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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 re-
lationship with Fannie Mae:

Part A, Doing Business with Fannie Mae
Subpart 1: Approval Qualification
Subpart 2: Lender Contract
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
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

Printed copies may not be the most current version. For the most current version, go to the online xvii
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Part E, Quick Reference Materials

Chapter 1: Selling Guide Resources

Chapter 2: Exhibits

Chapter 3: Glossary

08/07/2019

Part A through Part D are structured hierarchically—by subpart, chapter, section, and topic—to present Fannie Mae require-
ments 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

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
Subpart
Chapter
Section

Topic

has a corresponding
has a corresponding
has a corresponding
has a corresponding

has a corresponding

Letter (uppercase beginning with A)
Numeral (one-digit beginning with 1)
Numeral (one-digit beginning with 1)
Numeral (one-digit beginning with 1)

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
Printed copies may not be the most current version. For the most current version, go to the online xviii
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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 “Master Agreement
Overview” has the numbering system identifier “A2-4-01” (which does not include a section):

Part A
Subpart
Chapter 4
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 Manager™, CPM™
CU™ DO®, Desktop Underwriter®, DU®, Fannie Majors®, Flash MBS®, HomePath®, HomeReady®, HomeStyle®, Home-
Style® Energy, Loan Limit Geocoder™, Loan Quality Connect™, MBS Express®, Pricing & Execution - Whole Loan®, Ser-
vicing Execution Tool™, and SET™, 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 require-
ments, 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 Sell-
ing 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 pol-
icy 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, commu-
nicate 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.

Printed copies may not be the most current version. For the most current version, go to the online Xix
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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 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 incorpo-
rated.

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 data-
base 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 creat-
ed—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 News” option
of Fannie Mae’s email subscription service, or with the AllIRegs website, users may contact the following resources:

»  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 AllRegs 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 sell-
ing matters. If a lender feels that a situation is not covered or a procedure may not apply because of 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 contact information on the regional offices and other key contacts, refer to E-1-03, List of Contacts.

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

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 resi-
dential home mortgage loans. This part also includes information on an approved lender’s contractual obligations, proce-
dures for obtaining technology applications, and requirements for maintaining lender eligibility.

Subpart Al, Approval Qualification

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

Subpart A2, Lender Contract

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, the limited waiver of representations and warranties for mortgages underwritten with Desktop
Underwriter (DU), and the policies and procedures associated with obtaining a Master Agreement. It articulates some of the
circumstances under which the Lender Contract can be terminated and the consequences of any breach of lender obliga-
tions. 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 rem-
edies 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.

Subpart A3, Getting Started With Fannie Mae

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.

Subpart A4, Maintaining Seller/Servicer Eligibility

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

Printed copies may not be the most current version. For the most current version, go to the online 1
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In This Part
This part contains the following subparts:
Subpart A1, Approval Qualification . . . . ... ... 3
Subpart A2, Lender Contract . . .. ... e 6
Subpart A3, Getting Started With Fannie Mae . . . . ... ... . 98
Subpart A4, Maintaining Seller/Servicer Eligibility . ... ... .. . 146
Printed copies may not be the most current version. For the most current version, go to the online 2
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Subpart Al, Approval Qualification

Approval Qualification

Introduction

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

In This Subpart

This subpart contains the following chapter:

Chapter A1-1, Application and Approval of Seller/Servicer. . . . .. . . . 4

Printed copies may not be the most current version. For the most current version, go to the online 3
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Chapter Al-1, Application and Approval of
Seller/Servicer

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.

In This Chapter

This chapter contains the following topics:

A1-1-01, Application and Approval of Seller/Servicer (09/04/2018) . . . . . . .. e 4

A1-1-01, 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 qualifica-
tions by reviewing the seller/servicer’s financial condition, organization, staffing, selling and servicing experience, and other
relevant factors.

General Information

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

* required documentation,
* minimum business requirements,
» application review fee, and

* any special approvals needed to sell or service mortgages with unique requirements.

Printed copies may not be the most current version. For the most current version, go to the online 4
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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-2018-07

September 04, 2018

Announcement SEL-2017-10

December 19, 2017

Announcement SEL-2017-01

January 31, 2017

Announcement SEL-2016-03

March 29, 2016

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2012-06

June 26, 2012

Announcement SEL-2011-13

December 20, 2011

Announcement SEL-2011-05

June 28, 2011

Announcement SEL-2010-04

March 29, 2010

Announcement 09-32

October 30, 2009

Announcement 08-23

September 16, 2008

Printed copies may not be the most current version. For the most current version, go to the online
version at https://www.fanniemae.com/singlefamily/originating-underwriting.
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Subpart A2, Lender Contract

Lender Contract

Introduction

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 obliga-
tions. It also describes scenarios that may result in loan repurchase or make whole payment demands. This subpart also
includes Fannie Mae’s policies on the establishment, maintenance, retention, and examination of loan files and records, and
the use of Fannie Mae’s name and trademarks.

In This Subpart

This subpart contains the following chapters:

Chapter A2-1, Contractual Obligations for Sellers/Servicers . .. ... ... e 7
Chapter A2-2, Contractual Representations and Warranties . . . . ... ... ... . . e 18
Chapter A2-3, Lender Breach of Contract . . ... ... ... e e 43
Chapter A2-4, Master Agreement. . . . ... 71
Chapter A2-5, Loan Files and RECOIAs . . . ... ... e 77
Chapter A2-6, Fannie Mae Trade Name and Trademarks . . . . ...ttt e e e e e 94
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Chapter A2-1, Contractual Obligations for
Sellers/Servicers

Contractual Obligations for Sellers/Servicers

Introduction

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

In This Chapter

This chapter contains information on the following subjects:

A2-1-01, Contractual Obligations for Sellers/Servicers (02/06/2019). . . . . .. . e 7
A2-1-02, Nature of Mortgage Transaction (02/27/2018). . . . ... .ot e e 11
A2-1-03, Indemnification for Losses (08/29/2017) . . . . .. oot e 12

A2-1-01, Contractual Obligations for Sellers/Servicers (02/06/2019)

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.

Printed copies may not be the most current version. For the most current version, go to the online 7
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The MSSC establishes the basic legal relationship between a seller, servicer or seller/servicer and Fannie Mae and

» establishes the entity as an approved seller of mortgages and participation interests or an approved servicer of mort-
gages or both; and

* incorporates by reference the Selling Guide, the Servicing Guide, the Requirements for Document Custodians, Soft-
ware 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:

*  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/ser-
vicers may not deliver these loan types unless they obtain the applicable special approval and execute any additional agree-
ments required by Fannie Mae. Sellers/servicers that apply for special approval to deliver HomeStyle Renovation mortgages
must also complete a Special Lender Approval Form (Eorm 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 amend-
ment to, or the termination of, the special approval. Fannie Mae will provide the affected seller/servicer with reasonable no-
tice of this decision. If the decision affects a seller/servicer's ability to fulfill any required mandatory delivery amount under
its Master Agreement, Fannie Mae will consider alternatives through which the seller/servicer can fulfill its delivery obligation.

For a discussion of mortgage loan types that require special customized/negotiated terms in a Master Agreement, see A2-
4-01, Master Agreement Overview (02/06/2019). For additional information on lender contracts, refer to E-1-04, List of Lend-
er Contracts (12/06/2016).

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, master agreements, 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.

Printed copies may not be the most current version. For the most current version, go to the online 8
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Amendments to the Guides

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

Joint and Several Responsibility

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

the transferor and transferee are jointly and severally responsible for all sell-
ing 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 obliga-
tions and liabilities of the transferor, including those that arise before deliv-
ery of the loans to Fannie Mae.

Terminology and General
Conventions

While the term “lender” is generally used throughout the Selling Guide to re-
fer 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 “sell-
er’, “servicer”, “lender”, and “seller/servicer” are all used in the Guides in dif-
ferent contexts. The particular term used should not be 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 servic-
ing responsibilities and liabilities on a loan.

Glossary of Defined Terms

A glossary of defined terms is included in the Guides.

Independent Contractor

The servicer services Fannie Mae loans as an independent contractor and not
as an agent, assignee, or representative of Fannie Mae.

Printed copies may not be the most current version. For the most current version, go to the online
version at https://www.fanniemae.com/singlefamily/originating-underwriting.
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GENERAL CONTRACT TERMS
Topic Description
Assignment 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
master agreements, 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 Third Party Beneficiaries 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.

Construction * 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 in-
terpreted as if the invalid provision were not contained in the Lender Con-
tract.

Notice of Termination 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).

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

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-2019-01 February 06, 2019
Announcement SEL-2018-07 September 04, 2018
Announcement SEL-2017-07 August 29, 2017
Announcement SEL-2013-03 April 9, 2013
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Announcement Issue Date
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

« 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 portfolio 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 require-
ments 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.

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:

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

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

Printed copies may not be the most current version. For the most current version, go to the online 1
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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,

+ 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 prop-
erty 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 (08/29/2017)

Introduction

This topic contains information on indemnification for losses, including:

*  General Requirements

*  Application After Enforcement Relief

¢ Indemnification Process

General Requirements

The responsible party must indemnify and hold Fannie Mae (including its successors and assigns and its employees, offi-
cers, and directors individually when they are acting in their corporate capacity) harmless against all losses, damages, pen-
alties, 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.
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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 breach or alleged breach of selling representa- + the failure or alleged failure to satisfy the servicing du-
tions, warranties, or obligations; ties and responsibilities for loans or MBS pools ser-

viced for Fannie Mae; and

 origination, delivering, selling, or trading activities re-
lated to Fannie Mae-owned or Fannie Mae-securi-
tized mortgage loans;

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

« Abreach 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:

- any breach, act or omission of any license of Fannie Mae technology (and the licensee’s authorized us-
ers) in connection with the Software Subscription Agreement or materials licensed pursuant to the Soft-
ware Subscription Agreement (except to the extent that Fannie Mae or its third-party licensors caused
such Fannie Mae Losses). See E-2-04, Software Subscription Agreement Master Terms and Conditions

(05/01/2018);

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

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

- 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 defama-
tory 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 Mae.

The requirements described above

+ 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.
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+ The indemnities set forth above...

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;

+ life-of-loan representations and warranties as described in A2-2.1-07, Life-of-Loan Representations and Warranties
(08/07/2019); 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 un-
der 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 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).
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Unless otherwise provided in the separate agreement, the responsible party’s obligations under any indemnification provi-
sions contained in a separate agreement signed by responsible party

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

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

General Terms and Conditions Applicable to Indemnification Agreements

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

No Waiver of right and « Fannie Mae is not waiving any rights or remedies that Fannie Mae

remedies now has or may have in the future, except for postponing immedi-

ately 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 agree-
ment are separate and in addition to any other obligations it may
have in the Lender Contract.

Copy must be maintained in
loan file

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).

Immediate repurchase if a
default occurs

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.

Voluntary resolution

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

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 fu-
ture claim.

Choice of law

The indemnification agreement is subject to the choice of law
provisions in the Lender Contract.
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General Terms and Conditions Applicable to Indemnification Agreements

Topic

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

Responsible Party
Representations and
Warranties

The responsible party represents and warrants that:

+ the indemnification agreement has been duly executed and deliv-
ered by the responsible party and is enforceable against the respon-
sible party in accordance with its terms;

» the indemnification agreement will not require any consent or ap-
proval 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

+ ifthe responsible party is a federally insured institution or an affiliate
of a federally insured institution,

- the execution of the indemnification has been specifically
approved by the Board of Directors of the responsible party
and such approval is reflected in the minutes of the meet-
ings 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’ meet-
ings;

- the indemnification agreement is the written agreement
governing the responsible party’s rights and obligations
pursuant to the indemnification agreement, and the re-
sponsible party will continuously maintain all components
of the written agreement as an official record of the respon-
sible party.

08/07/2019

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-2017-07

August 29, 2017

Announcement SEL-2016-07

August 30, 2016

Announcement SEL-2016-02

February 23, 2016
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Announcement Issue Date
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2011-10 September 27, 2011
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Chapter A2-2, Contractual Representations
and Warranties

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. It also describes the limited waiver of contractual warranties for mortgage loans un-
derwritten through DU and the potential invalidation of that waiver.

In This Chapter

This chapter contains the following sections:

A2-2-01, Contractual Representations and Warranties (04/03/2019). . . . . ... e 18
Section A2-2.1, Additional Selling Representations and Warranties . ....... ... ... ... . . . . i, 21

A2-2-01, Contractual Representations and Warranties (04/03/2019)

Introduction

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

* Representations and Warranties

* Lender Reporting Requirements

Representations and Warranties

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 representations and warranties are contained in this
Guide and elsewhere in the Lender Contract. Violation of any representation or warranty is a breach of the Lender Contract,
including the warranty that the loan complies with all applicable requirements of the Lender Contract, which provides Fannie
Mae with certain rights and remedies.
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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

+ 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 ev-
ery 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 num-
bered 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.

Alender 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 rep-
resentations 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 A2-2.1-04, Limited Waiver and Enforcement
Relief of Representations and Warranties for Mortgages Submitted to DU (12/04/2018), and A2-3.2-02,
Enforcement Relief for Breaches of Certain Representations and Warranties Related to Underwriting and
Eligibility (08/07/2019).

Lender Reporting Requirements

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 (08/07/2019). 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 (04/03/2019).
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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-2019-03 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
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Section A2-2.1, Additional Selling
Representations and Warranties

A2-2.1-01, Selling Representations and Warranties Overview (04/01/
2009)

Introduction

This topic contains information on selling representations and warranties.

Specific Selling Representations and Warranties

A lender is deemed to make certain selling warranties that are listed in this section. Other selling warranties are set forth
elsewhere in the Lender Contract.

Some of the warranties relate to specific delivery options or mortgage products, and others to specific types of properties,
mortgage documentation, or title issues.

Some of the warranties apply to every mortgage loan that is delivered to Fannie Mae, while others apply only in special cir-
cumstances.

A2-2.1-02, 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:

* Mortgage Loan Delivery

MBS Pool Delivery Representations and Warranties

* Representation and Warranty Requirements for the Sale and Servicing of All Mortgages
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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 Chapter 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 Chapter 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 (Eorm 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 Breach-
es of Certain Representations and Warranties Related to Underwriting and Eligibility (08/07/2019), then the obligation to in-
demnify Fannie Mae is limited in certain respects. See A2-1-03, Indemnification for Losses (08/29/2017), for a description
of the continuing indemnification obligations.

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
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« 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 (12/15/2015), 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

+ itis 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 (10/31/2017)), 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 repre-
sentations and warranties and recourse obligations upon the transfer of servicing. Fannie Mae also requires that the trans-
feree 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 un-
less 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

A2-2.1-03, Document Warranties (02/06/2019)

Introduction

This topic contains information on document warranties, including:
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* 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 war-
rants that the mortgage loans otherwise comply with the Lender Contract. The use of nonstandard instruments will not pre-
clude 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 regula-
tions, 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 doc-
ument 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 prop-
erty 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.

+  “Default” rate of interest — The instruments do not include a “default” rate of interest provision.

* 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:

- any legally waivable statutory right of redemption after foreclosure,
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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.

- any right of homestead, dower, or similar marital right, and
- 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 insur-
ance 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
- advance additional principal sums,
- forgive or suspend fully or partially scheduled installments or any portion of them for the borrower’s benefit, or
- 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.

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

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

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

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

- 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 fore-
going) may receive (directly or indirectly) amounts that derive from (or might be characterized as) a portion of the bor-
rower’s payments for the mortgage insurance in exchange for sharing or modifying the mortgage insurer’s risk or
otherwise reducing losses.
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+ 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-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
Announcement 09-29 September 22, 2009

A2-2.1-04, 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

* 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.

Printed copies may not be the most current version. For the most current version, go to the online 26
version at https://www.fanniemae.com/singlefamily/originating-underwriting.


https://www.fanniemae.com/content/announcement/sel1901.pdf
https://www.fanniemae.com/content/announcement/sel1306.pdf
https://www.fanniemae.com/content/announcement/sel1303.pdf
http://www.efanniemae.com/sf/guides/ssg/2011annlenltr.jsp?referrer=frpromo
http://www.efanniemae.com/sf/guides/ssg/2011annlenltr.jsp?referrer=frpromo
https://www.efanniemae.com/sf/guides/ssg/2009annlenltr.jsp

Part A, Doing Business with Fannie Mae

Subpart A2, Lender Contract 08/07/2019
Chapter A2-2, Contractual Representations and Warranties
Section A2-2.1, Additional Selling Representations and Warranties

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 underwrit-
ing 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 materi-
als.

+ All data on which DU’s recommendation is based complies with Fannie Mae’s verification requirements and the mort-
gage 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.

» 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:

* loans that receive an Out of Scope recommendation, even if the underwriter believes that the mortgage should be
approved;

* loans that receive an Approve/lneligible or Refer with Caution recommendation; and

» the product eligibility representations and warranties in the Ability to Repay Loan Eligibility Requirements (see B2-1.4-
02, Loan Eligibility (08/07/2019));

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

« appraisal or alternative property inspection as set forth in this Guide;
+ 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 B2-1.4-
02, Loan Eligibility (08/07/2019).

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
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* 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 Chapter 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.

Fannie Mae will not enforce

Data Calculated by a Fannie representations and Details

Mae-Approved Vendor Tool .
warranties on
Income the accuracy of the calculation of the | The following requirements apply:
amount of self-employment income . . .
by the tool. the information submitted to the

tool must be accurate and com-
plete,

» 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 cal-
culated 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 (12/04/2018)for information on us-
ing 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 val-
idated a loan component may also benefit from certain representation and warranty enforcement relief. The table below de-
scribes the validated component, the related enforcement relief, and other details.
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Component Validated by DU

Fannie Mae will not enforce
representations and
warranties on

Details

Income

» the accuracy of the lender’s in-
come calculations related to the
validated income, and

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

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.

Employment

» the borrower’s employment,
through the time of closing, with
the employer attested to on the
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.

Assets

+ the sufficiency of the borrower’s
assets to satisfy Total Funds to be
Verified as required by DU, and

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

The DU message must indicate that
assets were validated.

Applies on a loan-level basis.

08/07/2019

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

relief to apply:

» 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 (07/03/2019).

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 A2-2.1-06, Representations and Warranties on Property Value (12/04/2018), for more information.

Printed copies may not be the most current version. For the most current version, go to the online 29
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part A, Doing Business with Fannie Mae
Subpart A2, Lender Contract
Chapter A2-2, Contractual Representations and Warranties

Section A2-2.1, Additional Selling Representations and Warranties

08/07/2019

Related Announcements

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

this topic.

Announcements and Release Notes

Issue Date

Announcement SEL-2018-09

December 04, 2018

Announcement SEL-2017-03

March 28, 2017

Announcement SEL-2016-09

December 06, 2016

Announcement SEL-2016-08

October 24, 2016

Announcement SEL-2015-01

January 27, 2015

Announcement SEL-2014-06

May 27, 2014

Announcement SEL-2013-07

September 24, 2013

Announcement SEL-2013-06

August 20, 2013

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2012-07

August 21, 2012

DU Version 9.0 July 24, 2012
Announcement SEL-2011-06 July 26, 2011
Announcement SEL-2011-04 May 24, 2011

A2-2.1-05, 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 mortgage loans

underwritten through DU, including:

¢« Overview

* Lenders That Sell or Assign Loans Underwritten Through DU
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* 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 ap-
plicable 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 recom-
mendation. 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 re-
ports).

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:

» asignificant 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 eli-
gibility requirements for seasoned mortgages.

* adetermination that the terms of the closed mortgage are substantially different from those on which the DU recom-
mendation 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

» confirm that the data from the closed mortgage agrees with the documents and all DU reports that are in the loan case-
file.
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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 recommenda-
tion 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

A2-2.1-06, 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)

* 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 sub-
ject property (without regard to underwriting method). To be eligible for relief:

» 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.
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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 mort-
gage;
« 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 rec-
onciliation 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 apprais-
al.

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

« 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 (08/07/2019) for requirements, or

» arural 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 (12/04/2018)). 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 property. The
lender may not make any statements to any third party (including the borrower) that Fannie Mae performed any kind of re-
view, 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.
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Announcement Issue Date
Announcement SEL-2018-09 December 04, 2018
Announcement SEL-2018-07 September 04, 2018
Announcement SEL-2017-03 March 28, 2017

A2-2.1-07, 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, includ-
ing:
*  Overview

» Life-of-Loan Representations and Warranties

* 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 Rep-
resentations and Warranties Related to Underwriting and Eligibility (08/07/2019) (“enforcement relief”’). No enforcement re-
lief is available for certain “life-of-loan” representations and warranties.
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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, in-
cluding 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

- 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;

- was sold with recourse for such period and under such circumstances as Fannie Mae may require; or
- was sold on a participation basis when the lender retains a minimum 10% interest.

Example

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.
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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 (08/07/2019), the lender re-
mains responsible throughout the life of the loan for representations and warranties related to misstatements, misrepresen-
tations, and omissions as set forth below.

In connection with a mortgage loan that has qualified for relief under the framework, “misrepresentations” means any mis-
statements, misrepresentations, or omissions by any party to the loan transaction made with or without the lender’s knowl-
edge 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,
titte companies, or other third-party vendors performing origination services. Fannie Mae will only assert a remedy for a mis-
representation 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;

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

*  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.

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 (in-
cluding Selling Guide requirements) that are involved in the misrepresentation, but are not evaluated by the DU simulator,
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when determining significance. Fannie Mae will notify the lender of any such undisclosed matters or violations that are con-
sidered 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 con-
tract 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 exe-
cuted or participated in a scheme or artifice in connection with the underwriting, origination, or sale of a loan in order to

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

- 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 (04/03/2019). 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 “inel-
igible” 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
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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.

* 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:

Aborrower 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 misstate-
ment 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 sys-
tems, including but not limited to, Fannie Mae’s whole loan committing application, DU, and Loan Delivery. (See A3-4-02,
Data Quality and Integrity (08/07/2018), 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 (08/07/2019), the lender re-
mains 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,

- 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

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

Note: In identifying five or more loans involving the same data element inaccuracy, 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.

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 recom-
mendation 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 re-
ceives a worse DU risk assessment from the simulator than it received (or would have received) at the time of delivery to
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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 deliv-
ery. 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.

»  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” recom-
mendation.

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 en-
forceability. A mortgage loan must

* 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 marketabile title to the underlying security property without incurring any expenses or delays as a result of any mat-
ters affecting title to the property, including legal or land use restrictions or other defects relating to the land or location
of the improvements.
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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.

* Amortgage 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 boundar-
ies 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 cove-
nants 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 (07/03/2019);

» Fannie Mae’s responsible lending policies as set forth in A3-2-02, Responsible Lending Practices (02/27/2018); and

» policies adopted by Fannie Mae to implement or comply with directives or regulations issued by FHFA, including the
following:

- Appraiser Independence Requirements,
- private transfer fee requirements, and
- Ability to Repay Loan Eligibility Requirements as set forth in B2-1.4-02, Loan Eligibility (08/07/2019).

Examples

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

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

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

* Alender 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)

« AHOEPAIoan. (Responsible Lending Practices)
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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 (07/03/2019), 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 enforce-
ment relief described in A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties Related to
Underwriting and Eligibility (08/07/2019). 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

+ 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);

* mortgages subject to negative amortization;

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

» daily simple interest mortgages;

* 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
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Chapter A2-3, Lender Breach of Contract

Lender Breach of Contract

Introduction

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

In This Chapter

This chapter contains the following sections:

Section A2-3.1, Lender Breach of Contract

A2-3.1-01, Lender Breach of Contract (02/23/2016) . . . . ... . e 44
A2-3.1-02, Sanctions, Suspensions, and Terminations (02/23/2016). . . . .. .. ... i e 46
Section A2-3.2, Loan Repurchases and Make Whole Payments Requested by Fannie Mae

A2-3.2-01, Loan Repurchases and Make Whole Payments Requested by Fannie Mae (08/29/2017) ................ 49
A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties Related to Underwriting and
Eligibility (08/07/2019) . . . o oot 53
A2-3.2-03, Remedies Framework (08/30/2016) . . . . .. ..ottt e 62
Section A2-3.3, Compensatory Fees

A2-3.3-01, Compensatory Fees (07/30/2018) . . . . .. o e 68
Printed copies may not be the most current version. For the most current version, go to the online 43

version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part A, Doing Business with Fannie Mae

Subpart A2, Lender Contract 08/07/2019
Chapter A2-3, Lender Breach of Contract

Section A2-3.1, Lender Breach of Contract

Section A2-3.1, Lender Breach of Contract

A2-3.1-01, Lender Breach of Contract (02/23/2016)

Introduction

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

* Lender Breach of Contract

« 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 re-
quirements, 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 occur-
rence—or the aggregate effect of multiple occurrences—warrants termination of the entire Lender Contract or a specific ar-
rangement.

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 termi-
nation 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 ar-
rangement, 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 Con-
tract 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.
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Section A2-3.1, Lender Breach of Contract

Alternatives to Contract Termination

The Lender Contract provides remedies to Fannie Mae for the lender’s nonperformance. Any remedies that are 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 re-
quirements as a condition for not terminating all or a part of the Lender Contract (or the lender's selling arrangement or ser-
vicing 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;

* imposing a compensatory fee;

* 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/indem-
nification obligations;

« 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, such as a Master Agreement, including termination,
suspension, or rescission of any variance approved under the terms thereof;

* requiring the lender to post collateral in the form of cash or cash equivalents reasonably acceptable to Fannie Mae in
an amount determined by Fannie Mae based on the particular circumstances;

* imposing limitations on early funding products or recourse transactions;
+ imposing limits on trading desk transactions; or
* requiring advance payment of fees for technology services.

Fannie Mae is willing to work with lenders and consider other solutions that can correct or adequately address the concerns
of Fannie Mae.

Fannie Mae has no obligation to pursue any of these alternatives, and its decision to pursue one or more of the alternatives
does not waive, limit, or affect Fannie Mae’s right to terminate the Lender Contract (or one or more individual arrangements)
at any time that Fannie Mae deems it appropriate to do so under the provisions of the Lender Contract. Fannie Mae’s deci-
sion not to take action against a lender at any point in time does not mean that Fannie Mae condones any action or inaction
by the lender, or that Fannie Mae is waiving its right to take action in the future. Also see the Servicing Guide for information
related to termination for cause.
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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-2016-02 February 23, 2016
Announcement SEL-2015-12 November 3, 2015
Announcement SEL-2015-10 September 29, 2015
Announcement SEL-2015-02 February 24, 2015
Announcement SEL-2013-03 April 9, 2013
Announcement 08-23 September 16, 2008

A2-3.1-02, Sanctions, Suspensions, and Terminations (02/23/2016)

Introduction

This topic contains information on the following subjects:

* Imposition of Sanctions

» Suspension of Selling Arrangement

¢ Termination

¢ Termination Without Cause

¢ Termination With Cause

Imposition of Sanctions

When Fannie Mae determines that a lender’s performance of its selling and/or servicing obligations does not meet the stan-
dards in its Lender Contract, Fannie Mae may impose a formal sanction to give the lender official notice of its shortcomings
and an opportunity to correct its deficiencies. Prior to imposing any sanction, Fannie Mae will generally give the lender notice
of the contemplated action so the lender can submit a written response or request a meeting with its Fannie Mae customer
account team. The lender’s written response must include a description and explanation of any mitigating circumstances or
specific proposals to satisfy Fannie Mae’s objections to the lender’s performance of its obligations under the Lender Con-
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tract. Fannie Mae reserves the right to omit these steps and take immediate action to terminate or suspend the Lender Con-
tract at any time in accordance with the provisions thereof.

If any act, omission, or failure of performance by a lender constitutes a breach of the Lender Contract, Fannie Mae is not
obligated to impose a sanction prior to exercising its contractual right to terminate or suspend the lender’s selling arrange-
ment, servicing arrangement, or all of its Lender Contract. If Fannie Mae initially chooses to place a lender under a formal
sanction, Fannie Mae can subsequently decide that termination or suspension is the more appropriate action and take im-
mediate steps to effect the termination even if the terms of the sanction have not yet expired.

Suspension of Selling Arrangement

Fannie Mae may suspend a Lender Contract for a specified period of time or it may state that the suspension is for an “in-
definite period.” Fannie Mae usually specifies an “indefinite period” when Fannie Mae wants the lender to satisfy certain con-
ditions—such as the hiring of additional staff—before Fannie Mae removes the suspension. Fannie Mae may apply the
suspension of a selling arrangement to all products or to specific products, depending on the type and seriousness of the
lender’s failure to perform. Even when Fannie Mae suspends a lender’s selling arrangement, it will honor any outstanding
whole loan commitments and MBS pool purchase contracts. However, if Fannie Mae decides to terminate the lender’s selling
arrangement (or the entire Lender Contract) for cause either at or before the end of the suspension period, it may declare
any outstanding pricing or purchase commitments or pool purchase contracts to be void.

Fannie Mae may suspend the Lender Contract whenever a breach has been identified. Fannie Mae may suspend a lender's
right to add new mortgage loans to its Fannie Mae servicing portfolio—whether those mortgage loans represent new mort-
gage loans Fannie Mae would purchase or securitize or existing Fannie Mae-owned or Fannie Mae-securitized mortgage
loans that would be transferred from another servicer. The suspension of new servicing may apply to all types of mortgage
loans or to specific products, depending on the nature of the lender's performance deficiencies.

Termination

Fannie Mae may terminate the Lender Contract, including selling and servicing, with or without cause, in accordance with
Section IX of the MSSC.

Termination Without Cause

Fannie Mae may terminate a lender’s selling arrangement at any time without cause—effective immediately—by providing
the lender with written notice of Fannie Mae’s intent to do so.

Alender may terminate its selling arrangement at any time—and effective immediately—by giving Fannie Mae written notice
of its intent to do so. Any responsibilities or liabilities related to specific mortgages or MBS pools that the lender had before
the termination will continue to exist after the termination unless Fannie Mae expressly agrees in writing to release the lender
from those responsibilities and liabilities. The lender shall be responsible for all reasonable and customary costs and ex-
penses related to the transfer of servicing in connection with a lender's voluntary termination of its servicing rights.

Termination of the lender’s selling arrangement does not affect any obligations in connection with any pricing or purchase
commitments or pool purchase contracts that the lender has outstanding with Fannie Mae at the time of the termination;
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provided however that Fannie Mae may declare any outstanding pricing or purchase commitments or pool purchase con-
tracts to be void.

Termination also does not release the lender from its responsibilities or liabilities related to mortgage loans and MBS pools
that Fannie Mae purchased, securitized, or contracted to purchase or securitize before the termination, including the obliga-
tion to repurchase a mortgage loan in connection with the breach of a selling warranty, even if the breach is not discovered
until after the termination, the breach did not result in any Fannie Mae losses, or the selling warranty was assumed in con-
nection with an earlier transfer of servicing to another lender.

Additional provisions related to termination of servicing are described in the Servicing Guide.

Termination With Cause

If Fannie Mae terminates the lender’s selling arrangement with cause, it will be effective immediately and Fannie Mae may
declare any outstanding pricing or purchase commitments or pool purchase contracts to be void. Additional provisions relat-
ed to termination of servicing are set forth in the Servicing Guide.

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-2016—02 February 23, 2016
Announcement SEL-2013—-03 April 9, 2013
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Section A2-3.2, Loan Repurchases and Make
Whole Payments Requested by Fannie Mae

A2-3.2-01, Loan Repurchases and Make Whole Payments Requested by
Fannie Mae (08/29/2017)

Introduction

This topic contains information on loan repurchases and make whole payments requested by Fannie Mae, including:

*  Overview

* Violation of Contractual Warranty

» Conditions Requiring Repurchase

* Lender Response to a Demand

* Repurchase Resolution

» Payment of Repurchase Proceeds

» Redelivery of Repurchased Loans

* Repurchase Price

Overview

As part of its quality control (QC) system, Fannie Mae reviews mortgage loans that it has purchased or securitized. Fannie
Mae may conduct several different types of reviews, including post-purchase reviews, early payment default reviews, ser-

vicing reviews, and post-foreclosure reviews. During the QC reviews, Fannie Mae may identify a “defect’—a loan-level de-
ficiency that breaches a term contained in the Lender Contract in effect at the time of loan delivery. These reviews may result
in loan repurchase demands, make whole payment demands, or other alternative remedies.

Fannie Mae requires some repurchases because the terms under which the mortgages were purchased or securitized call
for a repurchase under certain conditions or circumstances. Repurchases that fall into this category generally include, but
are not limited to, Charter violations, an adjustable-rate mortgage in an MBS pool that has converted to a fixed-rate mortgage
per the borrower’s exercise of its option in the mortgage documents, or an MBS mortgage that has 24 payments past due.

Certain mortgage loans may be eligible for relief from enforcement for breaches of certain representations and warranties
once the mortgage loan has satisfied the requirements described in A2-3.2-02, Enforcement Relief for Breaches of Certain
Representations and Warranties Related to Underwriting and Eligibility (08/07/2019). Eligible mortgage loans include those
loans acquired by Fannie Mae on or after January 1, 2013.
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Violation of Contractual Warranty

If Fannie Mae's loan review determines (or Fannie Mae otherwise learns) that a mortgage loan did not meet Fannie Mae
requirements due to violation of the Lender Contract or, if the “remedies framework” applies and a “significant defect” is iden-
tified, Fannie Mae may require the lender to immediately repurchase the mortgage loan or acquired property (or Fannie
Mae's participation interest in the mortgage loan) or to remit a make whole payment if the property has been liquidated.

Fannie Mae may also require repurchase or a make whole payment if any warranty the selling lender made is untrue and,
if the remedies framework applies, qualifies as a significant defect, whether or not the lender had actual knowledge of the
untruth. No such repurchase (or make whole payment) request will be made if the warranty specifically states that a violation
does not exist unless the lender had actual knowledge of the untruth and the lender has no such knowledge.

A quality control loan file review or payment of loan-level price adjustments in no way limits Fannie Mae’s right to require a
repurchase or a make whole payment if a warranty breach is later discovered, unless the mortgage loan has qualified for
relief under the enforcement relief framework and the subsequent breach is not a breach of a life-of-loan warranty or any
other warranty outside of Subparts B1 to B5 of the Selling Guide.

Note: For additional information, including definitions, see D2-1-03, Outcomes of Fannie Mae QC Reviews (11/
03/2015), and D2-1-04, Identifying and Remedying Origination Defects Under the Remedies Framework (08/

30/2016).

Conditions Requiring Repurchase

Fannie Mae has the right to require a lender to repurchase a mortgage loan or an acquired property, or remit a make whole
payment, as a result of a breach of the Lender Contract. For loans subject to the remedies framework, if a breach of a selling
representation and warranty is identified, such breach must result in a significant defect. In addition to repurchase for breach
of warranty, lenders may be required to repurchase some loans because the terms under which the mortgage loans were
purchased or securitized call for a repurchase. Unless a loan has qualified for relief from enforcement for breaches of certain
selling representations and warranties in accordance with A2-3.2-02, Enforcement Relief for Breaches of Certain Represen-
tations and Warranties Related to Underwriting and Eligibility (08/07/2019), a decision not to require repurchase at a partic-
ular time does not waive Fannie Mae's right to demand repurchase at a later time, or to institute other remedies for breach
of the Lender Contract.

Fannie Mae may conduct several different types of reviews with respect to a mortgage loan, including a post-purchase re-
view, an early payment default review, a servicing review, or a post-foreclosure review. During the course of a review, Fannie
Mae may identify

» significant underwriting deficiencies,

+ significant defects,

* abreach of a selling representation or warranty, or

» abreach of the terms of any applicable contract provision.

If any of the foregoing are identified, Fannie Mae may require the immediate repurchase of a mortgage loan or an acquired

property or the remittance of a make whole payment (all of which fall under the definition of a “demand”) unless and until
such mortgage loan is eligible for relief from enforcement for breaches of certain underwriting and eligibility representations
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and warranties in accordance with A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties
Related to Underwriting and Eligibility (08/07/2019).

In some instances, Fannie Mae may enter into other repurchase alternatives. See A2-3.2-03, Remedies Framework (08/30/
2016), and the Servicing Guide.

In some instances in which the lender has breached its representations or warranties, Fannie Mae may allow the lender to
correct the warranty violation. During the appeal and impasse processes, the lender has the right to correct a significant
defect for mortgage loans subject to the remedies framework in the time frame and manner required by the Lender Contract.
If no time frame or manner for correction is identified in the Lender Contract, the correction of the significant defect shall be
as determined by Fannie Mae. See Subpart D2, Fannie Mae QC Process, for additional information about the quality control
selection and review process and timelines related to the remedies framework.

Lender Response to a Demand

When Fannie Mae requires a repurchase or a make whole payment because of a breach, the lender should work with the
Fannie Mae individual or department noted on the demand to resolve any issues. Fannie Mae has an established appeal,
impasse, management escalation, and Independent Dispute Resolution process (see A2-3.2-03, Remedies Framework (08/

30/2016)).

Despite the best efforts of both parties, Fannie Mae and the lender may not always be able to reach a mutual agreement. In
such cases, the lender must repurchase the mortgage loan, the acquired property, or Fannie Mae’s participation interest in
the mortgage loan or the acquired property or exercise its rights under the appeal, impasse, and management escalation
process, or the Independent Dispute Resolution process.

Repurchase Resolution

When Fannie Mae identifies a defective mortgage, it may, in its sole discretion, impose a condition to retaining the loan, such
as requiring the lender to agree to an alternative remedy to repurchase. In some cases, as permitted in the Lender Contract,
Fannie Mae will issue a repurchase or make whole payment demand to the lender. The selling defects that give rise to a

repurchase or make whole payment demand for loans covered by the remedies framework consist of errors or failures that
Fannie Mae identifies as significant defects, as described in D2-1-03, Outcomes of Fannie Mae QC Reviews (11/03/2015).

This Guide contains timelines by which lenders must pay Fannie Mae the funds that are due in connection with a repurchase
or make whole payment demand or other alternative remedy. If a lender delays in this or has a pattern of unresponsiveness,
Fannie Mae may consider this a breach of contract and consider other actions against the lender, up to and including termi-
nation.

For performing mortgage loans with significant defects covered by the remedies framework, Fannie Mae may elect not to
require immediate repurchase, but may instead offer a repurchase alternative. The nature and severity of the findings, finan-
cial and operational strength of the lender, the quality of the mortgages sold, servicing performance, the acceptability of the
investment, and the loan payment history are some of the criteria that may be used by Fannie Mae in deciding whether to
use this option. Fannie Mae may consider a lender’s counterparty status in determining whether a loan is retainable and to
the extent that there are future obligations required as part of the repurchase alternative.
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Payment of Repurchase Proceeds

For mortgage loans acquired by Fannie Mae prior to January 1, 2013, the lender must pay Fannie Mae the funds that are
due in connection with a repurchase or make whole payment demand within 30 days (or with its next scheduled remittance
following the completion of the 30—day period).

For mortgage loans with acquisition dates on or after January 1, 2013, the lender must pay Fannie Mae the funds that are
due in connection with a demand for repurchase, indemnification, or make whole payment within 60 days after receipt of the
demand or within such other time frame as specified by Fannie Mae unless an appeal is made. (For repurchase demands
made on a loan that has not been foreclosed upon or liquidated, the payment of the repurchase price may be made by the
lender (or servicer) with its next scheduled remittance following the completion of the 60—-day period.) If a lender delays in
this, or has a pattern of unresponsiveness, Fannie Mae may consider this a breach of contract and consider other actions
against the lender, up to and including termination.

Should Fannie Mae have to take legal action to enforce its right to require repurchase of a mortgage (or property), the lender
will also be liable for Fannie Mae’s attorney’s fees, costs, and related expenses, as well as for any applicable consequential
damages.

Note: Lender or servicer responsibilities described herein may actually be those of the “responsible party,” as
applicable.

Redelivery of Repurchased Loans

If a mortgage loan was repurchased by a lender, and the repurchased loan is subsequently made compliant with Fannie
Mae's current standards, the loan may be redelivered to Fannie Mae, at its sole and absolute discretion, on a negotiated
basis.

The lender represents and warrants that the mortgage being delivered is not a mortgage that was required to be repurchased
by a secondary market investor, government-sponsored enterprise, or private institutional investor other than Fannie Mae
for any documentation, underwriting, property valuation, deficiencies and/or issues with the property (including project eligi-
bility if the property is in a condo, co-op, or PUD project), borrower credit, or other deficiencies or for any other reason. These
types of mortgages are not eligible for delivery even if the identified defect has been corrected by the lender.

Note: A mortgage loan that a lender repurchased from another investor or GSE that was delivered in error to
that investor or GSE is eligible for delivery to Fannie Mae as long as it meets all requirements of the Selling
Guide.

In the event that a mortgage loan is deemed ineligible for redelivery to Fannie Mae or rejected by Fannie Mae upon redeliv-
ery, any future losses incurred after repurchase are the responsibility of the lender and not Fannie Mae.

Repurchase Price

Whenever Fannie Mae requires repurchase of a mortgage loan without redelivery to Fannie Mae’s portfolio and, at the time
of the repurchase, title to the security property has passed to Fannie Mae (or is held for Fannie Mae, but in the name of the
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servicer pursuant to its duties as Fannie Mae's servicer), Fannie Mae will require repurchase of Fannie Mae’s interest in the
property, or for the lender to remit a make whole payment if the property has been liquidated.

The repurchase price for a mortgage loan and the purchase price for an acquired property will be the same as if the lender
were repurchasing the mortgage loan with accrued interest and other adjustments, including Fannie Mae’s property-related

expenses such as maintenance and marketing expenses, through the date of repurchase. Loan-level price adjustments (LL-
PAs) will not be included in the repurchase price or make whole payment calculation; however, lenders may be eligible for

a partial LLPA refund on certain loans that have been repurchased. See C1-1-01, Execution Options (08/29/2017), for ad-

ditional information.

The purchase price is not based on the market value of the property at the time of the purchase but on all amounts due
Fannie Mae on the subject mortgage loan and property. When the servicer purchases the property or remits a make whole
payment, Fannie Mae also will convey all rights as owner of the loan (e.g., deficiency rights), if any, that Fannie Mae may
still have pursuant to applicable state law, but Fannie Mae has no obligation to the servicer or responsible party to have pre-
served such rights. If the property has been liquidated, Fannie Mae will issue a demand for a make whole payment to com-
pensate it for the losses it suffered in purchasing a defective mortgage.

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-2017-07 August 29, 2017
Announcement SEL-2016—-07 August 30, 2016
Announcement SEL-2016—-02 February 23, 2016
Announcement SEL-2015-12 November 3, 2015
Announcement SEL-2015-06 May 26, 2015
Announcement SEL-2014-07 June 24, 2014
Announcement SEL-2013-03 April 9, 2013

A2-3.2-02, Enforcement Relief for Breaches of Certain Representations
and Warranties Related to Underwriting and Eligibility (08/07/2019)

Introduction
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This topic describes the framework that provides lenders with relief from Fannie Mae's enforcement for breaches of certain
underwriting and eligibility representations and warranties for certain mortgage loans acquired on or after January 1, 2013,
that meet specific payment history and other eligibility requirements. This topic contains information on the following sub-
jects:

*  Overview of the Enforcement Relief Framework

»  Scope of Enforcement Relief of Underwriting and Eligibility Representations and Warranties

» Mortgage Loans Eligible for Enforcement Relief

» Additional Eligibility Criteria for Versions 1 and 2

¢ Notification of Relief

» Life-of-Loan Representation and Warranty Exclusions

*  Comparison of Version 1 and Version 2 of the Framework

Overview of the Enforcement Relief Framework

Representations and warranties required by Fannie Mae are described in the Mortgage Selling and Servicing Contract, the
Selling and Servicing Guides, and other Lender Contracts. Violation of any representation and warranty is a breach of the
Lender Contract, entitling Fannie Mae to pursue certain remedies, including a loan repurchase or make whole payment de-
mand as more fully described in A2-3.2-01, Loan Repurchases and Make Whole Payments Requested by Fannie Mae (08/
29/2017). However, for conventional loans that are acquired by Fannie Mae on a flow basis on or after January 1, 2013, the
lender will be relieved of its obligation to remedy breaches of certain underwriting and eligibility representations and warran-
ties if the loan meets certain eligibility criteria described under Mortgage Loans Eligible for Enforcement Relief below. This
framework does not change the underlying representations and warranties the lender makes to Fannie Mae when selling
loans; it changes whether and how Fannie Mae will enforce breaches of those representations after a loan has achieved
relief under the framework. No relief will be available for breaches of certain “life-of-loan” representations and warranties as
described in Life-of-Loan Representation and Warranty Exclusions below, regardless of whether a loan otherwise qualifies
for relief. The availability of the enforcement relief framework does not discharge lenders from the responsibility for under-
writing and delivering quality loans in accordance with Fannie Mae's requirements.

Note: Certain components of the loan may qualify for individual enforcement relief outside of this framework.
For example, a loan may qualify for enforcement relief on the borrower’s income at the time the loan is sold to
Fannie Mae, and later obtain enforcement relief based on payment history. Life-of-loan exclusions will apply at
all times. See A2-2.1-04, Limited Waiver and Enforcement Relief of Representations and Warranties for
Mortgages Submitted to DU (12/04/2018), for additional information.

Scope of Enforcement Relief of Underwriting and Eligibility Representations and
Warranties

With respect to an eligible mortgage loan (as defined below), a lender will be relieved of the requirement to remedy a mort-
gage loan (such as repurchase, a make whole payment, or other repurchase alternative as more fully described in A2-3.2-
03, Remedies Framework (08/30/2016)) if that mortgage loan violates Fannie Mae's single-family underwriting and eligibility
requirements described in the applicable parts of the Selling Guide and other Lender Contracts relating to:
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» underwriting the borrower, which includes the lender's assessment of the borrower's loan terms, credit history, employ-
ment and income, assets, and other financial information used for qualifying the borrower for the loan;

» underwriting the subject property, which includes the lender's analysis of the description and valuation of the property
to determine its adequacy as collateral for the mortgage transaction; and

« underwriting the project in which the property is located, which includes the lender's analysis of the condo, co-op, or
PUD project in accordance with Fannie Mae's requirements.
The following subparts of the Selling Guide are covered by the relief:

» Subpart B1, Loan Application Package;
+  Subpart B2, Eligibility;
»  Subpart B3, Underwriting Borrowers;
*  Subpart B4, Underwriting Property; and
« Subpart B5, Unique Eligibility and Underwriting Considerations.
Note: If a mortgage loan with a breach or alleged breach has achieved enforcement relief as provided in this

topic, then the obligation to indemnify Fannie Mae is limited in certain respects. See A2-1-03, Indemnification
for Losses (08/29/2017), for a description of the continuing indemnification obligations.

Mortgage Loans Eligible for Enforcement Relief

To be eligible for the representation and warranty enforcement relief, a mortgage loan must meet the requirements described
below. There are two versions of the framework, based on the acquisition date of the mortgage loan. Each version then has
specific additional requirements, including:

Version 1 Version 2
Version 1 based on acquisition date Version 2 based on acquisition date
Version 1 payment history requirements Version 2 payment history requirements or Version 2 QC

review requirements

Additional eligibility criteria Additional eligibility criteria

Version 1 and Version 2 Acquisition Date Requirements
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Version of the | Acquisition Date
Framework
Version 1 Mortgage loans that were acquired by Fannie Mae as follows:
« whole loans purchased on or after January 1, 2013, but before July 1, 2014; or
» mortgage loans delivered into MBS with pool issue dates on or after January 1, 2013, but
before July 1, 2014.
Version 2 Mortgage loans that were acquired by Fannie Mae as follows:
» whole loans purchased on or after July 1, 2014; or
* mortgage loans delivered into MBS with pool issue dates on or after July 1, 2014.

