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Preface

The Servicing Guide is organized into six parts. There are five parts (A-E), which are structured consistent with the mortgage
loan life cycle and the servicers’ relationship with Fannie Mae. Part F, Servicing Guide Procedures, Exhibits and Quick Ref-
erence Materials, includes a variety of individual supporting materials, including a glossary of terms and a list of contacts.
Parts may be structured by subpart, chapter, section, and topic; however, policies and requirements appear at the topic level
only. The following table outlines a high-level overview of the Servicing Guide.

Part and Title Topics Include, but are not limited to,

A, Doing Business with Fannie Mae » Servicer Duties and Responsibilities
» Breach of Contract and Nonperformance

» Setting Up Operations (Staffing, Procedures, Custodial Account
Requirements)

B, Escrow, Taxes, Assessments, and Insurance * Escrow Administration
» Property Taxes and Assessments

* Insurance (Property, Flood, MI, and Lender-Placed)

C, Mortgage Payment Processing, Remitting, + Payment Processing
Accounting and Reporting . ARM Loan Servicing
» Payment Remitting and Accounting

* Reporting

D, Providing Solutions to Borrowers * Release of Security
» Transfers of Ownership

» Notice of Liens, Legal Action, and Property Forfeitures and Sei-
zures

» Assisting Borrowers Facing Default or In Default

» Fannie Mae Home Retention and Liquidation Workout Options

E, Default-Related Legal Services, Bankruptcy, » Referring Default-Related Legal Matters to a Law Firm

Foreclosure, and Acquired Properties . Bankruptcy Proceedings

« Foreclosure Proceedings

* Managing Acquired Properties

Use of the Numbering System

A numbering system is used in the Servicing Guide to identify the level of content as shown in the following table.

Each... Has a corresponding... Example
part letter D
Printed copies may not be the most current version. For the most current version, go to the online xiii
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subpart one-digit number beginning with 1 D2
chapter one-digit number beginning with 1 D2-3
section one-digit number beginning with 1 D2-3.1
topic two-digit number beginning with 01 D2-3.1-01

The example column shows how the numbering system can be used to map the location of specific content within the Ser-
vicing Guide to part D, subpart 2, chapter 3, section 1, topic 01.

The part and subpart are combined as D2, the chapter and sections are combined as 3.1, and the topic is added as —01.
Not all parts have subparts and not all chapters have sections. As topics are added, updated, and deleted with each publi-
cation of the Servicing Guide, the chapter, section and topic identifiers may change as necessary.

Effective Dates for the Servicing Guide

Each topic within the Servicing Guide is followed by a date shown in parentheses. Beginning with the publication of the 2014
Servicing Guide, this date represents the date of the most recent Servicing Announcement that amended content within an
individual topic. The servicer must refer to the individual Servicing Announcement to determine the policy effective date. A
link to all Servicing Announcements that amended the policies in that topic since the publication of the 2014 Servicing Guide
can be found in the Related Announcements table at the end of the Servicing Guide topic, if applicable.

Amendments to the Servicing Guide

Fannie Mae may at any time alter or waive any of the requirements, impose other additional requirements, or rescind or
amend any and all material set forth in the Servicing Guide. The servicer must make sure that its staff is thoroughly familiar
with the content and requirements of the Servicing Guide as they now exist and as they may be changed from time to time.

Notification of Changes and Updates

Fannie Mae communicates amendments to the Servicing Guide through Servicing Announcements, Lender Letters, and
Servicing Notices.

»  Servicing Announcements describe changes to policies and requirements within the Servicing Guide content. Servicing
Announcements are numbered in chronological order as: SVC-202X-XX.

* Lender Letters communicate either
- new or modified policies and requirements that may be temporary in nature,
- reminders of existing policies, or
- advanced notice of policy changes with future effective dates to be included in future Servicing Guide updates.
Lender Letters are numbered in chronological order as: LL-202X—-XX.

»  Servicing Notices provide notification of information not impacting the Servicing Guide content, such as updates to an

Exhibit on Fannie Mae’s website.

Note: To the extent possible, Fannie Mae will consolidate and communicate amendments through a single
monthly Servicing Announcement in an effort to limit the number of separate communications.

Fannie Mae does not mail printed copies of Guide updates, Servicing Announcements, Lender Letters, or Servicing Notices.
Fannie Mae notifies servicers of changes and updates to its Servicing Guide policies and procedures — as communicated
in Servicing Announcements, Lender Letters, and Servicing Notices — in two ways:

Printed copies may not be the most current version. For the most current version, go to the online xiv
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» posting the documents on Fannie Mae’s website and the AllIRegs® website, and

+ email notification of those postings to servicers that subscribe to Fannie Mae’s email subscription service and select
the option “Servicing News.”

Exhibits and Forms Incorporated by Reference

Information about specific forms the servicer must use to fulfill the policies and requirements contained in the Servicing
Guide is provided within the Guide. Servicers can access the actual forms in two ways:

+ on Fannie Mae’s website via the Guide Forms and Legal Docs page, which provides a complete list of all forms, or
+ through embedded links in the Servicing Guide on AllRegs or Fannie Mae’s website.

Some exhibits that relate to Fannie Mae policies and requirements are only referenced in the Servicing Guide but are posted

in their entirety on Fannie Mae’s website. All materials referenced by hyperlink, such as forms, exhibits and reference ma-

terials that are posted to Fannie Mae’s website are incorporated by reference into the Servicing Guide and are fully enforce-
able.

