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Preface

Content Organization

The Selling Guide is organized into parts that reflect how lenders generally categorize various aspects of their
business relationship with Fannie Mae:

Part A, Doing Business with Fannie Mae

¢ Subpart 1: Approval Qualification
e Subpart 2: Lender Contract
e Subpart 3: Getting Started With Fannie Mae Subpart 4: Maintaining Seller/Servicer Eligibility

Part B, Originating through Closing

Subpart 1: Loan Application Package

Subpart 2: Eligibility

Subpart 3: Underwriting Borrowers

Subpart 4: Underwriting Property

Subpart 5: Unique Eligibility and Underwriting Considerations

Subpart 6: Government Programs Eligibility and Underwriting Requirements Subpart 7: Insurance
Subpart 8: Closing: Legal Documents

Part C, Selling, Securitizing, and Delivering Loans

e Subpart 1: General Information on Execution Options and Loan Delivery
¢ Subpart 2: Whole Loan Transactions
¢ Subpart 3: Mortgage-Backed Securities (MBS)

Part D, Ensuring Quality Control (QC) Subpart 1: Lender QC Process Subpart 2: Fannie Mae QC Process

e Subpart 1: Lender QC Process
e Subpart 2: Fannie Mae QC Process

Part E, Quick Reference Materials

e Chapter 1: Selling Guide Resources
¢ Chapter 2: Exhibits
e Chapter 3: Glossary

Part A through Part D are structured hierarchically—by subpart, chapter, section, and topic—to present Fannie
Mae requirements with increasing levels of detail, so that readers can quickly locate a subject of interest and
find desired content. Part E includes a variety of support components—including Selling Guide Resources,
Exhibits, and Glossary.

The Table of Contents provides additional details on the content. To learn more about the content included in a
particular part and how content in that part is organized, see the Introduction provided at the beginning of the
part.

Use of the Numbering System to Identify Levels of Content
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The numbering system used to identify the levels of detail of the content contained within this Selling Guide can
help the reader to navigate the Guide more easily and to recognize where a particular topic is contained within
the content hierarchy.

Consider the numbering system identifier for the topic “Requirements for Credit Reports”:
B3-5.2-01 Requirements for Credit Reports

Based on the following,

Part has a corresponding Letter (uppercase beginning with A)
Subpart has a corresponding Numeral (one-digit beginning with 1)
Chapter has a corresponding Numeral (one-digit beginning with 1)
Section has a corresponding Numeral (one-digit beginning with 1)
Topic has a corresponding Numeral (two-digit beginning with 01)

the reader can use the numbering system identifier (“B3-5.2-01") to map the location and level of content detail
of this topic within the Selling Guide.

For example, here is how the numbering system identifier for topic B3-5.2-01 maps to the content levels:

Part B
Subpart 3
Chapter 5
Section 2
Topic 01

As shown above, the part and subpart are combined as B3-. The chapter and section are combined as 5.2- and
the topic is added as 01.

Keep in mind that not all parts have subparts and not all chapters have sections. For example, the topic
“Representation and Warranties Overview” has the numbering system identifier “A2-2-01" (which does not
include a section):
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Part A
Subpart 2
Chapter 2
Topic 01

Note: As topics are added, updated and deleted with each publication of the Selling Guide, the
chapters, sections and topic identifiers will change accordingly.

Trademark Acknowledgements

ARM Flex®, As Soon As Pooled®, Collateral Underwriter®, Community Seconds®, Condo Project ManagerTM,
CPMTM, CUTM, DO®, Desktop Underwriter®, DU®, Fannie Mae ConnectTM, Fannie Majors®, HomePath®,
HomeReady®, Home- Style®, HomeStyle® Energy, Loan Limit GeocoderTM, Loan Quality ConnectTM, MBS
Express®, Pricing & Execution - Whole Loan®, and Servicing MarketplaceTM are trademarks of Fannie Mae. All
other trademarks are the property of their respective owners.

Amendments to the Guide

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

Notification of Changes and Updates

Fannie Mae notifies lenders of changes and updates to Selling Guide policies and procedures via
announcements, notices, and lender letters, described below:

¢ Announcements - communicate policy changes that impact the Selling Guide and that are incorporated
into the Selling Guide on a monthly cycle. On occasion, a policy change may require immediate
communication with Fannie Mae lenders and so is released ‘off-cycle’ and incorporated into a future
Selling Guide update. Announcements are num- bered as: SEL-20XX-XX.

¢ Lender letters - present new or modified policies and procedures that are not documented in the Guide,
such as policy changes that are temporary in nature (initiatives or pilots), reminders of existing policies,
or upcoming Guide updates. Lender letters are numbered as: LL-20XX-XX.

¢ Notices - clarify or reiterate existing Selling Guide policies, provide advance notice of upcoming
changes, provide minor updates to procedures, notify lenders of updated forms or documents posted on
Fannie Mae’s website, communicate extended expiration dates or other important information of interest
to Fannie Mae or Fannie Mae lenders. While notices may refer to requirements in the Selling Guide, they
do not revise or otherwise change these requirements and are not used to communicate new policies.
Notices can be identified by the date published (and are not numbered).

Announcements, lender letters, and notices are incorporated into the Guide by reference, and as such, are
legally binding.
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Lender letters and notices are not included in the Guide but continue to be in effect and legally binding until any
sunset date specified in the lender letter or notice or until amended by a subsequent lender letter, notice, or
announcement.

Announcements, lender letters, and notices are released to lenders in two ways:

¢ By posting the documents on Fannie Mae's website and the AllRegs website.

¢ By email notification of these postings to lenders that subscribe to Fannie Mae’s email subscription
service and select the option “Selling + Servicing News.”

Fannie Mae does not mail printed copies of Selling Guide updates, announcements, notices or lender letters.
Lenders that want printed copies may download and print PDF files of the documents posted on Fannie Mae's
website.

Contents of the Selling Guide

The Selling Guide contains the current policies and procedures and all announcements issued to date have been
incorporated.

Forms, Exhibits, and Content Incorporated by Reference

Information about the specific forms that lenders must use in fulfilling the requirements contained in the Selling
Guide is given in context within the Guide. Lenders can access the actual forms in several ways:

¢ On Fannie Mae's website via the Guide Forms page, which provides a complete list of forms.

¢ On the AlIRegs website via embedded links in the free electronic version of the Guide (and through a
searchable database with a full subscription to AllRegs Online).

Some exhibits that relate to Fannie Mae requirements are only referenced in the Guide and are posted in their
entirety on Fannie Mae's website. In addition, from time to time, product-specific guides or directives are issued
which are incorporated into this Selling Guide by reference. Such product-specific information—whether it
currently exists or is subsequently created—and the exhibits referenced in the Guide now or later are legally a
part of this Selling Guide (and the Servicing Guide).

Technical Issues

In the event of technical difficulties or system failures with Fannie Mae's website, with delivery of the “Selling +
Servicing News” option of Fannie Mae's email subscription service, or with the AllRegs website, users may
contact the following re- sources:

e For Fannie Mae's website and Fannie Mae’s email subscription service, use the “Contact Us” link on the
website to ask questions or obtain more information.

¢ For the AllIRegs website, submit an email support request from the website or contact AllRegs Customer
Service at (800) 848-4904.

When Questions Arise

This Selling Guide explains how to become an approved Fannie Mae lender and the procedures for normal and
routine selling matters. If a lender feels that a situation is not covered or a procedure may not apply because of
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certain circumstances, the lender’s principal contact should be its Fannie Mae customer account team. The
Guide specifically indicates situations in which a lender may need to contact other groups within Fannie Mae,
such as the Capital Markets Pricing and Sales Desk. For key contact information, refer to E-1-03, List of
Contacts.



Part A, Doing Business with Fannie Mae

Introduction

This part describes the requirements a lender must satisfy to become a Fannie Mae-approved seller and servicer
of residential home mortgage loans. This part also includes information on an approved lender’s contractual
obligations, procedures for obtaining technology applications, and requirements for maintaining lender
eligibility.

This subpart describes the requirements for becoming an approved Fannie Mae lender and the lender approval
process.

This subpart describes some of the contractual obligations a lender takes on when it becomes an approved
Fannie Mae lender. It includes information on Fannie Mae's Charter Act, representations and warranties a lender
makes when delivering mortgages to Fannie Mae, and the limited waiver of representations and warranties for
mortgages underwritten with Desktop Underwriter (DU). It articulates some of the circumstances under which
the Lender Contract can be terminated and the consequences of any breach of lender obligations. It lists the
types of mortgage loan reviews conducted by Fannie Mae and describes scenarios that may result in loan
repurchase or make whole payment requests. It also describes the parameters within which Fannie Mae may
elect its remedies such as imposing compensatory fees or formal sanctions and requiring loan repurchases or
substitutions. This subpart also includes Fannie Mae’s policies on the establishment, maintenance, retention,
and examination of mortgage files and records, and the use of Fannie Mae’s name and trademark.

This subpart describes the requirements a lender must meet in order to transact business with Fannie Mae,
which includes the procedures for obtaining technology applications and completing the compliance
certifications. It describes policies on concurrent servicing transfers and working with third parties such as
mortgage brokers, loan correspondents, quality control firms, document custodians, and subservicers. It
addresses Fannie Mae's requirements for its lender customers in the areas of data integrity, fraud prevention,
and fidelity bond and errors and omissions coverage.

This subpart contains the reporting requirements to which lenders must adhere in order to maintain their
eligibility to transact business with Fannie Mae.

