 2020 2021 O

B Active Appraisers
| Appraisal Submissions
------ Submission Trendline

* 1% annual decline per the
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Appraiser Age Demographics

Results from The Appraisal Foundation 2021 Diversity Survey

1750 1
1500
1250 1
1000

750 1

BASE

B 1. Under25 22534 [3.3544 4 4554 [B5.5564 6. 65+

I :
== The Appraisal
HllFoUNDATION
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Replacement Rate Analysis

Rough estimates

40,230 appraisers

Active Trainee Count (UCDP)

500

450

1,250 retire annually
N - 450 trainees

~800 annual decline

200

150

. Assumptions:

" A The 65+ age group will retire each
i year over the next 10 years

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 A A” trainees WI” Successfully
become certified each year
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Where did all the AasorFAa= +9= <G=KFA
SuUpervisors go? "

Ada*=F<=JK <GFAL 9DD
Many justifications are offered as to why appraisers
<GFAL E=FLGJ LJ9AF==K A5 <GFAL @9 N = L AE =
A Additional Errors/Omissions exposure
Ad' E9C= D=KK EGF=0Q
Ada2J9AF==K 9J= BMKL

28 Fannie Mae Collateral Policy Update 2021



$ 9 F F A = Sellifg<Aide Appraiser Trainees

Selling GuideB4-1.1-03, Appraiser Selection Criteria, Appraiser Trainees

Appraiser Trainees

Fannie Mae allowan unlicensed or uncertified appraiser, drainee (or other similar classification)

to perform a significant amount of the appraisal (dhe entire appraisalf he or she is qualified to do
so). If an unlicensed or uncertified individual provides significant professional assistance, he or she
must sign the left side of the appraiser certification as the Appraiser if

A he or she is working under the supervision of a stditeensed or statecertified appraiser as an
employee or sukcontractor,

A the right side of the appraiser certification is signed by that supervisory appraiser, and
A it is acceptable under state law.

FME:

"> L@= BMIJAK<A;, LAGF <G=K FGL HJGNA<= DA K=
' A>A; 9L A

AF L@= a-L@=JA >A=D< AF L @= HHJ 9 AK=J
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https://selling-guide.fanniemae.com/Selling-Guide/Origination-thru-Closing/Subpart-B4-Underwriting-Property/Chapter-B4-1-Appraisal-Requirements/Section-B4-1-1-General-Appraisal-Requirements/1032991761/B4-1-1-03-Appraiser-Selection-Criteria-01-31-2017.htm

Trainee Quality
Analysis

How Trainees measure up against Ndmrainees

Fannie Mae Quality Control Findings Rate

15.2% 14.3%

Non-trainee Trainees

* Not statistically significant /
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Summary

A

A

A

31

Mortgage Lending industry A Fannie Mae policy allows,

Is facing a future shortfall of and even encourages trainee
appraisers, given current trends. participation.

We need more supervisory A Quality of appraisals performed
appraisers. by trainees compares favorably

with appraisals performed

Numerous barriers exist for ~ :
by certified appraisers.

trainee appraisers.
A Lender overlays
A Lack of mentors
A Lack of economic incentive
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Appraiser Diversity Initiative (ADI)

Started in 2018, Fannie Mae continues to partner with the Appraisal Institute and
the National Urban League to promote and source diverse talent into the appraiser
profession.

A The program provides scholarships, access to advisors and mentors, and helps interested individuals
navigate the road to state certification and employment placements. Additionally, ADI helps applicants
overcome the common barriers to certification (i.e., education, training, experience, etc.).

A To date, we have reached over 14k individuals through social media promotion
and have awarded 30 scholarships to diverse candidates. $ 3 IVI

A Recently, Freddie Mac joined the program contributing resources as mentors

and advisors. Pledged by Chase Bank
A Fannie Mae is planning an upcoming visit to Atlanta to promote
the programs at a few local HBCUs. ||||”|\ Appraisal @ Netional
| |I. roan League

2 &
Institute
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[ Fannie Mae is taking action to reduce the risk of racial bias in the appraisal process. ]
/

Industry

Engagement

o Lenders, AMCs,
Nonprofits, &
Appraisers

0 Appraiser
Newsletter &
Industry Forums

o Educating
Stakeholders
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Industry Engagement

While appraisal quality has a material impact on Fannie Mae business results, obtaining
the appraisal is a primary market function. We support the primary market through a
broad spectrum of communication activities.

o .....
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Industry Engagement

Fannie Mae continues to actively engage the industry on this topic through our
Collateral Risk Advisory Forum, the MBA property valuations subcommittee,
the MBA convergence project, the Appraiser Newsletter, and other forums.

A" F (MF= TPRIp/l 0= HJG<M; =< 9 >=9LMJ= AF /TAK
phrases and the important of objective versus subjective descriptors. This was amplified in
HousingWire NPR, and Bloomberg after publication.

A Special Collateral Risk Advisory Forum (Fannie Mae lender partners) was completed on 6/21 to
discuss and catalogue insights, ideas and ongoing activities.

A We are targeting a survey to over 18K appraisers on the topic of appraisal bias, and we plan to
>=9LMJ= ; GFL=FL GF L@AK LGHA; AF [/ FAK 9HHJIO9"?