In addition, from time to time, Fannie Mae issues product-specific guides or directives, which are incorporated into the Ser-
vicing Guide by reference. All forms, exhibits, and product-specific information — whether it currently exists or is subse-
quently created — referenced in the Servicing Guide now or later are legally a part of the Servicing Guide and Fannie Mae’s
contract with its servicers.

Technical Issues

In the event of technical difficulties or system failures with Fannie Mae’s website, with delivery of the “Servicing News” op-
tions of Fannie Mae’s email subscription servicer, or with the AllRegs website, users may contact the following resources:

» For Fannie Mae’s website and Fannie Mae’s email subscription servicer, the servicer may use the “Contact Us” link of
the website to ask a question or obtain more information.

» For the AlIRegs website, the servicer may submit an email support request from the AllRegs website or contact AllRegs
Customer Service at (800) 848—4904.

When Questions Arise

The Servicing Guide explains how to become an approved Fannie Mae servicer and the policies and requirements required
to perform normal and routine servicing matter. If a servicer feels that a situation is not covered by the Servicing Guide, or
a procedure may not apply due to extenuating circumstances, the servicer’s principal contact should be its lead Fannie Mae
Servicing Representative (see F-4-03, List of Contacts (11/13/2019)) unless specifically instructed otherwise in the Servicing
Guide.

For a list of other Fannie Mae contact information, refer to Quick Reference Materials in the Servicing Guide.

Printed copies may not be the most current version. For the most current version, go to the online XV
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Part A, Doing Business with Fannie Mae

Doing Business with Fannie Mae

Introduction

This part describes the processes and procedures required when doing business with Fannie Mae.

In This Part

This part contains information on the following:

Subpart A1, Contractual Obligations . . ... ... .. 2
Subpart A2, Getting Started with Fannie Mae . . ... ... ... 61
Subpart A3, Maintaining Fannie Mae Seller/Servicer Status . . . ... .. . 127
Subpart A4, Setting Up Servicer Operations . . . . .. ... 130
Printed copies may not be the most current version. For the most current version, go to the online 1
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Subpart A1, Contractual Obligations

Contractual Obligations

Introduction

This subpart describes contractual obligations in doing business with Fannie Mae.

In This Subpart

This subpart contains the following chapters:

Chapter A1-1, Understanding the Lender Contract . .. ........ ... . . e 3
Chapter A1-2, Termination of the Lender Contract without Cause . . .. ... ... .. . . . . e 10
Chapter A1-3, Repurchases, Indemnifications, and Make Whole Payment Requests. . . .......................... 14
Chapter A1-4, Breach of Contract and Nonperformance . . ... ... ... . i e e i 48
Printed copies may not be the most current version. For the most current version, go to the online 2
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Chapter A1-1, Understanding the Lender
Contract

Understanding the Lender Contract

Introduction

This chapter contains information on understanding the lender contract.

In This Chapter

This chapter contains information on the following topics:

A1-1-01, Application and Approval of Seller/Servicer (11/13/2019) . . . . . . .. e 3
A1-1-02, Representation and Warranty Requirements (08/16/2017) . . . .. ..o i e e e 4
A1-1-03, Evaluating a Servicer's Performance (11/25/2015) . . . ... . e e 6

A1-1-01, Application and Approval of Seller/Servicer (11/13/2019)

Introduction

Sellers/servicers must be approved to do business with Fannie Mae. Fannie Mae determines a seller/servicer’s qualifica-
tions by reviewing the seller/servicer’s financial condition, organization, staffing, selling and servicing experience, and other
relevant factors.

General Information

See Fannie Mae's websitefor more information on the application process for approval to do business with Fannie Mae, in-
cluding:

* required documentation,

*  minimum business requirements,

» application review fee, and

* any special approvals needed to sell or servicer mortgages with unique requirements.
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Related Announcements

The following table provides references to Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2019-07 November 13, 2019
Announcement SVC-2018-02 March 14, 2018
Announcement SVC-2018-01 February 14, 2018
Announcement SVC-2017-02 February 15, 2017
Announcement SVC-2016—-09 October 19, 2016
Announcement SVC-2016-03 April 13, 2016

A1-1-02, Representation and Warranty Requirements (08/16/2017)

Introduction

This topic contains the following:

* Representation and Warranty Requirements for All Fannie Mae Mortgage Loans

* Representation and Warranty Requirements for Mortgage Loans with Mortgage Insurance

¢ Indemnification for Losses

Representation and Warranty Requirements for All Fannie Mae Mortgage Loans

In order to sell mortgage loans to Fannie Mae or deliver pools of mortgage loans to Fannie Mae for MBS, the seller makes
certain representations and warranties concerning the seller itself as well as the mortgage loans it is selling or delivering.
The MSSC contains specific representations and warranties as does the Selling Guide. See Selling Guide A2-1-01, Con-
tractual Obligations for Seller/Servicers for additional information on the MSSC and general contract terms. Additional rep-
resentations and warranties are contained in the Servicing Guide and elsewhere in the Lender Contract. Violation of any
representation or warranty is a breach of the Lender Contract, including the warranty that the mortgage loan complies with
all applicable requirements of the Lender Contract, which provides Fannie Mae with certain rights and remedies.

All selling representations and warranties are made to Fannie Mae as of the date a seller/servicer transfers mortgage loans
to Fannie Mae and continue and survive
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» the sale of mortgage loans to Fannie Mae or delivery of pools of mortgage loans for Fannie Mae MBS,
* any subsequent resale of the mortgage loans by Fannie Mae, and

+ termination of the MSSC and any agreement that is part of the Lender Contract unless Fannie Mae expressly releases
the seller/servicer from them in writing.