Al, Approval Qualification

A2, Lender Contract

A3, Getting Started With Fannie Mae
A4, Maintaining Seller/Servicer Eligibility

Published October 6, 2021
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Subpart Al, Approval Qualification

Introduction

This subpart states that seller/servicers must be approved to do business with Fannie Mae and provides
reference to additional information.

e Al-1, Application and Approval of Seller/Servicer

Chapter Al-1, Application and Approval of Seller/Servicer

Introduction

This chapter includes information on the eligibility and application requirements for sellers/servicers seeking
Fannie Mae approval. It also describes loan types that require special seller/servicer approval.

e A1-1-01, Application and Approval of Seller/Servicer (09/04/2018)

Al-1-01, Application and Approval of Seller/Servicer (09/04/2018)

Introduction

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

e General Information

General Information

See Fannie Mae's website for more information on the application process for approval to do business with
Fannie Mae, including:

¢ required documentation,
e minimum business requirements,

¢ application review fee, and
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¢ any special approvals needed to sell or service mortgages with unique requirements.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcements

Announcement SEL-2018-07

Announcement SEL-2017-10

Announcement SEL-2017-01

Announcement SEL-2016-03

Announcement SEL-2013-03

Announcement SEL-2012-06

Announcement SEL-2011-13

Announcement SEL-2011-05

Announcement SEL-2010-04

Announcement 09-32

Announcement 08-23

Subpart A2, Lender Contract

Introduction

Issue Date

September 04, 2018

December 19, 2017

January 31, 2017

March 29, 2016

April 9, 2013

June 26, 2012

December 20, 2011

June 28, 2011

March 29, 2010

October 30, 2009

September 16, 2008

This subpart describes some of the contractual obligations a lender takes on when it becomes an approved
Fannie Mae lender. It includes information on the representations and warranties a lender makes when
delivering mortgages to Fannie Mae, the limited waiver of representations and warranties for mortgages
underwritten with Desktop Underwriter (DU), the circumstances under which the Lender Contract can be
terminated, and the consequences of any breach of lender obligations. It also describes scenarios that may
result in loan repurchase or make whole payment demands. This subpart also includes Fannie Mae’'s policies on
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https://www.fanniemae.com/content/announcement/sel1603.pdf
https://www.fanniemae.com/content/announcement/sel1303.pdf
http://www.efanniemae.com/sf/guides/ssg/annltrs/pdf/2012/sel1206.pdf
http://www.efanniemae.com/sf/guides/ssg/2011annlenltr.jsp?referrer=frpromo
http://www.efanniemae.com/sf/guides/ssg/2011annlenltr.jsp?referrer=frpromo
http://www.efanniemae.com/sf/guides/ssg/2010annlenltr.jsp?referrer=frpromo
http://www.efanniemae.com/sf/guides/ssg/2009annlenltr.jsp
http://www.efanniemae.com/sf/guides/ssg/2008annlenltr.jsp
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the establishment, maintenance, retention, and examination of loan files and records, and the use of Fannie
Mae’s name and trademarks.

A2-1, Contractual Obligations for Sellers/Servicers
A2-2, Contractual Representations and Warranties
A2-3, Lender Breach of Contract

A2-4, Loan Files and Records

A2-5, Fannie Mae Trade Name and Trademarks

Chapter A2-1, Contractual Obligations for Sellers/Servicers

Introduction
This chapter explains the basic legal relationship between a seller, servicer, or seller/servicer and Fannie Mae.

e A2-1-01, Contractual Obligations for Sellers/Servicers (08/05/2020)
e A2-1-02, Nature of Mortgage Transaction (02/27/2018)
¢ A2-1-03, Indemnification for Losses (10/06/2021)

A2-1-01, Contractual Obligations for Sellers/Servicers (08/05/2020)

Introduction
This topic describes some of the seller’s, servicer’s and seller/servicer’s contractual arrangements, including:

¢ Role of MSSC

Special Seller/Servicer Approval and MSSC Addendum
Lender Contract: Integration and Non-Divisibility
Amendments to the Guides

General Contract Terms

Role of MSSC

After Fannie Mae approves a seller or servicer or seller/servicer, both parties execute the Mortgage Selling and
Servicing Contract (MSSC) and any other relevant agreements. The continuation of that relationship depends on
both parties honoring the mutual promises in the Lender Contract.

The MSSC establishes the basic legal relationship between a seller, servicer or seller/servicer and Fannie Mae
and
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¢ establishes the entity as an approved seller of mortgages and participation interests or an approved
servicer of mortgages or both; and

¢ incorporates by reference the Selling Guide, the Servicing Guide, the Requirements for Document
Custodians, Software Subscription Agreement, Manuals, Announcements, Lender Letters, Release Notes,
Notices, directives and other documents which may be incorporated by reference into the Guides, all as
amended or supplemented from time to time.

Special Seller/Servicer Approval and MSSC Addendum

Certain mortgage loan types require special approval. The following special approvals will be documented by an
addendum to the Mortgage Selling and Servicing Contract (MSSC) between Fannie Mae and the seller/servicer:

e Co-0p share loans,
¢ HomeStyle Renovation mortgages, and

¢ electronic mortgages (eMortgages).

Sellers/servicers may request approval to deliver these loans through their Fannie Mae customer account team.
Sellers/servicers may not deliver these loan types unless they obtain the applicable special approval and
execute any additional agreements required by Fannie Mae. Sellers/servicers that apply for special approval to
deliver HomeStyle Renovation mortgages must also complete a Special Lender Approval Form (Form 1000A).

Fannie Mae reserves the right to cease approving sellers/servicers for or accepting deliveries of any or all of the
mortgage loan types listed above from any or all sellers/servicers. The decision to no longer accept deliveries
may result in an amendment to, or the termination of, the special approval. Fannie Mae will provide the affected
seller/servicer with reasonable notice of this decision. If the decision affects a seller/servicer's ability to fulfill
any required mandatory delivery amount under its Lender Contract, Fannie Mae will consider alternatives
through which the seller/servicer can fulfill its delivery obligation.

Lender Contract: Integration and Non-Divisibility

The MSSC and all of the documents referenced above, together with any other agreements with Fannie Mae that
provide for additional obligations to Fannie Mae, such as commitments, variances, special requirements,
technology agreements, and collateral agreements, are together referred to as the “Lender Contract” and
form a single, integrated contract.

A servicer or seller/servicer's benefits and obligations to service loans under the Lender Contract are integrated
and cannot be separated from the seller’s or seller/servicer’s benefits and obligations to sell loans under the
Lender Contract.

Fannie Mae relies on this integration and non-divisibility in entering into, and continuing to be bound by, the
Lender Contract and in consenting to a servicing transfer.

Amendments to the Guides
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All of Fannie Mae’s communications (Guides, Manuals, Announcements, Lender Letters, Release Notes, and
Notices and directives) are incorporated into the Guides by reference, and are effective on the dates specified in
such documents. Certain information and requirements posted on Fannie Mae's website are also incorporated
by reference into the Guides.

Fannie Mae transmits communications to sellers, servicers and seller/servicers by posting them on Fannie Mae’s
corporate website (or other websites as Fannie Mae may establish in the future). Fannie Mae also publishes
some communications (for convenience) via AllRegs.

General Contract Terms

The following table describes some general contract terms.

GENERAL CONTRACT TERMS
Topic Description

Unless Fannie Mae otherwise agrees in writing, upon the transfer of
servicing loans:

* the transferor and transferee are jointly and severally responsible for all
selling representations, warranties, and obligations related to the
transferred loans, including those that arise before delivery of the loans to
Fannie Mae; and

* the transferee is jointly and severally responsible for all servicing
obligations and liabilities of the transferor, including those that arise before
delivery of the loans to Fannie Mae.

Joint and Several
Responsibility

* While the term “lender” is generally used throughout the Selling Guide to
refer to the entity responsible for all aspects of the origination and delivery
of loans to Fannie Mae and if applicable, the servicing of loans, the terms
“seller”, “servicer”, “lender”, and “seller/servicer” are all used in the

Terminology and General Guides in different contexts. The particular term used should not be
Conventions viewed as an exclusion of an entity’s responsibilities in connection with a
loan.

* The “responsible party” means a seller, servicer, or other entity(ies) that
is responsible for the selling representations and warranties or for the
servicing responsibilities and liabilities on a loan.

Glossary of Defined Terms A glossary of defined terms is included in the Guides.

The servicer services Fannie Mae loans as an independent contractor and

Independent Contractor not as an agent, assignee, or representative of Fannie Mae.
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Governing Law
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GENERAL CONTRACT TERMS
Description

A seller, servicer or seller/servicer may not, without Fannie Mae’s prior
written consent, assign:

* the Lender Contract, or any component of the Lender Contract such as
variances, special requirements, whole loan or MBS commitments or
contracts, under any circumstances; or

* its responsibility for servicing individual mortgages Fannie Mae owns or
have a participation interest, except in accordance with the Guides.
Fannie Mae may assign its participation interest in any mortgage and all
rights in the mortgages owned under the Lender Contract or any other
instruments.

No borrower or other third party is a third party beneficiary of the Lender
Contract or obtains any rights through the Lender Contract or any of our
seller, servicer or seller/servicer communications.

* The term “including” and similar words means “including, without
limitation”.

* Headings and captions are for convenience only.

* If any provision of the Lender Contract is held invalid, the enforceability
of all remaining provisions are not affected, and the Lender Contract will
be interpreted as if the invalid provision were not contained in the Lender
Contract.

Any notice of termination of the Lender Contract or any component must
be in writing and delivered by hand, electronic mail (with electronic
confirmation of delivery), overnight express or similar service (fees
prepaid), or first-class United States registered or certified mail with return
receipt requested (postage prepaid), to the applicable party at its address
specified in the MSSC (which may be changed by written notice).

New York state law without regard to its conflict of law rules.

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcement Issue Date

Announcement SEL-2020-04

Announcement SEL-2019-01

August 05, 2020

February 06, 2019


https://singlefamily.fanniemae.com/media/document/pdf/announcement-sel-2020-04-selling-guide-updates
https://www.fanniemae.com/content/announcement/sel1901.pdf
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Announcement Issue Date
Announcement SEL-2018-07 September 04, 2018
Announcement SEL-2017-07 August 29, 2017
Announcement SEL-2013-03 April 9, 2013
Announcement 09-06 March 23, 2009
Announcement 08-23 September 16, 2008

A2-1-02, Nature of Mortgage Transaction (02/27/2018)

Introduction
This topic contains information on mortgage transaction requirements.

¢ Delivery Methods
e True Sale

Delivery Methods

Sellers may sell loans to Fannie Mae using either of the two following delivery methods.

¢ As whole loans - the seller sells the loans to Fannie Mae and receives cash proceeds in the amount of
the purchase price, with the loans to be retained by Fannie Mae in its porftolio or to be included later in
MBS pools formed by Fannie Mae.

¢ As MBS loans - the sellers sells the loans which are conveyed to an MBS trust under the terms of the
Fannie Mae MBS program and the seller (or its designee) receives mortgage pass-through certificates
representing interests in the loans as the purchase price for the loans.

The term “delivery” refers to the delivery of whole loans to Fannie Mae and into MBS pools. In cases where
specific requirements apply to one type of transaction, the delivery method is specified. The term “loan” means
“mortgage loan” and includes participation interests in loans unless specified otherwise. The glossary defines
terms used in connection with Fannie Mae requirements in the Selling Guide.


https://www.fanniemae.com/content/announcement/sel1807.pdf
https://www.fanniemae.com/content/announcement/sel1707.pdf
https://www.fanniemae.com/content/announcement/sel1303.pdf
https://www.fanniemae.com/content/announcement/0906.pdf
https://www.fanniemae.com/content/announcement/0823.pdf
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True Sale

Both Fannie Mae and the seller intend that every sale of loans to be the seller’s true, absolute, and
unconditional sale to Fannie Mae of the loans. However, if a court or other appropriate forum holds the loans are
still the seller’s property, then Fannie Mae and the seller intend that the transaction be deemed to be:

¢ a pledge by the seller to secure a debt or other obligation owed to Fannie Mae for all related loans, and

e a grant by the seller to Fannie Mae of a first priority perfected security interest in the loans.