Version 1 Payment History Requirements

To be eligible for enforcement relief under Version 1 of the framework, the loan must meet one of the following payment his-
tory requirements:

*  The borrower was not 30 days delinquent during the 36 months following the acquisition date, or for high LTV refinance
loans, the borrower was not 30 days delinquent during the 12 months following the acquisition date; or
*  The borrower

- had no more than two 30—day delinquencies and no 60—day or greater delinquencies, during the 36 months follow-
ing the acquisition date; and

- was current as of the 60th month following the acquisition date.
Version 2 Payment History Requirements

To be eligible for relief under Version 2 of the framework, for loans other than high LTV refinance loans, if the relief is based
on the borrower’s acceptable payment history, the relief will occur

« upon payment by the borrower of the first 36 monthly payments due following the mortgage loan acquisition date, pro-
vided that the borrower
- had no more than two 30-day delinquencies,
- had no 60-day or greater delinquencies, and
- is not 30 or more days delinquent with respect to the 36th monthly payment.

For Fannie Mae high LTV refinance loans, relief is based on the earlier of:
* payment by the borrower of the first 12 monthly payments due following the mortgage loan acquisition date, provided

the borrower had no 30—day or greater delinquencies; or

* payment by the borrower of the first 36 monthly payments due following the mortgage loan acquisition date, provided
the borrower

- had no more than two 30-day delinquencies,
- had no 60-day or greater delinquencies, and

Printed copies may not be the most current version. For the most current version, go to the online 56
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part A, Doing Business with Fannie Mae

Subpart A2, Lender Contract 08/07/2019
Chapter A2-3, Lender Breach of Contract
Section A2-3.2, Loan Repurchases and Make Whole Payments Requested by Fannie Mae

- is not 30 or more days delinquent with respect to the 36th monthly payment.
Version 2 Fannie Mae Quality Control Review

Under Version 2 of the framework, there is an alternative path through which mortgages may qualify for relief of the selling
representations and warranties based on the satisfactory conclusion of a quality control review. This enforcement relief will
occur when one of the following takes place:

» Fannie Mae completes a full-file quality control review of the loan file, which includes a review of the credit underwriting
and eligibility of the borrower, the property (including its value), and the project in which the property is located, if appli-
cable, and determines that the mortgage is acceptable (that is, it is not subject to a repurchase demand).

» Fannie Mae completes the full-file quality control loan file review and determines the mortgage is not acceptable
because of a selling deficiency that the Selling or Servicing Guide specifically identifies may be corrected. If the lender
corrects such deficiency in the time frame and manner specified in the Lender Contract, relief will be effective upon the
satisfactory correction of the deficiency as determined by Fannie Mae through a reassessment of the mortgage loan.

- For example, if the mortgage file delivered to Fannie Mae did not contain the required verification of income, the
mortgage defect would be deemed to be corrected if the lender provided the missing documentation requested by
Fannie Mae within the time frame specified. Another example of an action taken to correct a deficiency is rectifying
a prior mortgage lien by producing evidence of a recorded satisfaction or release of such prior mortgage lien within
the time frame specified.

+ Fannie Mae completes the full-file quality control loan file review and determines the mortgage is not acceptable but
may be eligible for a repurchase alternative which expires or terminates by its terms. In this case, relief will be effective
upon the satisfactory expiration or termination of the alternative to repurchase.

- For example, if Fannie Mae determined a mortgage was not acceptable and, as an alternative to repurchase, Fan-
nie Mae and the lender agreed that the mortgage would be subject to credit enhancement for 5 years, the mort-
gage would be relieved of the selling representations and warranties at the end of the 5-year period. Other possible
alternatives to repurchase include recourse, make-whole arrangements, and certain split loss agreements; in each
case, the repurchase alternative must satisfactorily expire or terminate by its terms in order for the affected mort-
gage to be eligible for relief from the selling representations and warranties under Version 2 of the framework.

Note: The requirements for obtaining relief based on a full-file QC review apply both to performing loans and
non-performing loans. As a result, lenders may obtain relief through the quality control path regardless of
whether the mortgage loan had an acceptable payment history.

Post-Relief Loan File and Appraisal Reviews. Fannie Mae may perform loan file reviews for quality assurance and audit
purposes both before and after a loan obtains enforcement relief under the framework. However, Fannie Mae cannot issue
a repurchase demand or seek an alternative remedy with respect to a deficiency in the underwriting of the borrower, the
property, or the project that is relieved under the framework (such as a deficiency related to the LTV ratio or debt-to-income
ratio) when that deficiency is discovered after the loan has obtained enforcement relief unless the deficiency qualifies as
breach of a “life-of-loan” representation and warranty. A repurchase demand or alternative remedy may be issued only when
the deficiency involves one of the life-of-loan exclusions or another provision of the Selling Guide that is not relieved under
the framework.

Note: If, after a loan has obtained relief under the framework, Fannie Mae reviews an appraisal and determines
that the property value used to calculate the LTV ratio was incorrect at the time of delivery, Fannie Mae will not
issue a repurchase demand based solely on the fact that the newly calculated LTV ratio is over 80% and the
loan did not have credit enhancement in place when it was delivered to Fannie Mae.
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Additional Eligibility Criteria for Versions 1 and 2

In addition to the acquisition date, payment history, and QC requirements described above, the following criteria must also
be met for mortgage loans to qualify for relief:

The mortgage loan must be a conventional mortgage loan sold to Fannie Mae on a flow basis.
Government-guaranteed or -insured loans are not eligible for enforcement relief.

Non-flow seasoned or bulk mortgages may be eligible for enforcement relief only on a negotiated basis. (Seasoned
loans that are sold to Fannie Mae on a flow basis in accordance with the Selling Guide are eligible for enforcement
relief.)

The determination of whether the loan has an acceptable payment history begins on the date of the first monthly mort-
gage payment due after the Fannie Mae acquisition date.

With the exception of mortgage loans with temporary buydowns, neither the lender nor a third party with a financial
interest in the performance of the loan (such as a mortgage broker, correspondent lender, or mortgage insurer) can
escrow or advance funds on behalf of the borrower to be used for payment of any principal or interest payable under
the terms of the mortgage loan for the purpose of satisfying the payment history requirement.

The mortgage loan cannot have been sold to Fannie Mae with any credit enhancement other than traditional primary
mortgage insurance (i.e., lender- or borrower-paid mortgage insurance).

Mortgage loans with credit enhancement other than traditional primary mortgage insurance may be eligible for enforce-
ment relief only on a negotiated basis.

Loans not impacted by a disaster that become subject to a forbearance agreement, repayment plan, or otherwise mod-
ified from the original terms after acquisition by Fannie Mae are not eligible for relief based on the borrower’s payment
history, but may be eligible on the basis of a quality control review of the loan file if the loan otherwise meets the Ver-
sion 2 requirements.

Loans that become subject to a disaster-related forbearance agreement and any subsequent repayment plan or modi-
fication, are eligible for relief based on the borrower’s payment history or on the basis of a quality control review of the
loan file if the loan otherwise meets the Version 2 requirements. See the disaster-related forbearance criteria below for
additional information.

With the exception of certain loans purchased under the terms of a long-term standby purchase commitment (LTSC),
the loans cannot have had any delinquencies between the origination date and the Fannie Mae acquisition date.

- For loans classified as “Class 1 Mortgage Loans” or “Class 4 Mortgage Loans” that are purchased under an LTSC,
the payment history requirement will be measured from the date the loan was committed under the LTSC structure
(the 12—, 36—, or 60—month time frame will begin on the date the loan was committed into the LTSC).

The mortgage loan must not be subject to an outstanding request for repurchase, repurchase alternative, or make
whole payment. (See A2-3.2-03, Remedies Framework (08/30/2016), for additional information.)

Note: Unless otherwise agreed to by Fannie Mae and the lender, once a mortgage loan has qualified for the
representation and warranty enforcement relief by compliance with the requirements above, eligibility for the
enforcement relief is final and irrevocable subject to the life-of-loan representation and warranty exclusions.

Additional Eligibility Criteria for Loans Subject to Disaster-Related Forbearance

To be eligible for relief, the following applies:
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* The loan is impacted by a disaster occurring on or after August 25, 2017.

» The property or borrower’s place of employment is located in any county, city, or parish that is designated by the Fed-
eral Emergency Management Agency as eligible for Individual Assistance as a result of a natural disaster.

» the loan will be eligible for relief based on payment history on the later of
- the applicable payment history period end date as required under Version 1 or 2 of the framework; or

- the date the loan transitions out of disaster-related forbearance and is brought current via a reinstatement, repay-
ment plan, or permanent modification.

» the loan must be brought current through a lump sum payment or a repayment plan completed as agreed. If the for-
bearance plan transitioned to a permanent modification, the borrower must have completed the trial period plan and
executed a permanent modification agreement for any of the modification options available through the Fannie Mae
Servicing Guide.

The period of time the loan is in forbearance “counts” toward the payment history requirement and the months in forbearance
are not considered delinquent within the relief framework. For example, if the forbearance occurred during months 30-32,
the loan may still be eligible for enforcement relief on or after the 36" month of payment history as long as all other payments
outside the forbearance met the requirements.

Notification of Relief

Fannie Mae will provide lenders with reports listing those mortgage loans that met the eligibility requirements for relief.

Life-of-Loan Representation and Warranty Exclusions

A lender is not relieved from the enforcement of breaches of its representations and warranties on any mortgage loan, in-
cluding eligible mortgage loans, with respect to the following matters even if those matters are addressed in Subparts B1
through B5 of the Selling Guide. With respect to each mortgage loan, a lender remains responsible for the life-of-loan rep-
resentations and warranties related to the following, as more fully described in A2-2.1-07, Life-of-Loan Representations and
Warranties (08/07/2019):

+ Fannie Mae Charter Act Matters;

* Misstatements, Misrepresentations, and Omissions;

« Data Inaccuracies;

»  Clear Title/First-Lien Enforceability;

* Compliance with Laws and Responsible Lending Practices; and
* Acceptable Mortgage Products.

Comparison of Version 1 and Version 2 of the Framework

The following chart compares Version 1 and Version 2 of the framework for loans other than high LTV refinance loans.
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Representations and Warranties Framework—
Loans other than High LTV Refinance Loans
Relief Criteria Version 1 Version 2
Effective Dates Effective for loans acquired on or Effective for loans acquired on or
after January 1, 2013, but before after July 1, 2014
July 1, 2014
Number of required consecutive 36 36
monthly payments
Number of delinquencies permitted 0x30 2 x 30 and 36th monthly payment is
during first 36 monthly payments not delinquent
after Fannie Mae acquisition in order
to be eligible for relief after the 36th
monthly payment
Opportunity to re-establish Yes, as of the 60th monthly Not applicable
acceptable payment history if there payment, provided no more than 2 x
were delinquencies in the first 36 30 delinquencies in first 36 monthly
monthly payments after Fannie Mae | payments and 60th monthly
acquisition? payment is not delinquent
Eligible for relief after satisfactory No Yes
conclusion of quality control review?
Additional Eligibility Criteria No differences between Versions 1 and 2 other than loans may be eligible
(described above) for QC relief under Version 2
Notification of Relief No differences between Versions 1 and 2
Life-of-Loan Exclusions No differences between Versions 1 and 2
The following chart compares Version 1 and Version 2 of the framework for high LTV refinance loans.
Representations and Warranties Framework—
High LTV Refinance Loans
Relief Criteria Version 1 Version 2
Effective Dates Effective for loans acquired on or Effective for loans acquired on or
after January 1, 2013, but before after July 1, 2014
July 1, 2014
Number of required consecutive 12 12
monthly payments
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Representations and Warranties Framework—

High LTV Refinance Loans

Relief Criteria Version 1 Version 2

Number of delinquencies permitted 0x30 0x30
during first 12 monthly payments
after Fannie Mae acquisition in order
to be eligible for relief after the 12th
monthly payment

Opportunity to re-establish Yes, as of the 60th monthly Yes, as of the 36th monthly
acceptable payment history if there payment, provided no more than 2 x | payment, provided no more than 2 x
were delinquencies in the first 12 30 delinquencies in first 36 monthly | 30 delinquencies in first 36 monthly
monthly payments after Fannie Mae | payments and 60th monthly payments and 36th monthly
acquisition? payment is not delinquent payment is not delinquent

Eligible for relief after satisfactory No Yes

conclusion of quality control review?

Additional Eligibility Criteria No differences between Versions 1 and 2 other than loans may be eligible
(described above) for QC relief under Version 2

Notification of Relief No differences between Versions 1 and 2

Life-of-Loan Exclusions No differences between Versions 1 and 2

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-2018-06 August 07, 2018
Announcement SEL-2017-10 December 19, 2017
Announcement SEL-2016-09 December 6, 2016
Announcement SEL-2016—-07 August 30, 2016
Announcement SEL-2016—-02 February 23, 2016
Announcement SEL-2015-12 November 3, 2015
Announcement SEL-2014-16 December 16, 2014
Announcement SEL-2014-07 June 24, 2014
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Announcements Issue Date

Announcement SEL-2013-03 April 9, 2013

A2-3.2-03, Remedies Framework (08/30/2016)

Introduction

This topic contains additional information pertaining to the remedies framework, including:

¢ The Remedies Framework

« Alternatives to Mortgage Loan Repurchases

« Conditions to Mortgage Loan Repurchase Alternatives

* Appeal Process
* Impasse and Management Escalation Processes

* Independent Dispute Resolution (IDR) Process

The Remedies Framework

The origination defect and remedies framework (“the remedies framework”) expands upon certain provisions related to the
representation and warranties framework. The remedies framework relates specifically to the categorization of defects, lend-
er corrections of those defects, and available remedies when defects are identified, including alternatives to repurchase.

The remedies framework applies to whole loans purchased, and mortgage loans delivered into MBS with pool issue dates
on or after January 1, 2016. See D2-1-03, Outcomes of Fannie Mae QC Reviews (11/03/2015), and D2-1-04, Identifying and
Remedying Origination Defects Under the Remedies Framework (08/30/2016), for additional information about the remedies
framework.

Alternatives to Mortgage Loan Repurchases

In certain circumstances, Fannie Mae may provide the lender with an alternative to the immediate repurchase of a mortgage
loan that does not meet Fannie Mae's requirements.

For loans subject to the remedies framework, Fannie Mae may consider a loan with a significant defect for a repurchase
alternative depending on Fannie Mae’s commercially reasonable determination that the loan is retainable. Fannie Mae will
determine whether the loan is retainable based on the lender’s counterparty status and whether the loan was an acceptable
investment at the time of purchase. In this context, the lender’s counterparty status is Fannie Mae’s assessment of the lend-
er’s financial capacity, which could determine which remedy Fannie Mae will offer to the lender.
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For any loan offered a repurchase alternative, Fannie Mae will notify the lender in writing of the type and terms of the repur-
chase alternative. The alternatives may include, but are not limited to, any one or more of the following, as determined by
Fannie Mae in its discretion.

Repurchase Alternatives for Performing
Loans

Repurchase Alternatives for Non-performing
Loans

Pricing adjustment—the assessment by Fannie Mae
and payment by the lender of a guaranty fee adjust-
ment, risk fee, or additional loan-level price adjust-
ment with respect to the mortgage.

Recourse—an agreement by the lender to provide re-
course for the life of the loan or for some other spec-
ified period of time.

Collateralized recourse—recourse as described
above, with respect to which the lender's obligation is
secured by a specified collateral account.

Indemnification—an agreement by the lender to in-
demnify, defend, and hold Fannie Mae harmless from
any losses incurred by Fannie Mae relating to the
mortgage.

Collateralized indemnification—indemnification as
described above, with respect to which the lender's
obligation is secured by a specified collateral ac-
count.

Collateralized or uncollateralized mortgage insur-
ance stand-in agreement—for certain loans acquired
by Fannie Mae on or after July 1, 2014, the payment
by the lender to Fannie Mae for the full mortgage in-
surance benefit amount that would have been pay-
able under the original rescinded mortgage insurance
policy if the loan liquidates.

Make-whole payment—the amount that a party re-
sponsible for a breach of a selling representation or
warranty or a servicing breach must pay Fannie Mae
so that Fannie Mae does not incur a loss on the mort-
gage or the property.

Split loss or loss share—an agreement between Fan-
nie Mae and the lender to each pay a specified pro-

portion of the losses that have arisen or may arise in
the future relating to the mortgage.

Loss reimbursement—an agreement by the lender to
reimburse Fannie Mae for specified losses relating to
the mortgage.

Note: If Fannie Mae offers a repurchase alternative after a demand has been issued, the lender has the option
to immediately repurchase the loan instead of accepting the repurchase alternative.

Conditions to Mortgage Loan Repurchase Alternatives

Certain repurchase alternatives may be available only to a lender that is in good standing with Fannie Mae, is in a strong
financial condition acceptable to Fannie Mae, and otherwise satisfies Fannie Mae's eligibility criteria. (If the servicing of a
mortgage has been transferred to a lender other than the one that sold the mortgage loan to Fannie Mae, eligibility for this

benefit will be based on an evaluation of the servicer.)

For loans subject to the remedies framework, Fannie Mae may offer or decline to offer certain repurchase alternatives based
on the lender’s counterparty status, to the extent there are future obligations required as part of the repurchase alternative.
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Other factors to be considered by Fannie Mae may include, but are not limited to, the failure to maintain a quality loan orig-
ination process and the lender’s ability and willingness to comply with other provisions of the Lender Contract. In determining
a lender's (or servicer's) eligibility for this repurchase alternative, Fannie Mae will evaluate the following:

« the quality of the mortgages the lender sells to (or services for) Fannie Mae, as measured by comparing the delin-
quency rates for comparable portfolios;

+ the quality of the servicing performance, as measured by the lender's loss mitigation activities; and

« the overall financial strength of the lender, as reflected in the lender's annual financial statements and any other peri-
odic financial reports the lender submits to Fannie Mae.

Fannie Mae also will periodically assess the lender's ongoing underwriting performance and contingent repurchase expo-
sure (the lender's repurchase risk exposure in relation to its financial ability). When appropriate, Fannie Mae may change
the lender's eligibility status for a repurchase alternative.

Note: The Ml stand-in repurchase alternative may be available, provided the lender and the mortgage loan meet
certain eligibility criteria. Fannie Mae will provide lenders with information on how to initiate a discussion about
this repurchase alternative upon notification that mortgage insurance has been rescinded and is the only defect
identified.

Appeal Process

Alender may submit a written appeal of a “demand,” which is defined as any request issued by Fannie Mae to a responsible
party to provide a specific remedy as provided in the Lender Contract. (See A2-3.2-01, Loan Repurchases and Make Whole
Payments Requested by Fannie Mae (08/29/2017), for additional information on loan repurchase and make whole payment
demands.)

The “appeal process” includes both the first and second appeals available to the responsible party under the conditions de-
scribed in the following table. The responsible party’s ability to participate in the appeal, impasse, management escalation
and Independent Dispute Resolution processes cannot be assigned to another party, such as an insurance company. Note
that the responsible party may provide a correction of an alleged significant defect at any time during the appeal process.

Detailed information about the requirements for each step in the appeal process may be found in Appeal and Independent
Dispute Resolution Processes posted on Fannie Mae’s website, which is incorporated by reference.

Appeal Process Lender Action Fannie Mae Action

First Appeal: The lender must submit an appeal in | Fannie Mae must respond in writing

A lender may submit a written writing within 60 days of receivinga | to ’Fhe Ienqer s appeal within 60 days
demand. of its receipt.

appeal of a demand.
Note: Fannie Mae, in its
discretion, may identify a
shorter or longer appeal
period in the demand based
on circumstances at the time.
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Appeal Process

Lender Action

Fannie Mae Action

Second Appeal:

If the first appeal is denied and the
lender has additional material
information, the lender may choose
to submit a second appeal.

The lender must submit a second
appeal in writing within 15 days of

receiving a denial of the first appeal.

Fannie Mae must respond in writing
to the lender’s second appeal within
60 days of its receipt.

08/07/2019

Impasse and Management Escalation Processes

At the conclusion of the first or second appeal, if the lender wishes to challenge the existence of the defect identified in the
demand, the lender may initiate the impasse process. If Fannie Mae reaffirms the demand during the impasse process, the
lender may continue the challenge as provided by the management escalation process.

The steps in the impasse and management escalation processes are described in the following table. Detailed information
about the requirements for each step may be found in Appeal and Independent Dispute Resolution Processes posted on
Fannie Mae’s website, which is incorporated by reference.

Impasse and Management
Escalation Processes

Lender Action

Fannie Mae Action

Impasse:

If, at the conclusion of the first or
second appeal, the lender wishes to
challenge the existence of the
defect, it must initiate the impasse
process.

The lender must initiate the impasse
process in writing within 15 days of
receiving Fannie Mae’s denial of the
first or second appeal.

Fannie Mae and the lender will have
30 days in which to attempt to
resolve the dispute, unless both

parties agree to a longer time period.

Management Escalation:

At the end of the impasse process, if
Fannie Mae reaffirmed the demand
and the lender wishes to continue to
dispute the existence of the defect,
the lender must initiate the
management escalation process.

The lender must initiate the
management escalation process in
writing within 15 days of conclusion
of the impasse process by notifying
its Fannie Mae officer contact of its
intention to initiate management
escalation.

If, at the end of the management
escalation process, Fannie Mae
reaffirmed the demand, the lender
may initiate the Independent Dispute
Resolution Process

Within 30 days of receipt of the
lender’s initiation of the
management escalation process,
Fannie Mae must involve an officer
outside of the quality control group in
a review of the dispute.

Fannie Mae and the lender will have
30 days in which to attempt to
resolve the dispute, unless both

parties agree to a longer time period.
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Independent Dispute Resolution (IDR) Process

The IDR process is available for disputes that are not resolved through the appeal, impasse, or management escalation pro-
cesses. The IDR process is available provided the preconditions to each step have been followed and the parties have not
filed litigation to attempt to address the dispute. IDR is available to lenders that have not been suspended, disqualified, or

terminated by Fannie Mae, and that have complied with any prior IDR award or demand made by Fannie Mae (as applica-
ble). The IDR process shall be governed by the Federal Arbitration Act, 9 U.S.C. §§ 1 et. Seq.

The IDR process addresses loan-level demands and whether alleged breach(es) by the responsible party of its representa-
tions and warranties, or duties or responsibilities as provided under the Lender Contract exist at the time IDR commences.
The IDR process may be used for

+ demands relating to a breach of a selling representation, warranty, duty or responsibility, involving whole loans pur-
chased, and mortgage loans delivered into MBS with pool issue dates on and after January 1, 2016; and

+ demands relating to servicing remedies issued on and after December 1, 2016.

The IDR process cannot be used to resolve the suspension, disqualification, or termination of a lender. Nor may the IDR
process be used if a lender receives a formal notice of default from Fannie Mae.

A neutral third party, selected by the IDR program administrator, will determine whether the alleged breach(es) existed at
the time IDR commenced based on case file packages and subject matter expert reports submitted in writing by both parties.
The neutral party’s decision will be final and binding upon the lender and Fannie Mae.

Lender Initiation of IDR. If Fannie Mae reaffirms the demand at the end of the management escalation process, the lender
will have 15 days to initiate the IDR by completing and submitting an executed Retainer Agreement located on Fannie Mae’s
website to the Fannie Mae officer involved in the management escalation process and to the program administrator, as de-
scribed in the Appeal and Independent Dispute Resolution Processes.

If Fannie Mae has not received the lender’s fully completed and executed Retainer Agreement within 15 days of the end of
the management escalation period, the lender will have no further right to appeal the existence of the defect in the demand,
including the commencement of IDR, and will be obligated to comply with the terms of the demand.

If the lender has not initiated the IDR process by the 15-day deadline or complied with the demand, Fannie Mae shall have
the option of either initiating the IDR process within 6 months of the end of the management escalation period or pursuing
other remedies.

For additional information about the details of the IDR process, see Appeal and Independent Dispute Resolution Processes
posted on Fannie Mae’s website.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Section A2-3.3, Compensatory Fees

A2-3.3-01, Compensatory Fees (07/30/2013)

Introduction

This topic contains information on the following subjects:

* Imposition of Compensatory Fees

»  Compensatory Fees for the Late Payment of Commitment, Pair-Off, or Extension Fees

*  Compensatory Fees for Failure to Comply with Commitment Provisions

* Compensatory Fees for Failure to Identify Mortgage Loans Subject to Loan-Level Price Adjustments

Imposition of Compensatory Fees

If a lender fails to comply with a specific requirement for origination, delivery, or servicing of loans, or if Fannie Mae deter-
mines that the lender’s overall performance is unsatisfactory, Fannie Mae may impose a fee to compensate Fannie Mae for
damages and to emphasize the importance Fannie Mae places on a particular aspect of a lender’s performance. The com-
pensatory fee may relate to the action the lender took, or failed to take, for a specific mortgage, or the impact that the lender’s
deficiencies may have on Fannie Mae. Charging a compensatory fee does not limit Fannie Mae’s right to exercise any other
remedy.

See the Servicing Guide for additional information about compensatory fees.

Compensatory Fees for the Late Payment of Commitment, Pair-Off, or Extension Fees

Fannie Mae may impose a compensatory fee for late payment of commitment, pair-off, or extension fees. Such fee may be
charged when a draft is returned unpaid by Fannie Mae’s ACH agent, or when Fannie Mae receives wire-transferred funds
more than five business days after the date of the commitment or request for the pair-off or extension.

The compensatory fee is the greater of $50 or a daily interest charge equal to the prime rate plus 3% of the fee that is due.
The prime rate will be as published in The Wall Street Journal’s prime rate index (or an equivalent source) in effect on the
date the commitment was issued, or the pair-off or extension took place. Fannie Mae will draft the appropriate compensatory
fee—along with the past due commitment, pair-off, or extension fee—directly from the lender’s designated bank account.
(See C2-1.1-02, Pricing, Fees, and Pricing Adjustments (01/30/2018).)
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Compensatory Fees for Failure to Comply with Commitment Provisions

Fannie Mae’s whole loan commitment terms are flexible so that lenders can comply with them under normal circumstances
without difficulty. For example, to make good delivery on a mandatory commitment, lenders must deliver loans for which the
total unpaid principal balance falls within specific tolerance parameters (for details, see C2-2-01, General Requirements for

Good Delivery of Whole Loans (08/07/2018)).

These flexibilities are provided to account for unusual circumstances beyond the lender’s control that prevent the lender from
honoring its contractual obligations. However, Fannie Mae may impose compensatory fees when it has reason to believe
that the lender had control over the situation or failed to comply with Fannie Mae requirements in an effort to take advantage

of changing market conditions.

Many factors are considered before imposing these compensatory fees; therefore, the exact fee to be charged depends on

» the lender’s overall performance,

» the lender’s explanation for its noncompliance,

» whether the lender has a history of noncompliance, and

+ the amount of any previous compensatory fee that Fannie Mae imposed.

Compensatory Fees for Failure to Identify Mortgage Loans Subject to Loan-Level Price

Adjustments

If a lender consistently fails to identify or incorrectly identifies mortgage loans that are subject to loan-level price adjustments,

Fannie Mae may impose a compensatory fee.

Fannie Mae will take the following factors into consideration:

+ the lender’s overall performance,

+ the lender’s explanation for its noncompliance,

» previous instances of noncompliance, and

» the amount of any previous compensatory fee that Fannie Mae imposed.

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-2013-05 July 30, 2013
Announcement SEL-2013-03 April 9, 2013
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Master Agreement

Introduction

This chapter describes Master Agreements between a lender and Fannie Mae. Master Agreements are required for any
loans to be delivered to Fannie Mae under certain negotiated terms.

In This Chapter

This chapter provides information on the following subjects:

A2-4-01, Master Agreement Overview (02/06/2019) . . . . .. e 71
A2-4-02, Terms of a Master Agreement (04/01/2009) . . . . ..o e 73
A2-4-03, Variances and Special Provisions (12/06/2016) . . . ... .. e 74
A2-4-04, Breaches of a Master Agreement (04/09/2013). . . . . . .. e 75

A2-4-01, Master Agreement Overview (02/06/2019)

Introduction

This topic contains information on Master Agreements, including:

* About Master Agreements

* Lenders Required to Obtain a Master Agreement

* Mortgage Loan Types That Require a Master Agreement

About Master Agreements

A Master Agreement is an “umbrella” document that supplements the general guidelines and requirements of the Fannie
Mae Selling Guide and Servicing Guide and sets forth the additional terms under which Fannie Mae does business with lend-
ers—whether the business relates to MBS pools or whole loan deliveries.

Subject to Fannie Mae's approval of the lender for a Master Agreement, Fannie Mae issues two types of Master Agree-
ments—conversion and nonconversion. Fannie Mae determines the type of Master Agreement that is offered to specific
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lenders. A lender can obtain multiple Master Agreements to segregate various segments of its business. A Master Agree-
ment may be for any amount.

Lenders Required to Obtain a Master Agreement

Although a lender is not required to obtain a Master Agreement if it only sells standard whole loans to Fannie Mae, it may
do so at Fannie Mae's discretion. A lender must have a Master Agreement for deliveries under certain negotiated terms,
some of which are described below.

The lender should contact its Fannie Mae customer account team to determine whether it is eligible for a Master Agreement.

Mortgage Loan Types That Require a Master Agreement

Mortgage loans that currently require customized/negotiated terms in a Master Agreement (whether whole loans or MBS
pool deliveries) include, but are not limited to, the following:
« certain adjustable-rate mortgage loans,
* FHA-insured and VVA-guaranteed mortgage loans,
* mortgages secured by properties in Guam,
»  certain special housing initiative mortgages (rural housing initiative loans and Native American housing initiative loans),
* mortgage loans underwritten through an automated underwriting system other than Desktop Underwriter, and
+ any other mortgages that contain variances.
Note: As indicated above, FHA—insured and VA—guaranteed mortgage loans require a Master Agreement;

however, HUD-guaranteed Section 184 mortgages, and RD-guaranteed Section 502 mortgages can be
delivered per the Selling Guide without a Master Agreement.

Fannie Mae may identify other loan types that require negotiated terms and a variance to the lender's Master Agreement.
See A2-4-03, Variances and Special Provisions (12/06/2016), for additional requirements that apply to variances.

Fannie Mae and the lender may either execute a separate, stand-alone Master Agreement covering delivery of the specific
mortgage loans or incorporate the delivery terms for the mortgage loans by amending an existing Master Agreement.

Fannie Mae reserves the right to cease approving lenders for or accepting deliveries of any or all of the mortgage loan types
listed above from any or all lenders. The decision to no longer accept deliveries may result in an amendment to, or the ter-
mination of the related delivery terms in the Master Agreement. Fannie Mae will provide the affected lender(s) with reason-
able notice of this decision. If the decision affects a lender's ability to fulfill any required mandatory delivery amount under
its Master Agreement, Fannie Mae will consider alternatives through which the lender can fulfill its delivery obligation.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcements Issue Date
Announcement SEL-2019-01 February 06, 2019
Announcements SEL-2017-09 October 31, 2017
Announcement SEL-2016—09 December 06, 2016
Announcement SEL-2015-09 August 25, 2015
Announcement SEL-2014-12 September 30, 2014
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2013-01 January 17, 2013
Announcement SEL-2011-05 June 28, 2011

A2-4-02, Terms of a Master Agreement (04/01/2009)

Introduction

This topic contains information on the terms of a Master Agreement.

Terms of a Master Agreement

Fannie Mae negotiates the terms of a Master Agreement specifically with each lender. The Master Agreement defines any
specific terms and conditions that mortgage loans delivered to fulfill a Master Agreement must meet, such as special eligi-
bility criteria, underwriting requirements, or required credit enhancements.

The terms of a lender’s specific Master Agreement may not necessarily apply to any other transaction between the lender
and Fannie Mae.

The Master Agreement specifies the aggregate outstanding principal amount that Fannie Mae expects the lender to deliver.
If a lender fails to deliver the specified amount by the expiration date of a specific contract, Fannie Mae may require the
lender to pay Fannie Mae a back-end buyout fee. The method for determining the fee is specified in the Master Agreement.
Fannie Mae will draft the applicable fee from the lender’s designated custodial account.

General terms and conditions that apply to all Master Agreements are set out in E-2-03, Master Agreement Terms and Con-
ditions (08/29/2017).
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A2-4-03, Variances and Special Provisions (12/06/2016)

Introduction

This topic contains information on variances and special provisions, including:

* Master Agreements with Variances

* Lender Identification of Mortgages With Variances

« Eligibility for Enforcement Relief

Master Agreements with Variances

Some Master Agreements provide for the delivery of certain special mortgage loan products or other mortgage loans that
were originated with terms that are at variance with standard Fannie Mae eligibility, underwriting, or other origination criteria
and requirements. The terms and conditions of the variance or the special product will be attached to the Master Agreement,
and will apply only to MBS commitments and whole loan commitments issued pursuant to the Master Agreement and may
not be applied to deliveries under any other commitment, agreement, or contract unless Fannie Mae negotiates such deliv-
eries with the lender.

See A2-4-01, Master Agreement Overview (02/06/2019), for additional information about mortgage loans that require cus-
tomized/negotiated terms in a Master Agreement.

Lender Identification of Mortgages With Variances

The Master Agreement may require the lender to identify certain mortgage loans that have variances or represent special
mortgage loan products by reporting a special feature code at delivery.

The lender must report all applicable special feature code(s), including those specified in the Master Agreement and in the
Special Feature Codes document on Fannie Mae's website.

Eligibility for Enforcement Relief

Unless the terms of the Master Agreement or variance specifically state otherwise, special products or mortgage loans with
certain variances that are sold to Fannie Mae under the terms of outstanding Master Agreements are eligible for relief from
Fannie Mae's enforcement for breaches of certain underwriting and eligibility representations if the mortgage loan meets all
of the requirements of A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties Related to
Underwriting and Eligibility (08/07/2019).

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcements Issue Date
Announcement SEL-2016—-09 December 06, 2016
Announcement SEL-2014—-07 June 24, 2014
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2012-06 June 26, 2012

A2-4-04, Breaches of a Master Agreement (04/09/2013)

Introduction

This topic contains information on breaches of a Master Agreement.

Breaches of a Master Agreement

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) its contractual obligations, 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.
If a lender breaches the provisions of its contractual obligations, Fannie Mae may also terminate the lender’s right to sell
mortgage loans to Fannie Mae, and Fannie Mae’s obligation to purchase such mortgage loans, under any contract issued
pursuant to the Master Agreement.

A lender’s failure to deliver any required mandatory delivery amount, as adjusted by any delivery tolerance, within the spec-
ified time period is a breach of the Master Agreement.

A termination of the Master Agreement related to such breaches may take place at any time prior to the expiration date of
the Master Agreement, or the expiration date of the applicable conversion period for a conversion Master Agreement.

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-2013-03 April 9, 2013
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Chapter A2-5, Loan Files and Records

Loan Files and Records

Introduction

This chapter includes information on the loan files and records that lenders must maintain in connection with each mortgage
loan that is sold to Fannie Mae, as well as the ownership of those records, Fannie Mae access to the records, and record
retention and storage requirements. It also describes Fannie Mae's requirements for electronic records, signatures, and
transactions.

In This Chapter

This chapter includes the following section:

Section A2-5.1, Establishment, Ownership, and Retention of Loan Files and Records

A2-5.1-01, Establishing Loan Files (12/19/2017) . . . . . .. .o e e e e 78
A2-5.1-02, Ownership and Retention of Loan Files and Records (12/19/2017). . . . . . ... 81
A2-5.1-03, Electronic Records, Signatures, and Transactions (06/05/2019) . . . .. ... ... i 86
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Section A2-5.1, Establishment, Ownership, and Retention of Loan Files and Records

Section A2-5.1, Establishment, Ownership,
and Retention of Loan Files and Records

A2-5.1-01, Establishing Loan Files (12/19/2017)

Introduction

This topic contains information on loan files, including:

» Establishing the Loan File

» Establishing the Loan File for Manufactured Homes

« Additional Information for the Loan File

Establishing the Loan File

The seller must establish the individual mortgage loan file “loan file” when it originates a loan and clearly identifies each file
with Fannie Mae’s loan number (and Fannie Mae’s participation and participation percentage interest and MBS pool number,
if applicable). The loan file consists of the loan origination file, the loan custodial file, and the loan servicing file held by the
seller, servicer, or a prior servicer arising from or related to the origination, sale, securitization, or servicing of a loan or ac-
quired property, as applicable. The loan file includes all records needed to service the loan and support the validity of the
loan, and must be readily accessible in connection with the servicing of the loan.

The loan origination file consists of the following:

« all documents, records and reports used to support the underwriting decision required by the Lender Contract;

» any documentation required by Fannie Mae or by law relating to the loan arising from or related to the origination, clos-
ing, sale, securitization, or delivery of a loan; and

« documents that are required as part of the post-closing mortgage loan file documentation requirements in the Selling
Guide.

The following tables describe the documents included in the loan origination file and whether an original or a copy is required.

v Original Documents

any unrecorded documents changing the terms of the note

the assignment to MERS®, if the loan is registered with MERS and MERS is not named as nominee for
the beneficiary, and the copies of all required intervening assignments
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v Document Copies

the recorded mortgage or deed of trust, any applicable recorded rider or recorded modification or any
other recorded document affecting Fannie Mae’s right under the mortgage with the recording
information from the recorder’s office

the Participation Certificate, if applicable

the related Schedule of Mortgages if an MBS loan

the note and any related addenda

unrecorded assignments to Fannie Mae (or the recorded assignment, when applicable) and all required
intervening assignments

FHA mortgage insurance certificate, VA loan guaranty certificate, RD loan note guarantee certificate,
HUD Indian loan guarantee certificate, or conventional mortgage insurance certificate, if applicable

underwriting documents, including any DU reports

property appraisal and inspection orders and reports

title policy, property insurance policy, flood insurance policy (if required) and any other documents that
might be of interest to a prospective purchaser or servicer of the loan or might be required to support
title or insurance claims at some future date (for example, FEMA's flood hazard determination form, title
evidence, or survey)

final settlement statement evidencing all settlement costs paid by the borrower and seller (if applicable),

« the final version of the Closing Disclosure does not have to be signed by the borrower and seller al-
though lenders may obtain signatures, which Fannie Mae supports as a best practice;

« if there are separate Closing Disclosures for the borrower and seller, the copies of the final version
of each must be kept in the mortgage loan file.

any other documents, records, and reports not specified above that are part of the loan origination file

Establishing the Loan File for Manufactured Homes

Servicers that have collateral documents for manufactured home loans with application dates prior to August 24, 2003 must
retain all such documents, but they are not required to obtain these documents if they do not already have possession of
them.

For a manufactured home with an application date on or after August 24, 2003, collateral documents include the following:

v Manufactured Home Collateral Documents

documentation (if available) indicating that no certificate of title (or similar ownership document) was
ever issued in states where a manufactured home can become real property without first being titled as
personal property;
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v/ Manufactured Home Collateral Documents

documentation evidencing surrender or retirement in states where the certificate of title (or similar
ownership document) can be surrendered or retired when the home becomes real property;

the certificate of title (or similar ownership document) if it has been or cannot be surrendered;

any UCC financing statement (or similar notice of lien) that was filed pursuant to applicable law; and

a security agreement that creates a lien on the manufactured home in addition to the loan or deed of
trust.

In order to be prepared to meet special servicing and default management requirements for loans secured by manufactured
homes, the servicer must ensure that all loans secured by manufactured homes are identified on their internal systems. If it
comes to the attention of the servicer that it is servicing a loan secured by a manufactured home that was delivered to Fannie
Mae without notation of Special Feature Code 235 (which is required to identify that property type), the servicer must initiate
a post-purchase adjustment. See Fannie Mae’s website for additional information.

Additional Information for the Loan File

The seller/servicer must use the loan origination file to accumulate other pertinent servicing and liquidation information, in-
cluding, the following:

»  property inspection reports,

* copies of delinquency repayment plans,

» copies of disclosures of ARM loan interest rate and payment changes,

+ documents related to insurance loss settlements, and

+ foreclosure notices.

The loan custodial file consists of the custodial documents and all documents, books, records, and reports, in any format,
required to be retained by the document custodian pursuant to the Servicing Guide or other Fannie Mae requirements.

The loan servicing file (including the file maintained with respect to an acquired property) consists of all documents, books,
records, reports, and payment and escrow histories, in any format, arising from or related to the servicing of the mortgage
loan or acquired property by the current servicer or any prior servicer. This includes those required at any time by the Lender
Contract or an insurer and documents and records set forth in the Servicing Guide. The loan servicing file must also include
copies of all documents or records that are used to evaluate a borrower and the property condition when determining the
eligibility for a workout option.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcement Issue Date
Announcement SEL- 2017-10 December 19, 2017
Announcement SEL-2013-03 April 9, 2013

A2-5.1-02, Ownership and Retention of Loan Files and Records (12/19/
2017)

Introduction

This topic contains information on individual mortgage loan files, including:

*  Ownership of the Loan File

*  General Requirements for Records

* Record Retention Requirements

Ownership of the Loan File

All records related to loans (including all data and materials representing, based on, or compiled from such records) sold to
or serviced for Fannie Mae are Fannie Mae’s property and any other owner of a participation interest in the loan regardless
of their physical form or characteristics or whether they are developed or originated by the loan seller, servicer, or others.

Each of the loan originator, seller, servicer, and any service bureau or any other party providing services in connection with
selling or servicing a Fannie Mae loan:
* has no right to possess these documents and records except under the conditions specified by Fannie Mae, and

» must hold these documents solely for the benefit of Fannie Mae.
The servicer must use the loan origination file to accumulate other pertinent servicing and liquidation information.

If the seller does not service the loan, it must transfer the loan file to the servicer. The servicer must document in the servicing
loan file its compliance with all Fannie Mae policies and procedures, including timelines that are required by the Servicing
Guide. The servicer and the responsible party must keep all of the individual loan records and all servicing records for the
time it serviced the loan.
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General Requirements for Records

The seller/servicer must:

* maintain the accounting records relating to loans in accordance with sound and generally accepted accounting princi-

ples;

» ensure that the records meet Fannie Mae’s requirements;

» ensure the accuracy, security, confidentiality, integrity, completeness and legibility of the individual loan file;
« protect against any anticipated threats or hazards to the security or integrity of files and records;

« protect against unauthorized access to or use of files and records and is responsible for requiring, by contract, that any

subservicers or other third parties that access mortgage files and records also implement these measures;

« periodically review changes in technology to make sure that all records continue to be obtainable and readable in the

future.

The following table describes Fannie Mae’s general rights related to its audit of records.

GENERAL REQUIREMENTS FOR AUDITS OF RECORDS

Topic

Description

Right to Audit

Fannie Mae may examine and audit, at any
reasonable time, all loan records and other
information that Fannie Mae considers necessary to
ensure that the seller/servicer is complying with
Fannie Mae requirements.
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GENERAL REQUIREMENTS FOR AUDITS OF RECORDS

Topic

Description

Delivery of Records

*  When Fannie Mae sends a written request to a
seller/servicer to examine mortgage records, the
seller/servicer must deliver all records to Fannie
Mae or to whomever Fannie Mae designates
within the time frame specified by Fannie Mae.

* Fannie Mae will not execute any trust receipts for
documents it requests and will not pay for their
delivery. If the seller/servicer is retaining any of
the records in a format other than paper, the sell-
er/servicer must reproduce them at its own ex-
pense.

» If Fannie Mae has only a participation interest in
a loan, Fannie Mae will provide proof of its own-
ership interest upon request.

« If the seller/servicer is unable to respond to Fan-
nie Mae’s request to produce records in a timely
manner, the seller/servicer must provide a rea-
sonable explanation for its failure to produce the
records and, if appropriate, offer evidence that it
has satisfied any requirement about which Fan-
nie Mae is concerned.

* The seller/servicer is responsible for all Fannie
Mae Losses incurred by Fannie Mae in enforcing
its right of access to the records, unless it is de-
termined that Fannie Mae had no legal right of ac-
cess.

Audit Activities

Fannie Mae’s examination and audit of the seller/
servicer’s records may consist of

* monitoring all monthly accounting reports submit-
ted to Fannie Mae;

« conducting periodic procedural reviews during
visits to the seller/servicer’s office or the docu-
ment custodian’s place of business;

» conducting in-depth audits of the seller/servicer’s
internal records and operating procedures; and

» performing spot-check reviews of loans in the
seller/servicer’s portfolio on a random sample ba-
sis.

08/07/2019
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Record Retention Requirements

The following table describes the record retention requirements for certain types of records.

RECORD RETENTION REQUIREMENTS

Type of Record

Requirements

Loan payment records

The servicer must maintain permanent mortgage
account records for each loan it services for Fannie
Mae. The records must be identified by Fannie
Mae’s loan number (and any related participation
certificate or MBS pool number) in addition to any
other identification the servicer uses. The servicer
may develop its own system for maintaining these
records, as long as it can produce an account
transcript within a reasonable time after it is
requested.

The servicer’s accounting system must be able to
produce detailed information for the following:

« all transactions that affect the loan balance,
« the financial status of the loan, and

* any overdrafts in the escrow account.

Accounting reports

Unless instructed otherwise, the servicer may
destroy any accounting reports 18 months after such
reports are filed with Fannie Mae.

Annual Statement of Eligibility for Document
Custodians (Form 2001)

A servicer that is also a Fannie Mae document
custodian must maintain a copy of Form 2001 for
seven years at all locations that are covered by the
completed form and ensure that they are available
for on-site reviews.

Records related to HAMP

The servicer must retain:

» all documents and information evidencing the
complete evaluation of a borrower for HAMP for
seven years after document collection or four
years after loan liquidation, whichever is later;
and

« all data, books, reports, documents, audit logs,
and records, related to HAMP, and a copy of all
computer systems and application software nec-
essary to review and analyze any electronic re-
cords for at least four years, or for such longer
period as may be required by applicable law.
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RECORD RETENTION REQUIREMENTS

Type of Record Requirements

Records related to 2MP The servicer must retain:

+ all documents and information evidencing compli-
ance with our requirements when evaluating a
borrower for 2MP, for seven years after document
collection or for four years after loan liquidation,
whichever is later;

» all documents and information related to the
monthly payments during and after any trial peri-
od, as well as incentive payment calculation and
such other required documents; and

» detailed records to document the reason(s) for
any trial loan modification failure.

Records related to bankruptcy or foreclosure * The servicer must retain all of the documents re-
proceedings quired to be included in the individual loan file and
must ensure that they are readily accessible if
needed in any bankruptcy or foreclosure pro-
ceeding, or for any other purpose in connection
with the servicing of the loan.

» The servicer may hold copies if originals are not
required, while originals have been sent for filing
but have not yet been returned, or while the orig-
inals are otherwise temporarily out of the seller/
servicer’'s possession.

Expense reimbursement claims The servicer must retain in the loan servicing file all
supporting documentation for all requests for
expense reimbursement.

Liquidation records After a loan is liquidated, the servicer must keep the
individual loan records for at least four years, unless
the local jurisdiction requires longer retention or
Fannie Mae specifies that the records must be
retained for a longer period.

Records related to repurchase or reimbursement If a loan or property is repurchased or a make whole
payment remitted, the responsible party must keep
the individual loan records for at least four years
from loan liquidation unless applicable law requires
longer retention or Fannie Mae specifies that the
records must be retained for a longer period.

Note: The time frame from loan liquidation is measured from the date of the loan payoff or the date that any
applicable claim proceeds are received, whichever is later.
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For eMortgages, the seller/servicer must follow the record retention requirements for the type of record described in the table
immediately above, if applicable, and the requirements for storing mortgage loan files and records as described in A2-5.1-
03, Electronic Records, Signatures, and Transactions (06/05/2019)

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-2017-10 December 19, 2017
Announcement SEL-2017-05 May 30, 2017
Announcement SEL-2015-09 August 25, 2015
Announcement SEL-2015-07 June 30, 2015
Announcement SEL-2012-13 November 13, 2012
Announcement SEL-2011-04 May 24, 2011
Announcement SEL-2010-10 August 12, 2010
Announcement 09-19 June 8, 2009

A2-5.1-03, Electronic Records, Signatures, and Transactions (06/05/
2019)

Introduction

This topic contains information on electronic records, including:

e Electronic Records

» Electronic Signatures

« Electronic Notarizations

« Electronic Transactions with Fannie Mae

e Electronic Transactions with Third Parties
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Electronic Records

All documents used to originate, service or modify a loan, may be generated, signed, processed, stored or transmitted elec-
tronically, provided they are capable of reproduction in paper format except:

» the promissory note and any related addenda (unless the seller has received special approval to deliver electronic
notes (eNotes));

» any unrecorded ink-signed originals of documents that modify or supplement the security instrument;

» assignments for MERS-registered loans when MERS is not named as nominee; and

« unrecorded assignments of loans to Fannie Mae (if the loan is not registered with MERS and the seller, servicer, or
document custodian is holding the assignment as a custodial document).