The seller/servicer makes each representation and warranty set forth in the Lender Contract separately and independently
from every other warranty it makes for a specific mortgage loan.

Representations and warranties are not limited to matters of which the seller/servicer had knowledge, except for the warran-
ties numbered 10, 11, and 17 of Section IV, A: Specific Warranties, of the MSSC, which are violated only if the seller/servicer
had knowledge of the untruth or, acting as a prudent seller/servicer, should have known about it through the exercise of due
diligence. Although warranty number 17 is limited to matters of which the seller/servicer has knowledge or, as a prudent sell-
er/servicer, should have discovered, this limitation does not in any way limit the seller/servicer's warranty number 1 that the
mortgage loan meets all applicable requirements in the Lender Contract, nor does it affect any other warranty. The seller/
servicer is deemed to know matters that are of public record.

Because the selling warranties are not limited to matters within a seller/servicer’s knowledge, except as noted above, the
action or inaction (including misrepresentation or fraud) of the borrower, or a third party, as well as the action or inaction
(including misrepresentation or fraud) of the seller/servicer will constitute the seller/servicer’s breach of a selling warranty.

The servicer that acquires the servicing of a mortgage loan (either concurrently with or subsequent to Fannie Mae’s pur-
chase of the mortgage loan) assumes and is responsible for the same selling warranties that the party responsible for the
selling representations and warranties made when the mortgage loan was sold to Fannie Mae. When the servicer transfers
its contractual right to service some or all of its servicing responsibilities to another Fannie Mae-approved servicer, any vari-
ance or waiver granted to a transferor servicer does not automatically transfer to the transferee servicer. In addition, the
transferor servicer and transferee servicer must ensure that all existing special servicing obligations associated with the
transferred mortgage loan are disclosed.

By submitting any mortgage loan or participation interest to Fannie Mae under any execution, including MBS, or a portfolio
mortgage loan, the seller/servicer represents and warrants that

« there is no agreement with any other party providing for servicing the mortgage loans that continues after such date
unless there is full compliance with all the Fannie Mae Guide requirements for subservicing, or

* any prior servicing agreement is made expressly subordinate to Fannie Mae’s rights as owner of the mortgage loans.

The party that was servicing for the seller/servicer prior to such date may become the servicer for Fannie Mae, if there is full
compliance with all the Servicing Guide requirements that provide for assignment of servicing from the seller/servicer con-
current with conveyance of the mortgage loan to Fannie Mae. For additional information, see A2-7-01, Concurrent Servicing
Transfers (04/11/2018).

Representation and Warranty Requirements for Mortgage Loans with Mortgage
Insurance

The seller represents and warrants that each mortgage loan it sells and delivers is insurable and that no fraud or material
misrepresentation has been committed

* by any employee, any agent of the responsible party, or any third party including, without limitation, the borrower;
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» by act or omission, in connection with the origination of the mortgage loan or servicing prior to the sale; and
» regardless of the level or type of documentation, verification, or corroboration of information that may be required by
the Selling Guide or any other contract.

A mortgage loan is insurable if a mortgage insurer would not decline to insure it by reason of any fraud, misrepresentation,
negligence, or dishonest, criminal, or knowingly wrongful act in origination or servicing, and would not be entitled to deny a
claim by reason of any of the foregoing.

See Chapter B-8, Mortgage Insurance for additional information.

Indemnification for Losses

For information regarding Fannie Mae's Indemnification requirements and process, see Selling Guide A2-1-03, Indemnifica-
tion for Losses.

Related Announcements

The following table provides references to Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2017-07 August 16, 2017
Announcement SVC-2016-04 May 11, 2016

A1-1-03, Evaluating a Servicer’s Performance (11/25/2015)

Introduction

This topic contains the following:

*  Performance Management Framework Overview

» Servicing Performance Categories

+ Evaluating Performance

* Implementing Performance Improvement Plans

Performance Management Framework Overview
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In order to determine the servicer's compliance with its servicing duties under the Lender Contract, Fannie Mae measures
the servicer’s performance utilizing various performance metrics, which may include servicer reviews and the STAR™ Pro-
gram for those servicers (also refers to a subservicer if there is a subservicing arrangement) which Fannie Mae has identified
for inclusion in the Program.

Servicers selected to participate in the STAR Program will receive written notification from Fannie Mae prior to being added
into the program.

The STAR Program is one of Fannie Mae’s performance management frameworks designed to determine the servicer's
overall performance based on operational assessments and scorecards. The STAR Reference Guide serves as implemen-
tation guidance for servicers. The STAR Reference Guide is located on Fannie Mae’s website on the STAR Program page
and is incorporated herein by reference. Fannie Mae may change the STAR Reference Guide from time to time.

Servicing Performance Categories

Operational assessments and servicer reviews measure the servicer’s performance based on key criteria in certain servicer
performance categories, which may include, but are not limited to the following:
» customer service;

* escrow administration;

* property, flood, and Ml;

+ collections;

* loss mitigation;

* investor relations/reporting;

* mortgage loan payment processing;

»  bankruptcy, foreclosure, and REO management;

* data integrity;

* delinquency and annual financial and management reporting;

* document custody and record retention;

* remitting; and

* accounting and reporting.
Fannie Mae reserves the right, from time to time, to

* amend the performance criteria,
* modify how the results are determined, and
* revise the content of the performance metrics.