Accordingly, for each loan delivery, the seller grants Fannie Mae a security interest in all of the seller’s right,
title, and interest in the loans sold to Fannie Mae. Such security interest secures the seller’s performance of all
of its obligations to Fannie Mae pertaining to that loan or the contract under which it is sold to or serviced for
Fannie Mae.

If the seller breaches its obligations to Fannie Mae, Fannie Mae may,

e without a binding election of remedies, use the remedies provided by applicable law to the holder of a
security interest; or

¢ extinguish all equitable, legal, and other right, title, or interest of the seller in the pledged security and
take such property as its property.

Related Announcements

The table below provides the reference to the Announcement that has been issued that is related to this topic.

Announcement Issue Date

Announcement-SEL-2018-02 February 27, 2018

A2-1-03, Indemnification for Losses (10/06/2021)

Introduction
This topic contains information on indemnification for losses, including:

¢ General Requirements
¢ Application After Enforcement Relief
¢ Indemnification Process
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General Requirements

The responsible party must indemnify and hold Fannie Mae (including its successors and assigns and its
employees, officers, and directors individually when they are acting in their corporate capacity) harmless
against all losses, damages, penalties, settlements, liabilities, judgments, claims, counterclaims, defenses,
actions, costs, expenses, attorneys’ fees, and other legal fees (collectively, “Fannie Mae losses” or “losses
incurred by Fannie Mae"”), that are based on, or result or arise from, the events described below.

If the responsible party is responsible for If the responsible party is responsible for
selling representations, warranties and other servicing obligations and liabilities:
obligations:

* the failure or alleged failure to satisfy the
servicing duties and responsibilities for loans or
MBS pools serviced for Fannie Mae; and

* the breach or alleged breach of selling
representations, warranties, or obligations;

* origination, delivering, selling, or trading activities
related to Fannie Mae-owned or Fannie Mae-
securitized mortgage loans;

* the breach or alleged breach of securities
disclosure or settlement requirements;

* A breach or alleged breach of obligations owed to
the borrower by the manufacturer of the
manufactured home or by any party that sells the
manufactured home to the borrower, delivers it to
the site, or installs it at the site: and

* any third-party claim relating to any breach or alleged breach described above; and

If the responsible party is a licensee of any Fannie Mae technology pursuant to the Software
Subscription Agreement:

* any third-party claim relating to:

o any breach, act or omission of any license of Fannie Mae technology (and the licensee’s authorized
users) in connection with the Software Subscription Agreement or materials licensed pursuant to the
Software Subscription Agreement (except to the extent that Fannie Mae or its third-party licensors caused
such Fannie Mae Losses). See the Software Subscription Agreement General Terms and Conditions
contained in the Consolidated Technology Guide.

o any software, information or data provided by or on behalf of a licensee of Fannie Mae technology;

o a licensee’s use of the Licensed Materials in conjunction with any third-party system; or

o allegations that licensee (or any person or entity that gains access to the licensed application through
licensee or pursuant to the Software Subscription Agreement) has transmitted material that is defamatory
or violates any right of a third party.

Fannie Mae losses include losses related to the loans and the servicing of them prior to their delivery to Fannie
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Mae.

The requirements described above

v The indemnities set forth above...

Apply regardless of whether
* Fannie Mae is a party to the lawsuit or other proceeding; or
* the claim, suit or proceeding has merit.

Are not limited to Fannie Mae Losses related to claims by or against third parties and include
Fannie Mae Losses related to claims between Fannie Mae and the indemnifying party (sometimes
known as indemnification of first-party or intra-party claims or losses), with the following
exception: the indemnities set forth above that are related to Fannie Mae technology are limited
to Fannie Mae Losses related to claims by or against third parties.

Do not include Fannie Mae Losses resulting solely from the indemnifying party following the
written instructions of Fannie Mae relating to a claim, suit, or proceeding.

Do not modify or otherwise affect Fannie Mae’s right to manage its defense for any claim, suit, or
proceeding in accordance with its own judgment.

* If Fannie Mae chooses its own counsel, the indemnifying party will still be obligated to the full
extent of the indemnities set forth above, including paying the attorney’s fees and costs of
counsel selected by Fannie Mae.

* If Fannie Mae decides that its interests and the indemnifying party’s coincide, Fannie Mae may
decide to cooperate with the indemnifying party in a joint defense.

Application After Enforcement Relief

If the loan with the breach or alleged breach has achieved enforcement relief, then the obligation to indemnify
Fannie Mae is limited to Fannie Mae Losses that are based on or related to:

¢ claims by or against third parties;

o |ife-of-loan representations and warranties as described in A2-2-07, Life-of-Loan Representations and
Warranties ; and

¢ representations, warranties and obligations outside Subparts B1 through B5 of the Selling Guide.

Indemnification Process

The table below describes the process applicable to a responsible party’s indemnification obligations, whether
incurred under this topic or pursuant to an indemnification obligation included in any other portion of the Lender
Contract.

Unless otherwise expressly provided in the Lender Contract

¢ Fannie Mae will determine without regard to “materiality” or similar limitations if there are any Fannie
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Mae Losses and the amount of all Fannie Mae Losses; and

¢ The responsible party may not dispute the selling price Fannie Mae receives for any foreclosed property.

All payments for indemnification are due within 60 days after written demand or if appealed, within 15 days
after an appeal is denied. Fannie Mae may offset the amount of any unpaid indemnification payment due from
an indemnifying party against amounts Fannie Mae owes to the indemnifying party. The responsible party must
pay for all Fannie Mae Losses for which Fannie Mae bills the responsible party (without regard to any mortgage
insurance claim or payment).

Unless otherwise provided in the separate agreement, the responsible party’s obligations under any
indemnification provisions contained in a separate agreement signed by responsible party

o are effective as of the date on which the responsible party and Fannie Mae sign the separate agreement;

o if with respect to a loan, continue in full force and effect until such loan covered by the indemnification
provisions has been paid in full or otherwise satisfied and the indemnification obligations have been
performed in full; and

o if with respect to a product, service or technology, survive the termination of such separate agreement.

General Terms and Conditions Applicable to Indemnification Agreements

Unless otherwise provided in the separate agreement, by entering
Topic into a separate indemnification agreement in lieu of immediate
repurchase

* Fannie Mae is not waiving any rights or remedies that Fannie Mae now has
or may have in the future, except for postponing immediately exercising the
remedies Fannie Mae has because of the breach described in the separate
indemnification agreement;

* Fannie Mae reserves all other rights and remedies under the Lender
Contract, at law, or in equity; and

* The responsible party’s obligations under the indemnification agreement
are separate and in addition to any other obligations it may have in the
Lender Contract.

No Waiver of right and
remedies

The responsible part will include a copy of the indemnification agreement in
the individual loan file (and at its option, the responsible party may redact
any loan-level information that does not apply to a covered loan).

Copy must be maintained
in loan file

If a default occurs under the Lender Contract, Fannie Mae may immediately
demand repurchase of the loan and the responsible party will have no right
of appeal.

Immediate repurchase if
a default occurs

* The resolution of the matters described in the separate agreement is
voluntary and applies only to the covered loans; and

Voluntary resolution * Fannie Mae’s offer of an indemnification agreement may not be used as a
precedent or otherwise be deemed to establish a course of conduct between
the parties in resolving any past, present or future claim.
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General Terms and Conditions Applicable to Indemnification Agreements

Unless otherwise provided in the separate agreement, by entering
Topic into a separate indemnification agreement in lieu of immediate
repurchase

The indemnification agreement is subject to the choice of law provisions in

Choice of law the Lender Contract.
The responsible party represents and warrants that:
* the indemnification agreement has been duly executed and delivered by
the responsible party and is enforceable against the responsible party in
accordance with its terms;
* the indemnification agreement will not require any consent or approval of
any person, entity or governmental authority except the consents and
approvals as have been obtained and are in full force and effect;
* no insolvency, bankruptcy, receivership or similar proceeding is threatened
or pending by or against the responsible party; and
« if the responsible party is a federally insured institution or an affiliate of a
Responsible Party federally insured institution,
Representations and o the execution of the indemnification has been specifically approved by
Warranties the Board of Directors of the responsible party and such approval is reflected

in the minutes of the meetings of such Board of Directors, or approved by an
officer of responsible party who was duly authorized by the Board of
Directors to enter into transactions of the type set forth in the
indemnification agreement and such authorization is reflected in the minutes
of the Board of Directors’ meetings;

o the indemnification agreement is the written agreement governing the
responsible party’s rights and obligations pursuant to the indemnification
agreement, and the responsible party will continuously maintain all
components of the written agreement as an official record of the responsible

party.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcement Issue Date
Announcement SEL-2021-09 October 06, 2021
Announcement SEL-2017-07 August 29, 2017
Announcement SEL-2016-07 August 30, 2016

Announcement SEL-2016-02 February 23, 2016


https://singlefamily.fanniemae.com/media/document/pdf/announcement-sel-2021-09-selling-guide-updates
https://www.fanniemae.com/content/announcement/sel1707.pdf
https://www.fanniemae.com/content/announcement/sel1607.pdf
https://www.fanniemae.com/content/announcement/sel1602.pdf
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Announcement Issue Date
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2011-10 September 27, 2011

Chapter A2-2, Contractual Representations and Warranties

Introduction

This chapter includes information on the contractual and selling representations and warranties that lenders
make when they deliver mortgage loans to Fannie Mae.

e A2-2-01, Representations and Warranties Overview (02/05/2020)

e A2-2-02, Delivery Information and Delivery-Option Specific Representations and Warranties (08/30/2016)

e A2-2-03, Document Warranties (10/06/2021)

e A2-2-04, Limited Waiver and Enforcement Relief of Representations and Warranties for Mortgages
Submitted to DU (12/04/2018)

e A2-2-05, Invalidation of Limited Waiver of Representations and Warranties (01/27/2015)

e A2-2-06, Representations and Warranties on Property Value (12/04/2018)

e A2-2-07, Life-of-Loan Representations and Warranties (08/07/2019)

A2-2-01, Representations and Warranties Overview (02/05/2020)

Introduction
This topic contains information on representations and warranties, including:

e Qverview
¢ Lender Reporting Requirements for Breach of Selling Warranty

Overview

In order to sell loans to Fannie Mae or deliver pools of loans to Fannie Mae for MBS, the lender makes
representations and warranties as to certain facts and circumstances concerning the lender and the mortgage
loans it is selling or delivering. The MSSC contains specific representations and warranties. Additional


https://www.fanniemae.com/content/announcement/sel1303.pdf
https://www.fanniemae.com/content/announcement/sel1110.pdf
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representations and warranties are contained in this Guide and elsewhere in the Lender Contract. Some of the
representations and warranties relate to specific delivery options or mortgage products, and others to specific
types of properties, mortgage documentation, or title issues. Some of the representation and warranties apply
to every mortgage loan that is delivered to Fannie Mae, while others apply in special circumstances.