The following table describes Fannie Mae’s requirements for electronic records. An electronic record is a contract or other
record that is created, generated, sent, communicated, received, or stored by electronic means. A record is information that
is inscribed on a tangible medium or that is stored in an electronic or other medium and is retrievable in perceivable form.

GENERAL REQUIREMENTS FOR ELECTRONIC RECORDS

Topic Description

Permitted format, transmission method and storage | *« Any appropriate electronic format or transmission
protocol method for an electronic record other than audio
or video recording may be used (except to the ex-
tent permitted in connection with electronic notari-
zations below).

» Sellers and servicers may use any technology
other than audio or video recording for storing
electronic records, as long as the electronic re-
cords are securely stored and remain accessible
by all persons entitled to access them for as long
as access is required.

* Any loan file composed of electronic records must
be clearly identified by logical association with
Fannie Mae’s loan number.

» If a seller/servicer chooses to store permitted
documents in a format other than paper, it must
provide any prospective transferee servicer with
information about the methods it uses for docu-
ment and records storage. If the transferee ser-
vicer uses a different storage method, the
transferor servicer must work with the transferee
servicer to convert the documents and records to
a format that is compatible with the transferee
servicer’s storage methods.
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GENERAL REQUIREMENTS FOR ELECTRONIC RECORDS

Topic Description

Compliance with ESIGN, UETA, and applicable laws | All electronic records and systems used to generate,
process, store or transmit electronic records must
comply with

» the federal Electronic Signatures in Global and
National Commerce Act (ESIGN);

» the Uniform Electronic Transactions Act (UETA)
adopted by the state in which the subject property
is located; if applicable, and

« all other applicable federal and state laws.

Enforceability and Accuracy All electronic records must be valid and enforceable
and accurately reflect all information and formatting
(where the formatting is prescribed by law or
material to interpretation of the record) that was in
the record as it was presented to intended
beneficiaries and signers.

System Requirements All systems generating or storing electronic records
must:

* generate or maintain them as valid and enforce-
able records,

« be sufficiently secure to preserve the integrity and
authenticity of the records, and

» protect against loss of unauthorized access to re-
cords.
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GENERAL REQUIREMENTS FOR ELECTRONIC RECORDS

Topic Description

Conversion of documents Sellers/servicers may convert a paper document to
an electronic record for storage purposes if it is not
one of the documents required to be maintained in its
original paper form. Sellers/servicers may destroy
the paper document. Similarly, a seller/servicer may
convert an electronic record to a paper document for
storage purposes or to provide loan modifications to
document custodians that are not electronically
enabled.

*  When documents are converted to an alternative
format, the legibility and integrity of the informa-
tion and formatting, including indications of alter-
ations (such as erasures and white-outs), in the
original document must be preserved.

» |If servicing of a loan is transferred, the servicer
must securely transfer all relevant electronic re-
cords to the new servicer, along with all informa-
tion verifying the authenticity, validity and
enforceability of the records and any associated
signatures.

» Sellers/servicers must retain documentation that
explains the process used to convert paper-
based records to electronic formats and specify
the date of conversion, method of conversion,
and disposition of the original paper records.

For purposes of the preceding table, “electronic records” do not include eNotes. Sellers and servicers are required to obtain
special approval in order to deliver or service eNotes. Servicers of eNotes must use an electronic note vault that:

* integrates with the MERS eRegistry and MERS eDelivery;

« allows systems integration among the servicer, Fannie Mae, and MERS; and

« can distinguish between the Authoritative Copy of the eNote and other copies.

Products that require additional or special purpose legal documents are not eligible for delivery as eNotes. See B8-5-01,

General Information on Special-Purpose Legal Documents (05/01/2019) and the Guide to Delivering eMortgage Loans to
Fannie Mae for additional information.

Electronic Signatures

Sellers/servicers may use any form of electronic signature on an electronic record that is valid under applicable law except
audio and video recordings, as long as the signature is attached to or logically associated with the record intended to be
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signed. From time to time, Fannie Mae may require a seller/servicer to use a specific signature format for a particular elec-

tronic record or type of record.

The following table describes Fannie Mae’s requirements for electronic signatures.

ELECTRONIC SIGNATURE REQUIREMENTS

Topic Description

Compliance with ESIGN, UETA, and applicable laws | All electronic signatures, electronic signature
systems, and software must comply with, and be
enforceable under

» ESIGN and UETA adopted by the state in which
the signature is applied, and

« all other applicable federal and state laws.

Attribution and Evidence All electronic signatures must be attributable to an
identified signer.

When a record is electronically signed, the seller/
servicer must retain, for each electronic signature,
evidence of the following:

» the authenticated identity of the signer and, if ap-
plicable, related entity;

« attribution of the signature to the purported sign-
er;

» the signer’s express or implied agreement to use
an electronic signature;

» date of the signature; and

» the method (and, if applicable, eSign vendor) by
which the signature was made.

For electronically-signed records for loans
purchased or securitized by Fannie Mae, this
evidence and documentation must be sufficient to
enable Fannie Mae to conduct a thorough quality
control review of the loan. For example, the evidence
of the borrower’s signature with respect to a
verification of employment must allow Fannie Mae
the ability to request and receive a reverification of
the information from the borrower’s employer.

Electronic Notarizations

Fannie Mae accepts delivery and servicing of loans with electronic documents, including security instruments or mortgage
loan modification agreements that have been electronically notarized, either in person or remotely using real-time, two-way
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audio/video communication. Electronic notarizations (including remote notarizations) may be used with eMortgage transac-
tions as well as ink-signed transactions. Such loans must meet the following requirements:

» The notarization is performed in accordance with and is legally valid under the laws and regulations of the state in
which the notarization is performed, at the time it was performed; and

» If the electronic notarization is a remote notarization, the following additional requirements must be met:

- the notary public is licensed and physically located in the state where the notarial act occurred and, where required
by law or regulation, is specifically licensed to perform electronic notarizations;

- the laws and regulations of the state in which the mortgaged property is located either expressly permit the use of
remote notarization (such as Virginia and Montana) or expressly accept remote notarizations performed out-of-
state in accordance with the laws of the state in which the notarial act is performed;

- the loan must be delivered with SFC 861;
- the mortgage loan is not a Texas Section 50(a)(6) loan; and

- if the notarized document is a security instrument or an amendment to a security instrument, the remote notariza-
tion must comply with the title requirements in B7-2-04, Special Title Insurance Coverage Considerations (02/06/

2019).

Electronic Transactions with Fannie Mae

Electronic records may be delivered and electronic signatures may be provided by the seller, servicer, or Fannie Mae (or by
a third party, when one is involved) as part of a transaction between them.

Every seller/servicer consents to the use of electronic records and signatures in its transactions with Fannie Mae and intends
to be bound by the electronic signatures of its representatives as if they were ink signatures on paper.

The following table describes Fannie Mae’s requirements for electronic transactions with Fannie Mae.

REQUIREMENTS FOR ELECTRONIC TRANSACTIONS WITH FANNIE MAE

Topic Description

Transaction-specific Requirements If Fannie Mae requires the seller/servicer to conduct
one or more electronic transactions, or a particular
kind of transaction, in a particular way (e.g., specific
format, signature process or method of delivery), the
seller/servicer must conduct the transaction(s)
accordingly. However, the seller/servicer is bound by
the electronic transaction(s) even if not conducted in
an authorized manner.
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REQUIREMENTS FOR ELECTRONIC TRANSACTIONS WITH FANNIE MAE

Topic Description

Responsibilities of Sellers/Servicers » The seller/servicer is responsible for all Fannie
Mae Losses resulting from its failure or the failure
of its technology provider to comply with the re-
quirements of this Guide in generating, signing,
processing, storing or transmitting electronic re-
cords and electronic signatures.

* Fannie Mae is authorized to rely conclusively on
the accuracy, authenticity, integrity, and validity of
electronic records and electronic signatures the
seller/servicer transmits to Fannie Mae.

Time of Receipt » Unless Fannie Mae specifies otherwise, the rules
in Section 15 of UETA will determine whether an
electronic record has been sent and received.
However, an electronic record will not be consid-
ered to have been received by Fannie Mae until it
is able to access it during its regular business
hours.

« Fannie Mae will not be responsible for the failure
of an electronic record to be timely or accurately
transmitted due to any event beyond Fannie
Mae’s control or any event that could not be rea-
sonably foreseen at the time of the transmission.

Electronic Transactions with Third Parties

When a seller/servicer electronically engages in a mortgage transaction with a borrower, the seller and the servicer must
fulfill all requirements of Section 101(c) of ESIGN to create a binding electronic record or a binding electronic signature with
a consumer. Each seller/servicer must retain evidence of its compliance with this requirement.

Under no circumstances may a borrower be required to use electronic records and electronic signatures. For a borrower
who chooses not to use electronic records and electronic signatures, the seller/servicer must continue to provide and accept
all such documents on paper.

When the servicer issues any disclosure electronically, the individual mortgage loan file also must include evidence of:

* any required disclosures made before obtaining the borrower’s consent,

» the borrower’s consent to receiving subsequent disclosure electronically, and

» evidence of how the servicer “reasonably demonstrated” the borrower’s ability to receive the disclosures for which the
consent was provided.

The servicer must not electronically issue a notice of default, acceleration, repossession, foreclosure, eviction or the right to
cure to a borrower.
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The seller/servicer is required to retain a copy of an electronically executed sales contract, if applicable.
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-2019-05 June 05, 2019
Announcement SEL-2019-04 May 01, 2019
Announcement SEL-2017-09 October 31, 2017
Announcement SEL-2017-05 May 30, 2017
Announcement SEL-2014-10 July 29, 2014
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2011-11 October 25, 2011
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Chapter A2-6, Fannie Mae Trade Name and
Trademarks

Fannie Mae Trade Name and Trademarks

Introduction

This chapter contains information on the license Fannie Mae grants to an approved lender to use and display Fannie Mae
Marks, limitations on an approved lender’s use of Fannie Mae Marks, and termination of a lender’s rights to use Fannie Mae
Marks.

In This Chapter

This chapter contains the following topics:

A2-6-01, Fannie Mae Trade Name and Trademarks (08/29/2017). . . . . . ... e e 94

A2-6-01, Fannie Mae Trade Name and Trademarks (08/29/2017)

Introduction

This topic contains information on the use of the Fannie Mae trade name and trademarks, including:

*  General Requirements

« License to Use Fannie Mae Marks

General Requirements

Fannie Mae owns and uses the Fannie Mae trademark, the Fannie Mae logo, the Federal National Mortgage Association
trade name, and numerous other trademarks that identify Fannie Mae as the source or sponsor of various products or ser-
vices, collectively the “Marks” or the “Fannie Mae Marks.” For a list of Marks currently used by Fannie Mae and guidelines
on how to refer to them, see Trademarks. The absence of a specific Mark from Fannie Mae’s published lists does not mean
that it is not a Fannie Mae Mark. If a seller/servicer has questions about whether or not an unlisted Mark is a Fannie Mae
Mark, it should contact its Fannie Mae customer account team.
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License to Use Fannie Mae Marks

Subject to the limitations set forth below, Fannie Mae grants to sellers/servicers a nonexclusive, royalty-free, non-assignable
and non-sublicenseable license to use and display the Fannie Mae Marks within the United States, including its territories
and possessions, solely in connection with the sale, offering for sale, advertising and rendering of the sellers/servicers’ fi-
nancial services and for the purposes of making truthful, accurate, and non-misleading references to Fannie Mae or Fannie
Mae’s products or services. As such, a seller/servicer may not register, use or refer to a domain name that contains the Fan-
nie Mae name, a Fannie Mae mark, or any derivation of a Fannie Mae name or Mark, to conduct or promote its own activities.
A seller/servicer may elect to promote a particular loan, service, or product to be eligible for purchase by Fannie Mae under
a proprietary trademark and has no obligation to use the Marks licensed hereunder.

ADDITIONAL TERMS RELATED TO LICENSE TO USE FANNIE MAE MARKS

Topic Description

Exclusions from License This license does not apply to Fannie Mae’s House-on-the-Hill logo or any other
corporate logos, slogans or tag lines used by Fannie Mae to identify itself in the
marketplace. This license does not give sellers/servicers any right, title, or interest in
any Fannie Mae Marks.

Marks belong entirely to Fannie | A seller/servicer that uses Fannie Mae’s Marks agrees that Fannie Mae’s Marks are
Mae distinctive, famous Marks that are valid, enforceable, and belong entirely to Fannie
Mae.

No endorsement by Fannie Mae | A seller/servicer may make nominative use of the Fannie Mae name to indicate that
it is a Fannie Mae—approved seller, servicer, or seller/servicer but use of the Marks
by a seller/servicer, and of the Fannie Mae name in particular, may not in any way
state or imply that Fannie Mae has endorsed the seller/servicer’s products or
services, nor constitute co-branded marketing by the seller/servicer. Specifically, a
seller/servicer may state that it is a “Fannie Mae—approved seller” or a “Fannie Mae-
approved servicer” or use the Fannie Mae name when referring to a specific
mortgage or loan product that Fannie Mae purchases.

No confusion A seller/servicer may not use the Marks in the promotion of the seller/servicer’s
products or services in a way that is likely to cause confusion, mistake or likely to
deceive the public on the actual source or sponsor of the products or services.
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ADDITIONAL TERMS RELATED TO LICENSE TO USE FANNIE MAE MARKS

Topic

Description

Services and products to comply
with applicable requirements

A seller/servicer’s right to use Fannie Mae Marks under this license is conditioned on
the seller/servicer’'s agreement that the nature and quality of all services that it
provides, offers, or sells in connection with its use of the Marks will meet industry
standards and comply with Fannie Mae’s requirements.

A seller/servicer may use a Mark only in connection with the particular products and/
or services for which Fannie Mae uses the Mark or for which Fannie Mae has
registered (or applied to register) or use the particular Mark. If a seller/servicer is not
certain about the characteristics of the products or services for which the particular
Mark is to be used, it should request clarification from Fannie Mae.

A seller/servicer may use a Mark for a particular loan, service, or product (or to
identify the features of such loan, service, or product) only if the loan, service, or
product that the seller/servicer offers satisfies all of the requirements that Fannie
Mae has established for the particular loan, service, or product to be eligible for
purchase by Fannie Mae.

Prohibited uses

The seller/servicer may not use the Mark in connection with a loan that is offered to
another entity for purchase. However, Fannie Mae does permit a seller/servicer to
use a Mark to identify a loan that meets all of Fannie Mae’s requirements except that
it exceeds Fannie Mae’s maximum allowable loan amount, provided the seller/
servicer clearly and prominently states the following in connection with the loan:
“This loan is not eligible for purchase by Fannie Mae.”

No right to challenge

A seller/servicer has no right to challenge the validity or enforceability of the Marks,
to sublicense the use of any the Marks, or to benefit from the value of any good will
that might be created by the seller/servicer’s use of the Marks.

Fannie Mae’s remedies

If Fannie Mae believes that a seller/servicer is not conforming to these standards of
quality, Fannie Mae may require the seller/servicer immediately to either comply with
the standards or discontinue use of the Marks. If appropriate, Fannie Mae may
pursue equitable remedies, including specific performance or injunctive relief, to
remedy the seller/servicer’s breach.

Termination

The license to use the Marks is terminated automatically when the seller/servicer’s
Lender Contract is terminated.

Fannie Mae also may terminate the license to use the Marks in connection with a
default under the Lender Contract or if there is a material breach of the Fannie Mae
trademark license, even if Fannie Mae decides not to terminate the seller/servicer’s
Lender Contract in whole or in part.

If Fannie Mae suspends a seller/servicer’s selling or servicing arrangement, the
seller/servicer’s rights to use the Marks in connection with its loan origination and
selling activities and servicing obligations will also be suspended.

08/07/2019

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Subpart A3, Getting Started With Fannie
Mae

Getting Started With Fannie Mae

Introduction

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 contains 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 related to data delivery and integrity,
handling of confidential information, fraud prevention, and fidelity bond and errors and omissions coverage.

In This Subpart

This subpart contains the following chapters:

Chapter A3-1, Fannie Mae’s Technology Products ... ........ .. e 99
Chapter A3-2, Compliance With Requirements and Laws . . . ... ... ... e 101
Chapter A3-3, Third-Party Lending Functions and Servicing Arrangements ... .......... . .. . 115
Chapter A3-4, Lending PractiCes . . . ... ... 130
Chapter A3-5, Fidelity Bond and Errors and Omissions Coverage . ... ..... .. ...ttt 139
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Chapter A3-1, Fannie Mae’s Technology
Products

Fannie Mae’s Technology Products

Introduction

This chapter includes information on the initial steps a lender must take to do business with Fannie Mae with respect to tech-
nology applications and operational setup.

In This Chapter

This chapter provides information on the following subjects:

A3-1-01, Fannie Mae’s Technology Products (05/01/2018) . . . . . . .. e 99

A3-1-01, Fannie Mae’s Technology Products (05/01/2018)

Introduction

This topic provides information on Fannie Mae’s technology products, including:

»  System Requirements

» Registering for an Application

*  Operational Setup

System Requirements

Fannie Mae’s technology solutions require a standard hardware and software configuration. To ensure that Fannie Mae’s
technology tools perform at or above the expected levels as determined by Fannie Mae’s performance baseline testing, the
lender may need to upgrade its current computer configuration. Review the equipment configurations presented in Technol-
ogy Requirements to ensure that you meet or exceed them.

Note: This information does not apply to integration solutions. See Technology Integration for information about
lender integration solutions.
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Registering for an Application

To become an approved user of any of Fannie Mae’s single-family technology applications, lenders should visit the Technol-
ogy Manager page for instructions in how to register for an application. Sellers/servicers must execute a Software Subscrip-
tion Agreement to obtain access to any of Fannie Mae’s technology applications. See E-2-04, Software Subscription
Agreement Master Terms and Conditions (05/01/2018), for more information.

Operational Setup

Fannie Mae provides assistance to all newly approved lenders to ensure that they are set up properly to conduct business
with Fannie Mae. Once a lender is approved as a seller or servicer, a senior Fannie Mae marketing consultant contacts the
lender to provide information about establishing bank accounts, getting started with Fannie Mae technology, and taking ad-
vantage of relevant training.

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-2018-04 May 01, 2018
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Chapter A3-2, Compliance With
Requirements and Laws

Compliance With Requirements and Laws

Introduction

This chapter describes an approved lender’s obligation to comply with various laws related to mortgage lending and servic-
ing, and to adhere to responsible lending practices when originating mortgage loans for delivery to Fannie Mae.

In This Chapter

This chapter provides information on the following subjects:

A3-2-01, Compliance With Laws (07/03/2019). . . . . ..o ot e e e 101
A3-2-02, Responsible Lending Practices (02/27/2018) . . . . . .o oot 111

A3-2-01, Compliance With Laws (07/03/2019)

Introduction

This topic contains information on compliance with laws, including:

*  General Obligations

+ Additional Requirements Related to Compliance with Laws

* Reporting Requirements

* Requirements Related to Specific Laws and Other Fannie Mae Requirements

*  Compliance with Fannie Mae Data Breach Incident Requirements

General Obligations

The seller/servicer (any subservicer or third-party originator it uses) and any licensee of Fannie Mae technology must:
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« comply with, all federal, state, and local laws (e.g., statutes, regulations, ordinances, directives, codes, administrative
rules and orders that have the effect of law, and judicial rulings and opinions) that apply to:

- any of its origination, selling, or servicing practices, including laws and regulations on consumer credit, equal credit
opportunity and truth-in-lending, and borrower privacy;

- use of Fannie Mae licensed technology; and
- other business practices that may have a material effect on Fannie Mae; and

» ensure that appraisals conform to the Appraiser Independence Requirements.

Additional Requirements Related to Compliance with Laws

The table below describes additional requirements related to a seller/servicer’s obligation regarding compliance with appli-

cable laws.

ADDITIONAL REQUIREMENTS RELATED TO COMPLIANCE WITH LAWS

Topic

Description

Obligation to monitor

A seller/servicer must

« establish appropriate policies and procedures for monitoring (and monitor) appli-
cable legal developments,

* demonstrate it has complied with applicable laws and regulations upon Fannie
Mae’s request, and

« advise its Fannie Mae customer account team if an applicable law or regulation
conflicts with Fannie Mae’s requirements.
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ADDITIONAL REQUIREMENTS RELATED TO COMPLIANCE WITH LAWS

Topic

Description

Remedy for violations

Fannie Mae may enforce a remedy for all seller/servicer violations of applicable laws
and regulations that may have a material effect on Fannie Mae.

For whole loans acquired on or after November 20, 2014 and for loans delivered
into MBS with pool issue dates on and after December 1, 2014.

Fannie Mae considers the following to be significant defects and may require a
repurchase for a breach of the seller/servicer’s representation and warranty
regarding compliance with laws when:

+ the seller/servicer’s failure to comply could be expected to either

- impair Fannie Mae’s or its servicer’s ability to enforce the note or mort-
gage, or

- impose assignee liability on Fannie Mae; or

» a court or regulatory authority has found the loan to be in violation, or Fannie Mae
has made a finding based on the facts available to it that a violation may have oc-
curred.

« A violation may involve any one of the following:

- laws administered or regulations implemented by the Department of the
Treasury’s Office of Foreign Assets Control (OFAC);

- the Fair Housing Act or related regulations;

- the anti-discrimination provisions of the Equal Credit Opportunity Act or
related regulations;

- federal or state prohibitions on unfair, deceptive, or abusive acts or prac-
tices (UDAAP); or

- the Securities Exchange Act of 1934 or regulations thereunder.

Remedy for UDAAP and ability to
repay violations

With respect to UDAAP, Fannie Mae will consider published federal and state
announcements of interpretations as well as all published judicial and administrative
decisions and will not enforce a repurchase if:

» the seller/servicer cures the matter by remediation to the injured party; or

« after the third anniversary of the acquisition (or MBS pool issue date) of a loan (un-
less the seller/servicer self-reports), a federal or state enforcement authority has
indicated, asserted, or claimed that such practice violates (or may) violate UDAAP,
or a federal or state court has held that a specific practice violates UDAAP.

For noncompliance with the ability to repay (ATR) requirements in the TILA and its
implementing regulations, which could impose assignee liability on Fannie Mae,
Fannie Mae will not issue a repurchase demand on such grounds unless a court,
regulator, or other authoritative body concludes that a specific loan did not comply
with ATR.

08/07/2019
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ADDITIONAL REQUIREMENTS RELATED TO COMPLIANCE WITH LAWS

Topic Description
Repurchase demands for A repurchase demand based on compliance with laws violation will include
compliance with laws violations supporting facts and findings made by Fannie Mae.

Fannie Mae’s determination that a violation has occurred must be consistent with the
facts provided by the seller/servicer and any other information obtained by Fannie
Mae as part of its evaluation of the situation.

If Fannie Mae issues a repurchase demand involving a failure to comply with laws
when there is pending litigation underway for that same issue, or when a government
agency with authority to make a determination regarding the issue has publicly stated
that it is reviewing the issue, the seller/servicer is not required to repurchase the loan
until 30 days after the litigation is

+ dismissed,
« settled, or
* concluded at trial in an adjudication, or

+ the government agency has made a final determination (collectively, the “Resolu-
tion”).
After the Resolution, the seller/servicer may request that Fannie Mae review the

appropriateness of the repurchase demand in light of the Resolution. Fannie Mae will
withdraw the repurchase demand where appropriate.

A seller/servicer may be required to repurchase a loan that is in breach of the requirements of this topic at any time despite
the fact that the loan is otherwise eligible for enforcement relief for breaches of certain underwriting and eligibility represen-
tations and warranties in accordance with the Selling Guide.

Reporting Requirements

The seller/servicer must notify Fannie Mae if, after conducting due diligence, it determines that a breach of a selling warranty
related to compliance with laws has likely occurred. The seller/servicer’s notification responsibilities depend on how many
loans are affected and whether the breach could warrant a repurchase demand based on the criteria described above.

Reporting Category 1
The seller/servicer must notify Fannie Mae if both of the following conditions occur:

+ the number of loans affected by the same potential breach exceeds the lesser of 500 loans or 1% of prior year loan
deliveries to Fannie Mae, and

« all potentially affected loans were delivered to Fannie Mae within the same calendar quarter.
The notification is required within 60 days of the later of:

» the end of the calendar quarter in which such loans were delivered, or

» discovery of the potential breach.
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The seller/servicer must report these loans using the self-report functionality in Loan Quality Connect.

Note: If the calculation described above results in fewer than five potentially affected loans, then the seller/
servicer does not need to notify Fannie Mae.

Reporting Category 2
The following reporting requirements apply when:

* the potential breach could warrant a repurchase demand, or

« the number of loans affected by the same type of potential breach delivered in the same calendar quarter does not
exceed the lesser of 500 loans or 1% of prior year loan deliveries to Fannie Mae.

Reporting Requirements

If... Then...

the breach could warrant a repurchase demand and has | the seller/servicer must notify Fannie Mae within 60 days
not been remedied or will not be remedied within 60 by using the self-report functionality in Loan Quality
days, Connect.

the breach could warrant a repurchase demand and has | the seller/servicer does not need to notify Fannie Mae.
been remedied or will be remedied within 60 days,

the breach would not warrant a repurchase demand, the seller/servicer does not need to notify Fannie Mae.

Examples:

Scenario 1: A lender identifies a repeated potential breach related to compliance with laws where a repurchase de-
mand is not warranted.

The lender determines June 1 it may have failed to provide a property valuation when required under the Equal Credit Op-
portunity Act. This impacted 600 loans that were delivered to Fannie Mae between January 1 and March 31. The lender must
report the potential breach to Fannie Mae within 60 days of June 1. In this scenario, the number of loans impacted exceeded
500 loans and the loans were delivered within the same quarter.

Scenario 2: A lender that delivered 70,000 loans to Fannie Mae the prior year identifies a repeated potential breach
related to compliance with laws where a repurchase demand is not warranted.

The lender determines August 15 it may have failed to provide a property valuation when required under the Equal Credit
Opportunity Act. This impacted 200 loans that were delivered to Fannie Mae between January 1 and March 31, and 400
loans that were delivered to Fannie Mae between April 1 and June 30. The lender will not be required to report the potential
breach for either quarter, as the number of loans impacted in each quarter did not exceed 500 loans. In this scenario, 500
loans is less than 700 loans (1% of prior year deliveries).

Scenario 3: A lender identifies a single loan impacted by a potential breach for which a repurchase demand is a
potential remedy.
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The lender may have violated the Fair Housing Act. The lender must report the breach to Fannie Mae within 60 days of de-
termination of the potential breach, unless it determines the non-compliance has been remedied or will be remedied within
60 days in accordance with applicable law.

Requirements Related to Specific Laws and Other Fannie Mae Requirements

Following is a table of additional requirements related to specific laws and other Fannie Mae requirements.

REQUIREMENTS FOR SPECIFIC LAWS AND OTHER REQUIREMENTS

Topic A seller/servicer...

IRS Reporting Requirements must report to the IRS as required by Part of this Guide, Part C of the
Servicing Guide, and in accordance with the instructions of the Internal
Revenue Service.
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REQUIREMENTS FOR SPECIFIC LAWS AND OTHER REQUIREMENTS

Topic A seller/servicer...

Department of Treasury Office of Foreign * must establish and maintain an effective OFAC compliance pro-

Assets Control (OFAC) Regulations gram;

* may not deliver to Fannie Mae any loan in which the borrower, key
principal, or principal is a “specially designated national and blocked
person” on the list (SDN List) maintained by OFAC; and

» must periodically screen the loans that it services for Fannie Mae
against OFAC’s SDN List. If the servicer identifies a valid match, the
servicer must
- notify Fannie Mae Ethics via email within 24 hours of block-

ing or rejecting a mortgage transaction (see E-1-03, List of
Contacts (05/01/2019) ).

- include in the notice the borrower’s name, Fannie Mae loan
number, and a point of contact at the servicer. Upon receipt
of the notice, a representative from Fannie Mae will contact
the servicer to discuss the SDN List match and any poten-
tial next steps.

- take steps to ensure that any funds from the individual or
entity on the SDN List are blocked and segregated, includ-
ing any escrow funds.

- take steps to ensure that all servicing activities on the loan
cease. This includes, but is not limited to,

« remittance of P&l payments to Fannie Mae,
* payments to taxing authorities,
+ payments to property and flood insurers,
* payments to mortgage insurers,
« collection activities, including performing property inspec-
tions,
* loss mitigation activities, and
+ foreclosure.
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REQUIREMENTS FOR SPECIFIC LAWS AND OTHER REQUIREMENTS

Topic

A seller/servicer...

Anti-money laundering Bank Secrecy Act
(BSA)

If subject to the anti-money laundering provisions of the BSA, the seller/
servicer must:

» report all instances of non-compliance or sanctions to Fannie Mae’s
Ethics division (see E-1-03, List of Contacts (05/01/2019) ; and

+ report all instances of suspicious activity related to Fannie Mae loans
or Fannie Mae’s business activities to Fannie Mae’s Mortgage Fraud
Reporting division (see E-1-03, List of Contacts (05/01/2019) .

If the seller/servicer is not subject to the anti-money laundering
provisions of the BSA, it must develop internal policies, procedures, and
controls to identify suspicious activities that may involve money
laundering, fraud, terrorist financing, or other crimes similar to those
required by the anti-money laundering provisions of the BSA and its
implementing regulations.

Fannie Mae reserves the right to make additional inquiries to the seller/
servicers of any owner, including any direct, indirect, or beneficial owner
that is a foreign party.

HERA Servicer Reporting Requirements

* must comply with the HERA reporting requirements and:

- provide data regarding the diversity status of the servicer,
its agents, subcontractors, and vendors;

- complete a Fannie Mae supplier registration profile that ac-
curately reflects its ownership status, regardless of whether
it is “HERA-Inclusive, and its team composition report;

- update its profile to reflect such ownership changes within
30 days of any change of ownership; and

- provide ownership and team composition information de-
scribed in the Existing Suppliers guidance on Fannie Mae’s
website annually by November 1.

» may develop a process to collect the ownership status of the agents,
subcontractors, and vendors used by the servicer in servicing loans
for Fannie Mae;

* must commit to practice the principles of equal employment oppor-
tunity and non-discrimination in all its business activities; and

» must require each of its agents, subcontractors, and vendors that
provide services or goods to Fannie Mae to similarly commit to prac-
tice the principles of equal employment opportunity and non-discrim-
ination in all their business activities.

08/07/2019
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REQUIREMENTS FOR SPECIFIC LAWS AND OTHER REQUIREMENTS

Topic A seller/servicer...

Requirements of Insurer/Guarantor * must comply with all requirements that FHA, VA, HUD, and RD, or
the mortgage insurance companies have for loans they insure or
guarantee;

» must take all actions necessary to ensure that Fannie Mae recovers
the full amount due under the guaranty or the full claim under the in-
surance contract; and

* must not enter into any agreement with insurers or guarantors which
has the potential to modify loss claim settlements under the terms of
the guaranty or insurance contract.

Refinancing Practices » mustinclude in its policies and procedures appropriate safeguards
to prevent the possibilities of violating Fannie Mae’s prohibitions
against questionable or prohibited refinancing practices;

» may promote the terms it has available for refinancings by sending
promotional if the servicer targets

- borrowers of all loans in its servicing portfolio,
- all borrowers who have specific types of loans, or

- borrowers of loans that fall within specific interest rate rang-
es.

See B2-1.2-04, Prohibited Refinancing Practices (08/07/2019) for
additional information.

Compliance with Fannie Mae Data Breach Incident Requirements

The seller/servicer must maintain a response program consistent with the requirements of the Interagency Guide on Re-
sponse Programs for Unauthorized Access to Customer Information and Customer Notice, as published in the Federal Reg-
ister, for all Fannie Mae loans.

The following table outlines the seller/servicer’'s actions whenever the seller/servicer determines there has been a data
breach.

v The seller/servicer must...

Provide written notice to the borrowers and any state agencies or other bodies in accordance with
privacy and data security breach laws.

Maintain a copy of the notice in the individual loan file.
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v/ The seller/servicer must...

Notify Fannie Mae’s Privacy Office (see E-1-03, List of Contacts (05/01/2019) of any incident as soon
as reasonably practicable via email. Notification must be within 72 hours if there is a data breach that

» affects 10 or more borrowers,

* requires notice to state agencies or other regulatory bodies designated by privacy and data security
breach laws, or

* involves the intentional unauthorized access or misuse of borrower NPI.

Request permission from Fannie Mae’s Privacy Office (see E-1-03, List of Contacts (05/01/2019)) to use
Fannie Mae’s name if the seller/servicer intends to refer to a Fannie Mae in any notices sent to affected
borrowers or regulatory agencies.

Fully cooperate with Fannie Mae to enable compliance with its legal and privacy incident management
obligations.

The following table outlines the requirements when notifying Fannie Mae’s Privacy Office (see E-1-03, List of Contacts (05/
01/2019) of a data breach.

v The notice must include...

A detailed description of the scope of the incident, including the number of impacted individuals and
states where they reside.

A description of the related NPI.

The root cause (if known).

The response plan.

A copy of the breach notice that the seller/servicer plans to send to the borrower(s) or an explanation
as to why it is not sending a breach notice.

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-2019-06 July 03, 2019
Announcement SEL-2019-03 April 03, 2019
Announcement SEL-2018-02 February 27, 2018
Announcement SEL-2017-05 May 30, 2017
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Announcements

Issue Date

Announcement SEL-2017-01

January 31, 2017

Announcement SEL-2016-07

August 30, 2016

Announcement SEL-2016-04

May 31, 2016

Announcement SEL-2016-02

February 23, 2016

Announcement SEL-2015-07

June 30, 2015

Announcement SEL-2014-16

December 16, 2014

Announcement SEL-2014-13

November 10, 2014

Announcement SEL-2014-10

July 29, 2014

Announcement SEL-2014-07

June 24, 2014

Announcement SEL-2013-06

August 20, 2013

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2010-16

December 1, 2010

Announcement 09-01

January 7, 2009

A3-2-02, Responsible Lending Practices (02/27/2018)

Introduction

This topic contains information on responsible lending practices, including:

¢« Overview

* Responsible Lending Policies

*  Underwriting Standards

Overview

Each seller/servicer must use prudent, sound, and responsible business practices in its marketing and origination efforts.
The seller/servicer's operating policies and procedures must provide an effective means of ensuring responsible lending

practices, and identifying and avoiding predatory lending practices.

Sellers/servicers must update their business practices as necessary to ensure responsible lending practices that are in line
with current market conditions. They must have policies and procedures, including quality control procedures, to ensure that
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loans delivered to Fannie Mae comply with these responsible lending requirements. For quality control requirements, see

Part D, Ensuring Quality Control (QC).

Responsible Lending Policies

Sellers must comply with the responsible lending practices described in the following table.

Topic

Policy

Steering

Sellers must:

» seek to offer the lowest-cost product with the lowest-risk loan terms for which they
qualify,

» not steer borrowers toward a particular loan program to qualify the borrower for a
loan in an effort to misrepresent the borrower’s true credit or income related quali-
fications, and

» ensure their loan originator compensation practices comply with the loan originator
compensation provisions of the TILA and Regulation Z, and that loan originators
comply with these requirements when presenting loan options to consumers.

HOEPA Loans

The following loans are ineligible for sale to Fannie Mae:

» aloan that is subject to the Home Ownership and Equity Protection Act of 1994 as
described in Section 32 of Regulation Z (HOEPA); and

» aloan that is part of a larger transaction that is structured in a manner intended to
circumvent the requirements of HOEPA and Section 32 of Regulation Z.

State Higher-Priced Loans

Certain state-defined higher-priced loans are ineligible for sale to Fannie Mae,
regardless of whether the seller is subject to such state requirements as a matter of
law. Any state higher-priced loan described in B2-1.4-02, Loan Eligibility (08/07/2019),
is ineligible for sale to Fannie Mae.

Single Premium Credit
Insurance

Sellers may not require the borrower to purchase, and no proceeds of the loan may be
used to purchase, single premium credit insurance (e.g., life, disability, accident,
unemployment, or health insurance) or a single fee debt cancellation agreement.

Prepayment Penalties

Loans subject to prepayment penalties are ineligible for sale to Fannie Mae.

Arbitration

A loan that was originated on or after October 31, 2004, and is subject to mandatory
arbitration is ineligible for delivery to Fannie Mae.

Interagency Guidance on
Nontraditional Mortgage
Product Risks

A loan that has a loan application date on or after September 13, 2007, and that is a
“nontraditional loan” within the meaning of the Interagency Guidance on Nontraditional
Mortgage Product Risks, 71 Fed. Reg. 58609 (Oct. 4, 2006), must comply in all
material respects with such guidance, regardless of whether the lender is subject to
the guidance as a matter of law.

Statement on Subprime
Mortgage Lending
(Subprime Statement)

An adjustable-rate mortgage (ARM) loan that has a residential loan application date on
or after September 13, 2007, must comply in all material respects with the Statement
on Subprime Mortgage Lending, 72 Fed. Reg. 37569 (July 10, 2007), regardless of
whether the lender is subject to such statement as a matter of law.
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Underwriting Standards

Every loan sold to Fannie Mae must be underwritten in order to establish that the borrower has the ability, willingness, and
capacity to repay the debt. Sellers must have adequate internal controls and processes in place to evaluate borrower income
and liabilities.

The requirements in the following table apply to all loans sold to Fannie Mae.

v The seller must...

analyze a borrower’s repayment capacity, including an evaluation of the borrower’s capacity to repay
the debt by its final maturity, assuming a fully amortizing repayment schedule.

if risk-layering is involved:

» demonstrate the existence of effective compensating factors that support the seller’s underwriting
decision and borrower’s repayment capacity,

» have clear policies governing the use of risk-layering features,

» not rely solely on one factor to compensate for the risk, but instead must consider a combination of
compensating factors.

verify and document the borrower’s income (both source and amount), assets, and liabilities used in the
underwriting decision, except as otherwise expressly provided in the Selling Guide.

analyze the borrower’s DTI, including

+ total monthly housing-related payments, (principal, interest, taxes, insurance, and other property-re-
lated assessments; and

* long-term and significant short-term monthly debts

ensure the final loan application signed by the borrower at closing includes all income and debts of the
borrower that were verified, disclosed, or identified during the mortgage process and considered by the
lender in the qualification for the loan, except as otherwise expressly provided in the Selling Guide.

Alender may be required to repurchase a loan that is in breach of the requirements of this topic at any time notwithstanding
that the loan is otherwise eligible for relief from enforcement for breaches of certain underwriting and eligibility representa-
tions and warranties in accordance with A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and War-
ranties Related to Underwriting and Eligibility (08/07/2019)

Related Announcements

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

Announcement SEL-2018-02 February 27, 2018

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 9, 2013

Announcement SEL-2012-04 May 15, 2012

Announcement SEL-2011-05 June 28, 2011

Announcement SEL-2010-13 September 20, 2010

Announcement SEL-2010-11 August 13, 2010

Announcement SEL-2010-06 April 30, 2010

Announcement SEL-2010-01 March 2, 2010

Announcement 09-24 July 10, 2009
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Chapter A3-3, Third-Party Lending
Functions and Servicing Arrangements

Third-Party Lending Functions and Servicing Arrangements

Introduction

This chapter explains Fannie Mae’s requirements regarding the outsourcing of mortgage origination and servicing functions.
It also addresses other servicing arrangements as well as the requirements related to document custody and document cus-
todians.

In This Chapter

This chapter contains the following sections:

A3-3-01, Outsourcing of Mortgage Processing and Third-Party Originations (10/02/2018). . .. .. ... ... ... ...... 115
A3-3-02, Concurrent Servicing Transfers (10/31/2017) . . . . . oo e e 117
A3-3-03, Other Servicing Arrangements (12/15/2015) . . . . . .o 122
A3-3-04, Document Custodians (05/01/2019) . . . . . ..o e 124
A3-3-05, Custody of Mortgage Documents (05/01/2019). . . . .. ..o e e 127

A3-3-01, Outsourcing of Mortgage Processing and Third-Party
Originations (10/02/2018)

Introduction

This topic contains information on the outsourcing of mortgage originations to third parties, including:

e Third-Party Originations

* Management Procedures for Third-Party Originations
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Third-Party Originations

A third-party origination is any loan that is completely or partially originated, processed, underwritten, packaged, funded, or
closed by an entity other than the seller (or its parent, affiliate or subsidiary) that sells the loan to Fannie Mae. This includes
mortgage brokers or correspondents, which are known as third-party originators. If a seller enters into a contract with a third
party known for the quality of its underwriting (such as a mortgage insurer) to help the seller in underwriting its mortgage
originations, the loans will not be considered third-party originations. Refer to Chapter E-3, Glossary for the definition of cor-
respondent and broker (retail is also an origination type but is not considered a third-party origination).

Sellers remain fully responsible to Fannie Mae for functions that are outsourced to third parties.

Certain Special Feature Codes (see Special Feature Codes) are required at delivery for third-party originations.

A seller must have effective written policies and procedures for the approval and management of third-party originations and
must satisfy itself that the third-party originator is capable of producing quality loans.

Management Procedures for Third-Party Originations

Effective management procedures for third-party originations include the items in the table below.

v Management Procedures for Third-Party Originations

A system for evaluating and approving third-party originators to ensure that they produce quality
loans. The seller’s procedures must include a review of the following:

* most recent financial statements;
* current licenses;

» resumes or other appropriate information of principal officers managing the underwriting and orig-
inating process;

+ the third party’s QC procedures so that the seller can determine if the party and its originations
meet the seller’s standards for quality;

+ results of background checks for principal officers; and

+ the third-party originator’s hiring procedure for checking all employees involved in the origination
of loans (including application through closing) against:

- the U.S. General Services Administration Excluded Parties List,
- the HUD Limited Denial of Participation List, and

- the Federal Housing Finance Agency Suspended Counterparty Program List.

A method for verifying, and periodically reverifying, a third-party originator’s compliance with
applicable laws, licensing, and qualifications for originating loans.

A method for confirming that a third-party originator meets its contract with the seller and the seller’s
Lender Contract with Fannie Mae.
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v Management Procedures for Third-Party Originations

existence of that plan.

A requirement that a third-party originator have a written QC plan and a method to validate the

A process for resolving QC discrepancies and tracking corrective actions.

management.

A requirement for submitting periodic reports on activity and performance issues to the seller’s senior

Standards for evaluating a third-party originator’s performance.

Provisions for suspending or terminating the third-party originator’s relationship.

Annual review of the third-party originator’s financial statements to determine that it is financially
viable and capable of meeting its obligations.

Quarterly review of the performance of loans originated by the third-party originator.

08/07/2019

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-2018-08

October 02, 2018

Announcement SEL-2015-13

December 15, 2015

Announcement SEL-2014-11

August 26, 2014

Announcement SEL-2014-06

May 27, 2014

Announcement SEL-2011-06

July 26, 2011

Announcement SEL-2010-03

March 29, 2010

A3-3-02, Concurrent Servicing Transfers (10/31/2017)

Introduction

This topic contains information on concurrent servicing transfers, including:

»  Concurrent Servicing Transfers

Printed copies may not be the most current version. For the most current version, go to the online
version at https://www.fanniemae.com/singlefamily/originating-underwriting.

117


https://www.fanniemae.com/content/announcement/sel1808.pdf
https://www.fanniemae.com/content/announcement/sel1513.pdf
https://www.fanniemae.com/content/announcement/sel1411.pdf
https://www.fanniemae.com/content/announcement/sel1406.pdf
https://www.fanniemae.com/content/announcement/sel1106.pdf
https://www.fanniemae.com/content/announcement/sel1103.pdf

Part A, Doing Business with Fannie Mae

Subpart A3, Getting Started With Fannie Mae 08/07/2019
Chapter A3-3, Third-Party Lending Functions and Servicing Arrangements

»  Servicer Eligibility Criteria

»  Servicing Assignment Contract

* Notification of Concurrent Servicing Transfers

» Termination of Concurrent Servicing Transfers

»  Servicing Execution Tool (SET) Bifurcation Terms and Conditions

«  Servicing Marketplace

»  Servicer Eligibility Criteria for SET and Servicing Marketplace

» Seller Eligibility Criteria for SET and Servicing Marketplace

Concurrent Servicing Transfers

A concurrent servicing transfer (also known as a transfer of servicing concurrent with delivery) occurs when a selling lender
transfers the servicing rights for a mortgage loan to a Fannie Mae—approved servicer at the same time it sells the loan to
Fannie Mae. This is an “automatic” transfer because Fannie Mae’s prior approval of the transaction is not required.

If the selling lender is servicing the mortgage loans prior to delivery and will not be servicing the mortgage loans after deliv-
ery, the selling lender may automatically transfer servicing to a lender that is eligible to service them for Fannie Mae, and
has agreed to do so, effective concurrently with delivery of the mortgage loans to Fannie Mae. The lender must notify Fannie
Mae at the time of loan delivery that servicing has been transferred.

Additionally, the selling lender may designate the servicing lender as Fannie Mae’s servicer for the mortgage loans by noti-
fying Fannie Mae at the time of delivery if:

» the selling lender is not servicing the mortgage loans prior to delivery because it has contracted with another lender
(the “servicing lender”) to service the mortgage loans for the selling lender;

» the selling lender will not be servicing the mortgage loans after delivery;

» the servicing lender is eligible to service the mortgage loans for Fannie Mae; and

» the servicing lender agrees to service the mortgage loans for Fannie Mae, which requires the contractual servicing
relationship be with Fannie Mae instead of with the seller.

If the servicing lender wants the contractual servicing relationship to be with the selling lender instead of with Fannie Mae,
even after delivery of the mortgage loans to Fannie Mae, the selling lender must become Fannie Mae’s servicer (as “master
servicer”), and the servicing lender must become a “subservicer.” (See A3-3-03, Other Servicing Arrangements (12/15/
2015), and the Servicing Guide.)

A transfer of servicing that becomes effective concurrent with delivery of the mortgage loans to Fannie Mae must be imple-
mented in accordance with the requirements in the Servicing Guide.

After Fannie Mae has purchased or securitized a mortgage loan, Fannie Mae must approve all subsequent assignments of
servicing related to that mortgage loan before the servicing can be transferred. See the Servicing Guide for additional re-
quirements.
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Servicer Eligibility Criteria

The transferee servicer must meet Fannie Mae’s eligibility criteria that apply to a lender that becomes Fannie Mae’s servicer
in a post-delivery transfer of servicing as described in the Servicing Guide.

Servicing Assignment Contract

The servicing transfer agreement between the lender and the transferee servicer must provide (among other requirements)
that:

» the effective date for transfer of the servicing of the mortgage loans will be no later than the date Fannie Mae funds the
whole loan delivery or issues the MBS;

+ Fannie Mae may request and obtain (at any time) a copy of such agreement; and
+ the agreement must provide, for the stated benefit of Fannie Mae, that the transferee servicer, as of the effective date:

- accepts the servicing portfolio and agrees to service the mortgage loans in accordance with all Fannie Mae
requirements;

- assumes responsibility for all of the lender’s contractual obligations related to the mortgage loans, including all sell-
ing warranties and any other liabilities that arise in connection with the mortgage loans or the servicing of them
prior to the delivery of the mortgage loans to Fannie Mae;

- has performed due diligence review(s) of the servicing portfolio to its satisfaction, which includes examination of
the books, records, and custodial accounts of the lender with respect to the servicing portfolio;

- assumes full responsibility to Fannie Mae for the correctness of such books and records; and

- represents and warrants that the provisions of any agreement between the servicer and any other party providing
for servicing the mortgage loans will not continue after the date on which Fannie Mae funds the whole loan delivery
or issues the MBS.