A Multiple virtual and inperson industry speaking engagements to understand industry
H=JKH=; LAN=K 9F< ; GEEMFA; 9L= $9FFA= +9=AK HC
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[ Fannie Mae is taking action to reduce the risk of racial bias in the appraisal process. ]
: %

Appraisal

Process

o Valuation
Modernization

0 Process
Improvement
Opportunities
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Appraisal Process

Evaluate changes to the appraisal process that enhance safeguards
against the potential for racial bias.

A Produced an analysis utilizing the COVID appraisal flexibilities that demonstrated strong
appraisal quality when data is collected and provided by the homeowner.

A Fannie Mae will continue to work with FHFA on the appraisal RFI debrief to determine next
steps on valuation modernization.
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Why Desktop Appraisals?

Benefits

A Reduces confirmation bias
A Appraiser capacity improvement

A Cost and time efficient process that benefits
the borrower and lender

A ESG (Environmental) benefit
(reduces appraiser drive)

A Positive quality results from COVID experience
A Improves disaster / pandemic response time
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Standardize the GLA

Valuations of residential property
correlate strongly with gross living
area (GLA).

The real estate industry has not
agreed on a standard for
measuring and calculating GLA.

Fannie Mae Is exploring standards
for measuring homes and
calculating gross living area.

llateral Policy Update 2021



Benefits of a Universal Standard

5@9LAK AF AL >GJ QGMY

Creates alignment across multiple professions and sources
Consumer protection and reduction of potential bias
Transparent and repeatable for the user

Professional and defensible for the appraiser

Consistent unit of comparison for transactional data

Higher confidence risk management and valuation modeling

Do To Io Do To I
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Comparing Options

American National Standards Institute

American Measurement Standard

(ANSI)

More widely accepted.

The document 16 pages.

The area of the staircase is counted on both levels.

Single criteria basement definition.

For sloped ceilings, highest point must be at least 7 feet.
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(AMS)

Less widely accepted.
The document is 60 pages.

Includes the GLA of the staircase only on the lowest
finished level.

Multiple criteria basement definition.

For sloped ceilings, highest point must be at least 8 feet.



Benefits of ANSI Z76582021

ANSI Z762021 is currently the most widely used standard

ALess retraining (ANSI is the most widely used GLA standard)
AAlready adopted by AL, AK, CO, KY, LA, and NC for appraisers
Aln use by some state assessors

AAdopted by National Association of Home Builders

AEase of use: only 16 pages
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[ Fannie Mae is taking action to reduce the risk of racial bias in the appraisal process. ]
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Appraisal Technology

44

Enhance Fannie Mae technology to identify undervaluation risk
and help remove potential for bias.

Fannie Mae will implement an undervaluation risk message in Collateral Underwriter that will

allow lenders to address this risk in redime.

Emerging technologies can help reduce the potential for bias or human error:
V  Factual

Obijective

Reproducible

Auditable

< < <
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Now showing: UADS The Movie

https://www.youtube.com/watch?v=A7GhW1tLLBo
: \

The UAD
update means
lots of benefits

for appraisers
AND lenders...



https://www.youtube.com/watch?v=A-7GhWtLLBo
https://www.youtube.com/watch?v=A-7GhWtLLBo

Virtual Technology

Technology evolving to capture information needed by appraisers.

Numerous companies are advancing this technology to include floor to ceiling scanning,
machine learning, virtual tours, GLA/floor plan, HD photos
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New Technology in Valuation

Combining multiple technologies can change how we analyze data, quantify market reaction, and manage collateral risk.

3D scan

Capture a true visual representation of
property; can accurately measure GLA
and flow of a property

Geographic Machine

GIS|[  Information Learning / Machine learning /
Identify and quantify Systems Image Image Recognition
geographic influences on (GIS) Recognitio

Derive market analytics and detailed
property characteristics from large
data sets and images

property and market
(elevation, water features,
proximity to amenities, etc.)
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Update on Fannie Mae Tips to States




Appraisal tips to state agencies

In line with industry concerns and feedbackannie Mae notifies state boards with the general category of valuation defects

foundto improve appraisal quality.

o ©

LQC review Lender outreach

$9FFA= +9=AK I'LQ®identifies
Quality Center (LQC) defects, Fannie Mae
completes a full file reaches out to the
review process. lender to resolve
ISsues.
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©

Final resolution

Appraisal defects
remain after final
resolution reached
with lender.

O

State boards

Fannie Mae notifies
state boards with the
general category of the
general category of

violation.



S tate T I p S (yeazr(zgldate)

31 368 269
Sending state tips began in Q4 2019
Letters Sent to the State, YTD
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New State Tip Letter

Issue: Appraisers with Improbable Work Patterns
When appraisers fail to disclose
professional assistance:

A ltis a violation of theSelling Guide
and USPAP.

A It undermines the credibility of —
their work by calling into question PN
their integrity and commitment to
professional ethics.

A It also limits new entrants into the
appraiser profession by not giving
assistants and trainees credit for

the work they have completed.

Copies of appraisals or additional data will be provided to
the agencies upon receipt of formal written request.
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Resources
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Resources

https://www.FannieMae.com/appraisers

Read the latest Appraiser Update Newsletter
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https://www.fanniemae.com/appraisers