Violation of any representation or warranty is a breach of the Lender Contract, including the warranty that the
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 lender transfers mortgage
loans to Fannie Mae and continue and survive:

¢ 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

e termination of the MSSC and any agreement that is part of the Lender Contract unless Fannie Mae
expressly releases the lender from them in writing.

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

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

Because the selling warranties are not limited to matters within a lender’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 lender will constitute the lender’s breach of a
selling warranty.

A lender that acquires the servicing of a mortgage loan, either concurrently with or subsequent to Fannie Mae’'s
purchase 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 a servicer transfers its contractual right to service some or all of its servicing responsibilities to
another Fannie Mae-approved servicer, any variance 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.

Note: Fannie Mae will not exercise its rights to enforce certain remedies for breaches of certain
representations and warranties for loans meeting the requirements set forth in A2-2-04, Limited
Waiver and Enforcement Relief of Representations and Warranties for Mortgages Submitted to DU,
and A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties Related to
Underwriting and Eligibility .
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Lender Reporting Requirements for Breach of Selling Warranty

The lender must notify Fannie Mae within 30 days if, after conducting due diligence, it determines that a breach
of a selling warranty has likely occurred, by using the self-report functionality in Loan Quality Connect. For
additional information on a lender’s responsibilities for self-reporting to Fannie Mae, refer to D1-3-06, Lender
Post-Closing Quality Control Reporting, Record Retention, and Audit . For additional information on a lender’s
reporting responsibilities with respect to misrepresentation or fraud, refer to A3-4-03, Preventing, Detecting,
and Reporting Mortgage Fraud .

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcements Issue Date
Announcement SEL-2020-01 February 05, 2020
Announcement SEL-2019-03 April 03, 2019
Announcement SEL-2016-08 October 24, 2016
Announcement SEL-2016-02 February 23, 2016
Announcement SEL-2015-12 November 3, 2015
Announcement SEL-2014-10 July 29, 2014
Announcement SEL-2013-03 April 9, 2013

A2-2-02, Delivery Information and Delivery-Option Specific
Representations and Warranties (08/30/2016)

Introduction
This topic covers delivery information and delivery-option specific representations and warranties, including:

e Mortgage Loan Delivery


https://www.fanniemae.com/singlefamily/loan-quality-connect
https://www.fanniemae.com/content/announcement/sel2001.pdf
https://www.fanniemae.com/content/announcement/sel1903.pdf
https://www.fanniemae.com/content/announcement/sel1608.pdf
https://www.fanniemae.com/content/announcement/sel1602.pdf
https://www.fanniemae.com/content/announcement/sel1512.pdf
https://www.fanniemae.com/content/announcement/sel1410.pdf
https://www.fanniemae.com/content/announcement/sel1303.pdf
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e MBS Pool Delivery Representations and Warranties
¢ Representation and Warranty Requirements for the Sale and Servicing of All Mortgages

Mortgage Loan Delivery

Regardless of the delivery option, the lender represents and warrants that all required mortgage loan delivery
data is true, correct, and complete, even for such data elements that are not required to qualify a borrower or
underwrite a loan. The lender also represents and warrants that at the time Fannie Mae releases cash or MBS in
exchange for the mortgage loan, no person has any right of rescission pursuant to the Truth in Lending Act or
other law which has not expired or otherwise terminated.

For purchase money loans and also for loans that have a right of rescission that has been waived, a lender may
not request or receive cash or MBS until at least one business day after the lender disburses the funds to (or on
behalf of) the borrower.

MBS Pool Delivery Representations and Warranties

The lender makes the following additional representations and warranties when it sells Fannie Mae a mortgage
loan that is included as part of an MBS pool delivery:

¢ the mortgage loan, or participation interest, conforms to the requirements and specifications for
mortgage loans that are pooled to back MBS issues and the pool formation criteria of the specific MBS
pool in which the mortgage loan is included (see C3-3, MBS Guaranty Fees and Guaranty Fee Buyups and
Buydowns ),

¢ the mortgage satisfies the general mortgage loan eligibility requirements and underwriting guidelines for
mortgage loans delivered to Fannie Mae (see C3-3, MBS Guaranty Fees and Guaranty Fee Buyups and
Buydowns ),

¢ the description of the mortgage loan, or participation interest, described in the applicable Schedule of
Mortgages is true and correct, and

¢ all owners named in the Delivery Schedule (Form 2014) were provided the most recent prospectus, and
any applicable prospectus supplement, available for the MBS program at the time they entered into their
contract for the purchase of the related securities.

When the lender sells Fannie Mae an MBS pool that includes mortgage loans with special product characteristics
that make them subject to delivery limitations, the lender represents and warrants that no more than 10% of
the aggregate issue date principal balance of the pool is composed of mortgage loans that have one of the
special product characteristics. If mortgage loans with more than one of the special characteristics are included
in the same pool, the lender warrants that the total amount of mortgage loans with special product
characteristics in the pool does not exceed 15% of the aggregate issue date principal balance of the pool.

If a mortgage loan in an MBS pool has achieved enforcement relief as provided in A2-3.2-02, Enforcement Relief
for Breaches of Certain Representations and Warranties Related to Underwriting and Eligibility , then the
obligation to indemnify Fannie Mae is limited in certain respects. See A2-1-03, Indemnification for Losses , for a
description of the continuing indemnification obligations.


http://www.efanniemae.com/sf/formsdocs/forms/2014.jsp
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Representation and Warranty Requirements for the Sale and Servicing of All
Mortgages

By submitting any loan to Fannie Mae under any execution, including MBS, whole mortgage loan, or a
participation pool mortgage to Fannie Mae as a whole loan, the lender represents and warrants that

e all right, title, and interest in the mortgage loan is sold, transferred, set over, and otherwise conveyed by
the lender to Fannie Mae as of the date Fannie Mae funds the purchase proceeds;

¢ there is no agreement with any other party providing for servicing the mortgages that continues after
such date unless there is full compliance with all the Fannie Mae Guide requirements for subservicing
(see A3-3-03, Other Servicing Arrangements , and the Servicing Guide) or any prior servicing agreement
is made expressly subject to Fannie Mae’s rights as owner of the mortgage loans; and

¢ it is aware of all matters related to the mortgage that were known to the originating lender.

The party that was servicing for the lender prior to the transfer of the loan to Fannie Mae may become a

servicer for Fannie Mae, if there is full compliance with all the Fannie Mae Guide requirements that provide for
either

¢ the assignment of servicing from the lender concurrent with conveyance of the mortgage to Fannie Mae
(see A3-3-02, Concurrent Servicing Transfers ), or

¢ post-delivery transfers of servicing (see the applicable section of the Servicing Guide).

When Fannie Mae consents to a transfer of servicing by a lender or servicer, it relies on the integration and non-
divisibility of the Lender Contract. Fannie Mae requires that the transferor lender remain obligated for all selling
and servicing representations and warranties and recourse obligations upon the transfer of servicing. Fannie
Mae also requires that the transferee servicer, whether the original seller or a transferee servicer, undertake
and assume joint and several liability for all selling and servicing representations and warranties and recourse
obligations related to the mortgage loans it services unless explicitly agreed to the contrary in writing by Fannie
Mae.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcements Issue Dates
Announcement SEL-2016-07 August 30, 2016
Announcement SEL-2016-02 February 23, 3016

Announcement SEL-2013-03 April 9, 2013


https://www.fanniemae.com/content/announcement/sel1607.pdf
https://www.fanniemae.com/content/announcement/sel1602.pdf
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A2-2-03, Document Warranties (10/06/2021)

Introduction
This topic contains information on document warranties, including:

¢ Legal Document Warranties
¢ Nonstandard Documents

Legal Document Warranties

Document warranties relate to legal documents used for a mortgage, such as security instruments, notes, and
assignments.

Nonstandard Documents

When a lender sells Fannie Mae mortgage loans that are closed on legal documents other than the current
Fannie Mae/Freddie Mac uniform instruments, or current Fannie Mae instruments that are applicable to the
transaction, the lender warrants that the mortgage loans otherwise comply with the Lender Contract. The use of
nonstandard instruments will not preclude it or any subsequent servicer from performing all servicing and
accounting functions required by Fannie Mae’s Guides. By delivering loans not closed on current Fannie Mae
instruments, the lender represents and warrants as follows:

¢ Applicable laws and regulations, enforceability, negotiability — No term of the instruments
violates applicable laws and regulations, each and every term of the instruments is fully enforceable
under applicable laws and regulations, and the mortgage note constitutes a negotiable instrument under
the Uniform Commercial Code (UCC) of the applicable jurisdiction(s).

¢ Definition of security property — The definition of security property conforms to the definition used in
the Fannie Mae/Freddie Mac uniform instruments, and must include all improvements erected on the
property (at the time the document is executed and in the future), easements, appurtenances, fixtures
that are part of the property (at the time the document is executed and in the future), and replacements
and additions to such improvements, appurtenances, and fixtures.

¢ Personal property/principal residence — A one-unit property that is the borrower’s principal
residence may not include personal property or other items (such as appliances, furniture, or equipment)
that might be considered as additional security.

¢ Mortgage loans secured by a two- to four-unit principal residence or an investment property
— If personal property is pledged, it may be to the same extent as it is pledged by the 1-4 Family Rider
(Form 3170).

¢ Due on Sale — The instruments for fixed-rate conventional mortgage loans include a fully enforceable
due-on-sale or due-on-transfer clause, except as limited by federal law.

o “Default” rate of interest — The instruments do not include a “default” rate of interest provision.
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Rights similar to those in Fannie Mae/Freddie Mac Uniform Instrument — The instruments do not
grant more favorable rights to the borrower on default and foreclosure, or less favorable rights to the
note holder with respect to property insurance (including both required insurance and insurance the
borrower elects to obtain), leasehold interests, other liens on the property, condemnation proceedings, or
other proceedings that result in a full or partial taking of the property, or any other compensation,
settlement, or award of damages that is the result of damage to, or destruction of, the property than
those granted in the Fannie Mae/Freddie Mac uniform instruments for the applicable jurisdiction(s).