By accepting a transfer of servicing, the transferee servicer agrees to the above matters and represents and warrants that
they are correct (as applicable), even in those cases in which the contractual relationship between the lender and the trans-
feree servicer is such that no agreement to assign the servicing is legally necessary at the time the mortgage loans are de-
livered to Fannie Mae.

Further, by designating another lender as servicer of the mortgage loans on the applicable loan schedule, the lender rep-
resents and warrants that with respect to such mortgage loans:

« the servicer has agreed to the above matters and represents and warrants that they are correct (as applicable), and

» the provisions of any agreement between the lender and any other party providing for servicing of the mortgage loans
will not continue after the date on which Fannie Mae funds the whole loan delivery or issues the MBS.

However, the lender is not released from any liabilities to Fannie Mae with respect to the mortgage loans or the servicing of
them prior to the delivery of the mortgage loans to Fannie Mae. The lender and the servicer will be jointly and severally liable
to Fannie Mae for the obligations and liabilities related to the mortgage loans or the servicing of them that arise before de-
livery of the mortgage loans to Fannie Mae.
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In addition to the requirements of this section, a transfer of servicing that becomes effective concurrent with delivery of the
mortgage loans to Fannie Mae must be implemented in accordance with Fannie Mae’s requirements in the Servicing Guide.

After Fannie Mae has purchased or securitized a mortgage loan, Fannie Mae must approve all subsequent assignments of
servicing related to that mortgage loan before the servicing can be transferred.

Notification of Concurrent Servicing Transfers

The lender must notify Fannie Mae of the transferee servicer by entering the transferee servicer's nine-digit Fannie Mae sell-
er/servicer number into the Loan Delivery application.

If required, the lender must also include in its delivery package mortgage assignments prepared in accordance with B8-6-
02, Mortgage Assignment to Fannie Mae (04/09/2013).

Termination of Concurrent Servicing Transfers

If a concurrent servicing transfer does not meet Fannie Mae’s eligibility standards as stated in this Guide and in the Servicing
Guide, Fannie Mae is entitled to terminate the transferee’s servicing with respect to the affected mortgage loans in order to
transfer servicing of the mortgage loans to another servicer, pursuant to Fannie Mae's rights under the MSSC. The lender
is obligated for all losses incurred by Fannie Mae resulting from the lender’s designation of an ineligible servicer.

For additional information about concurrent servicing transfers, see the Servicing Guide.

Servicing Execution Tool (SET) Bifurcation Terms and Conditions

Using SET in Fannie Mae’s whole loan committing application, lenders may arrange on a loan-by-loan basis for a concurrent
sale of servicing to an approved Fannie Mae servicer. See C2-1.3-01, Servicing Execution Tool and Servicing Marketplace
(10/31/2017), for additional information.

A lender approved as a seller for SET transactions is directly liable to Fannie Mae for the obligations and liabilities related
to the SET mortgage loans, including all selling representations and warranties required to be made by a seller, and for ob-
ligations and liabilities related to servicing of the SET mortgage loans that arise before delivery of the mortgage loans to
Fannie Mae. The servicer retained by the lender concurrent with Fannie Mae’s acquisition of the mortgage loan is respon-
sible for the servicing duties, obligations and responsibilities related to the mortgage loan that arise both prior to Fannie
Mae’s acquisition of the loan and thereafter, but otherwise the servicer is not responsible for breaches of any of the selling
lender’s selling representations, warranties, obligations or liabilities related to the SET mortgage loans.

The lender’s sale of SET mortgage loans to Fannie Mae is subject to the following:
* Upon the sale of a SET mortgage loan to Fannie Mae, the lender makes all representations and warranties required to
be made by a seller under this Selling Guide.

* The lender acknowledges and agrees that:

- Fannie Mae is entitled to enforce directly against the lender, and the lender is liable for, any and all remedies
(including, without limitation, repurchase) for a breach of the lender’s obligations and liabilities related to the SET
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mortgage loans. Fannie Mae is under no obligation to enforce or attempt to enforce any such remedies against the
servicer.

- Without limiting the provisions of the Guides, the lender must resolve repurchase requests with respect to SET
mortgage loans within the time and manner required by the Servicing Guide. Failure to do so may result in termina-
tion of the lender’s approval to participate in SET, as well as any other remedies Fannie Mae may elect to pursue.

* Notwithstanding anything to the contrary in the Lender Contract or any other agreement between the lender and Fan-
nie Mae, by its sale of SET mortgage loans to Fannie Mae, the lender:

- authorizes Fannie Mae to disclose from time to time to the applicable servicer any information (and any related
assessments and analyses developed by Fannie Mae) that Fannie Mae may have concerning the lender (includ-
ing, for example, information related to the lender’s financial condition and relationship with Fannie Mae), the SET
mortgages, the servicing of SET mortgages and related quality control reports, and waives any requirement that
Fannie Mae maintain the confidentiality of such information to the extent such requirement would otherwise prohibit
such disclosure; and

- shall have no rights or claims against Fannie Mae in connection with such disclosure or transfer of information, and
waives any and all claims arising out of or based upon the confidential nature of such information.

* The lender acknowledges that Fannie Mae may, at its sole discretion:

- from time to time, amend or supplement Fannie Mae’s procedures and requirements for the purchase of SET mort-
gage loans, by publishing such amendments or supplementary material in the Selling Guide or in other written
communications; and

- terminate the lender’s approval to participate in SET by delivering notice to the lender at any time.

Servicing Marketplace

The Servicing Marketplace is a committing platform in Pricing & Execution - Whole Loan (PE-Whole Loan) that provides a
standardized process for sellers and servicers who engage in concurrent servicing transfer transactions. Seller and servicer
obligations with respect to loans sold and servicing acquired via the Servicing Marketplace will be bifurcated under the same
terms and conditions that apply to SET transactions and SET mortgage loans as referenced above.

Servicer Eligibility Criteria for SET and Servicing Marketplace

The transferee servicer must meet Fannie Mae’s eligibility criteria that apply to a lender that becomes Fannie Mae’s servicer
in a post-delivery transfer of servicing as described in the Servicing Guide. The transferee servicer must also be approved
to participate in SET or Servicing Marketplace, as applicable.

Seller Eligibility Criteria for SET and Servicing Marketplace

In order to be approved as a seller for SET or Servicing Marketplace, sellers must meet and maintain a minimum Lender
Adjusted Net Worth, calculated in accordance with A4-1-01, Maintaining Seller/Servicer Eligibility (09/04/2018), of at least
$2.5 million, plus the greater of:

*  0.25% of the unpaid principal balance (UPB) of the seller/servicer’s total portfolio of one- to four-unit residential mort-
gage loans for which the seller/servicer is contractually obligated to service for the owner of the loan; or
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*  0.25% of the UPB of whole loans purchased by Fannie Mae that were committed in the preceding 36 months via SET
or Servicing Marketplace.

The minimum Lender Adjusted Net Worth does not include mortgage loans serviced under a subservicing arrangement -
that is, for which the seller/servicer is contractually obligated to service for another servicer.

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-2017-09 October 31, 2017
Announcement SEL-2017-04 April 25, 2017
Announcement SEL-2016-02 February 23, 2016
Announcement SEL-2015-03 March 31, 2015
Announcement SEL-2015-01 January 27, 2015
Announcement SEL-2011-10 September 27, 2011
Announcement SEL-2011-05 June 28, 2011

A3-3-03, Other Servicing Arrangements (12/15/2015)

Introduction

This topic provides an overview of other servicing arrangements, including:

* Subservicing
*  General Requirements for Subservicing Arrangements

» Pledge of Servicing Rights and Transfer of Interest in Servicing Income

Subservicing

A lender may use other organizations to perform some or all of its servicing functions. Fannie Mae refers to these arrange-
ments as “subservicing” arrangements, meaning that a servicer (the “subservicer”) other than the contractually responsible
servicer (the “master” servicer) is performing the servicing functions.
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The following are not considered to be subservicing arrangements:

» when a computer service bureau is used to perform accounting and reporting functions;

* when the originating lender sells and assigns servicing to another lender, unless the originating lender continues to be
the contractually responsible servicer.

General Requirements for Subservicing Arrangements

A servicer may use a subservicer only if it will not interfere with the servicer’s ability to meet Fannie Mae’s remitting and
reporting requirements.

A master servicer may not enter into new subservicing arrangements—or extend existing arrangements to include newly
originated mortgages—unless both the master servicer and the subservicer are Fannie Mae-approved servicers in good
standing who are able to perform the duties associated with the master servicer/subservicer arrangement.

The master servicer must ensure that its written agreement with the subservicer acknowledges Fannie Mae’s right to rescind
its recognition of the subservicing arrangement if Fannie Mae decides to transfer the master servicer’s portfolio for any rea-
son.

The master servicer must confirm its existing subservicing arrangements when it submits the Lender Record Information
(Form 582) each year.

For additional information concerning subservicer and master servicer duties, responsibilities, and other requirements, see
the Servicing Guide on Fannie Mae’s website.

Pledge of Servicing Rights and Transfer of Interest in Servicing Income

Alender may enter into one of the following transactions, provided that the purpose of the transaction is a purpose permitted
by Fannie Mae and the lender obtains Fannie Mae’s prior written consent:

+ apledge, or grant of a security interest in, the servicing rights to all or part of its Fannie Mae servicing portfolio, includ-
ing mortgage loans in MBS pools (a “pledge of servicing”);

* asale, assignment, transfer, pledge, or hypothecation of all or any portion of its compensation in excess of the amount
needed to service mortgage loans for Fannie Mae (“excess servicing compensation”); or

* asale, assignment, transfer, pledge or hypothecation of all or any portion of its right to receive reimbursement of servic-
ing advances.

Note: A transaction in either of the last two bullets above is referred to as a “transfer of an interest in servicing
income.”

A lender may enter into a pledge of servicing or a transfer of an interest in servicing income for the following purposes only:

+ to fund the acquisition and performance of required servicing activities for additional servicing and/or servicing portfo-
lios;

» to provide collateral for warehouse lines of credit; or
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» to effect the purchase of all or substantially all of the assets of a mortgage banking company, including a management
buyout of its existing company, or a buyout of the controlling ownership interests of existing shareholders.

The lender must request Fannie Mae’s prior approval of a specific pledging transaction or transfer of an interest in servicing
income at least 30 days prior to the proposed effective date.

Apledge of servicing transaction between the lender and the secured creditor must be documented by a security agreement
agreed to by the lender and the secured creditor. The lender, the secured creditor, and Fannie Mae must also execute an
acknowledgment agreement acceptable to Fannie Mae, which sets forth the rights and responsibilities of the lender, the se-
cured creditor, and Fannie Mae.

A transfer of an interest in servicing income transaction between the lender and the purchaser or financier must be docu-
mented by a purchase and sale, security or financing agreement in a form agreed to by the lender and the purchaser or
financier. The lender, the purchaser or financier, and Fannie Mae must also execute a subordination of interest agreement
acceptable to Fannie Mae, which sets forth the rights and responsibilities of the lender, the purchaser or financier, and Fannie
Mae.

For additional information about the terms and provisions of the security agreement and the acknowledgment agreement,
see the Servicing Guide.

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-2015-13 December 15, 2015
Announcement SEL-2015-07 June 30, 2015

A3-3-04, Document Custodians (05/01/2019)

Introduction

This topic provides general information on document custodians, including:

*  General Requirements

¢ Selection of a Document Custodian

* Documentation of the Relationship

* Additional Seller/Servicer Obligations Related to Document Custodians
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General Requirements

Certain documents related to Fannie Mae loans must be held by a Fannie Mae-approved document custodian. The docu-
ment custodian is acting on behalf of the seller/servicer and Fannie Mae when certifying loan documents and data at the
time of acquisition by Fannie Mae. The roles and responsibilities of the document custodian are described in the Fannie Mae
Requirements for Document Custodians guide (RDC Guide).

Selection of a Document Custodian

For whole loans and MBS loans (excluding eNotes), the seller/servicer must use one of Fannie Mae's active document cus-
todians.

For whole loans or MBS loans delivered as eNotes, Fannie Mae is the document custodian but has designated certain third
parties to certify eNotes. The seller/servicer must use an approved third party to certify eNotes to Fannie Mae.

Fannie Mae may require a seller/servicer or document custodian to transfer documents to a different document custodian,
even if the current custodian satisfies Fannie Mae's requirements.

Refer to Fannie Mae's Active Document Custodians for a complete list of eligible document custodians.

Documentation of the Relationship

The seller must add the document custodian to its profile within the Loan Delivery application. For all mortgage loans, the
document custodian will certify the loans through the Document Certification application.

Each custodian arrangement must be evidenced by the execution of a Master Custodial Agreement (Form 2017). Form 2017
covers custodial arrangements for both whole loans and MBS loans. The seller/servicer sends the completed Form 2017 to
the document custodian for execution. Upon receipt, the document custodian will send the seller/servicer ancillary documen-
tation for completion. After the documentation and onboarding are complete, Fannie Mae and the document custodian will
execute Form 2017. A copy of the fully executed Form 2017 will be returned to the seller/servicer for its records.

Additional Seller/Servicer Obligations Related to Document Custodians

The following table contains additional seller/servicer responsibilities regarding document custodians.
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Topic

Description

General Responsibilities

The seller/servicer is responsible for the
safekeeping of Fannie Mae custody documents and
for all losses incurred by Fannie Mae because the
document custodian it selected failed to perform its
fiduciary responsibilities. Fannie Mae may also
require the document custodian to make Fannie Mae
whole if the document custodian breaches its
fiduciary obligations to Fannie Mae.

Seller/Servicer's Compensation of the Document
Custodian

The seller/servicer must pay all fees and charges of
the document custodian. Fannie Mae is under no
obligation to pay compensation to the document
custodian.

Monitoring

A seller/servicer must establish appropriate methods
for monitoring the financial viability and operational
capabilities of any document custodian it uses,
which include, at a minimum:

* an annual review of information about the docu-
ment custodian’s internal audits, and

* aquarterly review of the document custodian’s fi-
nancial rating (or its parent’s or subsidiary’s rat-
ings if the custodian is not a regulated institution).

Should the financial rating fall below the minimum
criteria, the seller or servicer must immediately notify
their Fannie Mae Servicing Consultant and send an
email notification to Fannie Mae's Custodian
Oversight and Monitoring department (see E-1-03,
List of Contacts (05/01/2019)). Fannie Mae will
determine whether it will allow the documents to
remain with the current document custodian or
require them to be transferred to an acceptable
document custodian.

Providing Loan Information

The servicer must provide to the document
custodian an electronic list that identifies, by Fannie
Mae loan number, the loans serviced by the servicer
for which the document custodian holds custodial
documents within 30 days of such a request from the
document custodian.

08/07/2019

Related Announcements

The table below provides references to the Announcements that have been released that are related to this topic.
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Announcement Issue Date
Announcement SEL-2019-04 May 01, 2019
Announcement SEL-2018-03 April 03, 2018
Announcement SEL-2017-06 July 25, 2017
Announcement SEL-2016—-02 February 23, 2016
Announcement SEL-2015-13 December 15, 2015
Announcement SEL-2014-11 August 26, 2014
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2012-13 November 13, 2012
Announcement SEL-2012-10 October 2, 2012
Announcement SEL-2011-01 January 27, 2011
Announcement SEL-2010-10 August 12, 2010
Announcement 08—37 December 19, 2008
Announcement 08—-32 December 10, 2008

A3-3-05, Custody of Mortgage Documents (05/01/2019)

Introduction

This topic contains information on the custody of mortgage documents, including:

*  Overview of Custodian Documents

* Release of Custodial Documents

« Transfer and Recertification of Custodial Documents

Overview of Custodian Documents

Custodial documents are the legal mortgage documents an approved document custodian takes into physical custody when
Fannie Mae purchases or securitizes a loan. The following documents are key custodial documents for whole loans and MBS
loans. All other documents may be held in the individual loan file maintained by the seller/servicer.
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v | Type of Document

Original note and note addenda

Other documents needed for certification of whole loans or certification for inclusion in
an MBS such as

* powers of attorney, and

* interest rate buydown agreements

For mortgages not registered in MERS, original, unrecorded assignments of the
mortgages to Fannie Mae (or corresponding documents for co-op share loans, if
applicable)

See E-2-01, Required Custodial Documents (05/01/2019) for additional documentation requirements.

Release of Custodial Documents

The document custodian must not release custodial documents for either whole loans or MBS loans unless it receives a
written request (including in electronic form) containing substantially the same information as required by Request for Re-
lease/Return of Documents (Form 2009).

Transfer and Recertification of Custodial Documents

The servicer of any Fannie Mae loan may transfer related custodial documents to any document custodian with which it has
executed a Master Custodial Agreement(Form 2017). The servicer must send a request to Fannie Mae’s Custodian Over-
sight team and include the name of the transferor and transferee custodians and the list of loans requested for transfer (see
E-1-03, List of Contacts (05/01/2019)). Fannie Mae will provide approval for the transfer, which the servicer will be respon-
sible for providing to the transferee and transferor document custodians. The servicer must make appropriate arrangements
for the safe transfer of the custodial documents to the new custodian’s facilities and for the payment of all costs related to

the transfer.

Recertification of custodial documents is required when there is a transfer of

* documents by the existing servicer to a new document custodian, or

» servicing (whether or not there is a change in document custodian).

If a transferee servicer does not want to use the same document custodian that has been holding custodial documents for
loans included in a servicing transfer, it must inform Fannie Mae of the change in document custodian arrangements when
it sends the Request for Approval of Servicing or Subservicing Transfer (Form 629). The transferee servicer should not sub-
mit a custodial agreement executed by the new document custodian(s) until after it receives notification that the servicing
transfer has been approved.

The transferor servicer must provide the existing document custodian and the new document custodian with a data file that
provides certain loan-level information for each loan for which custodial documents are being transferred. The servicer must
include the documentation in a separate loan file for each loan being transferred. When the servicer sends individual files,

Printed copies may not be the most current version. For the most current version, go to the online 128
version at https://www.fanniemae.com/singlefamily/originating-underwriting.


https://www.fanniemae.com/content/guide_form/2009.pdf
https://www.fanniemae.com/content/guide_form/2017.pdf
https://www.fanniemae.com/content/guide_form/629.xls

Part A, Doing Business with Fannie Mae
Subpart A3, Getting Started With Fannie Mae

Chapter A3-3, Third-Party Lending Functions and Servicing Arrangements

08/07/2019

it should band (or box) them together with the trial balance to ensure that the new document custodian can associate the

documents with what is delivered in each box.

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-2019-04 May 01, 2019
Announcement SEL-2018-03 April 03, 2018
Announcement SEL-2017-06 July 25, 2017

Announcement SEL-2011-10

September 27, 2011

Announcement 08-37

December 19, 2008
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Chapter A3-4, Lending Practices

Lending Practices

Introduction

This chapter includes information on Fannie Mae’s requirements related to data delivery, data quality, and the handling of
confidential information. It also contains the steps that approved lenders must take to prevent, detect, and report mortgage
fraud.

In This Chapter

This chapter includes the following sections:

A3-4-01, Confidentiality of Information (01/31/2017) . . . . ... 130
A3-4-02, Data Quality and Integrity (08/07/2018). . . . . ..o e 134
A3-4-03, Preventing, Detecting, and Reporting Mortgage Fraud (04/03/2019) . ... ... ... . . . i 135

A3-4-01, Confidentiality of Information (01/31/2017)

Introduction

This topic contains the following:

*  General Requirements

* Loan Quality, Loan Performance Data and NPI

* Feedback on New Products, Product Upgrade, or New Service Offering

»  Specific Transactions or Dealings

+ Fannie Mae Obligations

«  Exclusions from Confidential Information
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General Requirements

A seller/servicer often obtains confidential information about borrowers, security property, Fannie Mae technologies, prod-
ucts or services and Fannie Mae’s business when performing underwriting, origination, selling, servicing, or other activities

under the Lender Contract or when previewing technologies, products or services (“Confidential Information”).
Confidential Information includes nonpublic personal information (NPI) and all of the following:

+ information relating to
- technical specifications;
- product development strategy and activity;
- pricing and financial information;
- designs;
- unpublished patent applications;
- inventions;
- improvements;
- writings and other works of authorship;
- trade secrets;
- drawings;
- models;
- software (including source code and object code), algorithms, and flow charts; and
- other documentation;

« all other confidential, proprietary, or trade secret information which a reasonable person would recognize as such, or

which is specifically designated as confidential; and

« any compilation or summary of the foregoing when disclosed by or on behalf of Fannie Mae to the seller/servicer.

The following table describes Fannie Mae’s requirements related to Confidential Information.

v The seller/servicer must...

Take appropriate steps to ensure the security, integrity, and confidentiality of Confidential
Information.

Comply with all relevant applicable laws and regulations, including laws protecting borrower
privacy.
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v The seller/servicer must...

Not disclose Confidential Information to third parties, without Fannie Mae’s prior written approval,
except on a need-to-know basis to the seller/servicer’s partners, affiliates, officers, employees,
directors, contractors, counsels, agents, or representatives, provided they are subject to
confidentiality obligations at least as stringent as those set forth in this topic.

Note: These restrictions do not apply to the extent the seller/servicer is required to disclose
the Confidential Information by applicable law, provided that the seller/servicer

+ uses all reasonable efforts to give Fannie Mae notice at least ten business days prior to
such disclosure; and

+ discloses only that portion of the Confidential Information that the seller/servicer’s legal
counsel determines is legally required to be furnished, and request that the information
remain confidential.

The requirement to provide Fannie Mae notice is waived if the seller/servicer

* isrequired by law to disclose in confidence Confidential Information in response to requests
from a governmental agency, regulator, or self-regulatory authority that has authority to
regulate or oversee the seller/servicer’s business (including bank examiners, securities
examiners, and regulators’ inspector general offices); and

« formally requests that the information be treated in confidence and exempt from the
Freedom of Information Act (FOIA) and other open records laws requests.

Not use Confidential Information in any way that could be viewed as
» a conflict of interest
» a breach of confidentiality or privacy, or

+ the gaining of an unfair advantage from the seller/servicer’s relationship with Fannie Mae.

Implement commercially reasonable measures meeting or exceeding industry standards to
ensure the security, integrity, and confidentiality of Confidential Information, including:

« using industry-standard encryption for data in transit and virus checking programs designed to
prevent the transmission and receipt of viruses and other malicious code,

» instituting appropriate disaster recovery and back-up procedures,

+ instituting appropriate procedures to prevent disclosure of data and other materials to a party
other than the intended recipient, and

» employing methods for securely disposing or destroying such information.

Note: These measures must meet, at least, the same level of protection that the seller/
servicer seeks for its own information of a similar nature. The seller/servicer must
collaborate with Fannie Mae in assessing the sufficiency of these measures and the seller/
servicer’s information security program, upon reasonable request from Fannie Mae.

Promptly notify Fannie Mae’s Privacy Office (see E-1-03, List of Contacts (05/01/2019)) in writing
of any loss or unauthorized use, disclosure of , or access to Confidential Information and take all
steps reasonably requested by Fannie Mae to mitigate the consequences of such breach.

The seller/servicer must have the borrower’s authorization to disclose borrower NPI, unless permitted by applicable law, and
may disclose information about a borrower’s payment history to a third party if the borrower submits written authorization.
The information disclosed must be accurate, complete, and easily understandable.
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Fannie Mae may seek immediate equitable relief to enjoin any unauthorized use or disclosure of Confidential Information,
in addition to all other rights and remedies it may have at law or otherwise.

Loan Quality, Loan Performance Data and NPI

Fannie Mae may at times share loan quality and loan performance data and other NPI with the seller/servicer in compliance
with permitted purposes outlined in the Gramm-Leach-Bliley Act and other applicable privacy laws. The seller/servicer must
use such data only for those limited permitted purposes.

Feedback on New Products, Product Upgrade, or New Service Offering

The seller/servicer may provide feedback in connection with a new product, product upgrade, or new service offering yet to
be released by Fannie Mae in the marketplace. The feedback may include comments and recommendations. When the sell-
er/servicer provides feedback, it grants Fannie Mae an unlimited, worldwide, perpetual, and irrevocable license under the
seller/servicer’s intellectual property rights, without duty to account, to disclose, incorporate, practice, deploy, or adapt such
feedback.

Specific Transactions or Dealings

For specific transactions or dealings, the seller/servicer and Fannie Mae may enter into a separate written confidentiality
agreement. This separate agreement will control in case of conflict with the provisions of this topic. In addition, the seller/
servicer and Fannie Mae may also agree in a separate written agreement that the confidentiality obligations set forth in this
topic will apply to Fannie Mae.

Fannie Mae Obligations

Fannie Mae will not disclose confidential information received from a seller/servicer in furtherance of this Guide to a third
party, except as required or permitted by law.

Exclusions from Confidential Information

The obligations in this topic do not apply to information that

» is or becomes public through no fault of the seller/servicer,
« was previously known or is disclosed to the seller/servicer free of any obligation to keep it confidential, or
+ is independently developed by the seller/servicer without reference or access to the Confidential Information.
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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-2017-01 January 31, 2017
Announcement SEL-2015-07 June 30, 2015

A3-4-02, Data Quality and Integrity (08/07/2018)

Introduction

This topic contains information about data quality and integrity.

Data Integrity and Quality

Lenders must supply Fannie Mae with complete and accurate data.

All data entered into DU must be verifiable. The lender must have adequate procedures in place to validate the integrity of
specific data for each underwriting recommendation.

A lender must provide key information - called loan delivery data - about all of the mortgages that it delivers to Fannie Mae.
Some of these data elements are not required to qualify a borrower or underwrite a loan but are still required to be delivered
to Fannie Mae. The lender remains responsible for representations and warranties for the life of the loan related to misstate-
ments, misrepresentations, omissions, and data inaccuracies subject to the limitations set forth in A2-2.1-07, Life-of-Loan
Representations and Warranties (08/07/2019).

Fannie Mae may require the lender to correct data as needed.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcements Issue Date
Announcement SEL-2018-06 August 07, 2018
Announcement SEL-2016-08 October 24, 2016
Announcement SEL-2015-06 May 26, 2015
Announcement SEL-2014-16 December 16, 2014
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2012-06 June 26, 2012
Announcement SEL-2011-10 September 27, 2011
Announcement SEL-2011-06 July 26, 2011

A3-4-03, Preventing, Detecting, and Reporting Mortgage Fraud (04/03/
2019)

Introduction

This topic contains information on preventing, detecting, and reporting mortgage fraud, including:

«  Overview

¢ Lender Fraud Prevention Measures

¢ Tools and Resources

Overview

Fannie Mae takes mortgage fraud very seriously and seeks to work with its lenders and servicers to prevent and detect mort-
gage fraud. There are two primary motivations for committing mortgage fraud.

» Fraud for house is motivated by a desire to get a marginal borrower into a house and may involve misrepresentation of
information on loan applications.

»  Fraud for profit is motivated by a desire of mortgage participants to improperly acquire mortgage loan proceeds for per-
sonal gain. Often fraud for profit schemes involve a pattern: two or more mortgage loans, multiple parties in various
roles within the mortgage industry, and no true intent to repay the mortgage. Participants in fraud schemes can include
borrowers, originators, appraisers, brokers, real estate agents, closing agents, builders, lenders, and title companies.

There are a variety of types of mortgage fraud including:
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+ undisclosed liabilities,

* misrepresentation of income or employment,

* misrepresentation of credit,

* identity theft and/or Social Security number discrepancy,

* misrepresentation of assets,

* misrepresentation of occupancy,

* misrepresentation of property value,

» property flips based on inflated appraisals or other false characteristics,
* misrepresentation of the subject property characteristics or comparables,
+ sale of fraudulent loans or double selling of loans,

+ mishandling of escrow funds or custodial accounts, and

» diversion of sales proceeds.

08/07/2019

Lender Fraud Prevention Measures

Fannie Mae assumes that the information and processes on which loan decisions are based are honest, accurate, and cred-
ible, and that lenders are striving for information and process integrity at every stage in the life of a mortgage—from appli-

cation through servicing.

The following table contains general requirements related to fraud prevention.

v The lender must...

have proper hiring practices in place.

confirm that the individual does not appear on the Federal Housing Finance Agency’s Suspended
Counterparty Program list before engaging the services of any contractor or vendor or other individual
involved in activities related to the origination or servicing of loans owned by Fannie Mae.

aggressively sample loans that have a high risk for fraud as part of the quality control process.

evaluate appraisers and get references. Confirm that the appraiser is currently licensed and has not
been the subject of disciplinary action.

be selective in choosing closing attorneys and settlement agents, and communicate concerns about
suspicious files to these individuals.

modify closing instructions to prevent flips without lender consent.

report suspected fraud to the proper authorities and to Fannie Mae.
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FRAUD PREVENTION REQUIREMENTS

Ve

The lender must...

Lender
Hiring
Practices

The lender must follow a written procedure for checking all employees, including management, involved
in the origination of mortgage loans (including application through closing) against the U.S. General
Services Administration (GSA) Excluded Parties List (EPL), the HUD Limited Denial of Participation List
(LDP List), and the Federal Housing Finance Agency’s (FHFA) Suspended Counterparty Program
(SCP) list.

If, at the time of hire or any time later, the lender has determined that an individual is on the GSA, LDP,
or SCP list, the lender may not permit that employee to manage or perform origination functions on loans
sold to Fannie Mae, irrespective of the reason the individual is on such list.

Lenders can access the GSA, LDP, and SCP lists via the links provided below:

* GSAEPL - available through GSA'sSystem for Award Management website. The review of GSA EPL
must include a search for actions taken across all federal agencies.

* HUD'’s LDP List — available through HUD'’s website.
» FHFA's SCP List — available through FHFA's website.

The GSA and LDP lists are also available via AllRegs.

If the lender obtains third-party originated loans, the lender must confirm that the third-party originator
has a documented procedure for checking their potential employees against the lists.

Lender
Reporting
Requirem
ents

A lender must notify Fannie Mae if a reasonable basis exists to conclude that any misrepresentation or
fraud occurred in connection with the origination or sale of the loan.

Before notifying Fannie Mae about any misrepresentation or fraud, a lender should conduct appropriate
due diligence to determine whether a reasonable basis exists to conclude that misrepresentation or
fraud may have occurred, regardless of whether or not a breach of the Lender Contract occurred.

If such reasonable basis exists, a lender must notify Fannie Mae within 30 days using the self-report
functionality in Loan Quality Connect. A record of activity under the internal audit and management
control systems must be maintained and made available to Fannie Mae upon request.

08/07/2019

Tools and Resources

Fannie Mae has resources for help in preventing and detecting mortgage fraud at Mortgage Fraud Prevention. Fannie Mae
also has anti-fraud tools available to registered lenders with DU.

Related Announcements

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

Announcement-SEL-2019-03 April 03, 2019

Announcement-SEL-2018-06 August 07, 2018

Announcement SEL-2016—-02 February 23, 2016

Announcement SEL-2014-11 August 26, 2014

Announcement SEL-2014-10 July 29, 2014

Announcement SEL-2013-06 August 20, 2013

Announcement SEL-2013-03 April 9, 2013
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Chapter A3-5, Fidelity Bond and Errors and
Omissions Coverage

Fidelity Bond and Errors and Omissions Coverage

Introduction

This chapter describes Fannie Mae’s fidelity bond and errors and omissions coverage and policy requirements.

In This Chapter

This chapter provides information on the following subjects:

A3-5-01, Fidelity Bond and Errors and Omissions Coverage Provisions (07/25/2017) . ... ... .. .. ... .. .. .. . ... ... 139
A3-5-02, Fidelity Bond Policy Requirements (07/25/2017). . . .. . oot 141
A3-5-03, Errors and Omissions Policy Requirements (07/25/2017). . . . ..o e e 142
A3-5-04, Reporting Fidelity Bond and Errors and Omissions Events (07/25/2017) . . . . ... ... i 144

A3-5-01, Fidelity Bond and Errors and Omissions Coverage Provisions
(07/25/2017)

Introduction

This topic contains information on fidelity bond and errors and omissions insurance coverage provisions.

Fidelity Bond and Errors and Omissions Coverage Provisions

A seller/servicer must have a blanket fidelity bond and an errors and omissions insurance policy in effect at all times in an
amount sufficient to meet Fannie Mae’s minimum coverage requirements described in A3-5-02, Fidelity Bond Policy Re-
quirements (07/25/2017) and A3-5-03, Errors and Omissions Policy Requirements (07/25/2017).

A seller/servicer that is a subsidiary of another institution may use its parent’s fidelity bond and errors and omissions insur-
ance policy as long as it is named as a joint insured under the bond or policy. However, if the parent’s deductible amount
exceeds the maximum deductible that Fannie Mae allows as required in A3-5-02, Fidelity Bond Policy Requirements (07/
25/2017), the seller/servicer must obtain a fidelity bond in its own name for an amount that is at least equal to the amount of
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the parent’s deductible, with a separate deductible amount that is no higher than the maximum amount Fannie Mae allows
for the seller/servicer’s coverage.

Fannie Mae will accept coverage underwritten by an insurer that is affiliated with Lloyd’s of London.
Fannie Mae will consider the use of captive reinsurance arrangements on a case-by-case basis.
Each fidelity bond and errors and omissions insurance policy must include the following provisions:

* Fannie Mae is named as a “loss payee” on drafts the insurer issues to pay for covered losses incurred by Fannie Mae;

* Fannie Mae has the right to file a claim directly with the insurer if the seller/servicer fails to file a claim for a covered
loss incurred by Fannie Mae when reasonably available;

« Fannie Mae will be notified at least 30 days before the insurer cancels, reduces, declines to renew, or imposes a
restrictive modification to the seller/servicer's coverage for any reason other than a partial or full exhaustion of the
insurer’s limit of liability under the policy; and

» aprovision that the insurer will notify Fannie Mae within ten days after the insurer receives a seller/servicer’s request to
cancel or reduce any coverage.

The seller/servicer must provide Fannie Mae a copy of its fidelity bond or errors and omissions insurance certificate within
30 days of Fannie Mae’s request. If the seller/servicer obtains an endorsement to the bond or policy or obtains additional
coverage, it should also provide Fannie Mae a copy of the endorsement or a description of the additional coverage, unless
the information can be summarized substantively on the insurance certificate.

The insurance certificate should indicate:

» theinsurer’'s name,
* the bond or policy number,
* the named insured,

» the type and amount of coverage (specifying whether the insurer’s liability limits are on an aggregate loss or per mort-
gage basis),

+ the effective date of the coverage, and
+ the deductible amount.

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-2017-06 July 25, 2017
Announcement SEL-2017-01 January 31, 2017
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A3-5-02, Fidelity Bond Policy Requirements (07/25/2017)

Introduction

This topic contains information on fidelity bond policy requirements, including:

» Fidelity Bond Coverage Requirements

» Fidelity Bond Coverage and Deductible Amounts

Fidelity Bond Coverage Requirements

The fidelity bond must insure against losses resulting from dishonest or fraudulent acts committed by:

» the seller/servicer’s principal owner,
» the seller/servicer’s personnel,

« any employees of outside firms that provide legal services to the seller/servicer or data processing services for the
seller/servicer or other accounting records for the seller/servicer, and

* persons assigned to the seller/servicer through an intervening employer or agency to perform the usual duties of an
employee of the seller/servicer on a contingent or temporary basis and interns.

For corporate seller/servicers, Fannie Mae will accept coverage under the following types of fidelity bonds:

* Mortgage Bankers Blanket Bond Policy,
+ Savings and Loan Blanket Bond Policy, or
+ Bankers Blanket Bond Policy.

Fidelity Bond Coverage and Deductible Amounts

As described in the table below, the fidelity bond coverage must be equal to a percentage of, the greater of the seller/ser-
vicer's annual

« total UPB of single-family and multifamily annual mortgage loan originations; or

» highest monthly total UPB of single-family and multifamily servicing of mortgage loans that the seller/servicer owns,
including mortgage loans owned by the seller/servicer and serviced by others.

Note: If the seller/servicer uses a subservicing arrangement, the master servicer must maintain fidelity bond
coverage at all times for the servicing of mortgage loans that it owns but that the subservicer services for that
master servicer. A subservicer must only maintain coverage for mortgage loans that it owns. (See Servicing
Guide A2-1-06, Subservicing for additional information about subservicing arrangements).
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The fidelity bond coverage amount and maximum deductible limit is determined in accordance with the requirements in the
following table. The maximum amount of fidelity bond coverage required is $150 million.

Total UPB Coverage Required Maximum Deductible Clause
Based on Face Value of Policy

$100 million or less $300,000 higher of 10% or $100,000

Over $100 million up to $1 billion + 0.150% of the next $400 million

+ 0.125% of the next $500 million

Over $1 billion + 0.100% of any amount over $1 billion 15%

Note: A deductible above 15% will
be considered based on adequate
seller/servicer financial strength.
(See A4-1-01, Maintaining Seller/
Servicer Eligibility (09/04/2018). The
seller/servicer must obtain Fannie
Mae’s prior written content. The
deductible cannot exceed 1% of the
seller/servicer’s total net worth.

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-2017-06 July 25, 2017
Announcement SEL-2017-01 January 31, 2017

A3-5-03, Errors and Omissions Policy Requirements (07/25/2017)

Introduction

This topic contains information on errors and omissions policy requirements, including:

e Errors and Omissions Coverage Requirements

*  Errors and Omissions Coverage and Deductible Amounts
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*  Mortgage Impairment or Substitute for Errors and Omissions

Errors and Omissions Coverage Requirements

The errors and omissions policy must, at least, protect the seller/servicer against negligence, errors, and omissions in:

* maintaining property and flood insurance that meets Fannie Mae’s requirements,
* maintaining any required mortgage insurance or loan guaranty,

* determining whether properties are located in Special Flood Hazard Areas,

* paying real estate taxes and any special assessments, and

« complying with reporting requirements of the mortgage insurer or guarantor.

Errors and Omissions Coverage and Deductible Amounts

The errors and omissions coverage must equal the amount of the seller/servicer’s fidelity bond coverage. See the formula
in A3-5-02, Fidelity Bond Policy Requirements (07/25/2017) to determine the amount of coverage required. However, Fannie
Mae does not require errors and omissions coverage in excess of:

- $10 million if the seller/servicer sells or services only single-family mortgage loans, or
«  $30 million if the seller/servicer sells or services single-family and multifamily mortgage loans.

Note: If the seller/servicer uses a subservicing arrangement, the master servicer must maintain errors and
omissions coverage at all times for the servicing of mortgage loans that it owns but that the subservicer services
for that master servicer. A subservicer must only maintain coverage for mortgage loans that it owns. (See the
Servicing Guide A2-1-06, Subservicing for additional information about subservicing arrangements.)

Fannie Mae accepts policies that provide for either coverage per aggregate loss or coverage per mortgage loan. If the policy
provides coverage per mortgage loan:

+ theinsurer’s liability must at least equal the amount of the highest UPB for a single-family or multifamily mortgage loan.
that the seller/servicer owns, and

« the seller/servicer must review the balances of the mortgage loans it services before each premium renewal date to
determine whether the above limitation needs to be increased as the result of the origination of higher balance mort-
gage loans during the last coverage period.

For policies that provide coverage per mortgage loan, the maximum deductible amount for each mortgage loan cannot be
more than 5% of the insurer’s liability per mortgage loan.

For policies that provide coverage per aggregate loss, the deductible is determined in accordance with the following table:

Total UPB Maximum Deductible
Less than $1 billion greater of $100,000 or 10% of the face amount of the
policy
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Total UPB Maximum Deductible

Equal to or greater than $1 billion 15% of the face amount of the policy

Mortgage Impairment or Substitute for Errors and Omissions

Fannie Mae will accept a mortgage impairment or mortgagee interest policy as a substitute for an errors and omissions pol-
icy, provided Fannie Mae receives substantially the same coverage that an errors and omissions policy would provide.

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-2017-06 July 25, 2017
Announcement SEL-2017-01 January 31, 2017
Announcement SEL-2010-02 March 2, 2010

A3-5-04, Reporting Fidelity Bond and Errors and Omissions Events (07/
25/2017)

Introduction

This topic contains information on reporting fidelity bond and errors and omissions events.

Reporting Fidelity Bond and Errors and Omissions Events

The seller/servicer must report to Fannie Mae within 30 days after discovery of the occurrence of a single fidelity bond or
errors and omissions policy loss that is mortgage related and the amount exceeds the lesser of $250,000 or the policy’s
deductible, even when no claim will be filed or when Fannie Mae’s interest will not be affected.

In addition, the seller/servicer must report to Fannie Mae within ten business days of receipt of a notice from the insurer
regarding the intended cancellation, reduction, nonrenewal, or restrictive modification of the seller/servicer’s fidelity bond or
errors and omissions policy. The seller/servicer must send Fannie Mae a copy of the insurer’s notice, describe in detail the
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reason for the insurer’s action if it is not stated in the notice, and explain the efforts it has made to obtain replacement cov-
erage or to otherwise satisfy Fannie Mae’s insurance requirements.

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-2017-06 July 25, 2017
Announcement SEL-2017-01 January 31, 2017
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Subpart A4, Maintaining Seller/Servicer
Eligibility

Maintaining Seller/Servicer Eligibility

Introduction

This subpart contains the requirements to which sellers/servicers must adhere in order to maintain their eligibility to transact
business with Fannie Mae. It describes the financial statements, operational reports, and Lender Record information that
sellers/servicers must submit to Fannie Mae, and it addresses the types of organizational changes and events for which sell-
ers/servicers must notify Fannie Mae in writing.

In This Subpart

This subpart contains the following chapters:

Chapter A4-1, Maintaining Seller/Servicer Eligibility: Overview . . . ... ... . e 147
Chapter A4-2, Submission of Operational and Financial Information. . ............ ... .. .. ... . . . . . . . . .. ... .... 155
Chapter A4-3, Changes in the Seller/Servicer's Organization . . . ... .. . . i 159
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Chapter A4-1, Maintaining Seller/Servicer
Eligibility: Overview

Maintaining Seller/Servicer Eligibility: Overview

Introduction

This chapter describes the requirements a seller/servicer must satisfy to maintain or reactivate its status as a Fannie Mae-
approved seller/servicer. Reactivated sellers/servicers may again deliver loans to Fannie Mae and/or service Fannie Mae
loans (and subservice loans for other Fannie Mae-approved servicers). It also includes information on the servicer’s required
rating.

In This Chapter

This chapter contains the following topics

A4-1-01, Maintaining Seller/Servicer Eligibility (09/04/2018) . . . . . . . .. e 147

A4-1-01, Maintaining Seller/Servicer Eligibility (09/04/2018)

Introduction

This topic contains information on maintaining seller/servicer eligibility, including:

* Maintaining Seller/Servicer Eligibility

¢ Minimum Financial Requirements

» Additional Financial Requirements

* Recourse Obligation

» Business Continuity and Disaster Recovery

* Audit and Management Control Requirements

* Management of Vendors and Other Third-party Service Providers
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Maintaining Seller/Servicer Eligibility

To maintain eligibility as a seller/servicer, the seller/servicer must comply with the minimum financial requirements described
in this topic. If a seller/servicer fails to maintain any of these requirements or fails to comply with its Lender Contract, such
failure is a breach of the Lender Contract.

In addition, the circumstances and qualifications that were in place for Fannie Mae’s consideration at the time of the seller/
servicer’s approval generally must not adversely change after approval.

If a seller/servicer has not sold any loans to Fannie Mae in the previous calendar year or is not servicing any loans for Fannie
Mae as of December 31, its seller/servicer status may be deactivated. Once deactivated as a seller or a servicer, the entity
must go through the applicable reactivation process in order to be eligible to sell or service. Fannie Mae will review the ap-
plicable documentation and determine whether the seller/servicer meets eligibility requirements.

Sellers/servicers are not required to purchase or own Fannie Mae stock as a condition of eligibility.

Minimum Financial Requirements

Sellers/servicers must comply with the minimum financial requirements described in the following table.

Category Description
Eligible Seller/Servicer Sellers/servicers must pay a maintenance fee $1,000 per
Maintenance Fee calendar year; billed in the first quarter of the calendar year by

Fannie Mae. Fannie Mae will waive the maintenance fee if during
the previous calendar year, the seller/servicer either:

* sold at least one loan to Fannie Mae; or

+ acted as the servicer (or master servicer) for Fannie Mae loans
as of December 31, with an aggregate minimum UPB of $25
million.

Reactivation fee Reactivated sellers/servicers must pay a reactivation fee of
$2500. Fannie Mae will waive this fee under the following
circumstances:

« if selling reactivation, the seller was the servicer (or master ser-
vicer) for Fannie Mae loans as of December 31, with an aggre-
gate minimum UPB of $25 million; or

« if servicing reactivation, the seller/servicer has sold at least
one loan to Fannie Mae during the previous calendar year.
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Category

Description

Minimum Net Worth

The seller/servicer must maintain a Lender Adjusted Net Worth of
at least $2.5 million, plus an amount equal to 0.25% of the
outstanding UPB of its portfolio of 1- to 4-unit residential loans the
seller/servicer is contractually obligated to service for the owner of
the loan. The minimum Lender Adjusted Net Worth requirement
for subservicers does not include loans serviced under a
subservicing arrangement.

Lender Adjusted Net Worth is defined as:

» Lender’s Total Equity Capital as determined by Generally Ac-
cepted Accounting Principles (GAAP),

+  MINUS goodwill and other intangible assets (excluding mort-
gage servicing rights); and

+ If elected by Fannie Mae based on our assessment of associ-
ated risk, MINUS “affiliated receivables” and “pledged assets
net of associated liabilities.”

For entities such as nonprofit corporations whose financial
reporting requirements or standards do not facilitate calculation of
Lender Adjusted Net Worth, Fannie Mae will use equivalent
financial data to determine compliance with the minimum net
worth requirements.

Minimum Capital
Requirements

Sellers/servicers that are depository institutions are required to
meet the minimum regulatory capital requirements of their primary
regulator. All other entities must have a minimum Lender Adjusted
Net/Total Assets ratio of 6%, or equivalent, as determined by
Fannie Mae.

08/07/2019
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Category

Description

Minimum Liquidity
(applicable only to non-
depository sellers/servicers)

Non-depository sellers/servicers must maintain liquidity at the
levels described below:

+ Ifthe Agency SDQ Rate is less than or equal to 6%, the seller/
servicer must maintain minimum liquidity of .035% of the UPB
of the loans serviced by the seller/servicer for Fannie Mae,
Freddie Mac, and Ginnie Mae.

+ Ifthe Agency SDQ Rate is greater than 6%, the seller/servicer
must maintain minimum liquidity of

- .035% of the UPB of the loans serviced by the seller/
servicer for Fannie Mae, Freddie Mac, and Ginnie
Mae; plus

- 2% of the UPB of the Agency SDQ Rate over 6%.
The Agency SDQ Rate is:

100 multiplied by (the UPB of loans 90 days or more delinquent or
in foreclosure for Fannie Mae, Freddie Mac, and Ginnie Mae
divided by the total UPB of loans serviced for Fannie Mae, Freddie
Mac, and Ginnie Mae).

The minimum liquidity requirement for subservicers does not
include loans serviced under a subservicing arrangement.

Availability liquidity includes:
» unrestricted cash and cash equivalents;

» Allowable for Sale or Held for Trading investment grade secu-
rities including Agency MBS;

» obligations of GSEs and U.S. Treasury obligations; and

* unused, undesignated, and available portions of credit lines,
including those for, or partially for, servicing advances.

Servicer Rating

If the servicer has external servicer ratings as a primary servicer
for prime residential loans, at least one of the following minimum
ratings is required:

Rating Agency - Minimum Required Rating

« Moody’s Investors Service - SQ3

+ Standard & Poor’s, Inc. - Average

* Fitch, Inc. - RPS3

The servicer of Alt-A or non-prime products must maintain ratings
equivalent to the ratings for prime servicers. If the servicer ratings
are available from fewer than three agencies, all available ratings
must comply with the standards above.

08/07/2019
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Additional Financial Requirements

Fannie Mae may, at any time based on its view of a seller/servicer’s financial strength or its assessment of market conditions
or other relevant factors, impose additional financial requirements, including enhanced net worth, capital, or liquidity require-
ments, as well as provisions related to the items in the Additional Financial Requirements table below.