Fannie Mae may also communicate individual performance targets which may not be included in the STAR Program oper-
ational assessments and scorecards. Fannie Mae must regularly monitor each servicer’s performance.
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Evaluating Performance

Fannie Mae considers many factors when it evaluates whether the servicer’s overall performance is acceptable, including,
without limitation, the following:

» trends in performance,

+ adequacy of staffing,

+ compliance reviews and audits,

+ STAR Program results,

+ mortgage loan file reviews,

+ timeliness of its payment obligations, and

» overall compliance with the requirements of the Lender Contract.

Unacceptable performance, including unacceptable STAR Program results, may result in a performance improvement plan.

Fannie Mae reserves the right to terminate the servicer's Lender Contract in whole or in part, including its selling and/or ser-
vicing arrangement at any time with or without cause, in accordance with the Lender Contract.

Implementing Performance Improvement Plans

Fannie Mae expects all servicers to service all mortgage loans in full compliance with the Lender Contract. The servicer's
performance may be measured by Fannie Mae through any number of servicing quality and compliance reviews, including
the STAR Program, servicer reviews, as well as, timely payment of its obligations, compliance with the Servicing Guide, and
other key performance metrics.

Servicers with unacceptable performance may be subject to a performance improvement plan issued by Fannie Mae.

Performance improvement plans may require the servicer to take actions and/or meet targets within defined time frames in
order to remedy servicing deficiencies, which may include one or more of the following areas:
* customer service;

* escrow administration;

« property, flood, and Ml;

¢ collections;

* loss mitigation;

* investor relations/reporting;

* mortgage payment processing, remitting, accounting and reporting;

«  bankruptcy, foreclosure and REO management;

+ data integrity;

+ delinquency and annual financial and management reporting; and

* document custody and record retention.
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The failure of the servicer to meet the terms of its performance improvement plan, including any timeline requirements for
the performance improvement, constitutes a breach of the Lender Contract and may result in Fannie Mae terminating the
servicer’s selling and/or servicing approvals in whole or in part or taking other appropriate actions under its Lender Contract.

Related Announcements

The following table provides references to Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2015-14 November 25, 2015
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Chapter A1-2, Termination of the Lender
Contract without Cause

Termination of the Lender Contract without Cause

Introduction

This chapter contains information on the termination of the Lender Contract without cause.

In This Chapter

This chapter contains the following sections:

A1-2-01, Servicer's Termination of the Lender Contract (11/12/2014) . . . . ... e 10
A1-2-02, Fannie Mae’s Termination of the Lender Contract without Cause (11/12/2014) . .. ... ... ... . .. 11

A1-2-01, Servicer’s Termination of the Lender Contract (11/12/2014)

The servicer or Fannie Mae may terminate the servicing arrangement without cause. By giving Fannie Mae advance written
notice, the servicer may terminate its contractual rights to the servicing of all Fannie Mae mortgage loans and MBS pools or
participation interests in mortgage loans for all of the mortgage loans and MBS pools it is servicing without providing for a
transferee servicer to assume the servicing obligations, responsibilities, and liabilities. However, when the servicer elects to
terminate its contractual rights to the servicing of mortgage loans or participation interest in mortgage loans, the servicer is
responsible for all reasonable and customary costs and expenses related to the transfer of servicing in connection with a
termination.

The servicer’'s termination of its servicing arrangement does not release it from any of its responsibilities or liabilities related
to specific mortgage loans and MBS pools that Fannie Mae purchased or securitized (or contracted to purchase or securi-
tize) before the termination, unless Fannie Mae expressly agrees in writing to release the servicer from those responsibilities
or liabilities.
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The termination will become effective on the last business day of the third month following the month in which the notice is
given. Absent Fannie Mae’s written agreement, the servicer may not terminate its servicing rights for less than all of the mort-
gage loans or participation interests in mortgage loans that it is servicing for Fannie Mae.

A1-2-02, Fannie Mae’s Termination of the Lender Contract without
Cause (11/12/2014)

Introduction

Fannie Mae may terminate the servicer’s contractual right to service without cause, in accordance with the MSSC.

Also, see A1-4.1-02, Fannie Mae’s Remedies (09/09/2020) for information on Fannie Mae’s right to terminate with cause.

Fannie Mae will give the servicer a termination notice. Any responsibilities or liabilities related to specific portfolio or MBS
mortgage loans that the servicer had before the termination will continue to exist after the termination unless Fannie Mae
expressly agrees in writing to release the servicer from those responsibilities and liabilities.

When Fannie Mae terminates the Lender Contract, the servicer must comply with instructions provided by Fannie Mae re-
garding requirements reasonably necessary to effectuate the transfer of servicing in connection with a termination.

The servicer is responsible for all reasonable and customary costs and expenses related to the transfer of servicing in con-
nection with a termination.

This topic contains the following:

»  Servicer Options When the Termination without Cause Is Not Connected to the Sale of the Mortgage Loan

*  When the Termination without Cause Is Connected to the Sale of the Mortgage Loan

» Transfer of Servicing Due to Delinquency Status

Servicer Options When the Termination without Cause Is Not Connected to the Sale of
the Mortgage Loan

If Fannie Mae elects to terminate the servicing without cause and the termination is not in connection with the sale of Fannie
Mae’s interest in the affected mortgage loans, the servicer may attempt to arrange for a sale of the servicing of the mortgage
loans to another Fannie Mae-approved servicer within the 90-day period following the issuance of Fannie Mae’s termination
notice. The servicing must be sold to another Fannie Mae-approved servicer in good standing that, in Fannie Mae’s judg-
ment, will properly service the mortgage loans to be transferred. Before the end of the 90 days, the servicer must notify Fan-
nie Mae of any proposed sale, providing related information for Fannie Mae’s consideration. Fannie Mae must approve the
transfer before the sale can be completed. Fannie Mae’s approval will not be unreasonably withheld.