Waivers of Rights of Redemption — The instruments include a specific waiver by the borrower, and, if
applicable, the borrower’s spouse, of:

o any legally waivable statutory right of redemption after foreclosure,

Note: Statutory rights of redemption that are not waivable under applicable law are
acceptable only to the extent the instruments do not grant more favorable rights to the
borrower on default and foreclosure than those granted in the Fannie Mae/Freddie Mac
uniform instruments for the applicable jurisdiction.

o any right of homestead, dower, or similar marital right, and

o rights of presentment and notice of dishonor, if a waiver of rights is necessary to protect the note
holder’s interest.

Right to advance — The instruments expressly allow the note holder to advance at any time sums for
unpaid insurance premiums, property taxes, or any other payments necessary to protect the value of the
property or the note holder’s rights in the property and permit the note holder to collect such amounts
from the borrower on a deferred basis.

Note holder actions to protect the property — The instruments permit the note holder to undertake
certain actions to protect the property, including securing and repairing the property if it has been
abandoned, and to add the costs of these actions to the amount of the debt.

Actions note holder is not obligated to take — The instruments do not obligate the note holder to
o advance additional principal sums,

o forgive or suspend fully or partially scheduled installments or any portion of them for the
borrower’s benefit, or

o apply any prior principal prepayment to reduce or cure the borrower’s delinquency.

Fixed interest rate and level principal and interest payments — The instruments provide for fixed
interest rates and level principal and interest payments, unless the mortgage loan is an adjustable-rate
mortgage.

Replacement Index and Replacement Margin — The instruments for ARM loans include the
Alternative Reference Rates Committee (ARRC) recommended fallback contract language for new closed-
end, residential ARMs. (See, for example, the Multistate Adjustable-Rate Note 30-Day Average SOFR
(Form 3441), paragraph 4.G. Replacement Index and Replacement Margin.)

Maturity date — The instruments specify a maturity date. If the instruments do not specify a maturity
date, the lender warrants that:

o the mortgage loan will be fully amortized during a specified original term with no subsequent
adjustments to the amount payable;

o the entire indebtedness, including any amount previously added to the mortgage loan balance and
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the principal and interest payments, will be secured by the mortgage loan and take priority over
intervening liens;

o the lien of the mortgage loan is a valid first lien; and

o the priority of the mortgage lien at the time of delivery will not be diminished over the term of the
mortgage loan and, during that time, all sums, including any sums previously added to the
mortgage loan balance, will be repaid in monthly installments.

¢ Notice of grievance — The instruments require the lender and the borrower to give the other party a
notice of any grievance arising under the security instrument and to allow the notified party a reasonable
period after receipt of the notification to cure the grievance before the party providing the notice
commences, joins, or is joined to a judicial action, as either an individual litigant or as a member of a
litigant class that seeks redress or recovery in connection with the grievance.

¢ Maintenance of property — The instruments obligate the borrower to maintain the property in a way
that prevents deterioration and to repair promptly any damage to the property, whether or not such
damage is covered by insurance.

¢ Mortgage Insurance — The instruments provide that the lender, any purchaser of the mortgage note, a
mortgage insurer other than the insurer of the mortgage, any reinsurer, or any other entity (including an
affiliate of any of the foregoing) may receive (directly or indirectly) amounts that derive from (or might be
characterized as) a portion of the borrower’s payments for the mortgage insurance in exchange for
sharing or modifying the mortgage insurer’s risk or otherwise reducing losses.

e Borrower’s failure to take a future action — The instrument (or any other agreement that the
borrower signed) does not provide that the borrower’s failure to take a future action requested by the
lender (such as providing and paying for additional documentation for the transaction after the date of
loan closing) constitutes a default. Alternatively, if the instrument does include such a provision, the
lender will not enforce it.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcements Issue Date
Announcement SEL-2021-09 October 06, 2021
Announcement SEL-2019-01 February 06, 2019
Announcement SEL-2013-06 August 20, 2013
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2011-06 July 26, 2011

Announcement SEL-2011-05 June 28, 2011
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Announcements Issue Date

Announcement 09-29 September 22, 2009

A2-2-04, Limited Waiver and Enforcement Relief of Representations
and Warranties for Mortgages Submitted to DU (12/04/2018)

Introduction

This topic contains information on the following:

Limited Waiver of Representations and Warranties for Mortgages Submitted to DU

Enforcement Relief of Representations and Warranties for Mortgages with Data Calculated by Approved
Vendor Tools

Enforcement Relief of Representations and Warranties for Mortgages with Data Validated by the DU
Validation Service

e Representations and Warranties on Property Value for Mortgages Submitted to DU

Limited Waiver of Representations and Warranties for Mortgages Submitted to
DU

Fannie Mae grants a limited waiver of certain underwriting representations and warranties to a lender that sells
an eligible mortgage that is underwritten with DU.

If DU returns an Approve/Eligible recommendation on the final submission of the loan casefile to DU, then
Fannie Mae will not require the lender to represent and warrant that the mortgage loan complies with the
requirements of this Guide with regard to the mortgage loan’s eligibility for delivery to Fannie Mae and the
borrower’s creditworthiness, provided that:

¢ All data pertaining to the mortgage loan is complete, accurate, and not fraudulent, and all data on which
the underwriting recommendation was based reflects the final terms of the closed mortgage loan, and
otherwise comply with the requirements relating to submissions and resubmissions as stated in this
Guide and any relevant supplemental materials.

¢ All data on which DU’s recommendation is based complies with Fannie Mae’s verification requirements
and the mortgage loan file is documented accordingly.

¢ The lender uses the appropriate special feature codes, as specified in the delivery reporting requirements
of this Guide or elsewhere in the Lender Contract. SFC 127 is required for all loans underwritten through
DU.
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o All Verification Messages/Approval Conditions that appear in the DU Underwriting Findings report with
respect to the related mortgage loan application must be satisfactorily resolved, and the mortgage loan
file documented accordingly.

¢ All other requirements, instructions, and restrictions set forth in this Guide and any release notes are
complied with by the lender (or DU licensee).

¢ The lender reports the proper DU-assigned unique loan casefile ID at the time of delivery on the
appropriate loan schedule or schedule of mortgages. (A DU loan casefile ID is unique to an individual
mortgage loan. The same casefile ID may not be used to underwrite more than one mortgage loan to
DU.)

¢ The lender pays all applicable loan-level price adjustments.
The foregoing waiver of underwriting representations and warranties does not apply to:

¢ |oans that receive an Out of Scope recommendation, even if the underwriter believes that the mortgage
should be approved,;

¢ |oans that receive an Approve/lneligible or Refer with Caution recommendation; and

¢ the product eligibility representations and warranties in Ability to Repay Loan Eligibility Requirements
(see B2-1.5-02, Loan Eligibility );

¢ the eligibility and underwriting representations and warranties that apply to the property, including, but
not limited to, condition, value, or marketability of the property;

e appraisal or alternative property inspection as set forth in this Guide;
e government loans that are underwritten with DU; and
¢ seasoned loans, as defined in this Guide.
Note: All seasoned loans that are delivered to Fannie Mae, including those that received an

Approve/Eligible recommendation from DU, must meet Fannie Mae’s seasoned mortgage
requirements as set forth in B2-1.5-02, Loan Eligibility .

All other representations and warranties that are part of the Lender Contract shall apply. The use of DU does not
relieve the lender of any obligation set forth in the Lender Contract, except as expressly set forth:

¢ in this section with respect to Fannie Mae’s limited waiver of representations and warranties; and

¢ in any DU recommendation or findings relating to documentation requirements, property valuation
requirements, and any other similar requirements provided by DU, unless such requirements are
modified by B3-2, Desktop Underwriter (DU) , of this Guide or the lender’s applicable DU license
agreements.

Enforcement Relief of Representations and Warranties for Mortgages with Data
Calculated by Approved Vendor Tools

The table below details enforcement relief for mortgages with data calculated by approved vendor tools.



Data Calculated by a Fannie
Mae-Approved Vendor Tool

Income
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Fannie Mae will not enforce
representations and
warranties on

the accuracy of the calculation of
the amount of self-employment
income by the tool.

Details

The following requirements
apply:

* the information submitted to
the tool must be accurate and
complete,

* the lender must not perform
any manual overrides of the
output results of the tool,

* the amount of self-
employment income entered in
DU must match the amount of
income calculated by the tool,
and

* the loan must be delivered
with SFC 777.

In all cases, the lender must continue to comply with all DU messages, including documentation and
determination that age of documentation requirements are met, and determine the eligibility of the self-
employment income being used to qualify.

See B3-3.2-01, Underwriting Factors and Documentation for a Self-Employed Borrower for information on using

other approved vendors.

Enforcement Relief of Representations and Warranties for Mortgages with Data
Validated by the DU Validation Service

In addition to the limited waiver of representations and warranties described above, Approve/Eligible loans for
which DU validated a loan component may also benefit from certain representation and warranty enforcement
relief. The table below describes the validated component, the related enforcement relief, and other details.

Component Validated by
DU

Income

Fannie Mae will not enforce
representations and
warranties on

* the accuracy of the lender’s
income calculations related to the
validated income, and

* the integrity of the data
provided on the verification
report.

Details

The DU message must indicate
that the amount of income
entered into DU was validated
and that the verification report is
acceptable documentation.

Applies on a per-borrower, per-
income-type basis.
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Fannie Mae will not enforce
representations and Details
warranties on

Component Validated by
DU

* the borrower’s employment,

through the time of closing, with

the employer attested to on the
Employment loan application, and

* the integrity of the data

provided on the verification

report.

The DU message must indicate
that the employment entered
into DU was validated.

Applies on a per-borrower, per-
employer basis.

* the sufficiency of the borrower’s
assets to satisfy Total Funds to be The DU message must indicate

Verified as required by DU, and that assets were validated.
Assets . .

* the integrity of the data

provided on the verification Applies on a loan-level basis.

report.

The lender must comply with the following additional requirements in order for the representation and warranty
enforcement relief to apply:

o All of the requirements that pertain to the DU validation service must be met.

¢ All Verification Messages and Approval Conditions that appear in the DU Underwriting Findings report,
including any related to the DU validation service, must be satisfactorily resolved and documented
accordingly.

If there is information that is conflicting with or contradictory to the data that was submitted to DU, the lender
must perform due diligence to investigate and ensure that accurate data is entered into DU. Enforcement relief
will not apply, regardless of DU’s issuance of validation messages, if the lender’s investigation of conflicting or
contradictory information contained in the loan file or within the verification report would have impacted the
information entered by the lender in DU.

For more information on the DU validation service, see B3-2-02, DU Validation Service .