Any additional requirements Fannie Mae imposes may apply to a particular seller/servicer, a defined group or type of seller/
servicer, or all sellers/servicers. A seller/servicer’s failure to comply with any additional requirements may result in Fannie
Mae declaring a breach of the Lender Contract.

Fannie Mae may declare a breach of the Lender Contract if any of the circumstances described in the following table occur.

ADDITIONAL FINANCIAL REQUIREMENTS

Category Description

Material Decline in Lender Adjusted Net Worth Typically, a decline is material if Lender Adjusted Net
Worth declines by more than 25% over a quarterly
reporting period or by more than 40% over two-
consecutive quarterly reporting periods.

Decline in Profitability Four or more consecutive quarterly losses
accompanied by a decline in Lender Adjusted Net
Worth of 30% or more during the same period.

Cross-Default Provisions The occurrence of any of the following (to the extent
not cured within any applicable cure period in the
applicable agreement):

» abreach by the seller/servicer on a credit or fund-
ing facility, including warehouse or servicing ad-
vance lines of credit;

» abreach by any seller/servicer’s affiliate or relat-
ed entity in any of its obligations with Fannie Mae,
including parental guarantees; or

* a breach of any agreements with any other cred-
itors where such breach involves an amount that
exceeds 3% of the seller/servicer’s Lender Ad-
justed Net Worth.

The seller/servicer must provide Fannie Mae with
written notification in the form of an updated Lender
Record Information (Form 582) submitted
electronically within in 30 days of the occurrence of
any of the foregoing.
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Recourse Obligation

Fannie Mae may permit a seller/servicer to take on credit recourse obligations, provided the seller/servicer meets certain
requirements. Fannie Mae will assess the financial strength of the seller/servicer to determine whether the seller/servicer
can take on credit recourse obligations and, if permitted, whether the seller/servicer must post collateral or provide other
forms of risk reduction measures to secure the additional obligations.

Business Continuity and Disaster Recovery

The following table describes business continuity and disaster recovery requirements.

v The seller/servicer must...

ensure it and any subservicers, third-party originators, outsourcing firms, and third-party vendors used
by the seller/servicer implement and maintain disaster recovery and business continuity procedures to
ensure their ability to regain critical business operations if there is a disruption or disaster.

have processes in place to ensure business continuity and disaster recovery procedures are both
updated and tested on a regular basis.

confirm they have the ability to regain critical business operations in the event that subservicers, third-
party originators, outsourcing firms, or third-party vendors used by the seller/servicer fail to maintain
business continuity or disaster recovery procedures, suffer complete business failure, or dissolution.

Business Continuity Procedures

Business continuity procedures are defined as plans to continue operations if adverse conditions occur, such as a storm, a
fire, or a crime. The plan must include moving operations or recovering operations in another location if a disaster occurs at
a worksite or data center.

All sellers/servicers must have business continuity procedures in place that include:

» identification of critical functions and resources required to continue operations in the event of a business disruption or
disaster, and

» alternate processing facilities.
Disaster Recovery Procedures

Disaster recovery is defined as a documented process or set of procedures to recover and protect a business information
technology infrastructure in the event of a disaster.

All sellers/servicers must have disaster recovery procedures in place that include:

» identification of critical functions and resources required to continue operations in the event of a business disruption or
disaster,

« provisions for off-site retention of critical systems and data file resources, and
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» alternate network and telecommunication capabilities.

Audit and Management Control Requirements

The seller/servicer must have internal audit and management control procedures to evaluate and monitor the overall quality
of its loan production and servicing processes, as applicable. At a minimum:

»  The procedures must be independent of all key functions of the loan manufacturing process and the servicing pro-
cesses that they review, so that such procedures provide an objective and unbiased evaluation that adds value and
improves the seller/servicer’s operations.

* The seller/servicer’s lines of reporting must reflect the independence of the audit process at all levels, resulting in activ-
ities that are conducted in an unbiased manner and without quality compromises resulting from internal influences or
conflicts of interest.

« The audit function must not share any reporting lines with the functional areas that it reviews.

« The audit function must report directly to the seller/servicer’s senior management and/or board of directors. Exceptions
are permitted in situations in which the size of the seller/servicer’s organization is insufficient to support adequate
resources to allow for separation of these functions. In those situations, the seller/servicer’s audit plan must include the
rationale for the lack of separation as well as the controls that have been established to mitigate the risks associated
with the lack of separation of these functions.

* The procedures must be consultative, so that they help the seller/servicer accomplish its objectives by bringing a sys-
tematic, disciplined approach to evaluating and improving the effectiveness of risk management, control, and gover-
nance processes.

Management of Vendors and Other Third-party Service Providers

Lenders must have written procedures for the approval and management of vendors and other third-party service providers.

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-2018-07 September 04, 2018
Announcement SEL-2018-02 February 27, 2018
Announcement SEL-2017-10 December 19, 2017
Announcement SEL-2017-01 January 31, 2017
Announcement SEL-2015-13 December 15, 2015
Announcement SEL-2013-07 September 24, 2013
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Announcements Issue Date

Announcement SEL-2012-10 October 2, 2012

Announcement SEL-2011-13 December 20, 2011
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Chapter A4-2, Submission of Operational
and Financial Information

Submission of Operational and Financial Information

Introduction

This chapter explains the financial statements, operational reports, and Lender Record Information form that an approved
seller/servicer must submit to Fannie Mae to demonstrate its continued compliance with Fannie Mae’s requirements.

In This Chapter

This chapter contains the following topic:

A4-2-01, Financial Statements and Reports (09/04/2018) . . . . . . . ..o 155

A4-2-01, Financial Statements and Reports (09/04/2018)

Introduction

This topic contains information on financial statements and reports, including:

* Financial Reporting Requirements

¢ Lender Record Information Form

Financial Reporting Requirements

The seller/servicer must demonstrate its financial adequacy to Fannie Mae. To accomplish this, Fannie Mae requires the
seller/servicer to submit the statements and the other information described in this topic. A seller/servicer’s failure to timely
provide the required information may result in Fannie Mae declaring a breach of the Lender Contract

A seller/servicer must submit audited financial statements and the Authorization for Verification of Credit and Business Ref-
erences (Form 1001), within 90 days after the end of the seller/servicer’s fiscal year.

The requirements for audited financial statements are described in the following table.
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v The seller/servicer financial statements must...

be prepared under Generally Accepted Accounting Principles (GAAP).

include the opinion of an independent public accountant.

be comparative with the previous year’s reports.

include all of the following:

* a balance sheet,

¢ anincome statement,

» a statement of retained earnings,

» a statement of additional paid-in capital,

+ a statement of changes in financial position, and

» all related notes.

If the seller/servicer’s financial statements are consolidated with those of its parent or holding company, they must contain
sufficient detail to enable Fannie Mae to review the seller/servicer’s financial data separately from that of the other compa-
nies.

The audited annual financial statements and the executed Form 1001 may be sent either electronically or via hard copy to
Fannie Mae’s Lender Eligibility and Compliance Unit (see E-1-03, List of Contacts (05/01/2019)).

The following table lists additional requirements and exceptions for certain types of sellers/servicers. Unless otherwise not-
ed, the statements and other information must be submitted within 90 days after the end of the seller/servicer’s fiscal year
and electronically or via hard copy to Fannie Mae’s Lender Eligibility and Compliance Unit (see E-1-03, List of Contacts (05/

01/2019)).

If the seller/servicer is... Then...

A state- or federally-supervised depository institution | The seller/servicer may submit its latest published
financial statements if audited statements are not
available yearly so long as it certifies in writing that it
does not get yearly audited statements and that the
published statements are the same as those
submitted to its supervising authority. A balance
sheet, income statement, and statement of changes
in financial position must also be submitted if they
are not included in the published statements.

Not a supervised depository institution, butis a HUD- | A seller/servicer may submit a copy of the annual
approved mortgagee financial audit report required by HUD instead of
sending separate financial statements.
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If the seller/servicer is... Then...

A mortgage banker, a subsidiary of a federally In addition to audited annual financial statements,
supervised depository institution, housing finance the seller/servicer must submit a Mortgage Bankers’
agency, or real estate investment trust Financial Reporting Form (Form 1002) following the

end of each calendar quarter. Each report should
include only the financial data related to the quarterly
reporting period for which the report is being
submitted.

The seller/servicer must electronically submit this
information within 30 days for the March 31, June 30,
and September 30 reports and within 60 days for the
December 31 report.

A seller/servicer that operates under an accounting
cycle other than the standard calendar quarterly
cycle does not need to change its methodology, but
must ensure that the information submitted with
each reporting period includes data for only the
quarter required for that specific report.

Additional Requirements for Financial Information In addition, Fannie Mae may, at any time, require a
seller/servicer to submit unaudited financial
statements, audited financial statements other than
the annual statements (if reasonably available), or
any other financial information that Fannie Mae
considers necessary and reasonable.

Fannie Mae also has the right to require more
frequent and more detailed financial reporting from a
seller/servicer or additional financial requirements
imposed by Fannie Mae on the seller/servicer.

Lender Record Information Form

The Lender Record Information (Form 582) provides information needed to verify that the seller/servicer continues to meet
our basic eligibility requirements as well as certifications regarding compliance with our requirements. The seller/servicer
must update its Form 582 electronically when it submits its annual financial statements, and in all events no later than 90
days after the end of the seller/servicer’s fiscal year. After the initial report submission, the seller/servicer may submit up-
dates as changes to its status occur. See Fannie Mae's website for information on obtaining user IDs to access and submit
the online Form 582.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcements Issue Date
Announcement SEL-2018-07 September 04, 2018
Announcement SEL-2017-01 January 31, 2017
Announcement SEL-2014-06 May 27, 2014
Announcement 08-23 September 16, 2008
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Chapter A4-3, Changes in the Seller/
Servicer’s Organization

Changes in the Seller/Servicer’s Organization

Introduction

This chapter describes the types of organizational changes and events for which an approved seller/servicer must provide
advance written notice to Fannie Mae.

In This Chapter

This chapter provides information on the following subject:

A4-3-01, Report of Changes in the Seller/Servicer’'s Organization (09/04/2018). . . . ... ... i 159

A4-3-01, Report of Changes in the Seller/Servicer’s Organization (09/04/
2018)

Introduction

This topic contains information on the reporting of changes in the seller/servicer’s organization.

Report of Changes in the Seller/Servicer’s Organization

The seller/servicer must send us 60 days’ advance written notice of any proposed major change in its organization to allow
us adequate time to provide our prior written approval or notice of non-objection or objection, where required. The written
notice must include copies of any filings with, or approvals from, the seller/servicer’s state or other regulatory authority. The
seller/servicer is also required to provide immediate written notice to us if a regulatory agency assumes a participatory role
in the management of the seller/servicer’s operations.

A seller/servicer’s failure to provide adequate written notice of or obtain prior written approval or notice of non-objection
(where required) for such contemplated changes is a breach of the Lender Contract.
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The seller/servicer must contact its customer account team for additional guidance or may email the notice to the Changes
in Lender Organization mailbox (see E-1-03, List of Contacts (05/01/2019)).

In addition to advance written notice, major changes of the following types require Fannie Mae’s prior written approval of or

notice of non-objection before the change is made.

v Type of Change

Any mergers, consolidations, or reorganizations

of the assets of another Fannie Mae-approved seller or servicer

The sale of all or substantially all of the seller/servicer’s assets or the purchase of all or substantially all

Any substantial change in ownership, regardless of whether it is by direct or indirect means (indirect
means include any change in the ownership of the seller/servicer’s parent, any owner of the parent, or
any other beneficial owner of the seller/servicer that does not own a direct interest in the seller/servicer)

A change in an organization’s legal structure or charter

Other major changes require advance written notice but not Fannie Mae’s prior written approval or notice of non-objection.

Examples of those types of changes are described below.

v Examples

The change of any senior management personnel

A significant change in the lender’s financial position

A change in the legal name of the lender’s organization

A change in the address of its principal place of business

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-2018-07

September 04, 2018

Announcement SEL-2017-01

January 31, 2017

Announcement SEL-2015-03

March 31, 2015

Announcement SEL-2013-07

September 24, 2013
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Part B, Origination Through Closing

Origination Through Closing

Introduction

This part provides the requirements for originating conventional and government loans for sale to Fannie Mae.

Subpart B1, Loan Application Package

This subpart contains information concerning the documentation required in application packages for loans to be delivered
to Fannie Mae and the allowable age of credit documents. It also includes a sample borrower authorization form.

Subpart B2, Eligibility

This subpart provides Fannie Mae eligibility policies.

Subpart B3, Underwriting Borrowers

This subpart contains borrower underwriting policies for conventional mortgage loans for sale to Fannie Mae.

Subpart B4, Underwriting Property

This subpart contains property eligibility and underwriting policies for conventional loans for sale to Fannie Mae.

Subpart B5, Unique Eligibility and Underwriting Considerations

This subpart contains unique eligibility and underwriting considerations. Where appropriate, references to Fannie Mae’s
standard underwriting policies and requirements are provided.

Subpart B6, Government Programs Eligibility and Underwriting Requirements

This subpart contains information on eligible government mortgage programs.

Subpart B7, Insurance

This subpart provides requirements for mortgage, title, and other types of insurance.

Subpart B8, Closing: Legal Documents

This subpart provides Fannie Mae’s policies on documenting the loan closing process.
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In This Part
This part contains the following subparts:
Subpart B1, Loan Application Package . ... ... . 164
Subpart B2, Eligibility . . .. ... 172
Subpart B3, Underwriting BOTTOWETS . . . . . . ..o e 283
Subpart B4, Underwriting Property. . . ... 528
Subpart B5, Unique Eligibility and Underwriting Considerations . .. ........ .. ... . . . . 686
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Subpart Bl, Loan Application Package

Loan Application Package

Introduction

This subpart describes the documentation required in application packages for loans to be delivered to Fannie Mae. It de-
scribes the allowable age of credit documents and provides a sample of a borrower’s signature authorization form.

In This Subpart

This subpart contains the following chapter:

Chapter B1-1, Application Package Documentation. . . .. ... . . . 165
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Chapter B1-1, Application Package
Documentation

Application Package Documentation

Introduction

This chapter describes the documents that must be included in the loan application package, and provides a sample Blanket
Authorization form. This chapter also contains information on the allowable age of credit documents and federal income tax
returns.

In This Chapter

This chapter contains the following topics:

B1-1-01, Contents of the Application Package (06/05/2019) . . . . ... .. e 165
B1-1-02, Blanket Authorization Form (04/01/2009) . . .. .. .. 168
B1-1-03, Allowable Age of Credit Documents and Federal Income Tax Returns (02/27/2018) .. ................... 168

B1-1-01, Contents of the Application Package (06/05/2019)

Introduction

This topic contains information on the contents of the application package, including:

*  Documenting the Loan Application

* Requirements for the Loan Application Package

e Uniform Underwriting and Transmittal Summary and DU Underwriting Analysis Report

*  Preliminary Review of Borrower’s Application

Documenting the Loan Application

A loan application must be documented on the following forms:
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« the Uniform Residential Loan Application (Form 1003 or Form 1003(S))
+ if applicable, a Statement of Assets and Liabilities (Form 1003A or Form 1003AS).

The initial loan application must include sufficient information for the underwriter to reach an informed decision about wheth-
er to approve the mortgage loan. The final loan application signed by the borrower must include all income and debts dis-
closed or identified during the mortgage process.

A complete, signed, and dated version of the final Form 1003 or Form 1003(s) must always be included in the mortgage file.
If either the note or the security instrument and the final Form 1003 or Form 1003(s) will be executed pursuant to a power
of attorney in accordance with this Guide, then the initial Form 1003 or Form 1003(s) must be personally signed by the bor-
rower (except as provided below) and included in the mortgage file. See B8-2-03, Signature Requirements for Security In-
struments (10/22/2013), B8-3-03, Signature Requirements for Notes (10/31/2017), B8-5-05, Requirements for Use of a
Power of Attorney (06/05/2019), for additional information. However, a power of attorney may be used to execute both the
initial and final Form 1003 or Form 1003(s) in any of the following circumstances:

* aborrower is on military service with the United States armed forces serving outside the United States or deployed
aboard a United States vessel, as long as the power of attorney

- expressly states an intention to secure a loan on a specific property, or

- complies with the requirements under the VA Lender’s Handbook relating to powers of attorney for VA-insured
mortgage loans, or

» the attorney-in-fact or agent is the spouse or domestic partner of the borrower;

+ the attorney-in-fact or agent signs the security instrument in their personal capacity with regard to their individual own-
ership interest in the mortgaged property; or

» such use is required of lender by applicable law.

Requirements for the Loan Application Package

The table below provides the requirements for the loan application package.

v The loan application package must include ...

A copy of the ratified sales agreement, if applicable.

Escrow/closing or settlement instructions, if applicable.

Any other information or documentation needed to verify, clarify, or substantiate information in the
borrower’s application.

Any other documentation that is needed to make a prudent underwriting decision.

Note: Any available technology may be used to produce copies of the documents in the mortgage loan file, such
as a photocopier, facsimile machine, document scanner, or camera. Copies of documents provided by the
borrower may be photos or scanned versions of the original documents and can be delivered to the lender in
hardcopy or via email or other electronic means.
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Uniform Underwriting and Transmittal Summary and DU Underwriting Analysis Report

The Uniform Underwriting and Transmittal Summary (Form 1008) summarizes key data from the loan application package.
Lenders use this information in reaching the underwriting decision. Form 1008 (or a similar document) must be retained in
the mortgage file for manually underwritten mortgage loans. Lenders may, but are not required to, retain Form 1008 for loans
underwritten with DU.

For loans underwritten with DU, the final DU Underwriting Analysis Report must be retained in the mortgage file.

Preliminary Review of Borrower’s Application

The lender should perform a preliminary review of the borrower’s application to determine that the requested mortgage loan
satisfies Fannie Mae mortgage eligibility criteria. The lender’s level of review should be the same for each mortgage. This
eligibility review should take place before underwriting begins and be based on predictive risk factors that are incorporated
into the Eligibility Matrix, specifically:

* loan-to-value/combined loan-to-value ratios,

* representative credit score,

» product type,

*  purpose,

* occupancy, and

e number of units.

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-2019-05 June 05, 2019
Announcement SEL-2019-03 April 03, 2019
Announcement SEL-2014-16 December 16, 2014
Announcement SEL-2013-08 October 22, 2013
Announcement SEL-2010-13 September 20, 2010
Announcement SEL-2010-11 August 13, 2010
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B1-1-02, Blanket Authorization Form (04/01/2009)

Introduction

This topic provides the Blanket Authorization form.

Blanket Authorization Form

The lender obtains the borrower’s signature on the following Blanket Authorization form to obtain the documentation needed
to evaluate the borrower’s creditworthiness.

This borrower-signed document gives the lender blanket authorization to request the information needed to
document the borrower’s creditworthiness. | hereby authorize (the “lend-
er”) to verify my past and present employment earnings records, bank accounts, stock holdings, and any
other asset balances that are needed to process my mortgage loan application. | further authorize

(the “lender”) to order a consumer credit report and verify other credit informa-
tion, including past and present mortgage and landlord references. It is understood that a photocopy of this
form also will serve as authorization. The information the lender obtains is only to be used in the processing
of my application for a mortgage loan.

The lender attaches a copy of the Blanket Authorization form to each Form 1005/Form 1005(S) or Form 1006/Form 1006(S)
sent to a verifying institution. The information must be requested directly from the institution. The completed form(s) must
be signed and dated, and must be sent directly from the verifying institution.

B1-1-03, Allowable Age of Credit Documents and Federal Income Tax
Returns (02/27/2018)

Introduction

This topic contains information on the allowable age of credit documents and federal income tax returns.

« Allowable Age of Credit Documents

* Allowable Age of Federal Income Tax Returns

Allowable Age of Credit Documents

Credit documents include credit reports and employment, income, and asset documentation. For all mortgage loans (existing
and new construction), the credit documents must be no more than four months old on the note date. When consecutive
credit documents are in the loan file, the most recent document is used to determine whether it meets the age requirement.
For example, when two consecutive monthly bank statements are used to verify a depository asset, the date of the most
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recent statement must be no more than four months old on the note date. If the credit documents are older than allowed, the
lender must update them. For age requirements related to appraisals, see B4-1.2-02, Appraisal Age and Use Requirements

(06/05/2018). Also see B2-3-05, Properties Affected by a Disaster (08/07/2019) for exceptions to the allowable age of credit

documents for loans impacted by a natural disaster.

Allowable Age of Federal Income Tax Returns

For some types of sources of income, Fannie Mae requires lenders to obtain copies of federal income tax returns (personal
returns and, if applicable, business returns). The “most recent year’s” tax return is defined as the last return scheduled to

have been filed with the IRS. For example,

If Today’s Date is....

Then the Most Recent Year’'s Tax Return

would be...
February 15, 2013 2011
April 17,2013 2012
December 15, 2013 2012

The following table describes which tax-related documentation to obtain depending on the application date and disburse-

ment date of the mortgage loan.
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Application Date Disbursement Date

Documentation Required

October 15", [current year minus 1] | October 151[current year
to April 142 | current year minus 1] to April 142, current
year

The most recent year’s tax return is
required. The use of a Tax Extension (IRS
Form 4868) is not permitted.

April 151, current year to
June 30, current year

The previous year’s tax return (the return
due in April of the current year) is
recommended, but not required.

The lender must ask the borrower whether
he or she has completed and filed his or her
return with the IRS for the previous year. If
the answer is yes, the lender must obtain
copies of that return. If the answer is no, the
lender must obtain copies of tax returns for
prior two years.

Lenders must only obtain completed and
signed IRS Form 4506-T for transcripts of
tax returns provided by the borrower to the
lender. (The lender is not required to file IRS
Form 4506—T for tax returns not provided by
the borrower.)

July 1, current year to
October 142, current year

April 151, current year to October April 151, current year to
142, current year December 31, current year

The lender must obtain

» the most recent year’s tax return, OR all
of the following:

» Acopy of IRS Form 4868 (Application for
Automatic Extension of Time to File U.S.
Individual Income Tax Return) filed with
the IRS,

+ The lender must review the total tax lia-
bility reported on IRS Form 4868 and
compare it with the borrower’s tax liability
from the previous two years as a mea-
sure of income source stability and con-
tinuance. An estimated tax liability that is
inconsistent with previous years may
make it necessary for the lender to re-
quire the current returns in order to pro-
ceed.

* IRS Form 4506-T transcripts confirming
“No Transcripts Available” for the appli-
cable tax year, and

* Returns for the prior two years

January 1, [current year plus
1] to April 142, [current year
plus 1]

The most recent year’s tax return is
required. The use of a Tax Extension (IRS
Form 4868) is not permitted.

1. Or the April/October filing dates for the year in question as published by the IRS.

08/07/2019
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2. Or the day prior to the April/October filing dates for the year in question as published by the IRS.

Exceptions

» For business tax returns, if the borrower’s business uses a fiscal year (a year ending on the last day of any month
except December), the lender may adjust the dates in the above chart to determine what year(s) of business tax
returns are required in relation to the application date/disbursement date of the new mortgage loan.

+ For loans with income validated by DU, lenders may rely on the age of tax transcript methodology provided by the ser-
vice. See B3-2-02, DU Validation Service (07/03/2019).

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-2018-02 February 27, 2018
Announcement SEL-2016-08 October 24, 2016
Announcement SEL-2014-13 November 10, 2014
Announcement SEL-2014-11 August 26, 2014
Announcement SEL-2013-07 September 24, 2013
Announcement SEL-2013-04 May 28, 2013
Announcement 09-19 June 8, 2009
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Subpart B2, Eligibility

Eligibility

Introduction

This subpart describes Fannie Mae’s mortgage, borrower, and property eligibility policies and occupancy type requirements.

In This Subpart

This subpart contains the following chapters:

Chapter B2-1, Mortgage Eligibility . ... ... . 173
Chapter B2-2, Borrower Eligibility. . . . .. .. ... 247
Chapter B2-3, Property Eligibility . . . ... ... 264
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Chapter B2-1, Mortgage Eligibility

Mortgage Eligibility

Introduction

This chapter explains the requirements related to mortgage eligibility.

In This Chapter

This chapter contains the following topics:

B2-1-01, Occupancy Types (05/01/2019) . . . . . oottt e e 174
Section B2-1.1, LTV, CLTV, HCLTV, and Subordinate Financing

B2-1.1-01, Loan-to-Value (LTV) Ratios (03/29/2016) . . . . . . . .ottt e e 177
B2-1.1-02, Combined Loan-to-Value (CLTV) Ratios (12/04/2018) . . . . . . .ot e 179
B2-1.1-03, Home Equity Combined Loan-to-Value (HCLTV) Ratios (02/23/2016). . . .. ... .. .. 181
B2-1.1-04, Subordinate Financing (12/04/2018) . . . . .. ... 182
Section B2-1.2, Loan Purpose

B2-1.2-01, Purchase Transactions (06/05/2018) . . .. ... .. e e e e 188
B2-1.2-02, Limited Cash-Out Refinance Transactions (08/07/2019) . . . . ... ... i e 191
B2-1.2-03, Cash-Out Refinance Transactions (07/03/2019) . . .. . ... e 197
B2-1.2-04, Prohibited Refinancing Practices (08/07/2019) . . ... ... . i e e 203
B2-1.2-05, Payoff of Installment Land Contract Requirements (11/13/2012). . .. ... ... . i i 205
Section B2-1.3, Loan Amortization Types

B2-1.3-01, Fixed-Rate Loans (02/06/2019) . . . . . ..ot 207
B2-1.3-02, Adjustable-Rate Mortgages (ARMs) (06/05/2019) . . . . .. oottt e 208
B2-1.3-03, Convertible ARMS (02/23/2016) . . . . . oottt et e e e e e e e 218
B2-1.3-04, Refinanced Balloon Mortgages (12/15/2015) . . . .. ..o e e e 222
B2-1.3-05, Temporary Interest Rate Buydowns (07/29/2014) . . . . .. .. e e 225
Section B2-1.4, Other Loan Attributes and Related Policies

B2-1.4-01, Loan Limits (02/06/2019) . . . .. ..ot 230
B2-1.4-02, Loan Eligibility (08/07/2019) . . . . . . . 231
B2-1.4-03, Legal Requirements (08/20/2013) . . . . . .ottt 241
B2-1.4-04, Escrow Accounts (08/07/2019) . . . . ..ttt e 243
B2-1.4-05, Principal Curtailments (06/30/2015) . . . . . ... 244
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B2-1-01, Occupancy Types (05/01/2019)

08/07/2019

Introduction

This topic contains information on occupancy type requirements, including:

*  Overview

* Principal Residence Properties

» Second Home Properties

* Investment Properties

Overview

Fannie Mae purchases or securitizes mortgages secured by properties that are principal residences, second homes, or in-
vestment properties. For the maximum allowable LTV/CLTV/HCLTYV ratios and representative credit score requirements for

each occupancy type, see the Eligibility Matrix.

Principal Residence Properties

A principal residence is a property that the borrower occupies as his or her primary residence. The following table describes
conditions under which Fannie Mae considers a residence to be a principal residence even though the borrower will not be

occupying the property.

Borrower Types

Requirements for Owner-Occupancy

Multiple borrowers

Only one borrower needs to occupy and take title to the
property, except as otherwise required for mortgages that
have guarantors or co-signers. (See B2-2-04, Guarantors,
Co-Signers, or Non-Occupant Borrowers on the Subject
Transaction (06/05/2018).)

Parents or legal guardian wanting to provide
housing for their handicapped or disabled adult child

If the child is unable to work or does not have sufficient
income to qualify for a mortgage on his or her own, the parent
or legal guardian is considered the owner/occupant.

Children wanting to provide housing for parents

If the parent is unable to work or does not have sufficient
income to qualify for a mortgage on his or her own, the child
is considered the owner/occupant.

Note: If a property is used as a group home, and a natural-person individual occupies the property as a principal
residence or as a second home, Fannie Mae’s terms and conditions for such occupancy status as provided will

be applicable.
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Second Home Properties

The table below provides the requirements for second home properties.

v Second Home Requirements

must be occupied by the borrower for some portion of the year

is restricted to one-unit dwellings

must be suitable for year-round occupancy

the borrower must have exclusive control over the property

must not be rental property or a timeshare arrangement1

cannot be subject to any agreements that give a management firm control over the occupancy of the
property

1. Ifthe lender identifies rental income from the property, the loan is eligible for delivery as a second home as
long as the income is not used for qualifying purposes, and all other requirements for second homes are
met (including the occupancy requirement above).

For additional guidance on entering housing expenses in DU for second home properties, see the related DU Job Aid.

An LLPA applies to certain loans secured by second homes. This LLPA is in addition to any other price adjustments that are
otherwise applicable to the particular transaction. See the Loan-Level Price Adjustment (LLPA) Matrix.

Investment Properties

An investment property is owned but not occupied by the borrower. An LLPA applies to all mortgage loans secured by an
investment property. These LLPAs are in addition to any other price adjustments that are otherwise applicable to the partic-
ular transaction. See the Loan-Level Price Adjustment (LLPA) Matrix.

For borrowers who are natural-person individuals, eligibility and pricing for group homes will be the same as currently pro-
vided under the terms and conditions established for investment, second home, or owner-occupied properties, depending
on the particular occupancy status.

For additional guidance on entering housing expenses in DU for investment properties, see the related DU Job Aid.

Related Announcements

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

Announcement SEL-2019-04 May 01, 2019

Announcement SEL-2019-02 March 6, 2019

Announcement SEL-2015-12 November 3, 2015

Announcement SEL-2015-03 March 31, 2015

Announcement SEL-2014-03 April 15, 2014

Announcement SEL-2011-09 August 30, 2011

Announcement 09-32 October 30, 2009
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Section B2-1.1, LTV, CLTV, HCLTV, and
Subordinate Financing

B2-1.1-01, Loan-to-Value (LTV) Ratios (03/29/2016)

Introduction

This topic contains information on LTV ratios, including:

»  Calculation of the LTV Ratio
» Sales Price and Appraised Value Used by DU

* Loan-Level Price Adjustments

Calculation of the LTV Ratio

The maximum allowable LTV ratio for a first mortgage is based on a number of factors including, the representative credit
score, the type of mortgage product, the number of dwelling units, and the occupancy status of the property.

The following table describes the requirements for calculating LTV ratios for a first mortgage transaction. The result of these
calculations must be truncated (shortened) to two decimal places, then rounded up to the nearest whole percent. For exam-
ple:

*  94.01% will be delivered as 95%, and

*  80.001% will be delivered as 80%.

The rounding rules noted above also apply to the CLTV and HCLTV ratio calculations. Lenders' systems must contain round-
ing methodology that results in the same or a higher LTV ratio.

Underwriting Type of Transaction Calculation of the LTV Ratio’
Method
Manual and DU Purchase money transactions | Divide the original loan amount by the property value.

(The property value is the lower of the sales price or the
current appraised value.)

Manual and DU Refinance transactions Divide the original loan amount by the property value.
(The property value is the current appraised value.)
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Underwriting Type of Transaction Calculation of the LTV Ratio'
Method

Manual Co-op share loans See Calculating the LTV ratio for Co-op Share Loans in
B4-2.3-04, Loan Eligibility for Co-op Share Loans (08/
07/2019).

Manual and DU Mortgages with financed Divide the original loan amount plus the financed

mortgage insurance mortgage insurance by the property value. (The property

value is the lower of the sales price or the current
appraised value.)

1. As defined in the Glossary E-3-15, Glossary of Fannie Mae Terms: O (11/10/2014), the original loan
amount is the amount of the loan as indicated by the note.

Note: The LTV ratio calculations shown above may differ for certain mortgage loans. For details on these
differences, see B2-1.2-05, Payoff of Installment Land Contract Requirements (11/13/2012); B5-2-03,
Manufactured Housing Underwriting Requirements (08/07/2019); B5-3.1-02, Conversion of Construction-to-
Permanent Financing: Single-Closing Transactions (08/07/2019); B5-3.3-01, HomeStyle Energy for
Improvements on Existing Properties (08/07/2019); B5-3.2-03, HomeStyle Renovation Mortgages: Collateral
Considerations (02/27/2018); B5-5.1-02, Community Seconds Loan Eligibility (06/05/2018); B5-5.1-04,
Community Land Trusts (06/05/2018); B5-5.2-03, Loans with Resale Restrictions: Underwriting and Collateral
Considerations (07/28/2015); and B7-1-01, Provision of Mortgage Insurance (08/07/2019).

Refer to the Eligibility Matrix for maximum allowable LTV ratios.

Sales Price and Appraised Value Used by DU

DU uses information in the online loan application to obtain the sales price and appraised value it uses to calculate the LTV,
CLTV, and HCLTYV ratios.

To determine the sales price and appraised value, DU uses the amounts entered in the following data fields:
Sales price = Line a + Line b + Line c in Section VII, where:
Line a = Purchase price (the sales price for purchase transactions, or the cost of construction for construction transactions).

Line b = Alterations, improvements, repairs (for HomeStyle Renovation transactions, the cost of alterations, improvements,
or repairs).

Line ¢ = For construction transactions, the cost or value of the land if the borrower acquired the lot separately.
Appraised value = Property Appraised Value in the Additional Data screen.

Note: If the estimated value that was submitted to DU differs from the actual value, the lender must correct the
information in DU and resubmit the loan casefile.
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Loan-Level Price Adjustments

An LLPA may apply to certain mortgages based on the LTV ratio and representative credit score. These LLPAs are in addi-
tion to any other price adjustments that are otherwise applicable to the particular transaction. See the Loan-Level Price Ad-

justment (LLPA) Matrix.

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-2016-03

March 29, 2016

Announcement SEL-2016-02

February 23, 2016

Announcement SEL-2013-07

September 24, 2013

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2011-03

March 31, 2011

Announcement SEL-2010-16

December 1, 2010

Announcement SEL-2010-01

March 2, 2010

Announcement 09-32

October 30, 2009

B2-1.1-02, Combined Loan-to-Value (CLTV) Ratios (12/04/2018)

Introduction

This topic contains information on CLTV ratios, including:

e Calculation of the CLTV Ratio

* Loan-Level Price Adjustments
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Calculation of the CLTV Ratio

For first mortgage loans that are subject to subordinate financing, the lender must calculate the LTV ratio and the CLTV ratio.
For first mortgage loans that are subject to a HELOC, see B2-1.1-03, Home Equity Combined Loan-to-Value (HCLTV) Ratios
(02/23/2016). For all other subordinate liens, see B2-1.1-04, Subordinate Financing (12/04/2018) for additional information.

The CLTV ratio is determined by dividing the sum of the items listed below by the lesser of the sales price or the appraised
value of the property.

» the original loan amount of the first mortgage,
» the drawn portion (outstanding principal balance) of a HELOC, and

« the unpaid principal balance of all closed-end subordinate financing. (With a closed-end loan, a borrower draws down
all funds on day one and may not make any payment plan changes or access any paid-down principal once the loan is
closed.)

Note: For each subordinate liability, in order for the lender to accurately calculate the CLTV ratio for eligibility
and underwriting purposes, the lender must determine the drawn portion of all HELOCSs, if applicable, and the
unpaid principal balance for all closed-end subordinate financing. If any subordinate financing is not shown on
a credit report, the lender must obtain documentation from the borrower or creditor.

If the borrower discloses, or the lender discovers, new (or increased) subordinate financing after the
underwriting decision has been made, up to and concurrent with closing, the lender must re-underwrite the
mortgage loan. (See B3-6-02, Debt-to-Income Ratios (08/07/2019), for additional information.)

Note: The CLTV ratio calculation may differ for certain mortgage loans. For details on these differences, see B2-
1.2-05, Payoff of Installment Land Contract Requirements (11/13/2012); B5-2-03, Manufactured Housing
Underwriting Requirements (08/07/2019); B5-3.1-02, Conversion of Construction-to-Permanent Financing:
Single-Closing Transactions (08/07/2019); B5-3.2-03, HomeStyle Renovation Mortgages: Collateral
Considerations (02/27/2018); B5-3.3-01, HomeStyle Energy for Improvements on Existing Properties (08/07/
2019); B5-5.1-02, Community Seconds Loan Eligibility (06/05/2018); B5-5.1-04, Community Land Trusts (06/
05/2018); and B5-5.2-03, Loans with Resale Restrictions: Underwriting and Collateral Considerations (07/28/

2015).
Refer to the Eligibility Matrix for allowable CLTV ratios.

Loan-Level Price Adjustments

An LLPA applies to certain mortgages with subordinate financing. These LLPAs are in addition to any other price adjustments
that are otherwise applicable to the particular transaction. See the Loan-Level Price Adjustment (LLPA) Matrix.

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcements Issue Date
Announcement SEL-2018-09 December 04, 2018
Announcement SEL-2016—02 February 23, 2016
Announcement SEL-2011-03 March 31, 2011
Announcement SEL-2010-16 December 1, 2010
Announcement 09-32 October 30, 2009

B2-1.1-03, Home Equity Combined Loan-to-Value (HCLTV) Ratios (02/23/
2016)

Introduction

This topic contains information on HCLTYV ratios, including:

» Calculation of the HCLTV Ratio
* Permanently Modified HELOCs

Calculation of the HCLTV Ratio

For first mortgages that have subordinate financing under a HELOC, the lender must calculate the HCLTV ratio. This is de-
termined by dividing the sum of the items listed below by the lesser of the sales price or appraised value of the property.

« the original loan amount of the first mortgage,

+ the full amount of any HELOCs (whether or not funds have been drawn), and

» the unpaid principal balance (UPB) of all closed-end subordinate financing.
Note: For each subordinate liability, in order for the lender to accurately calculate the HCLTYV ratio for eligibility
and underwriting purposes, the lender must determine the maximum credit line for all HELOC:s, if applicable,

and the unpaid principal balance for all closed-end subordinate financing. If any subordinate financing is not
shown on a credit report, the lender must obtain documentation from the borrower or creditor.

If the borrower discloses, or the lender discovers, new (or increased) subordinate financing after the
underwriting decision has been made, up to and concurrent with closing, the lender must re-underwrite the
mortgage loan. (See B3-6-02, Debt-to-Income Ratios (08/07/2019), for additional information.)
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Permanently Modified HELOCs

If the lender determines the HELOC has been permanently modified and the outstanding UPB is less than the permanently
modified HELOC, the lender must use the modified HELOC amount in calculating the HCLTV ratio for eligibility purposes
and for delivery. The lender must obtain appropriate documentation that the HELOC has been permanently modified and
include this documentation in the loan file.

If the outstanding UPB is greater than the permanently modified HELOC, the lender must use the outstanding UPB to cal-
culate the HCLTYV ratio for eligibility purposes and for delivery. As noted above, the lender must obtain appropriate documen-
tation and include that documentation in the loan file.

In no case may the CLTV ratio exceed the HCLTV ratio.

Note: The HCLTV ratio calculation may differ for certain mortgage loans. For details on these differences, see
B2-1.2-05, Payoff of Installment Land Contract Requirements (11/13/2012); B5-2-03, Manufactured Housing
Underwriting Requirements (08/07/2019); B5-3.1-02, Conversion of Construction-to-Permanent Financing:
Single-Closing Transactions (08/07/2019); B5-3.3-01, HomeStyle Energy for Improvements on Existing
Properties (08/07/2019); B5-3.2-03, HomeStyle Renovation Mortgages: Collateral Considerations (02/27/2018);
and B5-5.1-02, Community Seconds Loan Eligibility (06/05/2018).

Note: Refer to the Eligibility Matrix for maximum allowable HCLTV ratios.

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-2016-02 February 23, 2016
Announcement SEL-2012-10 October 2, 2012
Announcement SEL-2011-03 March 31, 2011
Announcement SEL-2010-16 December 1, 2010

B2-1.1-04, Subordinate Financing (08/07/2019)

Introduction
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This topic contains information on new and existing subordinate financing, including:

»  Subordinate Financing Requirements

*  Acceptable Subordinate Financing Types

» Unacceptable Subordinate Financing Terms

» Eligible Variable Payment Terms for Subordinate Financing

« Eligible Repayment Terms for Employer Subordinate Financing

* Resubordination Requirements for Refinance Transactions

» Defining Refinance Transactions Based on Subordinate Lien Payoff

Subordinate Financing Requirements

Fannie Mae purchases or securitizes first-lien mortgages that are subject to subordinate financing except for co-op share
loans that are subject to subordinate financing. (See B5-7-01, High LTV Refinance Loan and Borrower Eligibility (08/07/
2018), for exceptions to this policy.) Subordinate liens must be recorded and clearly subordinate to Fannie Mae’s first mort-
gage lien. Lenders must disclose the existence of subordinate financing and the subordinate financing repayment terms to
Fannie Mae, the appraiser, and the mortgage insurer. If a first mortgage is subject to subordinate financing, the lender must
calculate the LTV, CLTV, and HCLTYV ratios.

The lender must consider any subordinate liens secured by the subject property, regardless of the obligated party, when
calculating CLTV and HCLTV ratios. This includes business loans, such as those provided by the Small Business Adminis-
tration.

For more information on subordinate financing originated in connection with the Section 502 Leveraged (Blended) Loan Pro-
gram, see B6-1-05, Eligible RD-Guaranteed Mortgages (12/15/2015).

Acceptable Subordinate Financing Types

The table below provides the requirements for acceptable subordinate financing types.

v Acceptable Subordinate Financing Types

Variable payment mortgages that comply with the details below.

Mortgages with regular payments that cover at least the interest due so that negative amortization
does not occur.

Mortgages with deferred payments in connection with employer subordinate financing (see below).

Mortgage terms that require interest at a market rate.
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If financing provided by the property seller is more than 2% below current standard rates for second mortgages, the subor-
dinate financing must be considered a sales concession and the subordinate financing amount must be deducted from the
sales price.

Unacceptable Subordinate Financing Terms

The table below describes unacceptable subordinate financing terms. Refer to B4-2.3-04, Loan Eligibility for Co-op Share
Loans (08/07/2019), for information related to co-op share loans. For additional information on subordinate financing for high
LTV refinance transactions, see B5-7-01, High LTV Refinance Loan and Borrower Eligibility (08/07/2018).

v Unacceptable Subordinate Financing Terms

Mortgages with negative amortization (with the exception of employer subordinate financing that has
deferred payments).

Subordinate financing that does not fully amortize under a level monthly payment plan where the
maturity or balloon payment date is less than five years after the note date of the new first mortgage
(with the exception of employer subordinate financing that has deferred payments).

Note: Fannie Mae will accept these subordinate financing terms when the amount of the
subordinate debt is minimal relative to the borrower's financial assets and/or credit profile.

Eligible Variable Payment Terms for Subordinate Financing

Fannie Mae permits variable payments for subordinate financing if the following provisions are met:

+  With the exception of HELOCs, when the repayment terms provide for a variable interest rate, the monthly payment
must remain constant for each 12-month period over the term of the subordinate lien mortgage. (For HELOCs, the
monthly payment does not have to remain constant.)

« The monthly payments for all subordinate liens must cover at least the interest due so that negative amortization does
not occur (with the exception of employer subordinate financing that has deferred payments).

Eligible Repayment Terms for Employer Subordinate Financing

If the subordinate financing is from the borrower’s employer, it does not have to require regular payments of either principal
and interest or interest only. Employer subordinate financing may be structured in any of the following ways:

» fully amortizing level monthly payments,

» deferred payments for some period before changing to fully amortizing level payments,

» deferred payments over the entire term, or

« forgiveness of the debt over time.
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The financing terms may provide for the employer to require full repayment of the debt if the borrower’'s employment is ter-
minated (either voluntarily or involuntarily) before the maturity date of the subordinate financing.

Refer to B3-4.3-08, Employer Assistance (09/29/2015), for additional information.

Resubordination Requirements for Refinance Transactions

If subordinate financing is left in place in connection with a first mortgage loan refinance transaction, Fannie Mae requires
execution and recordation of a resubordination agreement.

If state law permits subordinate financing to remain in the same subordinate lien position established with the prior first mort-
gage loan that is being refinanced, Fannie Mae does not require resubordination. The subordinate lien must satisfy any
specified criteria of the applicable statutes.

Note: Title insurance against the fact that a former junior lien is not properly subordinated to the refinance loan
does not release lenders from compliance with these resubordination requirements, or from Fannie Mae’s
requirement that the property is free and clear of all encumbrances and liens having priority over Fannie Mae’s
mortgage loan.

Defining Refinance Transactions Based on Subordinate Lien Payoff

The table below provides the underwriting considerations related to subordinate financing under refinance transactions.

Refinance transaction Then lenders must underwrite | Comments
includes payoff of the firstlien | the transaction as a ...

and ...

the payoff of a purchase money Limited cash-out refinance N/A

second with no cash out,

the payoff of a non-purchase money | Cash-out refinance N/A
second, regardless of whether
additional cash out is taken,
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Refinance transaction
includes payoff of the first lien
and ...

Then lenders must underwrite | Comments
the transaction as a ...

the subordinate financing is being
left in place, regardless of whether
the subordinate financing was used
to purchase the property, and the
borrower is not taking cash out
except to the extent permitted for a
limited cash-out refinance
transaction,

Limited cash-out refinance

The subordinate lien must be
resubordinated to the new first
mortgage loan.

the subordinate financing is being
left in place, regardless of whether
the subordinate financing was used
to purchase the property, and the
borrower is taking cash out,

Cash-out refinance

08/07/2019

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-2018-09

December 04, 2018

Announcement SEL-2018-06

August 07, 2018

Announcement SEL-2015-07

June 30, 2015

Announcement SEL-2013-06

August 20, 2013

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2012-07

August 21, 2012

Announcement SEL-2012-04

May 15, 2012

Announcement SEL-2011-13

December 20, 2011

Announcement SEL-2011-05

June 28, 2011

Announcement SEL-2010-13

September 20, 2010

Announcement 09-37

December 30, 2009

Announcement 09-32

October 30, 2009
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Announcements Issue Date

Announcement 09-19 June 8, 2009
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Section B2-1.2, Loan Purpose

B2-1.2-01, Purchase Transactions (06/05/2018)

Introduction

This topic contains information on purchase transaction eligibility requirements, including:

» General Purchase Transaction Eligibility Requirements
» Requirements for Purchase Transactions with LTV, CLTV, or HCLTV Ratios of 95.01 — 97%

* Non-Arm's Length Transactions

» Purchase of Preforeclosure or Short Sale Properties — Allowable Fees, Assessments, and Payments

General Purchase Transaction Eligibility Requirements

A purchase money transaction is one in which the proceeds are used to finance the acquisition of a property or to finance
the acquisition and rehabilitation of a property. The table below provides the general requirements for purchase money mort-
gage transactions. Certain mortgage loans and products may have different eligibility requirements for purchase mortgage
transactions. If applicable, the differences will be stated in the specific mortgage loan or product topic section.

v General Requirements

The minimum borrower contribution requirements for the selected mortgage loan type must be met.

Proceeds from the transaction must be used to

« finance the acquisition of the subject property,

+ finance the acquisition and rehabilitation of the subject property,

« convert an interim construction loan or term note into permanent financing, or

+ pay off the outstanding balance on the installment land contract or contract for deed.
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v General Requirements

Proceeds from the transaction may not be used to give the borrower cash back other than the
following:

« an amount representing reimbursement for the borrower’s overpayment of fees and charges, in-
cluding refunds that may be required in accordance with certain federal laws or regulations. The
settlement statement must clearly indicate the refund, and the loan file must include documenta-
tion to support the amount and reason for the refund; and

+ alegitimate pro-rated real estate tax credit in locales where real estate taxes are paid in arrears.

Note: If the borrower receives cash back for a permissible purpose as listed above, the lender
must confirm that the minimum borrower contribution requirements associated with the
selected mortgage product, if any, have been met. Reimbursements or refunds permitted above
may also be applied as a principal curtailment in accordance with B2-1.4-05, Principal
Curtailments (06/30/2015).

Requirements for Purchase Transactions with LTV, CLTV, or HCLTV Ratios of 95.01 —
97%

If the LTV, CLTV, or HCLTYV ratio exceeds 95% for a purchase transaction, the following requirements apply.