If Fannie Mae approves the transfer, it must be completed within 60 days after the date of approval and is subject to the
following conditions:
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» The transferor servicer (seller) is entitled to all the proceeds of the sale of servicing, but it must pay all costs and
expenses related to the transfer. Fannie Mae will not pay a termination fee.

» The transferee servicer (purchaser) must assume

- warranties that were made to Fannie Mae when Fannie Mae purchased or securitized the mortgage loans being
transferred, and

- all of the transferor servicer’s contractual obligations covering the servicing of the transferred mortgage loans,
including (but not limited to) any outstanding claims.

Once the transfer becomes effective, the transferee servicer (purchaser) will be granted the same contractual rights and ser-
vicing compensation that the transferor servicer had received. The transferee servicer’s (purchaser’s) assumption of these
warranties and obligations does not, in any way, release the transferor servicer from its obligations related to selling repre-
sentations and warranties and servicing responsibilities or liabilities.

Fannie Mae may terminate the servicer's Lender Contract on the 15th day following the end of the 90-day period if, at the
end of the 90-day period following Fannie Mae’s termination notice without cause

» the servicer has not arranged to sell its servicing and given Fannie Mae the required notice, or

* Fannie Mae does not approve the proposed transfer.

Fannie Mae may then transfer the servicing to the servicer of its choice. If Fannie Mae decides to do so, it may publicly an-
nounce that it is soliciting bids for the purchase of the servicing rights from Fannie Mae—approved servicers that are in good
standing. Within ten days after any public announcement, Fannie Mae may negotiate and effect the sale of the servicing
rights to the highest satisfactory bidder.

Regardless of whether Fannie Mae publicly solicits bids, it must pay the transferor servicer a termination fee (reduced by
reasonable and customary costs and expenses related to the transfer of servicing).

Termination Fee for Mortgage Loans Delivered Prior to January 1, 2013: For mortgage loans delivered prior to January
1, 2013, the termination fee is the amount equal to two times the servicer's annualized servicing compensation—base ser-
vicing fee plus any excess yield—for the mortgage loan as of the termination date.

Termination Fee for Mortgage Loans Delivered On or After January 1, 2013: For mortgage loans delivered on or after
January 1, 2013, the termination fee for a without cause termination is based on conditions existing as of the transfer date.
The termination fee is an amount equal to the lesser of the following:

+ Two times the Net Servicing Rate multiplied by the UPB as of the date of transfer of those mortgage loans subject to
termination that are not delinquent. For purposes of this calculation, a mortgage loan will be deemed to be delinquent if,
as of a month end transfer date, any payment is outstanding. In the event of a servicing transfer date that takes place
other than at month end, a mortgage loan will be deemed to be delinquent if there is any payment outstanding as of the
month end immediately preceding the transfer date. No termination fee will be paid for a delinquent mortgage loan.

+ The market value of the contractual right to service the mortgage loans as established by a qualified market leader in
servicing valuations using costs reflective of Fannie Mae’s cost to engage a subservicer, applying protocols appropriate
for the risk of the portfolio as determined by Fannie Mae in its sole discretion.

For purposes of calculating the termination fee, the “Net Servicing Rate” means the note rate of the mortgage loan less all
of the following: a) the PTR due Fannie Mae, b) any guaranty fee due Fannie Mae, c) any excess servicing not retained by
the servicer, d) any lender paid MI, and e) any other component of the note rate the servicer is not entitled to retain for ser-
vicing the loan, expressed as an annualized fractional percentage.
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When the Termination without Cause Is Connected to the Sale of the Mortgage Loan

When Fannie Mae terminates the servicer’s servicing arrangement without cause and in connection with a sale of all of Fan-
nie Mae’s interest in the affected mortgages loans, the servicer will have no further rights in the servicing of the mortgage
loans it had been servicing for Fannie Mae.

For mortgage loans delivered prior to January 1, 2013, the termination fee in such a situation will be an amount equal to two
times the servicer’'s annualized servicing compensation—base servicing fee plus any excess yield—for the mortgage loan
as of the termination date.

For mortgage loans delivered on or after January 1, 2013 for which Fannie Mae terminates the servicer’s servicing arrange-
ment without cause and in connection with a sale of Fannie Mae’s interest in the affected mortgages loans, Fannie Mae will
apply the same termination fee calculation utilized for terminations without cause referenced above applicable to mortgage
loans delivered on or after January 1, 2013. However, if the servicing responsibilities or liabilities for a mortgage loan are
retained by the servicer in connection with the sale of Fannie Mae’s interest, no termination fee will be paid.

Transfer of Servicing Due to Delinquency Status

For mortgage loans delivered on or after January 1, 2013, Fannie Mae has the right to terminate and transfer the servicer’s
servicing rights in a mortgage loan in the event the mortgage loan has two or more payments outstanding as of the “Deter-
mination Date,” which is defined as a day of a month designated by Fannie Mae, taking into account necessary compliance
with all applicable laws and regulations, including, without limitation, the federal RESPA and Regulation X, as amended. For
example, a mortgage loan for which a monthly payment is due and owing for August 1 will have two payments outstanding
as of September 2.