Representations and Warranties on Property Value for Mortgages Submitted to
DU

In addition to the limited waiver and enforcement relief of representations and warranties described above,
loans may also benefit from waivers or enforcement relief of certain representations and warranties related to
the appraisal and value of the subject property. See A2-2-06, Representations and Warranties on Property Value
, for more information.

Related Announcements

The table below provides references to the Announcements and Release Notes that have been issued that are



related to this topic.
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Announcements and Release Notes

Announcement SEL-2018-09

Announcement SEL-2017-03

Announcement SEL-2016-09

Announcement SEL-2016-08

Announcement SEL-2015-01

Announcement SEL-2014-06

Announcement SEL-2013-07

Announcement SEL-2013-06

Announcement SEL-2013-03

Announcement SEL-2012-07

DU Version 9.0

Announcement SEL-2011-06

Announcement SEL-2011-04

Issue Date

December 04, 2018

March 28, 2017

December 06, 2016

October 24, 2016

January 27, 2015

May 27, 2014

September 24, 2013

August 20, 2013

April 9, 2013

August 21, 2012

July 24, 2012

July 26, 2011

May 24, 2011

A2-2-05, Invalidation of Limited Waiver of Representations and
Warranties (01/27/2015)

Introduction

This topic contains information on invalidation of the limited waiver of representations and warranties for
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mortgage loans underwritten through DU, including:

e Qverview
¢ Lenders That Sell or Assign Loans Underwritten Through DU
e Lenders That Acquire Loans Underwritten with DU

Overview

For loans submitted to DU for evaluation, the lender must review the entire underwriting file to determine
whether it includes any data or other information that was either not submitted to DU, or is inconsistent with
any data or information that was in fact submitted to DU. If any such information (especially of a derogatory or
contradictory nature) is found, the lender must take appropriate action, such as further investigating the
information, to see if it would change the DU recommendation, or setting aside the DU recommendation if there
are grounds for the lender to arrive at an underwriting decision other than the one it reached on the basis of the
original DU recommendation. In such cases, the limited waiver of representations and warranties will no longer
be valid for a mortgage that had received an Approve/Eligible recommendation.

Fannie Mae generally places no restrictions on the sale or transfer of loans underwritten through DU to third
parties either before or after the mortgage is closed, other than a requirement that the sale or transfer must be
in compliance with all applicable laws. When the limited waiver of representations and warranties is
transferable, the selling or transferring lender must fully disclose (1) the fact that the mortgage was submitted
to DU for evaluation, and (2) the nature of the DU recommendation. The selling or transferring lender also must
include in the mortgage file that it transfers to the new lender the DU Underwriting Findings report and the
corresponding DU Underwriting Analysis report (as well as any other pertinent DU reports).

Lenders That Sell or Assign Loans Underwritten Through DU

A lender that sells or assigns loans underwritten through DU must modify its assignment letters or loan sale
agreements to set out instances in which a mortgage that was eligible for a limited waiver of representations
and warranties may no longer be considered eligible. Situations that affect the continued eligibility of a
mortgage for a limited waiver of representations and warranties include, but are not limited to, the following:

¢ a significant change that makes the information on which the DU recommendation was based no longer
true, complete, or accurate.

¢ the elapse of 12 months since the mortgage was originated makes the mortgage subject to Fannie Mae's
standard eligibility requirements for seasoned mortgages.

¢ a determination that the terms of the closed mortgage are substantially different from those on which the
DU recommendation was based or that the DU recommendation was based on incorrect information.

Lenders That Acquire Loans Underwritten with DU

A lender that acquires loans underwritten with DU must include in its QC processes appropriate procedures to:

¢ verify that any conditions specified in the DU Underwriting Findings report have been satisfied, and
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¢ confirm that the data from the closed mortgage agrees with the documents and all DU reports that are in
the loan casefile.

If there are inconsistencies between the data from the closed mortgage and the data on which DU’s
recommendation was based, the limited waiver of representations and warranties will not apply—unless the
lender either:

¢ submits corrected information for the closed mortgage to DU for evaluation (if it is a licensee) and
receives an Approve/Eligible recommendation ; or

¢ requests the licensee that originally submitted the mortgage to DU to re-enter the correct information for
the mortgage into DU (if permitted by applicable law) for the production of new reports and analyses to
confirm that the recommendation is still Approve/Eligible for the limited waiver. The lender should
request that both the results of the resubmission and all new reports be sent to it.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcements Issue Date

Announcement SEL-2015-01 January 27, 2015

A2-2-06, Representations and Warranties on Property Value
(12/04/2018)

Introduction
This topic contains information on the following:

* Representations and Warranties related to Collateral Underwriter (CU)
e Representations and Warranties related to Appraisal Waivers

Representations and Warranties related to Collateral Underwriter (CU)

In addition to the limited waiver of underwriting representations and warranties available for certain DU loans,
loans may also benefit from enforcement relief of certain representations and warranties related to the
appraisal and value of the subject property (without regard to underwriting method). To be eligible for relief:
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¢ the loan must be secured by a one-unit detached, attached, or condo property (manufactured homes are
not eligible); and

¢ the appraisal must receive a CU risk score of 2.5 or below.

When this criteria is met, the lender is not responsible for the following requirements described in this Guide:

underwriting the appraisal report to determine whether the subject property presents adequate collateral
for the mortgage;

ensuring the appraisal accurately reflects the market value of the property;

ensuring the appraiser used sound reasoning and provided evidence to support the methodology chosen
to develop the opinion of value; and

analyzing the comparable sales used in the appraisal report, including the description, selection,
adjustments, and reconciliation of the comparables.

The lender remains responsible for the description of the property, and the accuracy and completeness of all
data on the appraisal that pertains to the property and project (if applicable). This includes the property’s
condition and quality ratings. The lender is also responsible for ensuring the property meets the property
eligibility requirements in this Guide. Lastly, the lender remains responsible for any life-of-loan representations
and warranties that may apply to the property or the appraisal.

Representations and Warranties related to Appraisal Waivers

In addition to the limited waiver of underwriting representations and warranties available for certain DU loans,
when a loan casefile is eligible for an appraisal waiver and the waiver is exercised by the lender, Fannie Mae
accepts the value estimate submitted by the lender as the value for the subject property. The property value
the lender enters in DU may be based on:

o the lender’s estimate of value, determined at the discretion of the lender, or

e the borrower’s estimate of value.

If the lender exercises the waiver offer, the lender is not responsible for the representations and warranties
related to the value, and marketability of the subject property. The lender is also not responsible for the
representations and warranties related to the condition of the subject property, with the exception of the
following cases:

¢ arecent disaster, see B2-3-05, Properties Affected by a Disaster for requirements, or

¢ a rural high-needs appraisal waiver.

With the rural high-needs appraisal waiver, the lender must warrant that the property is safe, sound, and
structurally secure (see B2-3-01, General Property Eligibility ). For all appraisal waivers, the lender remains
responsible for the accuracy and completeness of all data that pertains to the property and project (if
applicable) that is submitted to DU (other than the property value), and must warrant that the property is
adequately insured.

Fannie Mae does not warrant that the estimated value provided by the lender is the actual value of the subject
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property. The lender may not make any statements to any third party (including the borrower) that Fannie Mae
performed any kind of review, appraisal, or valuation of the property.

Related Announcements

The table below provides a reference to the Announcement that has been issued related to this topic.

Announcement Issue Date
Announcement SEL-2018-09 December 04, 2018
Announcement SEL-2018-07 September 04, 2018
Announcement SEL-2017-03 March 28, 2017

A2-2-07, Life-of-Loan Representations and Warranties (08/07/2019)

Introduction

This topic contains information about the life-of-loan representations and warranties that lenders are
responsible for, including:

e Qverview

¢ Life-of-Loan Representations and Warranties

e Life-of-Loan Exclusions: Fannie Mae Charter Act Matters

¢ Life-of-Loan Exclusions: Misstatements, Misrepresentations, and Omissions

¢ Life-of-Loan Exclusions: Data Inaccuracies

¢ Life-of-Loan Exclusions: Clear Title/First-Lien Enforceability

¢ Life-of-Loan Exclusions: Compliance with Laws and Responsible Lending Practices
¢ Life-of-Loan Exclusions: Unacceptable Mortgage Products

Overview

In order to sell loans to Fannie Mae or deliver pools of loans to Fannie Mae for MBS, the lender makes
representations and warranties as to certain facts and circumstances concerning the lender and the mortgage
loans it is selling or delivering. Fannie Mae provides lenders with relief from enforcement for breaches of certain
underwriting and eligibility representations and warranties for loans meeting the requirements set forth in
A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties Related to Underwriting
and Eligibility (“enforcement relief”). No enforcement relief is available for certain “life-of-loan” representations
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and warranties.

Life-of-Loan Representations and Warranties

A lender is not relieved from the enforcement of breaches of its representations and warranties on any
mortgage loan, including eligible mortgage loans, with respect to the following matters even if those matters
are addressed in Subparts B1 through B5 of the Selling Guide (the subparts that pertain to underwriting and
eligibility). With respect to each mortgage loan, a lender remains responsible throughout the life of that loan for
representations and warranties related to the following, as more fully described below:

Fannie Mae Charter Act Matters;

Misstatements, Misrepresentations, and Omissions;

Data Inaccuracies;

Clear Title/First-Lien Enforceability;

Compliance with Laws and Responsible Lending Practices; and

Unacceptable Mortgage Products.

Life-of-Loan Exclusions: Fannie Mae Charter Act Matters

The lender is responsible for representations and warranties for the life of the loan for compliance with Fannie
Mae's Charter Act. In accordance with its Charter Act requirements, a mortgage loan (or any participation
interest therein) must meet all of the following requirements to be eligible for sale to Fannie Mae:

be secured by property that is residential in nature. Properties that are not residential include, but are not
limited to, vacant land, property primarily used for agricultural or commercial purposes, or units located
in condo or co-op hotels;

be secured by a property located within the 50 states of the United States of America, the District of
Columbia, or any territory or possession of the United States;

be secured by a property with four or fewer units, unless sold through Fannie Mae’s multifamily mortgage
business;

have an original principal balance not greater than the applicable maximum loan limit in effect at the
time of Fannie Mae’s acquisition; and

have a loan-to-value (LTV) ratio of 80% or less of the security property’s value at the time Fannie Mae
acquires the loan or, if the mortgage has an LTV ratio in excess of 80%, the mortgage

o has mortgage insurance on the portion of the mortgage in excess of 80% of the property's value
provided by a mortgage insurer approved under Fannie Mae’'s Qualified Mortgage Insurer Approval
Requirements;

o was sold with recourse for such period and under such circumstances as Fannie Mae may require;
or

o was sold on a participation basis when the lender retains a minimum 10% interest.