Criteria Requirements
LTV, CLTV, or HCLTV Ratio 95.01 to 97%

Note: The CLTV ratio can be up to 105% if the
subordinate lien is a Community Seconds loan.

Loan Type Fixed-rate loans with terms up to 30 years.
Note: High-balance and ARM loans are not
permitted.

Property and Occupancy One-unit principal residence. All borrowers must occupy

the property.

Manufactured housing is not permitted, unless the
property meets the MH Advantage requirements.

Borrower Eligibility + At least one borrower must be a first-time home buy-
er, as indicated on the Uniform Residential Loan Ap-
plication (Form 1003) in Section VIII., when at least
one borrower responds “No” to Declaration M: Have
you had an ownership interest in a property in the last
three years?

* At least one borrower on the loan must have a credit
score.
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Criteria Requirements
Underwriting Method DU only
Reserves Reserves requirements will be determined by DU.
Other All other standard Selling Guide policies apply.

Note: The above requirements do not apply to HomeReady mortgage loans. See B5-6-02, HomeReady
Mortgage Loan and Borrower Eligibility (07/03/2019), for requirements for HomeReady mortgage loans with
LTV, CLTV, or HCLTV ratios of 95.01 — 97%.

Non-Arm's Length Transactions

Non-arm's length transactions are purchase transactions in which there is a relationship or business affiliation between the
seller and the buyer of the property. Fannie Mae allows non-arm’s length transactions for the purchase of existing properties
unless specifically forbidden for the particular scenario, such as delayed financing. For the purchase of newly constructed
properties, if the borrower has a relationship or business affiliation (any ownership interest, or employment) with the builder,
developer, or seller of the property, Fannie Mae will only purchase mortgage loans secured by a principal residence. Fannie
Mae will not purchase mortgage loans on newly constructed homes secured by a second home or investment property if the
borrower has a relationship or business affiliation with the builder, developer, or seller of the property.

Purchase of Preforeclosure or Short Sale Properties — Allowable Fees, Assessments, and
Payments

Borrowers may pay additional fees, assessments, or payments in connection with acquiring a property that is a preforeclo-
sure or short sale that are typically the responsibility of the seller or another party. Examples of additional fees, assessments,
or payments include, but are not limited to, the following:

» short sale processing fees (also referred to as short sale negotiation fees, buyer discount fees, short sale buyer fees);

Note: This fee does not represent a common and customary charge and therefore must be treated as a sales
concession if any portion is reimbursed by an interested party to the transaction.
* payment to a subordinate lienholder; and

* payment of delinquent taxes or delinquent HOA assessments.
The following requirements apply:
« The borrower (buyer) must be provided with written details of the additional fees, assessments, or payments and the

additional necessary funds to complete the transaction must be documented.

» The servicer that is agreeing to the preforeclosure or short sale must be provided with written details of the fees,
assessments, or payments and has the option of renegotiating the payoff amount to release its lien.

» All parties (buyer, seller, and servicer) must provide their written agreement of the final details of the transaction which
must include the additional fees, assessments, or payments. This can be accomplished by using the “Request for
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Approval of Short Sale” or “Alternative Request for the Approval of Short Sale” forms published by the U.S. Treasury

Supplemental Directive 09—09or any alternative form or addendum.

* The settlement statement must include all fees, assessments, and payments included in the transaction.

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-2018-05 June 05, 2018
Announcement SEL-2016—-08 October 24, 2016
Announcement SEL-2016-07 August 30, 2016
Announcement SEL-2015-10 September 29, 2015
Announcement SEL-2015-07 June 30, 2015
Announcement SEL-2015-01 January 27, 2015
Announcement SEL-2013-01 January 17, 2013
Announcement SEL-2011-13 December 20, 2011
Announcement SEL-2011-06 July 26, 2011
Announcement SEL-2010-04 March 29, 2010
Announcement 08-35 December 18, 2008

B2-1.2-02, Limited Cash-Out Refinance Transactions (08/07/2019)

Introduction

This topic contains information on limited cash-out refinance transactions, including:

« Eligibility Requirements
* Requirements for Limited Cash—Out Refinance Transactions with LTV, CLTV, or HCLTV Ratios of 95.01 — 97%

* Ineligible Transactions

* Acceptable Uses

Printed copies may not be the most current version. For the most current version, go to the online
version at https://www.fanniemae.com/singlefamily/originating-underwriting.

191


http://www.hmpadmin.com/portal/index.jsp
https://www.fanniemae.com/content/announcement/sel1805.pdf
https://www.fanniemae.com/content/announcement/sel1608.pdf
https://www.fanniemae.com/content/announcement/sel1607.pdf
https://www.fanniemae.com/content/announcement/sel1510.pdf
https://www.fanniemae.com/content/announcement/sel1507.pdf
https://www.fanniemae.com/content/announcement/sel1501.pdf
https://www.fanniemae.com/content/announcement/sel1301.pdf
https://www.fanniemae.com/content/announcement/sel1113.pdf
https://www.fanniemae.com/content/announcement/sel1106.pdf
https://www.fanniemae.com/content/announcement/sel1004.pdf
https://www.fanniemae.com/content/announcement/0835.pdf
a8ucal
Highlight


Part B, Origination Through Closing

Subpart B2, Eligibility 08/07/2019
Chapter B2-1, Mortgage Eligibility

Section B2-1.2, Loan Purpose

« Cash Back to the Borrower

*  Documentation Requirements
» Existing Subordinate Liens That Will Not Be Paid Off
*  New Subordinate Financing

» Refinances to Buy Out An Owner’s Interest

»  Exceptions to Limited Cash-Out Refinance Requirements for High Loan-to-Value Refinance Loans

Eligibility Requirements
Limited cash-out refinance transactions must meet the following requirements:

* The transaction is being used to pay off an existing first mortgage loan (including an existing HELOC in first-lien posi-
tion) by obtaining a new first mortgage loan secured by the same property; or for single-closing construction-to-perma-
nent loans to pay for construction costs to build the home, which may include paying off an existing lot lien.

*  Only subordinate liens used to purchase the property may be paid off and included in the new mortgage. Exceptions
are allowed for paying off a Property Assessed Clean Energy (PACE) loan or other debt (secured or unsecured) that
was used solely for energy-related improvements. See B5-3.3-01, HomeStyle Energy for Improvements on Existing
Properties (08/07/2019), for additional information.

»  The subject property must not be currently listed for sale. It must be taken off the market on or before the disbursement
date of the new mortgage loan, and the borrowers must confirm their intent to occupy the subject property (for principal
residence transactions).

Requirements for Limited Cash—Out Refinance Transactionswith LTV, CLTV, or HCLTV
Ratios of 95.01 — 97%

If the LTV, CLTV, or HCLTV ratio exceeds 95% for a limited cash-out transaction, the following requirements apply.
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Criteria Requirements

Existing Loan The lender must document that the existing loan being
refinanced is owned (or securitized) by Fannie Mae.
Documentation may come from

» the lender’s servicing system,

+ the current servicer (if the lender is not the servicer),
« Fannie Mae’s Loan Lookup tool, or

» any other source as confirmed by the lender.

The lender must inform DU that Fannie Mae owns the
existing mortgage using the Owner of Existing Mortgage
field in the online loan application before submitting the
loan to DU.

Note: This requirement does not apply if the CLTV
exceeds 95% only due to a Community Seconds
loan.

LTV, CLTV, or HCLTV Ratio 95.01 to 97%

Note: The CLTV ratio can be up to 105% if the
subordinate lien is a Community Seconds loan.

Loan Type Fixed-rate loans with terms up to 30 years.
Note: High-balance and ARM loans are not
permitted.

Property and Occupancy One-unit principal residence. All borrowers must occupy

the property.

Manufactured housing is not permitted, unless the
property meets the MH Advantage requirements.

Credit Score Requirements At least one borrower on the loan must have a credit
score.

Underwriting Method DU only

Other All other standard limited cash-out refinance policies
apply.

Note: The above requirements do not apply to HomeReady or high LTV refinance loans. For additional
information, see B5-6-02, HomeReady Mortgage Loan and Borrower Eligibility (07/03/2019) or B5-7-01, High
LTV Refinance Loan and Borrower Eligibility (08/07/2018) accordingly.
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Ineligible Transactions

When the following conditions exist, the transaction is ineligible as a limited cash-out refinance and must be treated as a
cash-out refinance:

no outstanding first lien on the subject property (except for single-closing construction-to-permanent transactions,
which are eligible as a limited cash-out out refinance even though there is not an outstanding lien on the subject prop-

erty);
the proceeds are used to pay off a subordinate lien that was not used to purchase the property (other than the excep-
tions for paying off PACE loans and other debt used for energy-related improvements, described above);

the borrower finances the payment of real estate taxes for the subject property in the loan amount, but does not estab-
lish an escrow account;

the borrower finances the payment of real estate taxes that are more than 60 days delinquent for the subject property
in the loan amount; and

a short-term refinance mortgage loan that combines a first mortgage and a non-purchase-money subordinate mort-
gage into a new first mortgage or any refinance of that loan within six months.

The transaction is not eligible for delivery to Fannie Mae when the subject property is listed for sale at the time of disburse-
ment of the new mortgage loan.

See also B2-1.2-04, Prohibited Refinancing Practices (08/07/2019).

Acceptable Uses

The following are acceptable in conjunction with a limited cash-out refinance transaction:

modifying the interest rate and/or term for existing mortgages;
paying off the unpaid principal balance of the existing first mortgage (including prepayment penalties);

for single-closing construction-to-permanent transactions, paying for construction costs to build a home, which may
include paying off an existing lot lien;

financing the payment of closing costs, points, and prepaid items. With the exception of real estate taxes that are more
than 60 days delinquent, the borrower can include real estate taxes in the new loan amount as long as an escrow
account is established, subject to applicable law or regulation. (For example, if a particular state law does not allow a
lender to require an escrow account under certain circumstances, the loan would be eligible as a limited cash-out refi-
nance without an escrow account.) If an escrow account is not being established, see B2-1.2-03, Cash-Out Refinance
Transactions (07/03/2019);

receiving cash back in an amount that is not more than the lesser of 2% of the new refinance loan amount or $2,000;

buying out a co-owner pursuant to an agreement;

paying off a subordinate mortgage lien (including prepayment penalties) used to purchase the subject property. The
lender must document that the entire amount of the subordinate financing was used to acquire the property; or
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» paying off the unpaid principal balance of PACE loans and other debt used for energy-related improvements, described
above.

Cash Back to the Borrower

As noted above, the borrower may receive a small amount of cash back in a limited cash-out refinance transaction. The
lender may also refund the borrower for the overpayment of fees and charges due to federal or state laws or regulations.
Refunds such as these are not included in the maximum cash back limitation, provided that

» the settlement statement clearly identifies the refund, and

+ the loan file includes documentation to support the amount and reason for the refund.

This applies to standard limited cash-out refinance transactions. For high LTV refinance transactions, see B5-7-01, High LTV
Refinance Loan and Borrower Eligibility (08/07/2018).

Note: These refunds may also be applied as a principal balance curtailment in accordance with B2-1.4-05,
Principal Curtailments (06/30/2015).

Documentation Requirements

To treat a transaction as a limited cash-out refinance transaction, the lender must document that all proceeds of the existing
subordinate lien were used to fund part of the subject property purchase price or pay for permissible energy-related expens-
es. Written confirmation must be maintained in the mortgage file.

The following are acceptable forms of documentation:

« acopy of the settlement statement for the purchase of the property;
» a copy of the title policy from the purchase transaction that identifies the subordinate financing;

» other documentation from the purchase transaction that indicates that a subordinate lien was used to purchase the
subject property; or

» for energy-related expenses, copies of invoices or receipts to evidence funds were used for energy improvements. A
copy of an energy report is required in many cases. See B5-3.3-01, HomeStyle Energy for Improvements on Existing
Properties (08/07/2019), for additional information.

Existing Subordinate Liens That Will Not Be Paid Off

When a new limited cash-out refinance transaction will not satisfy existing subordinate liens, the existing liens must be clear-
ly subordinate to the new refinance mortgage. The refinance mortgage must meet Fannie Mae’s eligibility criteria for mort-
gages that are subject to subordinate financing.
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New Subordinate Financing

When a borrower obtains new subordinate financing with the refinancing of a first mortgage loan, Fannie Mae treats the
transaction as a limited cash-out refinance provided the first mortgage loan meets the eligibility criteria for a limited cash-out
refinance transaction.

Note: It is acceptable for borrowers to obtain cash from the proceeds of the new subordinate mortgage.

Refinances to Buy Out An Owner’s Interest

A transaction that requires one owner to buy out the interest of another owner (for example, as a result of a divorce settle-
ment or dissolution of a domestic partnership) is considered a limited cash-out refinance if the secured property was jointly
owned for at least 12 months preceding the disbursement date of the new mortgage loan.

All parties must sign a written agreement that states the terms of the property transfer and the proposed disposition of the
proceeds from the refinance transaction. Except in the case of recent inheritance of the subject property, documentation
must be provided to indicate that the security property was jointly owned by all parties for at least 12 months preceding the
disbursement date of the new mortgage loan.

Borrowers who acquire sole ownership of the property may not receive any of the proceeds from the refinancing. The party
buying out the other party’s interest must be able to qualify for the mortgage pursuant to Fannie Mae’s underwriting guide-
lines.

Exceptions to Limited Cash-Out Refinance Requirements for High Loan-to-Value
Refinance Loans

See Chapter B5-7: High Loan-to-Value Refinance Option, for modifications to the standard limited cash-out refinance re-
quirements for high LTV loan transactions.

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-2018-06 August 07, 2018
Announcement SEL-2018-05 June 05, 2018
Announcement SEL-2018-02 February 27, 2018
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Announcements Issue Date
Announcement SEL-2016-08 October 24, 2016
Announcement SEL-2016—-07 August 30, 2016
Announcement SEL-2016-05 June 28, 2016
Announcement SEL-2016-03 March 29, 2016
Announcement SEL-2016-02 February 23, 2016
Announcement SEL-2015-10 September 29, 2015
Announcement SEL-2015-07 June 30, 2015
Announcement SEL-2015-03 March 31, 2015
Announcement SEL-2015-01 January 27, 2015
Announcement SEL-2014-13 November 10, 2014
Announcement SEL-2013-04 May 28, 2013
Announcement SEL-2013-01 January 17, 2013
Announcement SEL-2012-14 December 18, 2012
Announcement SEL-2012-13 November 13, 2012
Announcement SEL-2012-04 May 15, 2012
Announcement SEL-2012-01 January 31, 2012
Announcement SEL-2011-06 July 26, 2011
Announcement SEL-2010-16 December 1, 2010
Announcement SEL-2010-12 August 31, 2010
Announcement 09-32 October 30, 2009
Announcement 09-04 March 4, 2009
B2-1.2-03, Cash-Out Refinance Transactions (07/03/2019)
Introduction
This topic contains information on cash-out refinance transactions, including:
» Eligibility Requirements
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Ineligible Transactions

Acceptable Uses

Delayed Financing Exception

Student Loan Cash-Out Refinances

Loan-Level Price Adjustments

Eligibility Requirements

Cash-out refinance transactions must meet the following requirements:

The transaction must be used to pay off existing mortgages by obtaining a new first mortgage secured by the same
property or be a new mortgage on a property that does not have a mortgage lien against it.

Properties that were listed for sale must have been taken off the market on or before the disbursement date of the new
mortgage loan.

The property must have been purchased (or acquired) by the borrower at least six months prior to the disbursement
date of the new mortgage loan except for the following:

- There is no waiting period if the lender documents that the borrower acquired the property through an inheritance
or was legally awarded the property (divorce, separation, or dissolution of a domestic partnership).

- The delayed financing requirements are met. See Delayed Financing Exception below.

- If the property was owned prior to closing by a limited liability corporation (LLC) that is majority-owned or controlled
by the borrower(s), the time it was held by the LLC may be counted towards meeting the borrower’s six month own-
ership requirement. (In order to close the refinance transaction, ownership must be transferred out of the LLC and
into the name of the individual borrower(s). See B2-2-01, General Borrower Eligibility Requirements (07/28/2015)
for additional details.)

- If the property was owned prior to closing by an inter vivos revocable trust, the time held by the trust may be
counted towards meeting the borrower’s six month ownership requirement if the borrower is the primary benefi-
ciary of the trust.

For DU loan casefiles, if the DTI ratio exceeds 45%, six months reserves is required.

For the maximum allowable LTV, CLTV, and HCLTYV ratios and credit score requirements for cash-out refinances, see the
Eligibility Matrix.

Ineligible Transactions

The following transaction types are not eligible as cash-out refinances:

The mortgage loan is subject to a temporary interest rate buydown.

The subject property was purchased by the borrower within the six months preceding the disbursement date of the new
mortgage loan except if delayed financing guidelines are met. See Delayed Financing Exception below.

For certain transactions on properties that have a Property Assessed Clean Energy (PACE) loan, borrowers who refi-
nance the first mortgage loan and have sufficient equity to pay off the PACE loan but choose not to do so will be ineligi-
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ble for a cash-out refinance. See B5-3.4-01, Property Assessed Clean Energy Loans (08/07/2019)for additional
information.

Transactions classified as HomeStyle Energy loans. However, energy-related improvements are permitted.

Transactions in which a portion of the proceeds of the refinance is used to pay off the outstanding balance on an install-
ment land contract, regardless of the date the installment land contract was executed.

The new loan amount includes the financing of real estate taxes that are more than 60 days delinquent and an escrow
account is not established, unless requiring an escrow account is not permitted by applicable law or regulation. For
example, if a particular state law does not allow a lender to require an escrow account under certain circumstances, the
loan would be eligible for sale to Fannie Mae without an escrow account.

The transaction is not eligible for delivery to Fannie Mae if the subject property is listed for sale at the time of disbursement
of the new mortgage loan.

See also B2-1.2-04, Prohibited Refinancing Practices (08/07/2019).

Acceptable Uses

The following are acceptable uses for cash-out refinance transactions:

paying off the unpaid principal balance of the existing first mortgage;

financing the payment of closing costs, points, and prepaid items. The borrower can include real estate taxes in the
new loan amount. Delinquent real estate taxes (taxes past due by more than 60 days) can also be included in the new
loan amount, but if they are, an escrow account must be established, subject to applicable law or regulation;

paying off any outstanding subordinate mortgage liens of any age;
taking equity out of the subject property that may be used for any purpose;

financing a short-term refinance mortgage loan that combines a first mortgage and a non-purchase-money subordinate
mortgage into a new first mortgage or a refinance of the short-term refinance loan within six months.

Delayed Financing Exception

Borrowers who purchased the subject property within the past six months (measured from the date on which the property
was purchased to the disbursement date of the new mortgage loan) are eligible for a cash-out refinance if all of the following
requirements are met.

v Requirements for a Delayed Financing Exception

The original purchase transaction was an arms-length transaction.
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v Requirements for a Delayed Financing Exception

For this refinance transaction, the borrower(s) must meet Fannie Mae’s borrower eligibility requirements
as described in B2-2-01, General Borrower Eligibility Requirements (07/28/2015). The borrower(s) may
have initially purchased the property as one of the following:

 anatural person;

» an eligible inter vivos revocable trust, when the borrower is both the individual establishing the trust
and the beneficiary of the trust;

« an eligible land trust when the borrower is the beneficiary of the land trust; or

* an LLC or partnership in which the borrower(s) have an individual or joint ownership of 100%.

The original purchase transaction is documented by a settlement statement, which confirms that no
mortgage financing was used to obtain the subject property. (A recorded trustee's deed (or similar
alternative) confirming the amount paid by the grantee to trustee may be substituted for a settlement
statement if a settlement statement was not provided to the purchaser at time of sale.)

The preliminary title search or report must confirm that there are no existing liens on the subject property.

The sources of funds for the purchase transaction are documented (such as bank statements, personal
loan documents, or a HELOC on another property).

If the source of funds used to acquire the property was an unsecured loan or a loan secured by an asset
other than the subject property (such as a HELOC secured by another property), the settlement
statement for the refinance transaction must reflect that all cash-out proceeds be used to pay off or pay
down, as applicable, the loan used to purchase the property. Any payments on the balance remaining
from the original loan must be included in the debt-to-income ratio calculation for the refinance
transaction.

Note: Funds received as gifts and used to purchase the property may not be reimbursed with
proceeds of the new mortgage loan.

The new loan amount can be no more than the actual documented amount of the borrower's initial
investment in purchasing the property plus the financing of closing costs, prepaid fees, and points on the
new mortgage loan (subject to the maximum LTV, CLTV, and HCLTYV ratios for the cash-out transaction
based on the current appraised value).

All other cash-out refinance eligibility requirements are met. Cash-out pricing is applicable.

Student Loan Cash-Out Refinances

The student loan cash-out refinance feature allows for the payoff of student loan debt through the refinance transaction with
a waiver of the cash-out refinance LLPA if all of the following requirements are met:

Printed copies may not be the most current version. For the most current version, go to the online 200
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part B, Origination Through Closing

Subpart B2, Eligibility 08/07/2019
Chapter B2-1, Mortgage Eligibility

Section B2-1.2, Loan Purpose

v Requirements for Student Loan Cash-out Refinances

The loan must be underwritten in DU. DU cannot specifically identify these transactions, but will issue a
message when it appears that only subject property liens and student loans are marked paid by closing.
The message will remind lenders about certain requirements below; however, the lender must confirm
the loan meets all of the requirements outside of DU.

The standard cash-out refinance LTV, CLTV, and HCLTYV ratios apply per the Eligibility Matrix.

At least one student loan must be paid off with proceeds from the subject transaction with the following
criteria:

» proceeds must be paid directly to the student loan servicer at closing;
+ at least one borrower must be obligated on the student loan(s) being paid off, and

+ the student loan must be paid in full - partial payments are not permitted.

The transaction may also be used to pay off one of the following:
+ an existing first mortgage loan (including an existing HELOC in first-lien position); or

+ a single-closing construction-to-permanent loan to pay for construction costs to build the home,
which may include paying off an existing lot lien.

Only subordinate liens used to purchase the property may be paid off and included in the new mortgage.
Exceptions are allowed for paying off a PACE loan or other debt (secured or unsecured) that was used
solely for energy improvements (see B5-3.4-01, Property Assessed Clean Energy Loans (08/07/
2019)and B5-3.3-01, HomeStyle Energy for Improvements on Existing Properties (08/07/2019)for
additional information).

The transaction may be used to finance the payment of closing costs, points, and prepaid items. With
the exception of real estate taxes that are more than 60 days delinquent, the borrower can include real
estate taxes in the new loan amount as long as an escrow account is established, subject to applicable
law or regulation.

The borrower may receive cash back in an amount that is not more than the lesser of 2% of the new
refinance loan amount or $2,000. The lender may also refund the borrower for the overpayment of fees
and charges due to federal or state laws or regulations, or apply a principal curtailment (see B2-1.2-02,
Limited Cash-Out Refinance Transactions (08/07/2019)for additional information).

Unless otherwise stated, all other standard cash-out refinance requirements apply.

Delivery Requirements

Loans qualified as student loan cash-out refinances must be delivered to Fannie Mae with Special Feature Code (SFC) 003
and SFC 841.

Loan-Level Price Adjustments

An LLPA applies to certain cash-out refinance transactions based on the LTV ratio and credit score. These LLPAs are in
addition to any other price adjustments that are otherwise applicable to the particular transaction. See the Loan-Level Price
Adjustment (LLPA) Matrix.
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As noted above, the LLPA is waived for loans that meet the student loan cash-out refinance requirements.

08/07/2019

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-2019-06

July 03, 2019

Announcement SEL-2018-09

December 04, 2018

Announcement SEL-2017-10

December 19, 2017

Announcement SEL-2017-06

July 25, 2017

Announcement SEL-2017-04

April 25, 2017

Announcement SEL-2016-05

June 28, 2016

Announcement SEL-2016-03

March 29, 2016

Announcement SEL-2016-02

February 23, 2016

Announcement SEL-2014-06

May 27, 2014

Announcement SEL-2013-04

May 28, 2013

Announcement SEL-2012-14

December 18, 2012

Announcement SEL-2012-13

November 13, 2012

Announcement SEL-2012-01

January 31, 2012

Announcement SEL-2011-06

July 26, 2011

Announcement SEL-2011-05

June 28, 2011

Announcement SEL-2011-03

March 31, 2011

Announcement SEL-2010-16

December 1, 2010

Announcement SEL-2010-11

August 31, 2010

Announcement 09-32

October 30, 2009
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B2-1.2-04, Prohibited Refinancing Practices (08/07/2019)

Introduction

This topic contains information on prohibited refinancing practices, including:

» Lender Solicitation for Refinancing

* Prearranged Refinancing Agreements

* Agreements to Advance Borrower Payments

»  Conditional Tenders of Payment

Lender Solicitation for Refinancing

Sellers/servicers may not:

» specifically target Fannie Mae borrowers for offers to refinance;
» treat loans they hold in their own portfolios and those sold to another investor or Fannie Mae as separate classes of
loans for purposes of promoting refinancing.

Sellers/servicers may not, as a means of making a loan eligible for repurchase from an MBS pool (for future refinancing),
encourage a borrower to refrain from making payments on his or her loan.

Prearranged Refinancing Agreements

Sellers/servicers may not deliver a mortgage loan to Fannie Mae that is in the process of being refinanced. Fannie Mae con-
siders the delivery of a seasoned mortgage loan that is in the process of being refinanced as a form of targeting, and is there-
fore unacceptable, even if no agreement for future refinancing was entered into at the time of origination. The seller/servicer
must have in place procedures to ensure that it does not deliver to Fannie Mae any mortgage loan that it is in the process

of refinancing or acquiring from, or funding for, a third-party originator.

Similarly, a seller/servicer may not deliver a mortgage to Fannie Mae if the seller/servicer (or any affiliate or third-party orig-
inator) and the borrower have entered into an arrangement for special terms (such as reduced fees) for a future refinance

of the mortgage - unless the seller/servicer obtains a negotiated contract from Fannie Mae that allows delivery of the mort-
gage loan in spite of its shortened prepayment expectation. If the seller/servicer believes that there might be such a refinance
agreement, the seller/servicer should contact its Fannie Mae customer account team to determine whether the mortgage is
eligible for delivery.

Agreements to Advance Borrower Payments

Refinancing arrangements that call for the seller/servicer to advance a number of payments on the borrower’s behalf and
then to refinance the mortgage once the agreed-upon payments have been advanced are not permitted.
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Fannie Mae also restricts refinancing practices that affect prepayment patterns. Fannie Mae analyzes MBS pools that have
high levels of prepayments. If such analysis raises concerns about a seller/servicer’s practices, Fannie Mae may review the
seller/servicer’s origination and refinancing activities to ensure compliance with our requirements. With respect to any mort-
gage loan that pays off within 120 days from the whole loan purchase date or the MBS issue date, Fannie Mae in its sole
discretion may require reimbursements by the seller/servicer for any premium paid or buyup proceeds paid in connection
with the purchase of the mortgage loan. (For mortgage loans repurchased by a seller/servicer, Fannie Mae may require re-
imbursement in its sole discretion, without regard to the 120-day limitation.) See C1-1-01, Execution Options (08/29/2017)
and C3-3-02, Accessing Buyup and Buydown Ratios and Calculating Payments or Charges (12/15/2015) for specific require-
ments.

Conditional Tenders of Payment

Conditional tenders of payment are not an acceptable alternative to refinancing for Fannie Mae mortgage loans, regardless
of whether they relate to a mortgage loan being serviced for Fannie Mae or to a mortgage loan that is being delivered to it.
Fannie Mae does not consider a refinancing to have occurred unless the mortgage debt is satisfied and the lien against the
property is released. The only exceptions to this are

* negotiated transactions involving seasoned mortgage loans held in a seller/servicer’s portfolio that have been modified
since they were originated;
« transactions involving the refinancing of a balloon mortgage loan that has a conditional refinance option; and

* transactions involving mortgage loans secured by properties in New York that are originated under the statutory provi-
sions that permit refinance mortgage loans to be documented by a consolidation, extension, and modification agree-
ment.

If the transaction that permits the refinance to be documented by a consolidation, extension and modification agreement is
related to an eMortgage, the seller/servicer must follow the applicable procedures in the Servicing Guide.

The seller/servicer must not

+ use conditional tenders of payment as a refinancing alternative, or

* honor requests it receives for conditional tenders of payment for any mortgage loan that it services for Fannie Mae.

The seller/servicer that offers conditional tenders of payment as a refinancing alternative must not deliver any refinance
mortgage loan to Fannie Mae unless it is documented by a new note and a new mortgage loan, unless it is one of the pre-
viously mentioned authorized exceptions.

If Fannie Mae’s post-purchase underwriting performance review of a refinance mortgage loan reveals that the conditional
tender of payment procedure was used as an alternative to refinancing the mortgage loan, Fannie Mae will require the seller/
servicer to repurchase the mortgage loan in question and, if multiple occurrences of this practice are identified, Fannie Mae
may take other appropriate action against the seller/servicer.

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 Issue Date
Announcement SEL-2019-07 August 07, 2019
Announcement SEL-2018-02 February 27, 2018
Announcement SEL-2012-13 November 13, 2012
Announcement SEL-2012-02 February 28, 2012
Announcement SEL-2011-13 December 20, 2011
Announcement SEL-2011-12 November 15, 2011

B2-1.2-05, Payoff of Installment Land Contract Requirements (11/13/
2012)

Introduction

This topic contains requirements for the payoff of installment land contracts.

Payoff of Installment Land Contract Requirements

When the proceeds of a mortgage loan are used to pay off the outstanding balance on an installment land contract (also
known as contract or bond for deed) that was executed within the 12 months preceding the date of the loan application,
Fannie Mae will consider the mortgage loan to be a purchase money mortgage loan.

The LTV ratio for the mortgage loan must be determined by dividing the new loan amount by the lesser of the total acquisition
cost (defined as the purchase price indicated in the land contract, plus any costs the purchaser incurs for rehabilitation, ren-
ovation, or energy conservation improvements) or the appraised value of the property at the time the new mortgage loan is
closed. The expenditures included in the total acquisition cost must be fully documented by the borrower.

When the installment land contract was executed more than 12 months before the date of the loan application, Fannie Mae
will consider the mortgage loan to be a limited cash-out refinance. In this case, the LTV ratio for the mortgage loan must be
determined by dividing the new loan amount by the appraised value of the property at the time the new mortgage loan is
closed.

Cash-out refinance transactions involving installment land contracts are not eligible for delivery.
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Related Announcements

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

Announcements Issue Date

Announcement SEL-2012-13 November 13, 2012

Announcement SEL-2011-03 March 31, 2011
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Section B2-1.3, Loan Amortization Types

B2-1.3-01, Fixed-Rate Loans (02/06/2019)

Introduction

This topic contains general information on fixed-rate loans.

Fixed-Rate Loan Eligibility

Fannie Mae purchases or securitizes conventional, fully amortizing, fixed-rate first mortgage loans. The loan can be subject
to a temporary interest rate buydown plan, provided that the subject property is secured by a principal residence or a second
home property. (See B2-1.3-05, Temporary Interest Rate Buydowns (07/29/2014).)

The payments must be structured as follows:

« level monthly installments of principal and interest (P&l),
* due on the first day of each month, and

* payment of interest in arrears.

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-2019-01 February 06, 2019
Announcement SEL-2013-06 August 20, 2013
Announcement 09-29 September 22, 2009
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B2-1.3-02, Adjustable-Rate Mortgages (ARMs) (06/05/2019)

Introduction

This topic contains information on ARMs, including:

* Adjustable-Rate Mortgages

*  Acceptable ARM Characteristics

« ARMs and Temporary Interest Rate Buydowns

*  Acceptable ARM Plan Buydown Structures
* ARM Plan Indexes

+ Standard Conventional ARM Plans

ARM Committing and Delivery Restrictions

¢ Initial Note Rate Limitations

e Calculating the Fully Indexed Rate

*  Determining ARM Acceptability

*  Mortgage Margin

* Interest Accrual Rate Calculation
* ARMs and MBS Pools
* Pooling Standard Fannie Mae ARM Plans Without Special Disclosure

« ARM Disclosures

» Disclosures Regarding Availability of Index Values

» Disclosures Regarding Below-Market Interest Rates

« Disclosures Regarding Conversions

« Borrower Disclosures Regarding Assumption of ARMs

* Requirements Regarding Interest Rate and Monthly Payment Adjustments
*  ARM Payment Shock

DU Generic ARM Plans

*  Generic ARM Underwriting Guidelines

* Loan-Level Price Adjustments

Adjustable-Rate Mortgages

Fannie Mae purchases or securitizes fully amortizing ARMs that are originated under its standard or negotiated plans. For
maximum LTV/CLTV/HCLTYV ratios and representative credit score requirements for ARMs, see the Eligibility Matrix.
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Acceptable ARM Characteristics

The following table describes standard conventional Fannie Mae ARM requirements.

v

Standard Conventional ARM Requirements

Fannie Mae does not set a minimum remaining term requirement.

Each ARM plan must offer lifetime and per-adjustment interest rate change limitations.
+ Lifetime interest rate change limitations apply to interest rate increases only.

« Per-adjustment interest rate change limitations apply to interest rate increases and decreases.

Mortgage interest rates may never decrease to less than the ARM’s margin, regardless of any
downward interest rate cap.

With the exception of ARM loans tied to the LIBOR index, Fannie Mae restricts purchase or
securitization of seasoned ARMs to those that are delivered as negotiated transactions. All LIBOR
ARM loans must be purchased or securitized by Fannie Mae within six months of the first payment
date.

ARMs and Temporary Interest Rate Buydowns

The following table provides parameters pertaining to ARMs subject to temporary interest rate buydowns.

v

ARMs Subject to Interest Rate Buydowns

Must be secured by principal residences or second homes only.

Note: ARM Plans 649, 650, 651, 652, 2722, and 2723 must be secured by a one- or two-unit
property if there is a temporary buydown.

Are only permitted under an ARM plan that has an initial interest rate period of three years or more.

Acceptable ARM Plan Buydown Structures

The following ARM plans can be structured as either 3-2-1 or 2-1 buydowns (or other allowable structures per B2-1.3-05,
Temporary Interest Rate Buydowns (07/29/2014)):

« ARM Plans 659, 660, 661
« ARM Plans 750 and 751
e ARM Plan 1423
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+ ARM Plan 1437
* ARM Plans 2724, 2725, 2726, 2727, 2728, 2729
+ ARM Plan 3252
* ARM Plan 3846

The following ARM plans must be structured as 2-1 buydowns with buydown periods that are not greater than 24 months.

* ARM Plans 649, 650, 651, 652
* ARM Plans 2722 and 2723

ARM Plan Indexes

A Fannie Mae ARM plan may be tied to one of the following common indexes described below. Other indexes may be used
in connection with negotiated ARM plans.

Among the most common indexes are Treasury-related indexes, which are defined by the U.S. Treasury. These indexes are
based on the following:

Index Description

One-year constant maturity Treasury (CMT) securities The weekly average yield on U.S. Treasury securities
adjusted to a constant maturity of one year as made
available by the Federal Reserve Board.

Three-year constant maturity Treasury (CMT) securities | The weekly average yield on U.S. Treasury securities
adjusted to a constant maturity of three years as made
available by the Federal Reserve Board.

Five-year constant maturity Treasury (CMT) securities The weekly average yield on U.S. Treasury securities
adjusted to a constant maturity of five years as made
available by the Federal Reserve Board.

Ten-year constant maturity Treasury (CMT) securities The weekly average yield on U.S. Treasury securities
adjusted to a constant maturity of ten years, as made
available by the Federal Reserve Board.

In addition to the Treasury-related indexes, Fannie Mae also has plans tied to the following index:

Index Description

London Interbank Offered Rate (LIBOR) The average rate for U.S. dollar-denominated deposits
in the London market based on quotations of major
banks.

Note: Fannie Mae uses a 1-year LIBOR index as
published in The Wall Street Journal.
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Standard Conventional ARM Plans

To qualify as a Fannie Mae standard conventional ARM, the ARM must have all of the characteristics specified in the Stan-
dard ARM Plan Matrix for the specific ARM plan. The characteristics related to standard ARMs include but are not limited to:

the index used for determining each interest rate adjustment;

the initial fixed period during which the interest rate will not change, after which the interest rate will adjust with a spec-
ified frequency;

the periodic interest rate change limits, which include the limitations on interest rate increases and decreases, first from
the initial interest rate and, thereafter, from each immediately preceding interest rate;

the lifetime interest rate cap;
the look-back period for determining the index value for interest rate adjustments;

assumability — either assumable during the entire term of the mortgage or due-on-sale during the initial fixed-rate
period and assumable thereafter; and

for a convertible ARM, the terms by which the adjustable rate can convert to a fixed rate and the timing of such conver-
sion option. If an ARM offers a conversion feature, the converted rate may not exceed the maximum rate stated in the
note.

Lenders must refer to the Standard ARM Plan Matrix for specific requirements related to the above characteristics. The Stan-
dard ARM Plan Matrix is available on Fannie Mae's website and is incorporated by reference into this Guide.

ARM Committing and Delivery Restrictions

ARM plans must meet the following committing and delivery restrictions:

Committing and Delivery Restrictions

ARM Plans

Certain ARMs are available for whole loan committing
only on a negotiated basis.

See the Standard ARM Plan Matrix.

Eligible for MBS pool delivery, but only if the lender
selects the “market rate” post-conversion disposition
option.

650, 652, 661, 721, 751, 1437, 2722, 2724, 2726, 2728

Contact the Fannie Mae customer account team for
additional details).

3252

Initial Note Rate Limitations

Fannie Mae limits the initial note rate for ARMs with initial interest rate periods of less than five years.
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The limitation requires comparison of the initial note rate to the fully indexed rate that is applicable at the time the mortgage
is originated.

Calculating the Fully Indexed Rate

The fully indexed rate is the sum of the value of the applicable index and the mortgage margin, which is then rounded to the
nearest one-eighth percent.

Note: Unless specific product terms provide otherwise, if the index plus gross margin equals a number that is
equidistant between the higher and lower one-eighth percent, Fannie Mae rounds down to the nearest one-
eighth percent.

The applicable index value that determines the fully indexed rate is the lowest value in effect during the 90 days that precede
the date of the mortgage or deed of trust note.

The maximum yield difference may be restricted for certain ARM plans submitted as whole loan deliveries. The maximum
yield difference is the amount by which the net note rate in effect for the mortgage at the time the loan is delivered to Fannie
Mae can be less than Fannie Mae’s required yield.

Note: Limitations can change at any time without prior notice.

Determining ARM Acceptability

Lenders must determine whether an ARM loan is acceptable for delivery to Fannie Mae in accordance with the following
calculation:

v Requirement

Subtract the initial note rate of the mortgage from the fully indexed rate in effect when the mortgage
was originated.

The difference may not exceed 3%.

Mortgage Margin

The mortgage margin is the “spread” that is added to the index value to develop the interest accrual rate for the mortgage.
The maximum mortgage margin may be no more than 300 basis points.

When lenders offer a deeply discounted “teaser” rate for the mortgage, the margin is generally not used in determining the
initial interest rate, but will be used to determine the interest rate for all future interest rate changes.
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Interest Accrual Rate Calculation

ARM instruments provide for each new interest accrual rate to be calculated by adding the mortgage margin to the most
recent index figure available 45 days before the interest change date (although a few ARM plans may specify a different
look-back period). Fannie Mae uniform instruments for all standard ARM plans provide for rounding to the nearest one-
eighth.

Note: If a mortgage instrument provides otherwise, lenders must check with their Fannie Mae customer account
team as there may be pooling and/or disclosure impact.

Interest rate calculations are subject to the applicable per-adjustment and lifetime interest rate change limitations.

ARMs and MBS Pools

MBS pools cannot contain ARMs with provisions that allow or require the servicer/lender to change the minimum or maxi-

mum interest rate or the mortgage margin following an assumption, unless those provisions are waived prior to pooling such
mortgage loans. Since this is not a feature contained in standard Fannie Mae ARM instruments, the lender must check with
its Fannie Mae regional office (see E-1-03, List of Contacts (05/01/2019)) to determine acceptability of the nonstandard form.

If such a unilateral waiver is legally precluded because the note provision would be beneficial to the borrower and therefore
requires borrower consent to waive, Fannie Mae will require evidence of a prior, duly written and executed bilateral waiver
between the lender and the related borrower before allowing the mortgage loan to be pooled.

For more information on pooling ARMs, see Chapter C3-5, Pooling Loans into ARM MBS.

Pooling Standard Fannie Mae ARM Plans Without Special Disclosure

To be pooled as a standard Fannie Mae ARM plan without a special disclosure, the ARM must meet all of the standard plan

characteristics and must

* have a monthly payment that is due on the first day of the month;

* have an original maturity no longer than 30 years; and

* be originated on the applicable Fannie Mae standard forms, with no modifications, which cover all other pooling
requirements.

See the Standard ARM Plan Matrix for additional information.

ARM Disclosures

Lenders must provide borrowers with disclosures in compliance with all applicable laws.
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Disclosures Regarding Availability of Index Values

In addition to any disclosures required by applicable law, lenders must inform borrowers that the movement in the index on
which the mortgage interest rate is based can be monitored and where the value for the index can be obtained. A number
of periodicals publish current index values. Lenders may refer borrowers to any of the periodicals.

Lenders should advise borrowers that alternative published indexes will be selected (consistent with the provisions of the
mortgage note) should the original index for a specific ARM plan no longer be available or published.

Fannie Mae relies on the following “official” sources for the indexes used for Fannie Mae ARM plans:
* Most Treasury indexes are published in the Federal Reserve Board’s Statistical Release H. 15 (519). The most recent

index figure available as of the date 45 days before each change date is called the “current index.”

+ The LIBOR index, as printed in The Wall Street Journal, goes into effect when it is published and the “most recently
available index” is the latest one available on the day that is 45 days (for the 1-year index) before the interest rate
change date.

Disclosures Regarding Below-Market Interest Rates

Lenders must notify borrowers of current index values and mortgage margins if the borrower’s initial interest rate is below-
market.

Unless the lender is already required by regulation to make a comparable disclosure, the lender must show by example what
the interest rate would be if the mortgage had been adjusted at the time of origination.

Lenders must ensure that borrowers are aware of, and prepared for, the possibility of both an interest rate increase and a
payment increase on the first interest rate adjustment date.

Disclosures Regarding Conversions

Disclosures regarding conversions must include the following:

v Requirement: Conversion Disclosures Must Include

The instances when the conversion option may be exercised.

The time frame within which conversion requests must be received.

The time frame within which the borrower must return executed conversion documents.

Any fees that will be charged for processing the conversion.

Note: Fannie Mae allows a $250 fee for ARM plans that have a monthly conversion option and
a $100 fee for other ARM plans.
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v Requirement: Conversion Disclosures Must Include

Once the ARM plan converts to a fixed-rate mortgage, the mortgage is no longer assumable.

Any other special conditions.

Borrower Disclosures Regarding Assumption of ARMs

Although Fannie Mae ARMs are usually assumable, some plans do restrict assumability.

When assumptions are permitted, the lender must inform the borrower about the method for determining the yield on which
the new fixed rate will be based. When assumptions are restricted, the lender must advise the borrower of the exact nature
of the restriction(s).

Note: Lenders must disclose to borrowers that any ARM plan that includes an option to convert to a fixed-rate
mortgage cannot be assumed once the conversion option is exercised.

See the Standard ARM Plan Matrix for information about the assumability provisions of Fannie Mae’s various ARM plans.

Requirements Regarding Interest Rate and Monthly Payment Adjustments

The following requirements apply to interest rate and monthly payment adjustments for ARM loans:

* The mortgage being delivered must not be subject to any current litigation with respect to the manner in which the inter-
est rate and/or payment adjustments were calculated or implemented, and

* The lender must not be servicing other ARMs that include interest rate and payment adjustment provisions similar to
those of the mortgage being sold to Fannie Mae that are the subject of current litigation related to the manner in which
adjustments were made.

ARM Payment Shock

ARMs that provide for low initial payments based on fixed introductory rates that expire after a short period of time and then
adjust to a variable rate for the remaining term of the mortgage loan have the potential for payment shock. “Payment shock”
refers to the impact on the borrower’s ability to continue making the mortgage payments once the introductory rate expires.
After the rate and payment increase, the borrower is subsequently faced with a large increase in monthly PITIA.

Lenders must limit the impact of any potential payment shock on an ARM with an initial fixed-rate period of five years or less
by qualifying borrowers based on the greater of either:

+ the note rate plus 2%, or

+ the fully indexed rate with a fully amortizing repayment schedule (including taxes and insurance). The fully indexed rate
equals the sum of the value of the applicable index and the mortgage margin.

See B3-6-04, Qualifying Payment Requirements (04/15/2014), for additional information.
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DU Generic ARM Plans

Generic ARM plans are provided for loan casefiles underwritten through DU. These generic ARM plans are available:

» as tools for underwriting with DU, and

» to assist lenders in underwriting negotiated ARMs and standard ARM plans that are not specifically identified in the
ARM plan field in the DO/DU user interface.

The following generic ARM plans are listed in the DO/DU user interface:

+  FM GENERIC, 6 MONTH
+  FM GENERIC, 1 YR, 1% ANNUAL Cap
+ FM GENERIC, 1 YR, 2% ANNUAL Cap
+  FM GENERIC, 3 YR
*  FM-GENERIC, 5YR
«  FM-GENERIC, 7 YR
+  FM-GENERIC, 10 YR
Note: Generic plan names, such as FM GENERIC, 6 MONTH, can be used to submit loan casefiles to DU.

However, lenders must identify the applicable Fannie Mae ARM plan number in closing documents and at
delivery of the mortgage loan to Fannie Mae.

Generic ARM Underwriting Guidelines

DU applies standard Fannie Mae ARM underwriting and eligibility guidelines to the generic ARM plan equivalent based on
the initial interest rate adjustment period.

v For generic ARM plans, DU will ...

apply standard ARM eligibility guidelines.

qualify borrowers based on standard ARM qualifying guidelines.

allow temporary buydowns based on standard ARM guidelines.

allow generic ARM plans equivalent to standard ARM plans on special mortgage products.

return a message stating that the lender must ensure that the loan is eligible for delivery.
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Loan-Level Price Adjustments

An LLPA applies to certain ARM loans. These LLPAs are in addition to any other price adjustments that are otherwise appli-
cable to the particular transaction. See the Loan-Level Price Adjustment (LLPA) Matrix.

Related Announcements

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

this topic.

Announcements and Release Notes

Issue Date

Announcement SEL-2019-05

June 05, 2019

Announcement SEL-2019-01

February 06, 2019

Announcement SEL-2017-06

July 25, 2017

Announcement SEL-2015-07

June 30, 2015

Announcement SEL-2015-03

March 31, 2015

Announcement SEL-2014-11

August 26, 2014

Announcement SEL-2014-03

April 15, 2014

Announcement SEL-2013-06

August 20, 2013

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2012-07

August 21, 2012

DU Version 9.0

July 24, 2012

Announcement SEL-2011-13

December 20, 2011

Announcement SEL-2011-09

August 30, 2011

Announcement SEL-2010-13

September 20, 2010

Announcement SEL-2010-06

April 30, 2010

Announcement SEL-2010-02

March 2, 2010

Announcement 09-38

December 24, 2009

Announcement 09-37

December 30, 2009

Announcement 09-32

October 30, 2009

DU Version 8.0

September 22, 2009
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Announcements and Release Notes Issue Date
Announcement 09-02 February 6, 2009
DU User Interface January 28, 2009

B2-1.3-03, Convertible ARMs (02/23/2016)

Introduction

This topic contains information on convertible ARMs, including:

¢ General Information
¢« Converted ARMs Removed from ARM MBS Pools

* Borrower Requalification Considerations for Fixed-Rate Mortgages Converted from ARMs and Redelivered Under
“Market Rate” Post-Conversion Options

» Eligibility Requirements for Converted ARMs

» Delivery Requirements and Security Instruments for ARMs Converted to Fixed-Rate Mortgages

*  Mortgage Documents for Fixed-Rate Conversion Option

General Information

Fannie Mae accepts delivery of fixed-rate mortgages that were converted from ARMs either by a legally executed modifica-
tion agreement or under the provisions of the mortgage instrument.