In the event Fannie Mae intends to exercise its right to terminate and transfer the servicer’s servicing rights due to the de-
linquency status on mortgage loans delivered on or after January 1, 2013, Fannie Mae will give the servicer notice at least
90 days prior to the first applicable termination date. If Fannie Mae has given the servicer such 90 days notice, Fannie Mae
may thereafter suspend its exercise of such termination and transfer rights at any time; provided, however that upon the
written request of the servicer Fannie Mae will provide up to 180 days notice prior to suspending the exercise of such termi-
nation and transfer rights.

All terminations and transfers effectuated pursuant to delinquency status are effective as of the last day of the transfer month.
Fannie Mae will not pay a termination fee in connection with a termination of the servicer’s servicing rights due to delinquency
status. The mortgage loan servicing will transfer to and remain with the new servicer, even if the mortgage loan becomes
current after the Determination Date.
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Chapter A1-3, Repurchases,
Indemnifications, and Make Whole
Payment Requests

Repurchases, Indemnifications, and Make Whole Payment Requests

Introduction

This chapter includes information on repurchases, indemnifications, and make whole payment requests.

In This Chapter

This chapter contains information on the following topics:

A1-3-01, Requirements for Voluntary Repurchase (11/12/2014) . . . . ... . e 14
A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests and Deferred Payment

Obligations (09/09/2020) . . . . . .ottt 17
A1-3-03, Repurchase Obligations Related to Bifurcated Mortgage Loans (02/15/2017) . . . ... .. .. .. 36
A1-3-04, Reporting the Repurchase (11/12/2014) . . . . . .. e e e e e e 44
A1-3-05, Redelivering a Mortgage Loan (11/12/2014) . . . . . . e e e e 45
A1-3-06, Automatic Reclassification of MBS Mortgage Loans (09/09/2020) . . .. ... ... .t 45
A1-3-07, Custodial Document Requirements (05/15/2019) . . . . ... .. i 47

A1-3-01, Requirements for Voluntary Repurchase (11/12/2014)

Introduction

The servicer may initiate a request for Fannie Mae’s approval to repurchase a mortgage loan. Fannie Mae’s approval of the
servicer’s request will depend, in part, on whether the mortgage loan is currently either an MBS mortgage loan or a portfolio
mortgage loan.

Note: Fannie Mae will only approve requests to repurchase an MBS mortgage loan under the circumstances
stated inVoluntary Repurchase of Certain MBS Mortgage Loans below.
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Following the repurchase of any mortgage loan, losses are the responsibility and legal obligation of the responsible party.
For modified mortgage loans, the responsible party must comply with all legal obligations in connection with the mortgage
loan, including any legal obligation to pay a borrower any earned “pay for performance” incentives.

This topic contains the following:

* Voluntary Repurchase of Portfolio Mortgage Loans

*  Voluntary Repurchase of Certain MBS Mortgage Loans

* Requesting Repurchase of Portfolio or MBS Mortgage Loans

Voluntary Repurchase of Portfolio Mortgage Loans

When the servicer or responsible party wishes to repurchase a mortgage loan that Fannie Mae holds in its portfolio, it must
submit a written offer to the Non-Standard Repurchase Team (see F-4-03, List of Contacts (11/13/2019)). Fannie Mae will
not approve requests to repurchase a portfolio mortgage loan in connection with a conditional tender of payment that is used
as an alternative to refinancing the mortgage loan. See Selling Guide B2-1.3-04, Prohibited Refinancing Practices for addi-
tional information.

Voluntary Repurchase of Certain MBS Mortgage Loans

Under certain circumstances, an MBS mortgage loan (or Fannie Mae’s participation interest in it) must be repurchased from
the pool (see Mandatory Repurchase of Certain MBS Mortgage Loans in A1-3-02, Fannie Mae-Initiated Repurchases, In-
demnifications, Make Whole Payment Requests and Deferred Payment Obligations (09/09/2020)). However, the following
table describes the circumstances under which the servicer has the option to repurchase the mortgage loan from the MBS
pool.

Option Circumstance

Optional repurchase of a A mortgage loan that has four consecutive payments past due may be repurchased from
delinquent regular servicing the MBS pool.

option MBS mortgage loan Note: Fannie Mae/Freddie Mac uniform first lien mortgage loan security

instruments provide that a payment is past due if not paid by close of business on
the stated due date, which is normally the first day of the month.

If the requesting party chooses not to repurchase the mortgage loan at this time, the
servicer must continue to advance scheduled P&l payments for the mortgage loan until
it is removed from the MBS pool. See C-3-01, Responsibilities Related to Remitting P&l
Funds to Fannie Mae (07/15/2020) for additional information.
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Option Circumstance

Optional repurchase related | The servicer may repurchase the mortgage loan as an alternative to enforcing the due-
to due-on sale enforcement | on-sale (or due-on-transfer) provision. The due-on-sale (or due-on-transfer) provision is
enforceable when the servicer has knowledge that a mortgaged property has been or is
about to be conveyed by the borrower in violation of the due-on-sale (or due-on-transfer)
provision, requiring the servicer to call the mortgage loan due and payable. See D1-4.1-
01, Determining Whether a Transfer of Ownership Is Permitted (11/12/2014) for
additional information.

After removing the mortgage loan from the MBS pool, the servicer may allow an
assumption of the mortgage loan. If the new borrower is creditworthy and the mortgage
loan meets all of Fannie Mae’s current eligibility requirements, the servicer is authorized
to subsequently submit the assumed mortgage loan to Fannie Mae for purchase under
any of Fannie Mae’s standard commitments for cash deliveries or as part of an MBS pool
delivery.