Example
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An example of a breach of Charter Act requirements is a mortgage loan secured by a property that consists of a
principal residence and a dairy farm, resulting in the property having significant nonresidential use.

Life-of-Loan Exclusions: Misstatements, Misrepresentations, and Omissions

Even if a mortgage loan has met the requirements for enforcement relief set forth in A2-3.2-02, Enforcement
Relief for Breaches of Certain Representations and Warranties Related to Underwriting and Eligibility , the lender
remains responsible throughout the life of the loan for representations and warranties related to misstatements,
misrepresentations, and omissions as set forth below.

In connection with a mortgage loan that has qualified for relief under the framework, “misrepresentations”
means any misstatements, misrepresentations, or omissions by any party to the loan transaction made with or
without the lender’s knowledge that pertain to the borrower, the property, or the project as set forth in Subparts
B1 through B5 of the Selling Guide. Parties to the loan transaction include, but are not limited to, borrowers,
property sellers, builders, real estate agents, lenders including the selling lender, mortgage brokers, loan
officers, originators, appraisers, appraisal companies, closing agents, title companies, or other third-party
vendors performing origination services. Fannie Mae will only assert a remedy for a misrepresentation involving
a loan that has qualified for relief under the framework if all of the following criteria have been met. The
misrepresentation must

¢ involve three or more mortgage loans delivered to Fannie Mae by the same lender;

¢ be made pursuant to a common pattern of activity in connection with loan origination or sale, based on
information in the loan file or other facts or circumstances that existed at the time of delivery of the loan
to Fannie Mae, which involves at least one party common to all the loans;

o if the selling lender is the common party, involves the same individual; or,
o if a third party is the common party, involves the same individual or entity; and

e be “significant,” as defined below.

Note: In identifying three or more loans to constitute the pattern, Fannie Mae may count loans that
have obtained relief under the framework and loans that have not obtained such relief. Each loan in
the pattern must meet all the requirements above in order for Fannie Mae to enforce a remedy
pursuant to this life-of-loan exclusion.

A misrepresentation (as defined above) is “significant” if Fannie Mae, using true and accurate information,
determines

¢ that the loan would not have been eligible for sale to Fannie Mae under the terms of the lender’s contract
with Fannie Mae in effect at the time of delivery of the loan, or

¢ that the loan would have been eligible for purchase, but under different terms.

In making this determination of significance, Fannie Mae will rely upon a DU simulator. The DU simulator will use
the true and accurate loan information to approximate the DU recommendation as of the time of delivery and
compare it to the DU recommendation the lender obtained in the final DU loan submission before delivery. If the
loan originally did not have a DU recommendation, the DU simulator will compare the new DU recommendation
to the DU recommendation the loan would have received using the data provided at delivery, had the lender
used DU.
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A misrepresentation will be considered “significant” for purposes of the life-of-loan test, and the lender will be
required to repurchase the loan only if the loan receives a worse DU recommendation from the simulator than it
received (or would have received) at the time of delivery to Fannie Mae, except that Fannie Mae will also take
into account any applicable variance and the impact of any undisclosed concessions, concealed transaction
terms, or other violations of the lender’s contract (including Selling Guide requirements) that are involved in the
misrepresentation, but are not evaluated by the DU simulator, when determining significance. Fannie Mae will
notify the lender of any such undisclosed matters or violations that are considered in connection with
determining such significance. Fannie Mae will provide the lender with documentation supporting the
significance determination.

If Fannie Mae determines that the loan would have been eligible for purchase under different terms than those
under which the loan was sold, Fannie Mae will not seek repurchase, but instead will re-price the loan,
consistent with the lender’s contract at the time of loan delivery, to reflect the true risk profile of the loan.

Fraud. A mortgage loan involving fraud will be subject to repurchase, regardless of whether the standards
described above (that is, the number of affected loans, a common pattern of activity, and a significance
determination) have been met. For purposes of this life-of-loan exclusion only, fraud is established either by

¢ an adjudicated claim affirming fraud by or against the lender or other party to the loan transaction; or

¢ Fannie Mae finding clear and convincing evidence that the lender or other party to the loan transaction
knowingly executed or participated in a scheme or artifice in connection with the underwriting,
origination, or sale of a loan in order to

o defraud Fannie Mae or any other party to the loan transaction; or

o obtain any moneys, funds, credits, assets, securities, or other properties from Fannie Mae or any
other party to the loan transaction by means of fraudulent pretenses, representations, or promises.

Note: Lenders continue, at all times, to be responsible for any misstatement, misrepresentation, or
omission in connection with any matter not relieved under the framework (that is, not addressed in
Subparts B1 through B5 of the Selling Guide). Mortgage loans are subject at all times to Fannie Mae's
standard requirements related to fraud, misstatements, misrepresentations, or omissions as described
in the Selling Guide, A3-4-03, Preventing, Detecting, and Reporting Mortgage Fraud .The lender is
required to report suspected mortgage fraud whenever a reasonable basis exists to conclude that it
may have occurred, regardless of whether the loan has obtained relief or Fannie Mae may require the
lender to repurchase the loan.

Examples

The following examples illustrate some instances of application of this life-of-loan exclusion:

¢ An example of a misstatement in which the lender may be required to repurchase loans even if the loans
have obtained relief:

In order to qualify borrowers in four separate home purchase transactions, the same loan officer
employed by a lender understates the liabilities of the borrowers in each DU submission, affecting the
debt-to-income ratio in each instance. The lender sells all four loans to Fannie Mae. The pattern of
understatements comes to light after the loans have obtained relief under the framework. Fannie Mae
utilizes the DU simulator, applying the DU rules that were in place at the time of delivery of each loan and
the correct amount of total borrower liabilities. The DU simulator provides an “ineligible”
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recommendation for each of the four loans. In this instance, the lender must repurchase the four loans, if
requested, despite the fact that the loans obtained relief.

¢ An example of an omission in which the lender may be required to repurchase the mortgage loans even if
the loans have obtained relief:

In order to sell newly-built homes more quickly, a real estate agent and a property developer provide
each borrower in three separate transactions with a $15,000 rebate outside of closing that is not
disclosed in the sales contracts or in the settlement statements. All three loans are sold to Fannie Mae by
the same lender. This practice is in violation of Fannie Mae's undisclosed interested party contributions
policy. Had these rebates been taken into account, each of the loans would have failed to qualify for
purchase by Fannie Mae. Though this policy is not evaluated by, or able to affect the results of, the DU
simulator, noncompliance makes the loans ineligible for delivery. In this instance, the lender must
repurchase the three loans, if requested, even if the loans have obtained relief.

e An example of fraud in which the lender may be required to repurchase a single mortgage loan because
of clear and convincing evidence of a scheme or artifice to defraud:

A borrower borrows $10,000 from his friend as part of a down payment on a home. He has secretly
promised to pay his friend back with interest. The borrower provides a falsified gift letter to the lender
documenting a $10,000 gift from an uncle. The lender would be required, if requested, to repurchase the
loan if Fannie Mae subsequently can demonstrate that part of the down payment was borrowed—even if
the loan had obtained relief. Because the borrower’s misstatement to the lender involved the knowingly
executed scheme or artifice to obtain a loan by use of fraudulently fabricated evidence that supports an
incorrect factual representation made by the borrower, the loan is subject to repurchase, despite not
involving a pattern of activity affecting three or more loans or meeting the “significance” test.

Life-of-Loan Exclusions: Data Inaccuracies

Lenders are responsible for supplying Fannie Mae with high-quality, accurate, and complete data through a
variety of systems, including but not limited to, Fannie Mae’s whole loan committing application, DU, and Loan
Delivery. (See A3-4-02, Data Quality and Integrity , for additional information.)

Even if a mortgage loan has met the requirements for enforcement relief set forth in A2-3.2-02, Enforcement
Relief for Breaches of Certain Representations and Warranties Related to Underwriting and Eligibility , the lender
remains responsible throughout the life of the loan for representations and warranties related to data accuracy
as set forth below. In connection with mortgage loans delivered to Fannie Mae, there must not be delivery data
(Uniform Loan Delivery Dataset) inaccuracies pertaining to the borrower, the property, or the project, if and to
the extent

¢ the data inaccuracies affect five or more loans and involve the same delivery data element(s);
¢ such delivery data differ from the information documented in the lender's mortgage loan files; and

¢ the data inaccuracies are “significant,” in that, using the information of the loan file to qualify the
borrower, property, and project,

o the loan would not have been eligible for delivery under the terms of the lender’s contracts with
Fannie Mae in effect at the time of delivery of the loan; or

o the loan would have been eligible for sale to Fannie Mae, but under different terms.

I Note: In identifying five or more loans involving the same data element inaccuracy, Fannie Mae may
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count loans that have obtained relief under the framework and loans that have not obtained such
relief. Each loan in the pattern must meet all the requirements above in order for Fannie Mae to
enforce a remedy.

In determining whether the data inaccuracies are “significant” for purposes of the life-of-loan test, Fannie Mae
will rely upon the DU simulator. The DU simulator will use the true and accurate loan information to approximate
the DU recommendation as of the time of delivery and compare it to the DU recommendation the lender
obtained in the final DU loan submission before delivery. If the loan originally did not have a DU
recommendation, the DU simulator will compare the new DU recommendation to the DU recommendation the
loan would have received using the data provided at delivery, had the lender used DU.

A data inaccuracy will be considered significant and the lender will be required to repurchase the loan only if the
loan receives a worse DU risk assessment from the simulator than it received (or would have received) at the
time of delivery to Fannie Mae. Fannie Mae will also take into account any applicable variance entered into with
the lender when determining such significance. Fannie Mae will provide the lender with documentation
supporting the significance determination.

If Fannie Mae determines that the loan would have been eligible for purchase using the accurate information
from the loan file but under different terms than those under which the loan was sold, Fannie Mae will not seek
repurchase, but will instead re-price the loan, consistent with the lender’s contract at the time of loan delivery,
to reflect the true risk profile of the loan.

Examples

The following examples illustrate instances of application of this life-of-loan exclusion:

¢ In connection with a system upgrade, a coding error is introduced into a lender’s system such that the
representative credit score is incorrectly calculated. The lender reports inaccurate representative credit
scores at loan delivery for five or more loans. After the loans obtain relief, a review of the credit reports in
the lender’s origination files shows that for these mortgages, the actual representative credit scores were
lower than those reflected in the data provided at delivery. The DU simulator, using the actual
representative credit scores, produces an “ineligible” recommendation for each loan. The lender must
repurchase the affected loans, if requested, despite the fact that the loans have obtained relief.

e For unknown reasons over a period of time, the lender’s origination system indicated that TILA-exempt
investment property loans were principal residences. This error was reflected both in the DU submission
and in the ULDD data at delivery for 30 loans. After the loans obtained relief, a review of the
documentation in the lender’s loan files uncovers the error. The DU simulator, using the correct, revised
data, produces an “Approve/Eligible” recommendation on 20 of the loans and a “Refer with
Caution/Ineligible” recommendation on the other 10 loans. Fannie Mae will not require the lender to
repurchase the 20 loans, but may assess increased loan-level price adjustments to reflect their actual
risk. However, if requested, the lender must repurchase the 10 loans that received a “Refer with
Caution/Ineligible” recommendation.