Although the ARM does not have to have been originated on Fannie Mae uniform instruments or in accordance with Fannie
Mae eligibility requirements for ARMs, the new fixed-rate mortgage that results from the conversion must meet Fannie Mae’s
general eligibility and underwriting requirements for newly originated fixed-rate mortgages.

Converted ARMs Removed from ARM MBS Pools

This topic describes the circumstances under which a converted ARM that is removed from an ARM MBS pool as the result
of its conversion to a fixed-rate mortgages may be redelivered to Fannie Mae.

If the mortgage is more than 12 months old at the time of the redelivery, and the lender specified a “market rate” post-con-
version disposition option when the MBS pool was delivered to Fannie Mae, the mortgage must meet the same eligibility
criteria as other converted ARMs (as discussed in “Eligibility Requirements for Converted ARMSs” later in this topic).
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If the lender specified a take-out post-conversion disposition option when the MBS pool was delivered to Fannie Mae, the
lender does not need to requalify the borrower or verify that the mortgage satisfies Fannie Mae eligibility criteria.

Borrower Requalification Considerations for Fixed-Rate Mortgages Converted from
ARMs and Redelivered Under “Market Rate” Post-Conversion Options

To qualify a borrower, lenders may use the original in-file documentation to evaluate the borrower’s financial ability, as long
as the borrower is able to qualify for the mortgage based on either of the following:

» The mortgage interest rate in effect following the conversion and Fannie Mae’s current underwriting guidelines for a
conventional fixed-rate mortgage, or

* The mortgage interest rate in effect for the ARM when it was originated and the underwriting guidelines Fannie Mae
used for ARMs at that time.

If the lender is unable to qualify a borrower under the previous options, the lender must requalify the borrower under Fannie
Mae’s standard guidelines, including
+ obtaining a new loan application,
* obtaining up-to-date credit reports,
+ obtaining new employment and income verifications using the acceptable documentation,
+ evaluating the borrower’s financial ability based on
- the mortgage interest rate in effect for the converted mortgage, and
- Fannie Mae’s current underwriting guidelines for a conventional fixed-rate mortgage.

Eligibility Requirements for Converted ARMs

The following specific eligibility requirements apply to converted ARMs that are delivered as either whole loans or MBS pool
deliveries under the “market rate” post-conversion disposition option that were removed from an ARM MBS pool as the result
of the conversion:

v Requirements

The ARM must have been at least 12 months old when the conversion occurred.

The converted mortgage must meet all of the eligibility criteria specified for mortgages that are more than one
year old, unless Fannie Mae has specified that those criteria do not apply.

Note: The age of the mortgage is calculated from the date the ARM was originated. These specific
eligibility criteria appear in B2-1.4-02, Loan Eligibility (08/07/2019).

The mortgage loan must be current at the time of delivery.

Note: To minimize processing delays, Fannie Mae considers a mortgage current if no more than 45 days
have elapsed since the last paid installment date.
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v Requirements

The total of all interest rate increases or payment adjustments (including any combination of scheduled ARM
interest rate changes and the increases scheduled under an interest rate buydown plan) that occurred after the
ARM was originated must not have exceeded 2% (for the interest rate adjustment) or 15% (for the payment
adjustment) if the lender qualifies the borrower on the basis of the mortgage interest rate that was in effect for
the ARM when it was originated and the ARM underwriting guidelines Fannie Mae used at that time.

The modified mortgage must provide for a fixed-interest rate, level monthly payments, and amortization within
the term of the original mortgage.

The title insurance policy or any endorsements to it are not impaired because of the option to convert to a fixed-
rate mortgage or the actual conversion.

If the original title policy did not include the ARM endorsements currently required, the lender must indemnify
Fannie Mae (as described in A2-1-03, Indemnification for Losses (08/29/2017)) against Fannie Mae losses that
arise out of future title disputes related to the years in which the mortgage was an ARM.

The original loan amount of the ARM did not exceed Fannie Mae's current maximum mortgage amount
limitation at the time Fannie Mae originally securitized the mortgage in an ARM MBS pool.

The greater of the original mortgage amount (at origination of the ARM, pre-conversion) or the current unpaid
principal balance must be used to determine that the modified mortgage meets Fannie Mae requirements for
maximum mortgage amount, LTV ratios, mortgage insurance coverage, and title insurance.

EXCEPTION: For the delivery of a converted ARM that Fannie Mae initially securitized in an ARM MBS pool,

if Fannie Mae’s loan limits decreased between the time Fannie Mae initially securitized the ARM and the time
the converted mortgage is redelivered to Fannie Mae after it is removed from the pool, the mortgage will still be
acceptable to Fannie Mae even if the original mortgage balance exceeds the maximum mortgage amount that
is in effect at the time of the redelivery.

BACKGROUND
This recognizes and acknowledges, respectively, the fact that
+ the loan satisfied Fannie Mae requirements when it was securitized, and

+ the redelivery is a function of an administrative requirement Fannie Mae imposed for mortgage-backed se-
curity transactions, rather than the delivery of a different mortgage.

The LTV, CLTV, and HCLTV ratios at the time of conversion must not exceed the maximum allowable limits for
fixed-rate mortgages, see the Standard ARM Plan Matrix.

If the ARM had negatively amortized, the LTV ratio (and the CLTV ratio and the HCLTV ratio) requirement must
be satisfied as a result of

» Subsequent normal amortization
» The application of funds contributed by the borrower, or

* Anincrease in the value of the property.

Note: Increase in property value must be supported by a current appraisal.
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Delivery Requirements and Security Instruments for ARMs Converted to Fixed-Rate
Mortgages

Lenders must identify each converted ARM that was repurchased from an MBS pool because the conversion to fixed-rate
option was exercised and subsequently redelivered to Fannie Mae as a whole loan delivery of a fixed-rate mortgage with
SFC 036.

Lenders must include in the delivery package a Loan Modification Agreement (Form 3179) as evidence of the conversion to
a fixed-rate mortgage.

Note: A different (but substantially equivalent) modification agreement is also acceptable, as long as it includes
an enforceable due-on-sale clause.

v Modification Agreement Requirements

Lenders must determine whether a modification agreement has to be recorded in each particular jurisdiction in
order to preserve the lien position of the mortgage.

If recordation is required, lenders must submit the recorded instrument when it delivers the mortgage for
purchase or securitization.

Lenders must obtain a title bring-down through the date of the recordation.

Mortgage Documents for Fixed-Rate Conversion Option

Execution of Fannie Mae’s standard riders or addenda that provide the terms for conversion to a fixed-rate mortgage or any
other conversion option instrument is not required if:
« a convertibility provision was included in the adjustable-rate note, or

» the lender previously agreed to a conversion modification despite the fact that the loan documents did not give the bor-
rower an option to convert. In this instance, lenders must provide a modification agreement to document the conversion
and obtain a title bring-down through the date of the recordation.

See Riders & Addenda for current standard riders or addenda.

Related Announcements

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

Announcements Issue Date
Announcement SEL-2016—02 February 23, 2016
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Announcements Issue Date
Announcement SEL-2014-10 July 29, 2014
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2011-06 July 26, 2011
Announcement SEL-2011-03 March 31, 2011
Announcement 09-37 December 30, 2009

B2-1.3-04, Refinanced Balloon Mortgages (12/15/2015)

ntroduction

This topic contains information on refinanced balloon mortgages, including:

Refinanced Balloon Mortgages — Original Balloon Mortgage Owned by Fannie Mae

Pricing
MBS Eligibility

Loan Delivery Data

Refinanced Balloon Mortgages — Original Balloon Mortgage Owned by Fannie Mae

The table below provides the conditions under which the lender may redeliver a balloon mortgage loan previously owned or
securitized by Fannie Mae after the conditional right to refinance has been executed.

Note: For any balloon mortgage that has reached the end of the balloon period and has been refinanced or
modified by the lender, and that was not owned by Fannie Mae prior to the refinance or modification, refer to
B2-1.4-02, Loan Eligibility (08/07/2019), for eligibility and delivery requirements.

v Requirements

The balloon mortgage must have contained a conditional refinancing option that the borrower could
exercise when the balloon maturity date was reached.

All of the requirements of the balloon documents that relate to the refinancing must be met.

The LTV ratio and CLTYV ratio for the original balloon mortgage did not exceed 95%.
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v Requirements

All eligibility requirements (with respect to mortgage interest rate, borrower payment history, property
ownership, occupancy status, and lien status) at the time of the balloon maturity date must be met,
as outlined in theServicing Guide.

The new refinance mortgage must have a term of 23 years.

The new refinance mortgage must be closed on the special balloon refinancing documents Fannie
Mae developed for use in certain states.

When a new refinance mortgage that was approved under one or more of Fannie Mae's eligibility
criteria for approving a conditional refinance is included in an MBS pool, no more than one payment
was 30 days late in the past 12 months.

A refinance mortgage that results from a borrower’s decision to exercise the refinance option of a Fannie Mae-owned or
Fannie Mae-securitized balloon mortgage does not need to satisfy Fannie Mae eligibility criteria for mortgages that are more
than one year old if the interest rate for the refinanced mortgage is not more than 5% higher than the interest rate for the
balloon mortgage.

If the difference in the old and new interest rates is more than 5%, lenders must re-underwrite both the borrower and the
property to ensure that eligibility criteria for seasoned mortgages (mortgages that are more than one year old) are satisfied.

Pricing

Mortgage loans secured by investment properties will be subject to the applicable LLPA. Refer to the Servicing Guide for
permissible changes in occupancy and to the Loan-Level Price Adjustment (LLPA) Matrix for applicable investment property
LLPAs. No other LLPAs will be assessed for refinanced balloon mortgages.

MBS Eligibility

A balloon mortgage that has been refinanced into a 23-year fixed-rate loan may be included in an MBS pool using the TBA-
eligible prefix CL, provided that all requirements related to the conditional right to refinance have been met.

Loan Delivery Data

All applicable loan delivery data must be provided at the time a refinanced balloon loan is redelivered to Fannie Mae. Refer
to the Loan Delivery Data Requirements for a full list of data fields and additional information.

The table below highlights specific fields and identifies whether the delivery data should be provided based on the original
balloon mortgage transaction, or must reflect the terms of the refinanced balloon after the conditional right to refinance has
been executed.
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Loan Delivery Field Name

Source of the Delivery Data Upon
Redelivery

Type of Amortization

Refinanced balloon loan

Mortgage Type

Refinanced balloon loan

Original Term

Refinanced balloon loan

Note Rate

Refinanced balloon loan

Original Loan Amount

Refinanced balloon loan

Constant P&l

Refinanced balloon loan

Maximum Term

Refinanced balloon loan

Amortization Term

Refinanced balloon loan

Original Note Rate

Refinanced balloon loan

Monthly Housing Expense

Original balloon loan

Monthly Debt Expense

Original balloon loan

Monthly Income

Original balloon loan

Appraisal Amount

Original balloon loan

Date of Mortgage Note

Original balloon loan

Borrower Credit Repository Source Indicator/Co-
Borrower Credit Repository Source Indicator

Original balloon loan

Borrower Credit Score Source/Co-Borrower Credit
Score Source

Original balloon loan

Borrower Credit Score/Co-Borrower Credit Score

Original balloon loan

Appraisal Amount

Original balloon loan

First Payment Date

Refinanced balloon loan

Last Paid Installment Date

Refinanced balloon loan

LTV Ratio

Original balloon loan

08/07/2019

The new refinance mortgage loan must also be delivered with Special Feature Codes 007 and 236 (in addition to any other
special feature codes that may also be applicable to the transaction).

Related Announcements

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

Issue Date

Announcement SEL-2015-13

December 15, 2015

Announcement SEL-2013-03

April 9, 2013

Announcement SEL-2012-06

June 26, 2012

Announcement SEL-2011-06

July 26, 2011

Announcement SEL-2010-06

April 30, 2010

Announcement SEL-2010-02

March 2, 2010

Announcement 09-32

October 30, 2009

08/07/2019

B2-1.3-05, Temporary Interest Rate Buydowns (07/29/2014)

Introduction

This topic contains information on temporary interest rate buydowns, including:

*  Provisions for Temporary Interest Rate Buydown Plans

*  Buydown Funds Provided by Interested Parties to the Transaction

e Lender-Funded Buydowns

*  Buydown Agreements

« Eligible Transaction Types

*  Qualifying the Borrower

» Terms of the Buydown

* Buydown Funds

+ Disposing of Buydown Funds
MBS Pool Considerations

* Delivery Requirements

Provisions for Temporary Interest Rate Buydown Plans

The table below provides the general requirements under which Fannie Mae purchases or securitizes loans subject to tem-

porary interest rate buydown plans.
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v General Requirements for Loans with Temporary Interest Rate Buydown Plans

Temporary interest rate buydowns are allowed on fixed-rate mortgages and certain ARM plans for
principal residences or second homes provided the rate reduction does not exceed 3%, and the rate
increase will not exceed 1% per year.

The buydown plan must be a written agreement between the party providing the buydown funds and
the borrower.

All of the terms of the buydown plan must be disclosed to Fannie Mae, the mortgage insurer, and the
property appraiser.

The mortgage instruments must reflect the permanent payment terms rather than the terms of the
buydown plan. In no event may the buydown plan change the terms of the mortgage note.

Buydown Funds Provided by Interested Parties to the Transaction

When the source of the buydown funds is an interested party to the property sale or purchase transaction, Fannie Mae’s
interested-party contribution limits apply. (See B3-4.1-02, Interested Party Contributions (IPCs) (08/07/2018).)

Lender-Funded Buydowns

When the lender funds the buydown, the buydown agreement must require that the funds in the buydown account be trans-
ferred to the new servicer if the mortgage is included as part of a subsequent transfer of servicing.

Buydown Agreements

The buydown agreement must provide that the borrower is not relieved of his or her obligation to make the mortgage pay-
ments required by the terms of the mortgage note if, for any reason, the buydown funds are not available.

The buydown agreement may include an option for the buydown funds to be returned to the borrower or to the lender, if it
funded the buydown, if the mortgage is paid off before all of the funds have been applied.

A copy of the buydown agreement must be included in the delivery documentation for the mortgage.

Eligible Transaction Types

The following table lists the transaction types that are eligible and ineligible for temporary buydowns:
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Transaction Type Eligibility
Principal residence Eligible
Second homes Eligible
Investor properties Ineligible
Cash-out refinance transactions Ineligible
ARMs Restricted

For specific ARM plan restrictions, refer to the following:

* B2-1.3-02, Adjustable-Rate Mortgages (ARMs) (06/05/2019), and
«  B5-4.1-02, Texas Section 50(a)(6) Loan Eligibility (12/19/2017).

Qualifying the Borrower

When underwriting loans that have a temporary interest rate buydown, the lender must qualify the borrower based on the

note rate without consideration of the bought-down rate.

For qualifying requirements, see B3-6-04, Qualifying Payment Requirements (04/15/2014).

Terms of the Buydown

Fannie Mae does not place a limit on the total dollar amount of an interest rate buydown.
The total dollar amount of an interest rate buydown must be consistent with the terms of the buydown period.
An interest rate buydown plan must provide for:

* abuydown period not greater than 36 months, and

* increases of not more than 1% in the portion of the interest rate paid by the borrower in each 12-month interval.

More frequent changes are permitted as long as the total annual increase does not exceed 1%.

Buydown Funds

The table below provides Fannie Mae requirements for treatment of buydown funds.
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v Requirement

Buydown accounts must be established and fully funded by the time the lender submits the mortgage
to Fannie Mae for purchase or securitization.

Funds for buydown accounts must be deposited into custodial bank accounts.

Note: Buydown funds cannot be included in accounts with the lender’s other corporate funds.

The borrower’s only interest in buydown funds is to have them applied toward payments as they come
due under the note.

Buydown funds are not refundable unless the mortgage is paid off before all the funds have been
applied.

Buydown funds cannot be used to pay past-due payments.

Buydown funds cannot be used to reduce the mortgage amount for purposes of determining the LTV
ratio.

Disposing of Buydown Funds

If the mortgage is liquidated or the property is sold during the buydown period, the lender should dispose of the buydown
funds in the following manner:

Status of Mortgage Disposition of Funds

The mortgage is paid in full. The funds should be credited to the total amount
required to pay off the mortgage, or they may be
returned to either the borrower or the lender as specified
in the buydown agreement.

The mortgage is foreclosed. The funds are used to reduce the mortgage debt.

The property is sold and the mortgage is assumed by the | The funds may continue to be used to reduce the
purchaser. mortgage payments under the original terms of the
buydown plan.

MBS Pool Considerations

When a lender includes a mortgage with a significant interest rate buydown—such as a 3-2-1 temporary interest rate buy-
down—in an MBS pool, there are restrictions on the maximum amount of loans that can have a significant temporary buy-
down. See C3-2-01, Determining Eligibility for Loans Pooled into MBS (07/03/2019), for additional information.
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Delivery Requirements

The following special feature codes must be delivered, depending on the type of interest-rate buydown:

If the temporary interest-rate buydown provides for Then the mortgage loan must be
identified with

» adifference of 2 percentage points or less between the actual note
rate and the “bought-down” interest rate, or SFC 009

» a buydown period of 2 years or less,

« adifference of more than 2 percentage points between the actual
note rate and the “bought-down” rate, or SFC 014

* abuydown period greater than 2 years,

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-2014-10 July 29, 2014
Announcement SEL-2012-07 August 21, 2012
Announcement SEL-2011-09 August 30, 2011
Announcement 09-37 December 30, 2009
Announcement 09-19 June 8, 2009

Printed copies may not be the most current version. For the most current version, go to the online
version at https://www.fanniemae.com/singlefamily/originating-underwriting.

229


https://www.fanniemae.com/content/announcement/sel1410.pdf
https://www.fanniemae.com/content/announcement/sel1207.pdf
https://www.fanniemae.com/content/announcement/sel1109.pdf
https://www.fanniemae.com/content/announcement/0937.pdf
https://www.fanniemae.com/content/announcement/0919.pdf

Part B, Origination Through Closing

Subpart B2, Eligibility 08/07/2019
Chapter B2-1, Mortgage Eligibility
Section B2-1.4, Other Loan Attributes and Related Policies

Section B2-1.4, Other Loan Attributes and
Related Policies

B2-1.4-01, Loan Limits (02/06/2019)

Introduction

This topic contains information on loan limits, including:

«  Overview

¢ Loan Limits Defined

¢ Loan Limits and Modified Loans

Overview

Fannie Mae can only purchase loans up to a certain dollar amount. This dollar amount is known as the loan limit. Fannie
Mae’s loan limits are imposed under its federal charter as amended by law.

The loan limits apply to all conventional loans delivered to Fannie Mae for whole loan purchase or MBS pool issuance and
are based on the original loan amount of the loan (irrespective of the origination date). The limits are subject to change an-
nually and vary, depending upon the number of units in the property and the property’s location. The Loan Limits for Con-
ventional Mortgages are posted on Fannie Mae's website.

Lenders are responsible for ensuring that the original loan amount of each loan does not exceed the applicable maximum
loan limit for the specific area in which the property is located at the time the loan is delivered to Fannie Mae.

Loan Limits Defined

Fannie Mae’s first mortgage loan limits are defined in terms of general loan limits and high-cost area loan limits:

« The general limits apply to the majority of the loans that Fannie Mae purchases.
* The high-cost area loan limits apply to loans secured by properties in designated high-cost areas, as determined by
Fannie Mae’s regulator. The high-cost area loan limits vary across the country.

High balance loans are subject to the high-cost area loan limits. Fannie Mae’s eligibility and delivery requirements may vary
for high-balance loans. See Chapter B5-1, High-Balance Mortgage Loans for additional information.
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If the loan is a first lien securing an ownership interest in a co-op corporation, the amount of the first lien and prorated share
of the co-op corporation blanket mortgage cannot exceed Fannie Mae’s loan limits.

Fannie Mae has no minimum original loan amount requirement for either whole loans or MBS loans.

Loan Limits and Modified Loans

Loan limits for modified loans are based on the original loan amount of the loan and not on the unpaid principal balance of
the loan at the time of modification or acquisition by Fannie Mae. A modified loan with an original loan amount exceeding
the current loan limit is not eligible for purchase by Fannie Mae, even though the balance at the time of the modification may
be at or below the current applicable loan limit.

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-2019-01 February 06, 2019
Announcement SEL-2011-03 March 31, 2011

B2-1.4-02, Loan Eligibility (08/07/2019)

Introduction

This topic contains information on mortgage loan eligibility requirements, including:

» Ability to Repay Loan Eligibility Requirements

* Acceptable Loan Terms
« HOEPA and State Higher-Priced Loans

* Impact of Special Assessments on Maximum Loan Amount

*  Premium Pricing

¢ Private Transfer Fee Covenants

*  Property Value for Loans Sold More than Four Months from Note Date

« Seasoned Loans
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¢ Modified Loans

* Nonstandard Payment Collection Options

Ability to Repay Loan Eligibility Requirements
The following provisions apply to loans with application dates on or after January 10, 2014.

Note: As to any loan for which the original application was made before January 10, 2014, but which was
assumed on or after January 10, 2014, and subsequently purchased or securitized by Fannie Mae, then, for
eligibility purposes, the application date is considered to be the date on which Truth in Lending Act disclosure
requirements were triggered with respect to such assumption.

ATR Covered Loans. An ATR Covered Loan is a loan subject to the TILA’s ability to repay requirements under Regulation
Z and is otherwise not an ATR Exempt Loan (defined below). An ATR Covered Loan must meet the following requirements
in addition to the other underwriting and eligibility requirements in the Selling Guide:

* have aloan term not exceeding 30 years;

* be a fully amortizing loan, as defined in Regulation Z:

- the loan must have regular periodic payments that are substantially equal that do not result in an increase in the
principal balance or allow the borrower to defer repayment of principal; and

* have total points and fees not in excess of 3% of the total loan amount (or such different amount as provided in Regu-
lation Z) as described below under Points and Fees Limitations.

Exception: The only exception to these requirements is for single-closing construction-to-permanent loans, which may have
a loan term that exceeds 30 years including the construction period. See B5-3.1-02, Conversion of Construction-to-Perma-
nent Financing: Single-Closing Transactions (08/07/2019), for additional information.

The ATR Covered Loan requirements apply to acquisitions of newly originated loans (including government mortgage loans).
These new requirements do not apply to assumptions or modifications of existing Fannie Mae loans regardless of the dates
on which the loans being assumed or modified were originally closed.

ATR Exempt Loans. An ATR Exempt Loan is, with certain exceptions, a loan that either is not subject to TILA or is exempt
from the ability to repay requirements in Regulation Z (12 CFR § 1026.43(a) or (d)). For purposes of determining whether a
loan is an ATR Exempt Loan, lenders must follow the TILA and Regulation Z definitions.

Note: The classification of certain transactions for TILA purposes and for eligibility and underwriting purposes
by Fannie Mae do not always align. For example, Fannie Mae defines a four-unit property where the borrower
occupies one of the units as a “principal residence.” If under TILA such a loan is considered to be for commercial
or business purposes, it will be exempt from TILA and therefore considered an ATR Exempt Loan by Fannie
Mae.

Exception: A “non-standard mortgage” to “standard mortgage” refinance transaction as defined in Regulation Z (other than
a loan secured by an investment property that fits within the “business purpose” definition for an exempt loan under TILA)
shall be treated as an ATR Covered Loan.

Fannie Mae purchases or securitizes ATR Exempt Loans as long as such loans meet the other eligibility and underwriting
requirements described in this Guide.
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Points and Fees Limitations. For purposes of these requirements, “total points and fees” and “total loan amount” must be
calculated in accordance with Regulation Z (12 CFR § 1026.32).

+ ATR Covered Loans: Total points and fees may not exceed 3% of the total loan amount or such different amount in
accordance with the qualified mortgage provisions of Regulation Z (12 CFR § 1026.43(e)(3)(i)). If a lender makes a
cure payment in the amount and by the time required by 12 CFR § 1026.43(e)(3)(iii), such loan satisfies this require-
ment.

+ ATR Exempt Loans: Total points and fees may not exceed 5% of the total loan amount. This determination may take
into account either of the following adjustments:

- permitted reduction of total points and fees pursuant to 12 CFR § 1026.31(h); or

- in the case of loans not subject to TILA, restitution to the borrower of at least that portion of total points and fees
that exceeded 5% at the time of loan closing.

Acceptable Loan Terms

Fannie Mae purchases or securitizes loans that have original terms up to 30 years. The term of a first mortgage may not
extend more than 30 years beyond the date that is one month prior to the date of the first payment.

Exception: The only exception to these requirements is for single-closing construction-to-permanent loans, which may have
a loan term that exceeds 30 years including the construction period. See B5-3.1-02, Conversion of Construction-to-Perma-
nent Financing: Single-Closing Transactions (08/07/2019).

HOEPA and State Higher-Priced Loans

Aloan that is subject to the Home Ownership and Equity Protection Act of 1994 (HOEPA), as described in Section 32 of
Regulation Z, is not eligible for delivery to Fannie Mae.

In addition, Fannie Mae does not purchase or securitize loans that meet the definitions under the following laws of the state
in which the property is located (“state higher-priced loans”), regardless of whether any provision of such state law is pre-
empted by federal law with respect to a particular loan or for a particular originator:

State Loan Type Description

Arkansas High-cost home loan Loans delivered on or after
September 1, 2003 that meet the
definition of “high-cost home loan”
under the Arkansas Home Loan
Protection Act (Ark. Code Ann. §§
23-53-101 et seq.), notwithstanding
the “safe harbor” language
contained in § 23-53-103(5)(B).
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State

Loan Type

Description

Georgia

Home Loan

Loans originated between October
1, 2002 and March 7, 2003 that are
governed by the Georgia Fair
Lending Act (Ga. Code Ann. §§ 7-
6A-1 et seq.).

Georgia

High-cost home loan

Loans delivered on or after January
1, 2003 that meet the definition of
“high-cost home loan” under the
Georgia Fair Lending Act (Ga. Code
Ann. §§ 7-6A-1 et seq.), as
amended effective March 7, 2003.

Illinois

High risk home loan

Loans delivered on or after January
1, 2004 that meet the definition of
“high risk home loan” under the
lllinois High Risk Home Loan Act (§
815 lll. Comp. Stat. 137/1 et seq.).

Indiana

High cost home loan

Loans delivered on or after January
1, 2005 that meet the definition of
“high cost home loan” under the
Indiana Home Loan Practices Act
(Ind. Code Ann. §§ 24-9-1 et seq.),
notwithstanding the “safe harbor”
language contained in § 24-9-1-1.

Kentucky

High-cost home loan

Loans delivered on or after
September 1, 2003 that meet the
definition of “high-cost home loan”
under the Kentucky high-cost home
loan statute (Ky. Rev. Stat. §
360.100).

Maine

High-rate, high-fee mortgage

Loans delivered on or after January
1, 2008 that meet the definition of
“high-rate, high-fee mortgage” under
the Maine Consumer Credit Code —
Truth in Lending (Me. Rev. Stat. Tit.
9-A §§ 8-101 et seq.).

Massachusetts

High-cost home mortgage loan

Loans delivered on or after
November 7, 2004 that meet the
definition of “high cost home
mortgage loan” under the
Massachusetts Predatory Home
Loan Practices Act (Mass. Gen.
Laws Ann. ch.183C).

08/07/2019
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State

Loan Type

Description

New Jersey

High-cost home loan

Loans delivered on or after
November 27, 2003 that meet the
definition of “high-cost home loan”
under the New Jersey Home
Ownership Security Act of 2002
(N.J. Rev. Stat. §§ 46:10B-22 et

seq.).

New Mexico

High-cost home loan

Loans delivered on or after January
1, 2004 that meet the definition of
“high-cost home loans” under the
New Mexico Home Loan Protection
Act (N.M. Stat. Ann. §§ 58-21A-1 et

seq.).

New York

High-cost home loan

Loans delivered on or after April 1,
2003 that meet the definition of
“high-cost home loan” under the
New York Banking Law § 6-I.

New York

Subprime home loan

Loans delivered on or after
September 1, 2008 that meet the
definition of “subprime home loan”
under New York Banking Law § 6-m.

Rhode Island

High-cost home loan

Loans delivered on or after
December 31, 2006 that meet the
definition of “high-cost home loan”
under the Rhode Island Home Loan
Protection Act (R.I. Gen. Laws §§
34-25.2-1 et seq.), notwithstanding
the exemptions contained in § 34-
25.2-11 of the Rhode Island law.

Tennessee

High-cost home loan

Loans delivered on or after January
1, 2007 that meet the definition of
“high-cost home loan” under the
Tennessee Home Loan Protection
Act (Tenn. Code Ann. §§ 45-20-101
et seq.), notwithstanding the
preemption provision contained in §
45-20-111 of the Tennessee law.

08/07/2019

Impact of Special Assessments on Maximum Loan Amount

If special assessments have been levied against the property and they are not paid before or at closing, the maximum loan
amount otherwise available must be reduced by the amount of the unpaid special assessments (unless sufficient deposits

to pay them will be collected as part of the loan payment).
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If the security property may be subject to liens for taxes and special assessments and the liens are not yet due and payabile,
Fannie Mae does not consider these conditions, restrictions, and encumbrances material and does not require a reduction
in the maximum loan amount.

The lender must provide documentation to show that the current installments of taxes and assessments (or future install-
ments of special assessments that have been levied) - including those which may have been attached as prior liens, but
which are not now in arrears - have been paid or that sufficient deposits are being collected to pay them.

Premium Pricing

Premium pricing refers to situations when a borrower selects a higher interest rate on a loan in exchange for a lender credit.
The lender credit cannot be used to fund any portion of the borrower’s down payment, and should not exceed the amount
needed to offset the borrower’s closing costs.

Any excess lender credit required to be returned to the borrower in accordance with applicable regulatory requirements is
considered an overpayment of fees and charges, and may be applied as a principal curtailment or returned in cash to the
borrower. See the following sections for additional details on lender credits derived from premium pricing:

«  B3-4.1-01, Minimum Reserve Requirements (08/07/2019)

*  B3-4.1-02, Interested Party Contributions (IPCs) (08/07/2018)

* B3-4.3-06, Donations From Entities (05/01/2018)

*  B5-5.1-02, Community Seconds Loan Eligibility (06/05/2018)

Private Transfer Fee Covenants

In accordance with a regulation issued by the Federal Housing Finance Agency on March 16, 2012, and codified at 12 CFR
Part 1228 (the “Private Transfer Fee Regulation”), Fannie Mae will not purchase or securitize loans on properties encum-

bered by private transfer fee covenants if those covenants were created on or after February 8, 2011, unless permitted by
the Private Transfer Fee Regulation.

The lender must establish policies and/or procedures to ensure that the loans it delivers to Fannie Mae, whether or not the
loans were originated by the lender, are not secured by properties encumbered with a private transfer fee that is unaccept-
able under the Private Transfer Fee Regulation. The policies and/or procedures will be reviewed by Fannie Mae as part of
the lender’s operational review process.

As with all other federal, state, and local laws, the lender (and any third-party originator it uses) must be aware of, and in full
compliance with, the Private Transfer Fee Regulation. (Refer to the Private Transfer Regulation for further detail concerning
acceptable and unacceptable private transfer fee covenants, as well as the definitions of “private transfer fee” and “private
transfer fee covenant.”)
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08/07/2019

Property Value for Loans Sold More than Four Months from Note Date

For loans that are more than four months old from the date of the note and loan to the date the loan is sold to Fannie Mae,
the current value of the property cannot be less than the original value. If the lender is unable to warrant that the current

value of the property is not less than the original value of the property, the loan is not eligible for delivery to Fannie Mae by
the lender except on a negotiated basis. In these instances, the loan must be submitted as part of a bulk transaction, which
is subject to additional review by Fannie Mae to ensure the loan is eligible for sale.

Seasoned Loans

Seasoned loans are loans that are more than one year old from the first payment date to:

» the loan purchase date for whole loans, or

» the pool issue date for MBS loans.

Note: Fannie Mae restricts purchase or securitization of seasoned ARM loans to those that are delivered as a
negotiated transaction. See B2-1.3-02, Adjustable-Rate Mortgages (ARMs) (06/05/2019) for additional

restrictions on LIBOR ARM loans.

The table below provides the requirements for seasoned loans.

v

Seasoned Loan Requirements

Seasoned loans may not be included in Fannie Majors MBS pools. See Chapter C3-6, Pooling Loans
into Fannie Majors.

The lender’s underwriting of the borrower’s credit and the security property for a seasoned loan must
meet the current requirements set out in this Guide.

The borrower has not had a 30-day delinquency in the 12-month period that precedes the lender’s
delivery of the loan to Fannie Mae.

If the current borrower assumed the loan and has owned the property for less than 12 months, he or
she must have had no 30-day delinquency since purchasing the property.

The borrower’s ability to pay must not have changed adversely.

Note: If the loan has been assumed, the new borrower’s credit must be fully documented and
underwritten in accordance with the same standards used for new loans, unless the transfer of
ownership was one of the exempt transactions that legally prohibit a credit review. See the
Servicing Guide for an explanation of exempt transactions.

The current value of the property cannot be less than the original value. If the lender is unable to
provide this warranty, the loan is not eligible for delivery to Fannie Mae by the lender except on a
negotiated basis.

The status of the title to the property must not have been affected adversely.
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v Seasoned Loan Requirements

The loan must satisfy Fannie Mae’s current applicable mortgage eligibility requirements.

If the loan is secured by a unitin a condo, co-op, or PUD project, the project must satisfy Fannie Mae’s
current applicable project eligibility requirements.

If the loan was modified prior to delivery to Fannie Mae, it must be a modification that is eligible for
delivery in accordance with the requirements of this Guide as described below under Modified Loans.

Except to the extent otherwise expressly permitted in the Selling Guide (A2-3.2-01, Loan
Repurchases and Make Whole Payments Requested by Fannie Mae (08/29/2017)), or the Servicing
Guide with respect to the redelivery of loans to Fannie Mae, the loan being delivered cannot be one
that was required to be repurchased by a secondary market investor, government-sponsored
enterprise, or private institutional investor other than Fannie Mae for any documentation,
underwriting, property valuation, or other deficiencies and/or issues with the property (including
project eligibility if the property is in a condo, co-op, or PUD project), borrower credit or other
deficiencies or for any other reason.

Modified Loans

A modified loan is a loan that was legally modified after loan closing in a way that changed any of the loan terms or attributes
reflected in the original note. In general, loans with material modifications, such as changes to the original loan amount, in-
terest rate, final maturity, or product structure, are not eligible for delivery to Fannie Mae.

A loan that was modified to effect technical or typographical corrections is permitted for delivery, provided that all of the
changes correct errors in the executed documents, which reflect the terms of the original loan transaction. None of the
changes can be the result of a subsequent modification or amendment to the original loan amount, interest rate, or other
material loan term. The correction may not result in a change to, or create any inconsistencies with, other legal documents.

Fannie Mae permits the delivery of certain other modified loans based primarily on whether the loan was owned or securi-
tized by Fannie Mae prior to the modification, or the modification of the loan was done in accordance with a standard product
or is common and customary in a certain area.

The table below provides a comprehensive overview of Fannie Mae requirements applicable to the delivery of modified
loans. If the loan is not eligible in accordance with standard Selling Guide provisions, it may be eligible in accordance with
a variance. Such variances may be subject to additional terms and conditions.
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Category of Owned or Securitized | Eligible for Delivery to | Selling Guide or
Modification by Fannie Mae Prior | Fannie Mae After Servicing Guide
to or at Time of Modification? Reference
Modification?
Converted ARMs Yes Yes Selling Guide: See B2-1.3-
03, Convertible ARMs (02/
23/2016), for convertible
ARMs that are redelivered
to Fannie Mae after their
removal from an MBS pool
No No N/A
Maturing Balloon with Yes Yes Selling Guide: See B2-1.3-
Conditional Right to 04, Refinanced Balloon
Refinance Mortgages (12/15/2015),
for refinanced balloon
loans owned or securitized
by Fannie Mae that have a
conditional refinance
option
No No N/A
Maturing Balloon with Yes or No No N/A
Conditional Right to
Modify
Borrower Principal Yes N/A — No redelivery Servicing Guide: See
Curtailment and Recast required Chapter C-1, Processing
Over Remaining Term Mortgage Loan Payments
No No N/A
Changes to Borrowers Yes N/A — No redelivery Servicing Guide: See
Due to Death, Marriage, or required Chapter D1-4, Transfers
Other Allowable Property of Ownership
Transfers
No No N/A
Single-Closing No Yes Selling Guide: See B5-3.1-
Construction-to- 02, Conversion of
Permanent Financing Construction-to-
Permanent Financing:
Single-Closin
Transactions (08/07/2019)
New York Consolidation, No Yes Selling Guide: See B8-2-
Extension, and 02, Special-Purpose
Modification Security Instruments (05/
26/2015)
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in Material Changes to
Loan Terms

Category of Owned or Securitized | Eligible for Deliveryto | Selling Guide or

Modification by Fannie Mae Prior | Fannie Mae After Servicing Guide
to or at Time of Modification? Reference
Modification?

Modifications that Result No No Selling Guide: See

Modified Loans, above

08/07/2019

Nonstandard Payment Collection Options

A nonstandard payment collection option is a payment option that permits the borrower to make loan payments on a sched-
ule other than a monthly basis. If the nonstandard payment collection option terms are included in the loan documents, then

the loan is ineligible for delivery to Fannie Mae.

Lenders may offer nonstandard payment collection plans as part of a separate agreement; however, the loan is eligible for
delivery to Fannie Mae only under the following conditions:

+ the agreement must not impact the terms and conditions of the mortgage note, nor the reporting or remittance of pay-

ments to Fannie Mae;

« the agreement must be cancelable by the borrower without cost; and

» the loan must be identifiable by the lender such that the information can be provided to Fannie Mae upon request.

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-2019-05

June 05, 2019

Announcement SEL-2017-10

December 19, 2017

Announcement SEL-2016-05

June 28, 2016

Announcement SEL-2015-12

November 3, 2015

Announcement SEL-2015-07

June 30, 2015

Announcement SEL-2015-01

January 27, 2015

Announcement SEL-2014-16

December 16, 2014

Announcement SEL-2014-12

September 30, 2014
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Announcements Issue Date
Announcement SEL-2014-11 August 26, 2014
Announcement SEL-2014-03 April 15, 2014
Announcement SEL-2013-07 September 24, 2013
Announcement SEL-2013-06 August 20, 2013
Announcement SEL-2013-03 April 9, 2013
Announcement SEL-2012-06 June 26, 2012
Announcement SEL-2012-04 May 15, 2012
Announcement SEL-2011-06 July 26, 2011
Announcement SEL-2011-03 March 31, 2011
Announcement SEL-2011-01 January 27, 2011
Announcement SEL-2010-10 August 12, 2010
Announcement SEL-2010-06 April 30, 2010
Announcement 09-32 October 30, 2009
Announcement 09-19 June 8, 2009

B2-1.4-03, Legal Requirements (08/20/2013)

Introduction

This topic contains information on legal requirements, including:

»  First Mortgage Lien Position

* Personal Property

* Rental Property Leases

+ Mortgages with a Capitalization Option

*  Mortgages Permitting Open-end Advances
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First Mortgage Lien Position

If the mortgage being delivered to Fannie Mae is a first mortgage, the lien of the security instrument must be a first and par-
amount lien on the borrower’s estate in the real property.

Personal Property

Personal property may not be included as additional security for any mortgage on a one-unit property unless otherwise spec-
ified by Fannie Mae. For example, certain personal property is pledged when the Multistate Rider and Addenda (Form 3170)
is used.

Rental Property Leases

When the property that secures a first mortgage is rented, the rental agreement or lease cannot include provisions that could
affect significantly Fannie Mae’s position as mortgagee.

In some jurisdictions, leases that predate the mortgage have a superior claim to the mortgage even if they have not been
recorded. Normally, a tenant’s rights under a pre-existing lease remain intact on the sale of the leased premises.

Accordingly, if the lease is not subordinate to the mortgage, the lender must review each lease to ensure that any tenant’s
rights to purchase the property and any other rights that could affect adversely Fannie Mae’s mortgagee interest have been
waived formally by the tenant or tenants.

Mortgages with a Capitalization Option

Some mortgage instruments permit the note holder to capitalize delinquent interest or sums advanced to pay insurance pre-
miums, property taxes, or other expenses required to protect the value of the security property by adding them to the out-
standing principal balance of the mortgage.

Fannie Mae will not purchase or securitize mortgages where any such funds have been capitalized or advanced by the note
holder prior to delivery to Fannie Mae.

Mortgages Permitting Open-end Advances

Fannie Mae purchases or securitizes a mortgage that includes an open-end advance provision only if the provision gives
Fannie Mae the option not to make any advances. If funds were advanced prior to delivery, the transaction is considered a
modified mortgage that is not eligible for delivery. See B2-1.4-02, Loan Eligibility (08/07/2019).
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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—-2013-06 August 20, 2013
Announcement SEL-2011-06 July 26, 2011
Announcement 09-24 July 10, 2009

B2-1.4-04, Escrow Accounts (08/07/2019)

Introduction

This topic contains information on escrow accounts, including:

«  Escrow Accounts

Escrow Waivers

Escrow Accounts

First mortgages generally must provide for the deposit of escrow funds to pay as they come due, including taxes, ground
rents, premiums for property insurance, and premiums for flood insurance. However, escrow deposits for the payment of
premiums for borrower-purchased mortgage insurance (if applicable) are mandatory.

Fannie Mae does not require an escrow deposit for property or flood insurance premiums for an individual unit in a condo,
co-op, or PUD when the project in which the unit is located is covered by a blanket insurance policy purchased by the home-
owners’ association or co-op corporation.

If a special assessment levied against the property was not paid at loan closing, the borrower’s payment must include ap-
propriate accruals to ensure that any estimated annual payment toward the assessment will be accumulated by the time it
comes due.

For certain refinance transactions where the borrower is financing real estate taxes in the loan amount, an escrow account
is required, subject to applicable law or regulation. Refer to B2-1.2-02, Limited Cash-Out Refinance Transactions (08/07/
2019), and B2-1.2-03, Cash-Out Refinance Transactions (07/03/2019).
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Escrow Waivers

Fannie Mae advocates the establishment of an escrow account for the payment of taxes and insurance, particularly for bor-
rowers with blemished credit histories or first-time homeowners.

Unless required by law, lenders may waive escrow account requirements for an individual first mortgage, provided the stan-
dard escrow provision remains in the mortgage loan legal documents. Lenders cannot waive an escrow account for certain
refinance transactions (see above) or for the payment of premiums for borrower-purchased mortgage insurance (if applica-
ble). When the requirement for an escrow account is waived, the lender must retain Fannie Mae’s right to enforce the re-
quirement in appropriate circumstances.

Lenders must have a written policy governing the circumstances under which escrow accounts may be waived. When a lend-
er permits escrow waivers, subject to the mortgage documents and applicable law, the lender’s written policies must provide
that the waiver not be based solely on the LTV ratio of a loan, but also on whether the borrower has the financial ability to
handle the lump sum payments of taxes, insurance, and other items described above.

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-2015-07 June 30, 2015
Announcement SEL-2012-14 December 18, 2012
Announcement SEL-2012-13 November 13, 2012
Announcement SEL-2010-16 December 1, 2010

B2-1.4-05, Principal Curtailments (06/30/2015)

Introduction

This topic contains information on principal curtailments, including:

¢« Overview

*  Acceptable Curtailments
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«  Documentation

* Delivery Instructions

Overview

A principal curtailment is the application of funds that are used to reduce the unpaid principal balance of the mortgage loan.
Fannie Mae permits certain curtailments prior to loan delivery provided that the delivery data reflects the curtailment as de-
scribed below.

Acceptable Curtailments

Fannie Mae permits curtailments for the following reasons:

* The lender may apply a curtailment to refund the overpayment of fees or charges paid by the borrower, in any amount,
in accordance with applicable regulatory requirements.

» If the borrower receives more cash back than is permitted for limited cash-out refinances, the lender can apply a curtail-
ment to reduce the amount of cash back to the borrower to bring the loan into compliance with the maximum cash-back
requirement. The maximum amount of the curtailment cannot exceed the lesser of $2,500 or 2% of the original loan
amount for the subject loan. For example, if the borrower received $3,500 cash back at closing on a loan amount of
$200,000, the lender could apply a $1,500 curtailment prior to delivery to Fannie Mae. This would result in “net cash
back” to the borrower of $2,000, thus meeting Fannie Mae’s limited cash-out refinance requirement.

Lenders must apply these curtailments prior to delivery of the loan to Fannie Mae. Such curtailments may not be held until
after whole loan delivery or for application in the month subsequent to issuance of an MBS.

Fannie Mae also allows additional principal payments remitted by a borrower to prepay the mortgage loan as permitted by
the loan documents. All borrower-remitted curtailments received by the lender prior to delivery of the loan to Fannie Mae (or
MBS issuance) must be applied prior to delivery and may not be held until after loan delivery or MBS issuance. Curtailments
received after loan delivery must be applied in accordance with the Servicing Guide.

Documentation

If the curtailment is made at the time of closing, the amount must be clearly documented on the settlement statement. If the
curtailment is applied after closing, but before delivery, the mortgage loan file (or servicing file) must be documented with
the amount of the curtailment and the reason or source of the curtailment (for example, lender refund or borrower).

Delivery Instructions

The following table describes the requirements for the delivery of certain data elements that may (or may not) be impacted
by a curtailment applied prior to the delivery of the loan to Fannie Mae:
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Loan Delivery Field Name

Delivery Requirements Due to Curtailment

Original Loan Amount (Sort ID 319)

The loan amount as disclosed on the note (without
reduction for any principal curtailment).

P & | (Fixed-rate) (Sort ID 268)

P & | (ARMs) (Sort ID 436)

The principal and interest amount as reflected on the
note without reduction for any principal curtailment.

Note: If a principal curtailment has been applied
and the loan has been recast over the remaining
term prior to delivery to Fannie Mae, the loan is not
eligible for delivery.

Issue Date UPB (Sort ID 385)

The scheduled unpaid principal balance including
reductions for any principal curtailment applied prior to
delivery.

Last Paid Installment Date (Sort ID 440)

Do not advance the last paid installment date to account
for the application of a principal curtailment.

Current UPB (Sort ID 442)

The current unpaid principal amount including
reductions for any principal curtailment applied prior to
delivery.

Maturity Date (Sort ID 256)

The maturity date as reflected on the note without regard
to the effect of any principal curtailment that has been
applied.

Aggregate Curtailment Amount (Sort ID 438)

The dollar amount of any principal curtailment applied to
the loan prior to loan delivery.

08/07/2019

Refer to C1-2-02, Loan Data and Documentation Delivery Requirements (12/04/2018), for additional information and re-

sources regarding loan delivery.

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-2015-07

June 30, 2015

Announcement SEL-2013-01

January 17, 2013
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Chapter B2-2, Borrower Eligibility

Borrower Eligibility

08/07/2019

Introduction

This chapter explains the requirements related to borrower eligibility.

In This Chapter

This chapter contains the following topics:

B2-2-01, General Borrower Eligibility Requirements (07/28/2015). . . . . .. . ...
B2-2-02, Non-U.S. Citizen Borrower Eligibility Requirements (07/28/2015) ... ... ... . . ..
B2-2-03, Multiple Financed Properties for the Same Borrower (08/07/2019). . .. ... ... . . ...
B2-2-04, Guarantors, Co-Signers, or Non-Occupant Borrowers on the Subject Transaction (06/05/2018). .. ... ..
B2-2-05, Inter Vivos Revocable Trusts (10/31/2017) . . .. ..o o e e
B2-2-06, Homeownership Education and Housing Counseling (02/28/2017) ... ....... ... ... . . ...