The servicer of a special servicing option MBS mortgage loan also may repurchase the mortgage loan from the pool as an
alternative to enforcing the due-on-sale (or due-on-transfer) provision as described above, but that repurchase requires prior
approval by Fannie Mae. Similarly, after removing the mortgage loan from the MBS pool, the servicer may allow an assump-
tion of the mortgage loan.

Regular servicing option MBS mortgage loans, and shared-risk special servicing option MBS mortgage loans for which the
servicer's shared risk liability has not expired, that have been removed from an MBS pool, and have been modified are not
eligible for redelivery to Fannie Mae unless Fannie Mae agrees otherwise.

Requesting Repurchase of Portfolio or MBS Mortgage Loans

The following table describes the requirements for the offer to repurchase mortgage loans.

v To offer to repurchase mortgage loans, the requesting party must...

Identify the mortgage loans to be repurchased by coupon rate and participation certificate yield (if
applicable).

Explain the reason for the request.

Set forth the specific terms and conditions of the repurchase.

Specify the purchase price the requesting party is offering.

After evaluating the offer, Fannie Mae will notify the requesting party of its acceptance or declination of any counteroffer the
requesting party proposes.
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A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make
Whole Payment Requests and Deferred Payment Obligations (09/09/
2020)

Introduction

This topic contains the following:

*  Overview of Fannie Mae-Initiated Repurchases, Indemnifications, and Make Whole Payment Requests

«  Servicing Defect Remedies Framework

»  Servicer Responses to a Demand

* Repurchase as a Result of Mortgage Insurance Coverage Violations

+ Mandatory Repurchase of Certain MBS Mortgage Loans

»  Calculating Repurchase Proceeds

« Alternatives to Repurchase
« Deferred Payment Obligations (DPQO)

*  Calculation of Indemnification Claim for Loss of Mortgage Insurance Benefits

Overview of Fannie Mae-Initiated Repurchases, Indemnifications, and Make Whole
Payment Requests

The Lender Contract provides remedies to Fannie Mae for the seller/servicer’s nonperformance. Any remedies that are ap-
plied will, in Fannie Mae’s sole judgment, be commensurate with the associated level of risk; Fannie Mae will strive to apply
the most appropriate remedy to compensate Fannie Mae for the harm caused by the violation.

Fannie Mae may, in addition to any other remedy available at law or in equity, require a party responsible for a breach to
repurchase Fannie Mae’s interest in a mortgage loan, remit a make whole payment, or indemnify or otherwise hold Fannie
Mae harmless for any Fannie Mae losses. If Fannie Mae, in its discretion, determines that a breach of the seller/servicer’s
obligations may be reasonably corrected, Fannie Mae will provide the seller/servicer an opportunity to correct such breach
within a specified time frame and manner as specified in the Guides, if any.

Fannie Mae may offer or decline to offer the seller/servicer certain servicing alternative remedies based on the seller/servicer
counterparty status to the extent there are future obligations required as part of the servicing alternative remedy. Other fac-
tors to be considered by Fannie Mae may include, but are not limited to, the failure to maintain a quality servicing practice
and the seller/servicer’s ability and willingness to comply with the other provisions of the Lender Contract.

Subject to Servicing Defect Remedies Framework for servicing defects attributable to servicing violations, Fannie Mae may
require the repurchase of a mortgage loan (or of an acquired property) or the remittance of a make whole payment for rea-
sons including, but not limited to

» the breach of any contractual warranty (including instances of fraud or misrepresentation),
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» under the terms of any applicable repurchase agreement or contract provisions, or

* because of an uncorrected servicing defect.

For servicing defects attributable to servicing violations in connection with MBS mortgage loans, the mortgage loan must
have been properly removed from an MBS pool on a separate basis consistent with the Servicing Guidebefore a demand
for a servicing repurchase remedy is issued based on a servicing defect. A servicing defect, by itself, does not form a basis
for removing a loan from an MBS Pool.

Additionally, Fannie Mae requires some repurchases because the terms under which the mortgage loans were purchased

or securitized call for a repurchase under certain conditions or circumstances. Repurchases that fall into this category gen-
erally include, but are not limited to, Charter violations, an ARM loan in an MBS pool that has converted to a fixed rate mort-
gage loan per the borrower’s exercise of its option in the mortgage loan documents, or an MBS mortgage loan that has 24

payments past due.

Following the repurchase of any mortgage loan, losses are the responsibility and legal obligation of the responsible party.
For modified mortgage loans, the responsible party must comply with all legal obligations in connection with the mortgage
loan, including any legal obligation to pay a borrower any earned "pay for performance” incentives.

Servicing Defect Remedies Framework

The servicing defect remedies framework relates specifically to the categorization of servicing defects, seller/servicer cor-
rections of those defects, and available remedies when defects are identified, including alternatives to repurchase. If Fannie
Mae identifies a servicing violation, it may issue either a notice of servicing defect or a demand for a servicing remedy.

The following table provides the definition of terms related to the servicing defect remedies framework.