Life-of-Loan Exclusions: Clear Title/First-Lien Enforceability

The lender is responsible for representations and warranties for the life of the loan that pertain to clear title and
first-lien enforceability. A mortgage loan must
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¢ be sold by a lender that was the sole owner and holder of the mortgage loan and had the full right and
authority to sell and assign it, or a participation interest therein, to Fannie Mae. The lender’s right to sell
or assign the mortgage loan cannot be subject to any other party’s interest or to an agreement with any
other party;

¢ be a valid and subsisting first lien enforceable in accordance with its terms (with no pending
condemnation or other legal proceedings) and that otherwise meets Fannie Mae’'s requirements for loan
documents;

¢ have a mortgagee policy of title insurance meeting Fannie Mae’s requirements, or other title evidence
acceptable to Fannie Mae. Lenders continue to be responsible for all warranties related to title,
marketability, and lien position, regardless of whether included or excluded by coverage under a
mortgagee policy of title insurance. Any defect shown on the title policy would not be considered to be an
acceptable minor impediment if there was additional cost or delay involved in curing such defect;

¢ permit foreclosure or other enforcement of the note holder’s rights under the loan documents and
acquisition of good and marketable title to the underlying security property without incurring any
expenses or delays as a result of any matters affecting title to the property, including legal or land use
restrictions or other defects relating to the land or location of the improvements.

Examples

Examples of a breach of these clear title/first-lien enforceability requirements include, but are not limited to, the
following:

¢ Another party, such as a warehouse lender, asserts a claim to or interest in the loan.
¢ Fannie Mae is unable to obtain clear title to the property because it is not in first-lien position.

¢ The lender fails to properly endorse the note or to adhere to requirements for the use of powers of
attorney.

¢ A mortgage loan is delivered to Fannie Mae with a Property Assessed Clean Energy (PACE) loan secured
by the same property and the mortgage loan does not meet Fannie Mae's eligibility requirements for
mortgages delivered with PACE loans.

¢ Improvements that were included in the appraised value of the property do not fall totally within the
property’s boundaries or building restriction lines and were not otherwise permitted encroachments
under the terms of the Selling Guide.

A mortgage loan is delivered to Fannie Mae that is secured by a property encumbered by private transfer
fee covenants that do not meet Fannie Mae’'s requirements.

Life-of-Loan Exclusions: Compliance with Laws and Responsible Lending
Practices

The lender is responsible for representations and warranties for the life of the loan that pertain to compliance
with laws and responsible lending practices. A mortgage loan must be originated in compliance with

¢ applicable laws and regulations as set forth in A3-2-01, Compliance With Laws ;
¢ Fannie Mae’s responsible lending policies as set forth in A3-2-02, Responsible Lending Practices ; and

¢ policies adopted by Fannie Mae to implement or comply with directives or regulations issued by FHFA,
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including the following:
o Appraiser Independence Requirements,
o private transfer fee requirements, and

o Ability to Repay Loan Eligibility Requirements as set forth in B2-1.5-02, Loan Eligibility .

Examples

Examples of breach of compliance with laws, responsible lending practices requirements, and FHFA directives
include, but are not limited to, the following:

e The appraisal for a mortgage loan does not conform to the Appraiser Independence Requirements.(FHFA
directive)

¢ A mortgage loan is secured by a unit in a condo project that was not created in compliance with
applicable state law. (Compliance with Laws)

A mortgage loan has a borrower that is an inter vivos revocable trust that was not formed in accordance
with applicable law. (Compliance with Laws)

A Texas Section 50(a)(6) loan was not originated in accordance with Texas law. (Compliance with Laws)

A lender charged total points and fees for an ATR Covered loan in excess of the applicable limit on such
points and fees in Regulation Z, 12 CFR § 1026.43(e)(3). (Compliance with Laws)

A HOEPA loan. (Responsible Lending Practices)

Note: Whether any loan is subject to repurchase for noncompliance with laws will depend on whether
the conditions for repurchase in A3-2-01, Compliance With Laws , are satisfied. Loans that are not
subject to repurchase under A3-2-01 may be subject to other remedies. Loans that violate Fannie
Mae’s Responsible Lending Practices or an FHFA directive are subject to repurchase.

Life-of-Loan Exclusions: Unacceptable Mortgage Products

Certain mortgage loan products are not purchased by Fannie Mae. As such, these products are not eligible for
the enforcement relief described in A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and
Warranties Related to Underwriting and Eligibility . Note that the list below is not intended to be exhaustive; it
should be used as a reference tool in conjunction with the requirements of the Selling Guide.

Examples of loan products that Fannie Mae does not purchase are

e mortgages with an interest-only feature;

graduated-payment mortgages, including growing-equity mortgages;

mortgages originated with stated or no income and/or asset documentation (high LTV refinances are not
covered by this provision);

e mortgages subject to negative amortization;

construction mortgages (other than construction-to-permanent);

daily simple interest mortgages;
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e mortgages with prepayment penalties;

reverse mortgages;

mortgages with balloon payments (with or without a reset option); and

second liens or other junior mortgages.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.

Announcements Issue Date
Announcement SEL-2019-07 August 07, 2019
Announcement SEL-2015-12 November 03, 2015
Announcement SEL-2014-16 December 16, 2014
Announcement SEL-2014-07 June 24, 2014
Announcement SEL-2013-06 August 20, 2013
Announcement SEL-2013-03 April 09, 2013

Chapter A2-3, Lender Breach of Contract

Introduction
This chapter addresses the remedies available to Fannie Mae when a lender breaches the Lender Contract.

e A2-3.1, Lender Breach of Contract
e A2-3.2, Loan Repurchases and Make Whole Payments Requested by Fannie Mae
e A2-3.3, Compensatory Fees

Section A2-3.1, Lender Breach of Contract


https://www.fanniemae.com/content/announcement/sel1907.pdf
https://www.fanniemae.com/content/announcement/sel1512.pdf
https://www.fanniemae.com/content/announcement/sel1416.pdf
https://www.fanniemae.com/content/announcement/sel1407.pdf
https://www.fanniemae.com/content/announcement/sel1306.pdf
https://www.fanniemae.com/content/announcement/sel1303.pdf
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e A2-3.1-01, Lender Breach of Contract (08/05/2020)
e A2-3.1-02, Sanctions, Suspensions, and Terminations (02/23/2016)

A2-3.1-01, Lender Breach of Contract (08/05/2020)

Introduction
This topic contains information on the lender’s breach of its Lender Contract, including:

e Lender Breach of Contract
e Alternatives to Contract Termination

Lender Breach of Contract

Fannie Mae may terminate the Lender Contract (in its entirety or its individual selling arrangement or servicing
arrangement) with cause at any time and immediately, if the lender breaches any provisions of its Lender
Contract, including (among other things) a failure to follow the requirements of Fannie Mae's Guides, to meet
Fannie Mae’s net worth and other financial requirements, or to meet any of the other eligibility requirements
specified in the Lender Contract. A lender also breaches the Lender Contract in the event of a change in the
lender’s financial or business condition, or in its operations, which in Fannie Mae’s sole judgment, is material
and adverse. It is within Fannie Mae’s discretion to determine whether a particular occurrence—or the
aggregate effect of multiple occurrences—warrants termination of the entire Lender Contract or a specific
arrangement.

Fannie Mae’s decision to terminate a lender’s selling arrangement, servicing arrangement, or the entire Lender
Contract does not entitle the lender to recover any exemplary, punitive, or consequential damages. Fannie Mae
will not pay a termination fee in such cases and it may make the termination effective immediately. Fannie Mae
may offset any obligations that it may owe the lender against any obligations the lender may owe Fannie Mae
under any existing agreement, whether or not Fannie Mae has made any demand under such agreement and
even though such obligations may not yet be immediately due. If Fannie Mae’s decision to terminate is based on
the lender’s breach of the Lender Contract related to its selling arrangement, Fannie Mae may declare the
lender’s outstanding cash commitments and MBS pool purchase contracts to be void—and Fannie Mae has the
right to terminate the entire Lender Contract (including the lender’s servicing arrangement) for cause.

When Fannie Mae terminates a lender’s servicing arrangement for cause based on the lender’s breach of its
Lender Contract related to its servicing arrangement or in connection with the termination of the entire Lender
Contract, the lender will have no further rights in the servicing of the mortgages it had been servicing for Fannie
Mae.

Alternatives to Contract Termination

The Lender Contract provides remedies to Fannie Mae for the lender’s nonperformance. Any remedies that are
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applied will, in Fannie Mae's sole judgment, be commensurate with the associated level of risk.

Generally, Fannie Mae pursues these remedies when it believes that the lender should have an opportunity to
correct the breach of the Lender Contract.

Instead of terminating all or a part of the Lender Contract (or the lender’s selling arrangement or servicing
arrangement) when it has cause to do so, Fannie Mae may elect to pursue a variety of other remedies and/or
may impose additional requirements as a condition for not terminating all or a part of the Lender Contract (or
the lender's selling arrangement or servicing arrangement). The following list provides some possible
requirements that Fannie Mae may impose as a condition for not undertaking remedies to which it is entitled by
virtue of a lender’s breach:

¢ requiring the lender to indemnify Fannie Mae for actual and prospective Fannie Mae losses;

¢ requiring the lender to repurchase a mortgage loan or an acquired property or remit a make whole
payment;

e imposing a compensatory fee;
e imposing a suspension or some other formal sanction against the lender;
¢ requiring additional and more frequent financial and operational reporting;

¢ accelerating the processing and rebuttal time periods and payment of outstanding repurchases and
repurchase/indemnification obligations;

e requiring the lender to take steps to sell and transfer all of its Fannie Mae servicing, or portions thereof as
designated by Fannie Mae, to an unrelated entity upon 90 days' written notice from Fannie Mae;

¢ limiting the lender from acquiring additional Fannie Mae servicing (over and above its existing servicing)
in either its servicing or its subservicing portfolio;

¢ modifying or suspending any contract or agreement with a lender, including termination, suspension, or
rescission of any variance approved under the terms thereof;