Term Definition

servicing violation A breach of any servicer requirement or obligation
contained in the Lender Contract related to servicing
functions including, but not limited to

» processing of payments,

« collections,

e communications,

* loss mitigation,

» property preservation, and

* ensuring appropriate insurance is on the mortgage
loan or property.

servicing defect A loan-level deficiency based on a servicing violation
resulting from a breach of a term contained in the Lender
Contract in effect at the time of the servicing violation.
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Term

Definition

servicing correction

An action taken by the seller/servicer that demonstrates
that the identified servicing defect either (i) did not, in
fact, exist, or (ii) has been corrected in the time frame
specified by Fannie Mae, such that the servicing defect
is no longer considered by Fannie Mae to be a servicing
defect.

servicing remedy

An action to resolve a servicing defect elected by Fannie
Mae per the Lender Contract, which may be either a
servicing alternative remedy or a repurchase.

servicing alternative remedy

Remedies other than repurchase of the identified
mortgage loan including, after foreclosure, the acquired
property, that compensates Fannie Mae for damages,
expenses and losses resulting from the identified
servicing defect. The costs associated with calculating
any servicing alternative remedy could include, but are
not limited to

» adaily carrying cost that is not duplicative of any oth-
er cost or fee below;

« property maintenance costs;
* taxes;

+ insurance;

< HOA/condo association fees;
» appraisal/BPO fees;

* legal fees and costs;

» property inspection costs;

« utility costs;

» any documented property value decline, where ap-
propriate;

» costs to repair; and

» outstanding fees/fines/liens.

11/10/2020

Printed copies may not be the most current version. For the most current version, go to the online

version at https://www.fanniemae.com/singlefamily/servicing.

19



Part A, Doing Business with Fannie Mae
Subpart A1, Contractual Obligations

Chapter A1-3, Repurchases, Indemnifications, and Make Whole Payment Requests

Term

Definition

servicing repurchase defect

A servicing defect attributable to a servicing violation for
which a demand for a repurchase servicing remedy
could be issued without first issuing a notice of servicing
defect or a demand for a servicing alternative remedy.
Servicing repurchase defects shall be limited to servicing
defects that

» cause Fannie Mae’s lien, security interest or other
property interest to be subordinated, extinguished or
become inadequate for the realization against the re-
lated mortgaged premises for the benefit of the secu-
rity;

» pose a significant reputational risk to Fannie Mae;

« result from the servicer modifying or applying a pay-
ment deferral to a mortgage loan that was sold to
Fannie Mae with recourse or full indemnification in vi-
olation of Fannie Mae’s workout option eligibility re-
quirements;

» result in the mortgage loan to not be, or continue to
be, supported by Fannie Mae’s servicing systems;

» cause irreparable damage to the physical improve-
ments to the property or render the property uninhab-
itable.

The following table describes the servicing defect remedies framework.

11/10/2020
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Step

Action

Fannie Mae will determine whether to send a notice of servicing defect or a demand for a servicing remedy
based on the requirements in the following table.

If Fannie Mae determines that the servicing Then Fannie Mae will...

defect resulting from a servicing violation that...

can be reasonably corrected by the seller/servicer | issue a notice of servicing defect.

is uncorrectable by the seller/servicer; issue a demand for a servicing remedy.

is not corrected by the seller/servicer during the
servicing correction period, if applicable; or

caused or will cause Fannie Mae losses, ex-
pense or damages, notwithstanding any servic-
ing correction

In certain limited circumstances, a servicing defect resulting from a servicing violation may be deemed to
be uncorrectable. A servicing violation may be deemed uncorrectable if it resulted from a servicing defect
that

extinguishes the lien, security interest or other property interest, or the lien, security interest or other
property interest becomes inadequate for the realization against the related mortgaged premises for the
benefit of the security;

causes irreparable damage to the physical improvements to the property or renders the property unin-
habitable;

is a result of a foreclosure sale to a third-party purchaser, completed short sale, or completed Mortgage
Release (deed-in-lieu of foreclosure) that was not compliant with the Lender Contract;

extinguishes Fannie Mae’s ability to either file an insurance claim or seek full recovery of an insurance
claim amount, for all insurance or guarantee types; or

results in a property that was not preserved and maintained in accordance with the Lender Contact,
and, following acquisition of the property, Fannie Mae needs to make any repairs to the property as a
result of the seller/servicer’s failure to preserve and maintain the property in accordance with the Lender
Contract.

Note: Fannie Mae’s determination that a servicing defect is uncorrectable or is a servicing
repurchase defect may be appealed by the seller/servicer as outlined in Servicer Responses to a
Demand. In the event the appeal results in the determination that a servicing defect could be
corrected, the initial demand for a servicing remedy will be considered withdrawn, Fannie Mae will
issue a notice of servicing defect, and the seller/servicer may correct such servicing defect during
the servicing correction period set forth in the notice of servicing defect.

The notice of servicing defect or demand for a servicing remedy must include the information in the
following table, as applicable.

11/10/2020
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Step | Action

If the notice is a... Then the notice must contain...

notice of a servicing defect + the specific servicing violation(s) and/or related
servicing defect(s), and

« the servicing correction period.

demand for a servicing repurchase remedy » the specific servicing violation(s) and/or related
servicing defect(s),

» the time frame for completing the repurchase,

» details regarding the calculation of the repur-
chase price as outlined in the Guides, and

« information regarding the seller/servicer’s right
to appeal and time frame for appeal.

demand for a servicing alternative remedy + the specific servicing violation(s) and/or related
servicing defect(s),

+ the time frame for completing the servicing alter-
native remedy,

« the servicing alternative remedy amount, includ-
ing a breakdown of the servicing alternative
remedy amount, and

» information regarding the seller/servicer’s right
to appeal and time frame for appeal.

A demand for a servicing alternative remedy will be issued for servicing defects not constituting servicing
repurchase defects, including, if applicable, after a servicing correction period. Fannie Mae will issue any
such demand within 60 days after t