B2-2-01, General Borrower Eligibility Requirements (07/28/2015)

Introduction

This topic contains information on general borrower eligibility requirements, including:

» General Borrower Eligibility Requirements

*  General Borrower Identity Criteria

¢ Tax Identification Numbers

« Establishing Borrower Ownership Interest

General Borrower Eligibility Requirements

Fannie Mae purchases or securitizes mortgages made to borrowers who are natural persons and have reached the age at
which the mortgage note can be enforced in the jurisdiction where the property is located. There is no maximum age limit

for a borrower.
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Exceptions to the requirement that borrowers be natural persons are:

* inter vivos revocable trusts,

* HomeStyle Renovation mortgages, and

* land trusts in those states where the beneficiary is an individual. (Note: Fannie Mae permits land trusts on a negotiated
basis for states where land trusts are widely accepted.)

See the following for additional information:

* B2-1.2-04, Prohibited Refinancing Practices (08/07/2019),

* B2-2-05, Inter Vivos Revocable Trusts (10/31/2017),

+ B5-3.2-02, HomeStyle Renovation Mortgages: Loan and Borrower Eligibility (04/03/2019), and
B5-5.1-04, Community Land Trusts (06/05/2018).

General Borrower ldentity Criteria

A borrower is any applicant (e.g., individually or jointly) whose credit is used for qualifying purposes to determine ability to
meet Fannie Mae’s underwriting and eligibility standards. “Co-borrower” is a term used to describe any borrower other than
the borrower whose name appears first on the note.

Lenders must confirm each borrower’s identity prior to the extension of credit. Fannie Mae’s requirements for borrower iden-
tity verification are intended to align with lenders’ existing federal obligations under laws requiring information and document
verification, including the Department of Treasury's Office of Foreign Assets Control (OFAC) regulations and the U.S. Patriot
Act. See A3-2-01, Compliance With Laws (07/03/2019), for additional information concerning borrower identity verification.

Tax ldentification Numbers

Fannie Mae requires that each borrower has a valid Social Security number or Individual Taxpayer Identification Number
(ITIN) (in addition to meeting existing legal residency and documentation requirements). For additional information, see B2-
2-02, Non—-U.S. Citizen Borrower Eligibility Requirements (07/28/2015).

DU and Loan Delivery may identify data integrity issues pertaining to the borrower’s Social Security number. Lenders must
take steps to resolve any issues, including numbers not issued, borrower age/issue date discrepancies, or Social Security
numbers associated with deceased individuals. If a lender cannot resolve any Social Security number inconsistencies:

« The lender must validate the Social Security number with the Social Security Administration (SSA). Direct validation
with SSA by a third party is acceptable. SSA-89 (Authorization for the Social Security Administration to Release Social
Security Number [SSN] Verification) must be used for this purpose. If using a third-party vendor, the lender must
ensure that the vendor goes directly to the SSA to validate the Social Security numbers. It is important to note that most
standard vendor reports are not direct SSA validations and, therefore, do not satisfy Fannie Mae’s requirements.

» Upon positive validation of the Social Security number with the SSA, the lender must deliver the loan with SFC 162.
SFC 162 should only be used if there is a discrepancy identified with the Social Security number (for example, identi-
fied via Loan Delivery edits), and the Social Security number was validated through the SSA.

» If the Social Security number cannot be validated with the SSA, the loan is not eligible for delivery to Fannie Mae.

Printed copies may not be the most current version. For the most current version, go to the online 248
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part B, Origination Through Closing
Subpart B2, Eligibility
Chapter B2-2, Borrower Eligibility

08/07/2019

If the borrower's Social Security number format is invalid and the borrower cannot provide a valid Social Security number,

the loan is not eligible for delivery to Fannie Mae.

Establishing Borrower Ownership Interest

A borrower must establish ownership interest in the security property and become liable for the note (whether individually or

jointly) by:

* signing the security instrument,
» signing the mortgage or deed of trust note,

« taking title to the property in the name of the individual borrower(s).

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-2015-08 July 28, 2015
Announcement SEL-2015-06 May 26, 2015

Announcement SEL-2013-01

January 17, 2013

Announcement SEL-2012-06

June 26, 2012

Announcement SEL-2012-01

January 31, 2012

Announcement SEL-2010-04

March 29, 2010

Announcement SEL-2010-01

March 2, 2010

B2-2-02, Non-U.S. Citizen Borrower Eligibility Requirements (07/28/

2015)

Introduction

This topic contains information on non—U.S. citizen borrower eligibility requirements.
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Non—U.S. Citizen Borrower Eligibility Requirements

Fannie Mae purchases and securitizes mortgages made to non-U.S. citizens who are lawful permanent or non-permanent
residents of the United States under the same terms that are available to U.S. citizens. Fannie Mae does not specify the
precise documentation the lender must obtain to verify that a non—-U.S. citizen borrower is legally present in the United
States. The lender must make a determination of the non—U.S. citizen’s status based on the circumstances of the individual
case, using documentation it deems appropriate. By delivering the mortgage to Fannie Mae, the lender represents and war-
rants that the non-U.S. citizen borrower is legally present in this country.

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-2015-08 July 28, 2015
Announcement SEL-2010-01 March 2, 2010

B2-2-03, Multiple Financed Properties for the Same Borrower (08/07/
2019)

Introduction

This topic contains information on multiple financed properties for the same borrower, including:

* Limits on the Number of Financed Properties

* Reserve Requirements

*  Applying the Multiple Financed Property Policy to DU Loan Casefiles
«  Exceptions

Limits on the Number of Financed Properties

The following table describes the limits that apply to the number of financed properties a borrower may have.
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Subject Property Occupancy

Transaction

Maximum Number of Financed
Properties

Principle residence

Transactions other than HomeReady
loans

No limit

Principle residence

HomeReady loans

DU and manually underwritten - 2

Second homelnvestment property

All

DU - 10, Manually underwritten - 6

The number of financed properties calculation includes:

the number of one- to four-unit residential properties where the borrower is personally obligated on the mortgage(s),
even if the monthly housing expense is excluded from the borrower’s DTI in accordance with B3-6-05, Monthly Debt
Obligations (12/04/2018)

the total number of properties financed, not to the number of mortgages on the property or the number of mortgages
sold to Fannie Mae (a multiple unit property counts as one property, such as a two-unit);

the borrower’s principal residence if it is financed; and

the cumulative total for all borrowers (though jointly financed properties are only counted once). For HomeReady loans,
financed properties owned by a non-occupant co-borrower that are owned separately from the borrower are excluded
from the number of financed properties calculation.

The following property types are not subject to these limitations, even if the borrower is personally obligated on a mortgage
on the property:

commercial real estate,

multifamily property consisting of more than four units,
ownership in a timeshare,

ownership of a vacant lot (residential or commercial), or

ownership of a manufactured home on a leasehold estate not titled as real property (chattel lien on the home).

Examples — Counting Financed Properties

A HomeReady borrower is purchasing a principle residence and is obligated on a mortgage securing an investment
property. A non-occupant co-borrower is solely obligated on mortgages securing three investment properties. In this
instance, the transaction is eligible for HomeReady, as the occupant borrower will have two financed properties. The
non-occupant co-borrower’s financed properties are not included in the property count.

The borrower is personally obligated on mortgages securing two investment properties and the co-borrower is person-
ally obligated on mortgages securing three other investment properties, and they are jointly obligated on their principal
residence mortgage. The borrower is refinancing the mortgage on one of the two investment properties. Thus, the bor-
rowers have six financed properties.

The borrower and co-borrower are purchasing an investment property and they are already jointly obligated on the
mortgages securing five other investment properties. In addition, they each own their own principal residence and are
personally obligated on the mortgages. The new property being purchased is considered the borrowers' eighth
financed property.
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« The borrower is purchasing a second home and is personally obligated on his or her principal residence mortgage.
Additionally, the borrower owns four two-unit investment properties that are financed in the name of a limited liability
company (LLC) of which he or she has a 50% ownership. Because the borrower is not personally obligated on the
mortgages securing the investment properties, they are not included in the property count and the result is only two
financed properties.

* The borrower is purchasing and financing two investment properties simultaneously. The borrower does not have a
mortgage lien against his or her principal residence but does have a financed second home and is personally obligated
on the mortgage, two existing financed investment properties and is personally obligated on both mortgages, and a
financed building lot. In this instance, the borrower will have five financed properties because the financed building lot
is not included in the property count.

Reserve Requirements

Additional reserve requirements apply to second home and investment properties based on the number of financed proper-
ties the borrower will have. The borrower must have sufficient assets to close after meeting the minimum reserve require-
ments. See B3-4.1-01, Minimum Reserve Requirements (08/07/2019), for the financed properties requirements. The
additional reserve requirements do not apply to HomeReady transactions.

Applying the Multiple Financed Property Policy to DU Loan Casefiles

If the borrower is financing a second home or investment property that is underwritten through DU and the borrower will have
one to six financed properties, Fannie Mae’s standard eligibility policies apply (for example, LTV ratios and minimum credit
scores). If the borrower will have seven to ten financed properties, the mortgage loan must have a minimum representative
credit score of 720; all other standard eligibility policies apply.

DU will determine the number of financed properties for the loan casefile based on the following approach:

+ If the Number of Financed Properties field is completed, DU will use that as the number of financed properties. The
lender must complete this field with the number of financed one- to four-unit residential properties (including the subject
transaction) for which the borrower(s) are personally obligated.

» If the Number of Financed Properties field is not provided, DU will use the number of residential properties in the Real
Estate Owned (REO) section that include a mortgage payment, or that are associated with a mortgage or HELOC in
the liabilities section of the loan application, as the number of financed properties.

» If the Number of Financed Properties field and the REO information was not provided, DU will use the number of mort-
gages and HELOCs disclosed in the liabilities section of the loan application as the number of financed properties.

*  When none of the information above is provided on the loan application, DU will use the number of mortgages and
HELOCs disclosed on the credit report as the number of financed properties.

Note: In order to account for the subject property, DU will add “1” to the number of financed properties on
purchase and construction transactions when the REO section, number of mortgages on the application, or
number of mortgages on the credit report are used as the number of financed properties.

After determining the number of financed properties, DU will use that value to assess the eligibility of the loan, including the
minimum credit score requirement for seven to ten financed properties, the minimum required reserves the lender must ver-
ify, and eligibility for HomeReady transactions.
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DU will issue a message informing the lender of the number of financed properties that DU used and where that information
was obtained (Number of Financed Properties field, REO section, number of mortgages on application, or number of mort-
gages on credit report). If DU used the information provided in the Number of Financed Properties field or in the REO section
as the number of financed properties, and that information is inaccurate, the lender must update the data and resubmit the
loan casefile to DU. If DU used the number of mortgages and HELOCs on the loan application or credit report as the number
of financed properties, and that number is inaccurate, the lender must provide the correct number in the Number of Financed
Properties field, or complete the Real Estate Owned section of the loan application and resubmit the loan casefile to DU.

Exceptions

High LTV refinance loans are exempt from the multiple financed property policies. See B5-7-01, High LTV Refinance Loan
and Borrower Eligibility (08/07/2018) for additional information on these loans.

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-2019-03 April 03, 2019
Announcement SEL-2017-09 October 31, 2017
Announcement SEL-2016—03 March 29, 2016
Announcement SEL-2015-10 September 29, 2015
Announcement SEL-2015-02 February 24, 2015
Announcement SEL-2015-01 January 27, 2015
Announcement SEL-2014-13 November 10, 2014
Announcement SEL-2014—-07 June 24, 2014
Announcement SEL-2014-06 May 27, 2014
Announcement SEL-2012-13 November 13, 2012
Announcement SEL-2012-07 August 21, 2012
Announcement SEL-2012-06 June 26, 2012
Announcement SEL-2012-04 May 15, 2012
Announcement SEL-2011-13 December 20, 2011
Announcement SEL-2011-09 August 30, 2011
Announcement SEL-2011-05 June 28, 2011
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Announcements Issue Date
Announcement SEL-2010-06 April 30, 2010
Announcement SEL-2010-02 March 2, 2010
Announcement 09-02 February 6, 2009
Announcement 08-35 December 18, 2008

B2-2-04, Guarantors, Co-Signers, or Non-Occupant Borrowers on the
Subject Transaction (06/05/2018)

Introduction

This topic contains information on guarantors, co-signers, or non-occupant borrowers on the subject transaction, including:

* Definitions

+  Down Payment and Qualifying Ratio Requirements for Manually Underwritten Loans

* LTV Ratio Requirements for Manually Underwritten Loans

LTV Ratio Requirements for Loan Casefiles Underwritten through DU

Definitions

Guarantors and co-signers are credit applicants who

» do not have ownership interest in the subject property as indicated on the title;

» sign the mortgage or deed of trust note;

* have joint liability for the note with the borrower; and

+ do not have an interest in the property sales transaction, such as the property seller, the builder, or the real estate bro-
ker.

Non-occupant borrowers are credit applicants on a principal residence transaction who

» do not occupy the subject property;

* may or may not have an ownership interest in the subject property as indicated on the title;
» sign the mortgage or deed of trust note;

* have joint liability for the note with the borrower(s); and
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+ do not have an interest in the property sales transaction, such as the property seller, the builder, or the real estate bro-
ker.

Down Payment and Qualifying Ratio Requirements for Manually Underwritten Loans

For manually underwritten loans, if the income of a guarantor, co-signer, or non-occupant borrower is used for qualifying
purposes, the occupying borrower(s) must make the first 5% of the down payment from their own funds unless:

+ the LTV or CLTV ratio is less than or equal to 80%; or

» the occupying borrower is purchasing a one-unit principal residence and meets the requirements to use gifts, donated
grant funds, or funds received from an employer to pay for some or all of the borrower’s minimum contribution. See B3-
4.3-04, Personal Gifts (09/29/2015); B3-4.3-06, Donations From Entities (05/01/2018); and B3-4.3-08, Employer Assis-
tance (09/29/2015), for additional information.

Using only the income of the occupying borrower(s) to calculate the DTI ratio, the maximum allowable DTI ratio is 43%.

Note: This policy applies even if the combined qualifying ratios for the borrower and the guarantor, co-signer, or
non-occupant borrower are well below Fannie Mae’s standard qualifying ratio benchmark. Minimum credit score
and reserve requirements based on the LTV ratio and combined qualifying ratios of all borrowers must be met
per the Eligibility Matrix. See Section B3-5.4, Nontraditional Credit History, for additional requirements that
apply when the transaction includes a borrower who does not have a credit score.

For additional information, see B3-6-02, Debt-to-Income Ratios (08/07/2019).

LTV Ratio Requirements for Manually Underwritten Loans

For manually underwritten loans, if the income of a guarantor, co-signer, or co-borrower is used for qualifying purposes, and
that guarantor, co-signer, or co-borrower will not occupy the subject property, the maximum LTV, CLTV, and HCLTV ratio
may not exceed 90% (unless a Community Seconds is part of the transaction, in which case the CLTV ratio may not exceed
105% where permitted in the Eligibility Matrix.

LTV Ratio Requirements for Loan Casefiles Underwritten through DU

DU analyzes the risk factors in the loan casefile for all borrowers on the mortgage loan. Regardless of whether an individual
borrower will be occupying the property as his or her principal residence, DU will consider the income, assets, liabilities, and
credit of that borrower.

For DU loan casefiles, if the income of a guarantor, co-signer, or co-borrower is used for qualifying purposes, and that guar-
antor, co-signer, or co-borrower will not occupy the subject property, the maximum LTV, CLTV, and HCLTV ratio may not
exceed 95% (unless a Community Seconds is part of the transaction, in which case the CLTV ratio may not exceed 105%
where permitted in the Eligibility Matrix.
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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-2018-05 June 05, 2018
Announcement SEL-2017-06 July 25, 2017
Announcement SEL-2017-04 April 25, 2017
Announcement SEL-2016—-07 August 30, 2016
Announcement SEL-2015-10 September 29, 2015
Announcement SEL-2014-07 June 24, 2014
Announcement SEL-2013-07 September 24, 2013
Announcement SEL-2012—-07 August 21, 2012
Announcement SEL-2011-06 July 26, 2011
Announcement SEL-2010-13 September 20, 2010
B2-2-05, Inter Vivos Revocable Trusts (10/31/2017)
Introduction
This topic contains information on inter vivos revocable trusts, including:
*  Overview
* Inter Vivos Revocable Trust as Eligible Mortgagor
* Lender Requirements
e Trust and Trustee Requirements
» Eligible Property and Occupancy Types
*  Underwriting Considerations
« Title and Title Insurance Requirements
* Loan Delivery Data
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Overview

Except as expressly provided elsewhere in the Selling Guide, Fannie Mae only accepts individuals as credit-qualifying bor-
rowers. In addition, Fannie Mae normally deems property in which no borrower has an ownership interest as ineligible col-
lateral. However, to accommodate the use of inter vivos trusts as an estate planning tool, Fannie Mae provides an exception
for property held by inter vivos revocable trusts created by credit-qualifying borrowers.

Inter Vivos Revocable Trust as Eligible Mortgagor

An inter vivos revocable trust is a trust that

* an individual creates during his or her lifetime;
* becomes effective during its creator’s lifetime; and
* can be changed or canceled by its creator at any time, for any reason, during that individual’s lifetime.

Fannie Mae will accept an inter vivos revocable trust that has an ownership interest in the security property as an eligible
mortgagor (a party to the security instrument) for all transaction types, provided it complies with the requirements in this topic.

Note: A trust must meet Fannie Mae’s revocability and other eligibility requirements at the time the loan is
delivered. Trust eligibility is not affected if the trust documents contain a provision that the trust will, in the future,
become irrevocable upon the death of one of the settlors. However, such a change in the trust structure after
delivery of the mortgage loan may affect the eligibility of the trust as a mortgagor in a subsequent loan
transaction.

Lender Requirements

A lender delivering a loan that has an inter vivos revocable trust as mortgagor is responsible for:

» determining that both the trust and the mortgage satisfy Fannie Mae eligibility criteria and documentation requirements;

+ determining under the laws of the states in which it does business that it can originate mortgages to validly created
inter vivos revocable trusts that meet the terms and conditions specified by Fannie Mae; and

+ completing a review of the mortgage documentation, applicable state law, and the trust documents to ensure that title
insurers provide full title insurance coverage without exceptions for the trust or the trustees for inter vivos revocable
trusts in that state. (See Title and Title Insurance Requirements below for additional information.)

Legal document requirements are described in B8-5-02, Inter Vivos Revocable Trust Mortgage Documentation and Signa-
ture Requirements (10/31/2017). Also see E-2-06, Signature Requirements for Mortgages to Inter Vivos Revocable Trusts
(02/27/2018), for signature requirements under different inter vivos revocable trust scenarios.
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Trust and Trustee Requirements

The inter vivos revocable trust must be established by one or more natural persons, solely or jointly. The primary beneficiary
of the trust must be the individual(s) establishing the trust. If the trust is established jointly, there may be more than one pri-
mary beneficiary as long as the income or assets of at least one of the individuals establishing the trust will be used to qualify
for the mortgage.

The trustee(s) must include either:

» the individual establishing the trust (or at least one of the individuals, if there are two or more); or
+ an institutional trustee that customarily performs trust functions in and is authorized to act as trustee under the laws of
the applicable state.

The trustee(s) must have the power to mortgage the security property for the purpose of securing a loan to the individual (or
individuals) who are the borrower(s) under the mortgage or deed of trust note.

Note: In the event the originally named trustee is unable or unwilling to serve, and the trust instrument has a
mechanism for appointment of a successor trustee, the trust can properly act through the successor trustee.

Eligible Property and Occupancy Types

All property and occupancy types are eligible. For properties that are the borrower's principal residence, at least one individ-
ual establishing the trust must occupy the security property and sign the loan documents.

Underwriting Considerations

The loan must be underwritten with at least one individual establishing the trust as borrower. Additional individuals, including
other individuals establishing the trust, may also be considered co-borrowers if those individuals’ credit will be used to qualify
for the loan.

Title and Title Insurance Requirements

The lender must retain in the individual loan file a copy of any trust documents that the title insurance company required in
making its determination on the title insurance coverage.

The following requirements apply to title and title insurance:

« Title held in the trust does not in any way diminish Fannie Mae’s rights as a creditor, including the right to have full title
to the property vested in Fannie Mae should foreclosure proceedings have to be initiated to cure a default under the
terms of the mortgage.

» The title insurance policy ensures full title protection to Fannie Mae.

» The title insurance policy states that title to the security property is vested in the trustee(s) of the inter vivos revocable
trust.
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» The title insurance policy does not list any exceptions with respect to the trustee(s) holding title to the security property
or to the trust.

» Title to the security property is vested solely in the trustee(s) of the inter vivos revocable trust, jointly in the trustee(s) of
the inter vivos revocable trust and in the name(s) of the individual borrower(s), or in the trustee(s) of more than one
inter vivos revocable trust.

Loan Delivery Data

Only the information related to the individual(s) establishing the inter vivos revocable trust whose credit is used to qualify for
the loan should be provided at the time of loan delivery, such as the borrower name and Social Security number. The name
of the inter vivos revocable trust cannot be included within the loan delivery data.

A loan that has an inter vivos revocable trust as a mortgagor must be delivered with Special Feature Code 168 (in addition
to any other special feature codes that may also be applicable to the transaction).

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-2017-09 October 31, 2017
Announcement SEL-2013-01 January 17, 2013

B2-2-06, Homeownership Education and Housing Counseling (02/28/
2017)

Introduction

This topic contains information on homeownership education and housing counseling, including:

«  Overview

*  Compliance with Law

¢ Definitions

* Transactions that Require Homeownership Education

¢ Meeting the Homeownership Education Requirements
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* Housing Counseling

« Additional Resources

+  Summary of Homeownership Education and Housing Counseling Options

Overview

Fannie Mae recognizes that credit and underwriting guidelines alone are not always enough to assess a borrower’s readi-
ness for homeownership. Fannie Mae believes that high-quality homeownership education and housing counseling can pro-
vide the borrower with the additional information and resources to make informed decisions that support long-term
homeownership sustainability.

Compliance with Law

All education, collection, and counseling efforts must comply with the requirements of applicable federal and state laws, in-
cluding the Equal Credit Opportunity Act, the Fair Debt Collections Practices Act, and the Fair Credit Reporting Act.

Definitions

The following definitions, based on those developed by the U.S. Department of Housing and Urban Development (HUD),
apply to these requirements:

+ Homeownership Education: Education with an established curriculum and instructional goals, provided in a group or
classroom setting or via other formats, that covers such homeownership topics as the home-buying process, how to
maintain a home, budgeting, and the importance of good credit.

* Housing Counseling: One-on-one assistance that addresses unique financial circumstances and housing issues, and
focuses on overcoming specific obstacles to achieve housing goals such as

- repairing credit,

- locating cash for a down payment,

- recognizing predatory lending practices,

- understanding fair lending and fair housing requirements,
- avoiding foreclosure, and

resolving a financial crisis.

All housing counseling involves the creation of a budget and a written action plan, and includes a homeownership edu-
cation component.

Note: References to the use of a HUD-approved agency include affiliated agencies (as defined in the HUD
Housing Counseling Program Handbook) participating in a HUD program through a HUD-approved intermediary
or State Housing Finance Agency.
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Transactions that Require Homeownership Education

For the following transactions, at least one borrower on the mortgage loan must complete homeownership education prior
to loan closing:

« if all borrowers on the loan are relying solely on nontraditional credit to qualify, regardless of the loan product or
whether the borrowers are first-time home buyers; or

» for HomeReady purchase transactions.

Meeting the Homeownership Education Requirements

To meet the homeownership education requirements, borrowers must complete the Framework Homeownership, LLC
(Framework®) online education program, unless an exception exists as described below.

The Framework homeownership education program is available in both English and Spanish. It meets the standards defined
by both the National Industry Standards for Homeownership Education and Counseling and by HUD. The lender must retain
a copy of the certificate of course completion from Framework in the loan file to document that the education requirement
was met.

The following exceptions provide alternatives for borrowers to meet the homeownership education requirements using a
source other than Framework:

» Borrowers for whom online education may not be appropriate

- The presence of a disability, lack of Internet access, or other situations may indicate that a borrower is better
served through other education modes (for example, in-person classroom education or via a telephone call). In
these situations, borrowers should be directed to Framework’s toll-free customer service line, from which they can
be directed to a HUD-approved counseling agency that can meet their needs. The counseling agency that handles
the referral must provide a certificate of completion, and the lender must retain a copy of the certificate in the loan
file to document that the education requirement was met. Lenders may contact Fannie Mae for guidance in other
situations not addressed above.

+ Borrowers completing homeownership education or counseling required by a Community Seconds or other down pay-
ment assistance provider

- Ifthe mortgage loan involves a Community Seconds or other down payment assistance program, and that program
requires its own homeownership education course or counseling provided by a HUD-approved counseling agency,
the borrower is not required to complete the Framework program. The lender must retain a copy of the certificate
issued by the HUD-approved provider to document that the requirement was met.

+ Borrowers who completed housing counseling prior to execution of the sales contract

- Borrowers who already completed housing counseling are not required to complete the Framework program. The
lender must retain a copy of the Certificate of Completion of Housing Counseling (Fannie Mae Form 1017), signed
by both the counseling recipient and the HUD counselor to document that the requirement was met. See the follow-
ing section for additional information.
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Housing Counseling

If a borrower opts to work with a counselor, completion of housing counseling will satisfy Fannie Mae’s homeownership ed-
ucation requirement, provided it was completed before the borrower executed a sales contract.

Housing counseling must be provided by a HUD-approved counseling agency and meet HUD standards for the delivery of
this service. The requirements are described in Form 1017. The form must be signed by both the counseling recipient and
the HUD counselor, and the lender must retain a copy of the form in the loan file to document that the requirement was met.

Completion of housing counseling may also provide HomeReady borrowers with additional benefits in terms of qualifying.
The loan may also be eligible for a loan-level price adjustment credit. See B5-6-03, HomeReady Mortgage Underwriting
Methods and Requirements (07/03/2019), for additional information.

Additional Resources

Fannie Mae provides additional resources to lenders, borrowers, and nonprofit agencies in support of homeownership edu-
cation and housing counseling on its website, including:

*  Frequently Asked Questions (FAQs), and

*  Options for locating HUD-approved agencies.

Summary of Homeownership Education and Housing Counseling Options

Homeownership Education Housing Counseling

Provider * Framework Homeownership, LLC; or HUD-approved Counseling Agency

» Education course provided by a Community
Seconds or other down payment assistance
program provider, where the program requires
its own homeownership education or counsel-
ing provided by a HUD-approved counseling
agency
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Homeownership Education

Housing Counseling

Method of Delivery

On-line if provided by Framework, or any method
offered by provider

Note: For borrowers who have a disability,
lack of Internet access or other situation
where another form of education (other
than on-line) may be more appropriate,
Framework will provide a referral to a HUD-
approved counseling agency that can meet
their needs.

In person, telephonic or video
conferencing per HUD standards

Date Required for
Completion

Prior to loan closing

Prior to execution of the sales contract

Required
Documentation

» Certificate of Course Completion from Frame-
work (or alternate provider based on Frame-
work referral, if applicable); or

» Certificate of completion from provider

Certificate of Completion of Housing
Counseling (Fannie Mae Form 1017),
signed by both the counseling recipient
and the HUD counselor.

Related Announcements

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

Announcements

Issue Date

Announcement SEL-2017-02

February 28, 2017

Announcement SEL-2016-08

October 24, 2016

Announcement SEL-2016—06 July 26, 2016

Announcement SEL-2015-13

December 15, 2015

Announcement SEL-2015-10

September 29, 2015

Announcement SEL-2015-01

January 27, 2015

Announcement SEL-2013-03 April 9, 2013

Announcement SEL-2011-03

March 31, 2011

Announcement SEL-2010-16

December 1, 2010
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Chapter B2-3, Property Eligibility

Property Eligibility

Introduction

This chapter includes information on property eligibility requirements.

In This Chapter

This chapter contains the following topics:

B2-3-01, General Property Eligibility (12/04/2018). . . . .. . oo oo 264
B2-3-02, Special Property Eligibility and Underwriting Considerations: Factory-Built Housing (12/04/2018) .......... 267
B2-3-03, Special Property Eligibility and Underwriting Considerations: Leasehold Estates (08/07/2019). ... ......... 273
B2-3-04, Special Property Eligibility Considerations (02/23/2016) . . . . . . . ... 277
B2-3-05, Properties Affected by a Disaster (08/07/2019) . . . .. ... ot 280

B2-3-01, General Property Eligibility (12/04/2018)

Introduction

This topic contains information on Fannie Mae’s property eligibility requirements, including:

¢« Overview

¢« Number of Units

*  Property Location

*  Property Requirements

*  Acceptable Forms of Property Ownership

* Acceptable Dwelling Types

* Ineligible Properties

* Loan-Level Price Adjustments
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Overview

Fannie Mae purchases or securitizes eligible mortgages in all markets across a broad geographic range. This topic de-
scribes Fannie Mae’s property eligibility requirements. The requirements are designed to address a wide range of property
types with varying characteristics; however, there may be instances when the unique nature of a particular property may
require special consideration. In those cases, Fannie Mae encourages lenders to contact their Fannie Mae customer ac-
count team.

Number of Units

Fannie Mae purchases or securitizes first-lien mortgages that are secured by residential properties when the dwelling con-
sists of one to four units. Under some circumstances, Fannie Mae limits the number of dwelling units for certain types of
mortgages or transactions. For the maximum allowable LTV, CLTV, and HCLTV ratios and credit score requirements based
on the property type and number of units, see the Eligibility Matrix.

Property Location

The security property must be located in

» the United States (including the District of Columbia),

* Puerto Rico,

» the U.S. Virgin Islands, or

+ Guam (the delivery of mortgages secured by these properties must be specifically negotiated).

Property Requirements

The mortgaged premises must be
« residential in nature as defined by the characteristics of the property and surrounding market area (see B4-1.3-03,
Neighborhood Section of the Appraisal Report (08/07/2018));

» secured by an interest in real property within the meaning of the Internal Revenue Code as such term is defined in 26
C.F.R. § 1.856-3;

» safe, sound, and structurally secure (see B4-1.3-06, Property Condition and Quality of Construction of the Improve-
ments (04/15/2014));

» adequately insured per Fannie Mae guidelines for property and flood insurance (see B7-3, Property and Flood Insur-
ance);

+ the highest and best use of the property as improved (or as proposed per plans and specifications), and the use of the
property must be legal or legal non-conforming use (see B4-1.3-04, Site Section of the Appraisal Report (06/05/2018));

» readily accessible by roads that meet local standards (see B4-1.3-04, Site Section of the Appraisal Report);
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» served by utilities that meet community standards (see B4-1.3-04, Site Section of the Appraisal Report); and
» suitable for year-round use.
Note: Certain aspects of the location of a property will require special consideration. For example, properties in

resort areas that attract people for seasonal or vacation use are acceptable only if they are suitable for year-
round use.

Acceptable Forms of Property Ownership

Title to the property must be held as fee simple, leasehold estate, or as a co-op form of ownership. (See B2-3-03, Special
Property Eligibility and Underwriting Considerations: Leasehold Estates (08/07/2019); and B4-2.3-04, Loan Eligibility for Co-
op Share Loans (08/07/2019), for additional information.)

Acceptable Dwelling Types

Dwelling units for security properties may be detached, attached, or semi-detached.
Properties may be located

* on an individual lot,

* in a condo project,

* in a co-op project, or

* in a planned unit development (PUD) or subdivision project.

Properties located in a condo, co-op, or PUD project must meet Fannie Mae’s project standards requirements (see Chapter
B4-2, Project Standards).

Ineligible Properties

Fannie Mae does not purchase or securitize mortgages on

+ vacant land or land development properties;
» properties that are not readily accessible by roads that meet local standards;
« agricultural properties, such as farms or ranches;

* units in condo or co-op hotels (see B4-2.1-03, Ineligible Projects (06/05/2018), for additional information;

» properties that are not secured by real estate such as, houseboats, boat slips, timeshares, and other forms of property
that are not real estate (see B4-2.1-03, Ineligible Projects (06/05/2018), for additional information;

* boarding houses;
* bed and breakfast properties; or

» properties that are not suitable for year-round occupancy regardless of location.

Printed copies may not be the most current version. For the most current version, go to the online 266
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part B, Origination Through Closing

Subpart B2, Eligibility

Chapter B2-3, Property Eligibility

08/07/2019

Loan-Level Price Adjustments

A Loan-Level Price Adjustment (LLPA) applies to certain property types, including multiple-unit properties and units in an
attached condo project. These LLPAs are in addition to any other price adjustments that are otherwise applicable to the par-

ticular transaction. For the current LLPAs, see the Loan-Level Price Adjustment (LLPA) Matrix.

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-2018-09

December 04, 2018

Announcement SEL-2018-05

June 05, 2018

Announcement SEL-2014-03

April 15, 2014

Announcement SEL-2011-09

August 30, 2011

Announcement 09-32

October 30, 2009

B2-3-02, Special Property Eligibility and Underwriting Considerations:
Factory-Built Housing (12/04/2018)

Introduction

This topic contains information on factory-built housing, including:

*  Manufactured Home Property Eligibility Requirements

» MH Advantage Property Eligibility Requirements

*  Modular, Prefabricated, Panelized, or Sectional Housing Eligibility

* Modular, Prefabricated, Panelized, or Sectional Housing Requirements

e Modular Construction Techniques on Multi-Unit Buildings
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Manufactured Home Property Eligibility Requirements

Fannie Mae defines a “manufactured home” as any dwelling unit built on a permanent chassis that is attached to a perma-
nent foundation system and evidenced by a HUD Data Plate and HUD Certification label. (For additional information, see
B5-2-02, Manufactured Housing Loan Eligibility (06/05/2018).)

The table below provides additional manufactured housing property eligibility requirements. For manufactured housing ap-
praisal requirements, see B4-1.4-01, Factory-Built Housing: Manufactured Housing (10/02/2018).

v Requirements

The manufactured home must be built in compliance with

+ the Federal Manufactured Home Construction and Safety Standards that were established June
15, 1976, as amended and in force at the time the home is manufactured; and

+ additional requirements that appear in HUD regulations at 24 C.F.R. Part 3280.

Compliance with these standards will be evidenced by the presence of both a HUD Data Plate and
the HUD Certification Label. If the original or alternative documentation cannot be obtained for both
the Data Plate/Compliance Certificate and the HUD Certification Label, the loan is not eligible for
delivery to Fannie Mae.

The HUD Data Plate/Compliance Certificate is a paper document located on the interior of the subject
property that contains, among other things, the manufacturer’s name and trade/model number. In
addition to the data required by Fannie Mae, the Data Plate includes pertinent information about the
unit, including a list of factory-installed equipment. The HUD Certification Label, sometimes referred
to as a HUD “seal” or “tag,” is a metal plate located on the exterior of each section of the home. The
Manufactured Home Appraisal Report (Form 1004C) must show evidence of both the HUD Data
Plate/Compliance Certificate and the HUD Certification Label.

As an alternative to the original HUD Certification Label, the lender may be able to obtain a verification
letter with the same information contained on the HUD Certification Label from the Institute for
Building Technology and Safety (IBTS). A duplicate HUD Data Plate/Compliance Certificate may be
available from IBTS or by contacting the In-Plant Primary Inspection Agency (IPIA) or the
manufacturer. (A list of IPIA offices is posted on HUD’s website.)

The unit must not have been previously installed or occupied at any other site or location, except from
the manufacturer or the dealer’s lot as a new unit.

The manufactured home must be a one-unit dwelling unit that is legally classified as real property.

The towing hitch, wheels, and axles must be removed. The dwelling must assume the characteristics
of site-built housing.

The borrower must own the land on which the manufactured home is situated in fee simple, unless
the manufactured home is located in a co-op or condo project.

« For co-ops, both the land and dwelling must be owned by the co-op.

« Forcondos, both the land and dwelling, including those located on leasehold estates, must be sub-
ject to the condo regime.

Otherwise, mortgages secured by manufactured homes located on leasehold estates are not eligible.
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v Requirements

Multi-width manufactured homes may be located either on an individual lot or in a project
development.

Project approval for mortgage loans secured by multi-width manufactured homes located on
individual lots in subdivisions or in PUDs is generally not required. Project approval is required for
condo and co-op projects that consist of manufactured homes, and certain condo and all co-op
projects must be approved by Fannie Mae. For further information about project approval
requirements, see Chapter B4-2, Project Standards.

Single-width manufactured homes must be located in a Fannie Mae-approved co-op, condo, or PUD
project development.

The manufactured home must be at least 12 feet wide and have a minimum of 600 square feet of
gross living area.

Except for MH Advantage properties, Fannie Mae does not specify other minimum requirements for
size, roof pitch, or any other specific construction details for HUD-coded manufactured homes.

Site preparation for delivery of the manufactured home must be completed.

The manufactured home must be attached to a permanent foundation system in accordance with the
manufacturer’s requirements for anchoring, support, stability, and maintenance.

The foundation system must be appropriate for the soil conditions for the site and meet local and state
codes.

The manufactured home must be permanently connected to a septic tank or sewage system, and to
other utilities in accordance with local and state requirements.

If the property is not situated on a publicly dedicated and maintained street, then it must be situated
on a street that is community owned and maintained, or privately owned and maintained.

There must be adequate vehicular access and there must be an adequate and legally enforceable
agreement for vehicular access and maintenance. See B4-1.3-04, Site Section of the Appraisal
Report (06/05/2018), for additional information about privately maintained streets.

Mortgages secured by existing manufactured homes that have incomplete items, such as a partially
completed addition or renovation, or defects or needed repairs that affect safety, soundness, or
structural integrity, are not eligible for purchase until the necessary work is completed.

Exceptions to the foregoing may be made only for minor items that do not affect the ability to obtain
an occupancy permit — such as landscaping, a driveway, or a walkway — subject to all requirements
and warranties for new or proposed construction provided in B4-1.2-03, Requirements for Postponed
Improvements (02/06/2019).

Manufactured homes that have an addition or have had a structural modification are eligible under
certain conditions. If the state in which the property is located requires inspection by a state agency
to approve modifications to the property, then the lender is required to confirm that the property has
met the requirement. However, if the state does not have this requirement, then the structural
modification must be inspected and be deemed structurally sound by a third party who is regulated
by the state and is qualified to make the determination. In all cases, the satisfactory inspection report
must be retained in the mortgage loan file.

Printed copies may not be the most current version. For the most current version, go to the online 269
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part B, Origination Through Closing
Subpart B2, Eligibility 08/07/2019
Chapter B2-3, Property Eligibility

MH Advantage Property Eligibility Requirements

MH Advantage is manufactured housing that is built to meet construction, architectural design, and energy efficiency stan-
dards that are more consistent with site-built homes.

Examples of the physical characteristics for MH Advantage include

» specific architectural and aesthetic features such as distinctive roof treatments (eaves and higher pitch roofline), lower
profile foundation, garages or carports, porches, and dormers;

» construction elements including durability features, such as durable siding materials; and

« energy efficiency standards (minimum energy ratings apply).

Fannie Mae has agreements with manufacturers of homes intended to qualify for MH Advantage based on specific design

criteria. The agreement allows the manufacturers to apply an MH Advantage Sticker to homes that meet the design criteria.

With the exception of the lender requirements outlined below, lenders will not be required to independently determine the
property’s eligibility for MH Advantage.

Lenders’ and appraisers’ responsibilities relating to MH Advantage loans are detailed below:
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Requirements

Lender

The lender must

« ensure the property meets the MH Advantage re-
quirements by reviewing appraisal photos evi-
dencing the presence of the MH Advantage
Sticker (placed in proximity to the HUD Data
Plate), HUD Data Plate, and HUD certification la-
bels.

« verify through appraisal or final inspection photos

- the presence of a driveway leading to
the home (or to the garage or carport, if
one is present). The driveway must con-
sist of blacktop, pavers, bricks, con-
crete, cement, or gravel, and;

- the presence of a sidewalk connecting
either the driveway, or a detached ga-
rage or carport, to a door or attached
porch of the home. The sidewalk must
consist of blacktop, pavers, flagstone,
bricks, concrete, or cement.

» For new construction, the lender is responsible
for compliance with Fannie Mae’s standard ap-
praisal requirements, specifically B4-1.2-03, Re-
quirements for Postponed Improvements (02/06/
2019) and, B4-1.4-01, Factory-Built Housing:
Manufactured Housing (10/02/2018) for apprais-
als based on plans and specifications. This will
ensure site improvements that are not attached to
the home, such as detached garages, are com-
plete.

Appraisal

Standard valuation requirements for manufactured
homes apply, including:

* B4-1.3-05, Improvements Section of the Apprais-

al Report (10/24/2016)

* B4-1.3-10, Cost and Income Approach to Value
(04/15/2014)

* B4-1.4-01, Factory-Built Housing: Manufactured
Housing (10/02/2018)

The Manufactured Home Appraisal Report (1004C)
or Appraisal Completion Report (1004D) must
include photos of the MH Advantage Sticker, HUD
Data Plate, HUD Certification Labels, and the site
showing all driveways, sidewalks, and detached
structures located on the site.

08/07/2019
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Unless stated otherwise, loans secured by manufactured homes that meet the MH Advantage criteria are subject to the
same requirements that apply to all manufactured homes. (References to “manufactured homes” or “manufactured housing”
apply to MH Advantage unless an exception is stated.)

Note that loans secured by MH Advantage properties are afforded a number of flexibilities over standard manufactured hous-
ing, including higher LTV ratios, standard mortgage insurance, and reduced loan-level price adjustments. See the Eligibility
Matrix, B7-1-02, Mortgage Insurance Coverage Requirements (08/07/2019), and Loan-Level Price Adjustment Matrix, re-
spectively, for additional information.

Modular, Prefabricated, Panelized, or Sectional Housing Eligibility

Modular Homes. Fannie Mae purchases loans secured by modular homes built in accordance with the Uniform Building
Code administered by state agencies responsible for adopting and administering building code requirements for the state in
which the modular home is installed.

Prefabricated, Panelized, and Sectional Homes. Loans secured by prefabricated, panelized, or sectional housing are el-
igible for purchase. These properties do not have to satisfy HUD’s Federal Manufactured Home Construction and Safety
Standards or the Uniform Building Codes that are adopted and administered by the state in which the home is installed. The
home must conform to local building codes in the area in which it will be located.

Modular, Prefabricated, Panelized, or Sectional Housing Requirements

Factory-built housing such as modular, prefabricated, panelized, or sectional housing is not considered manufactured hous-
ing and is eligible under the guidelines for one-unit properties. These types of properties must

»  be built of the same quality of materials as and assume the characteristics of site-built housing,
* be legally classified as real property, and
» conform to all local building codes in the jurisdiction in which they are permanently located.

The purchase, conveyance, and financing (or refinancing) must be evidenced by a valid and enforceable first-lien mortgage
or deed of trust that is recorded in the land records, and must represent a single real estate transaction under applicable
state law. The lender is responsible for perfecting the real estate title and obtaining any needed title endorsements before
selling the loan to Fannie Mae when a unit is titled as personal property similarly to manufactured homes.

All factory-built units must be permanently attached to a foundation that meets the standards for local building codes where
the unit will be placed and in accordance with the recommendations prescribed by the unit’'s manufacturer (when applicable).
If the unit had axles, wheels, tow hitch, or other hardware to facilitate ease of transportation to the site, the lender is respon-
sible for ensuring that all such hardware is removed prior to selling the loan to Fannie Mae.

Fannie Mae affords modular, prefabricated, panelized, or sectional housing homes the same treatment as site-built housing.
Therefore, Fannie Mae does not have minimum requirements for width, size, roof pitch, or any other specific construction
details.
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Modular Construction Techniques on Multi-Unit Buildings

Multi-unit buildings such as condos, co-ops, and townhomes may be constructed, in whole or in part, through the use of
modular construction techniques. All buildings must conform to local building codes in the jurisdiction in which they are per-
manently located. Units in these buildings are provided the same treatment as units in multi-unit buildings constructed with
site-built techniques.

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-2018-09 December 04, 2018
Announcement SEL-2018-08 October 02, 2018
Announcement SEL-2018-05 June 05, 2018
Announcement SEL-2014-03 April 15, 2014
Announcement SEL-2011-06 July 26, 2011

B2-3-03, Special Property Eligibility and Underwriting Considerations:
Leasehold Estates (08/07/2019)

Introduction

This topic contains information on leasehold estates, including:

* Leasehold Estates

* Lease Requirements

» Additional Eligibility Requirements

*  Option to Purchase Fee Interest

+ Exception to Leasehold Requirements for High LTV Refinance Loans
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Leasehold Estates

Fannie Mae purchases or securitizes fixed-rate and adjustable-rate first-lien loans that are secured by properties on lease-
hold estates in areas in which this type of property ownership has received market acceptance. Mortgages secured by man-
ufactured homes located on leasehold estates are not eligible unless the property is in a condo or PUD project approved by
Fannie Mae’s Project Eligibility Review Service. The mortgage must be secured by the property improvements and the bor-
rower’s leasehold interest in the land.

The leasehold estate and the improvements must

» constitute real property,

* be subject to the mortgage lien, and

* be insured by the lender’s title policy.

The leasehold estate and the mortgage must not be impaired by any merger of title between the lessor and lessee. In the

event the mortgage is secured by a sublease of a leasehold estate, the documents must provide that a default under the
leasehold estate will not by such default result in the termination of the sublease.

For leasehold appraisal requirements, see B4-1.4-05, Leasehold Interests Appraisal Requirements (04/15/2014).

Lease Requirements

The lender must ensure compliance with all requirements for leases associated with leasehold estate loans. In addition, the
lender agrees that in accordance with A2-2.1-07, Life-of-Loan Representations and Warranties (08/07/2019), any failure to
comply at any time with the lease requirements in the following table is a breach of the life of loan representations and war-
ranties if it impacts first-lien enforceability.

v Lease and Lender Requirements

The term of the leasehold estate must run for at least five years beyond the maturity date of the loan,
unless fee simple title will vest at an earlier date in the borrower.

The lease must provide that the leasehold can be assigned, transferred, mortgaged, and sublet an
unlimited number of times either without restriction or on payment of a reasonable fee and delivery of
reasonable documentation to the lessor. The lessor may not require a credit review or impose other
qualifying criteria on any assignee, transferee, mortgagee, or sublessee.

The lease must provide for the borrower to retain voting rights in any homeowners’ association.

The lease must provide that in addition to the obligation to pay lease rents, the borrower will pay taxes,
insurance, and homeowners’ association dues (if applicable), related to the land in addition to those
he or she is paying on the improvements.

The lease must be valid, in good standing, and in full force and effect in all respects.

The lease must not include any default provisions that could give rise to forfeiture or termination of
the lease, except for nonpayment of the lease rents.
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v Lease and Lender Requirements

condemnation.

The lease must include provisions to protect the mortgagee’s interests in the event of a property

Guide.

The loan must be serviced in compliance with the leasehold servicing requirements in the Servicing

The lease must provide lenders with

+ the right to receive a minimum of 30 days’ notice of any default by the borrower, and

« the option to either cure the default or take over the borrower’s rights under the lease.

08/07/2019

Additional Eligibility Requirements

The following requirements must be met before a lender can deliver leasehold estate loans to Fannie Mae for purchase or

securitization:

« All lease rents, other payments, or assessments that have become due must be paid.

*  The borrower must not be in default under any other provision of the lease nor may such a default have been claimed

by the lessor.

Option to Purchase Fee Interest

The lease may, but is not required to, include an option for the borrower to purchase the fee interest in the land. If the option
is included, the purchase must be at the borrower’s sole option, and there can be no time limit within which the option must
be exercised. If the option to purchase the fee title is exercised, the mortgage must become a lien on the fee title with the
same degree of priority that it had on the leasehold. Both the lease and the option to purchase must be assignable.

The table below provides the requirements for establishing the purchase price of the land.

Status of Property Improvements

Purchase Price of Land

Already constructed at the time the lease is executed.

The initial purchase price should be established as the
appraised value of the land on the date the lease is
executed.

Already constructed at the time the lease is executed,
and the lease is tied to an external index, such as the
Consumer Price Index (CPI).

The initial land rent should be established as a
percentage of the appraised value of the land on the
date that the lease is executed.

The purchase price may be adjusted annually during the
term of the lease to reflect the percentage increase or
decrease in the index from the preceding year.

Leases may be offered with or without a limitation on
increases or decreases in the rent payments.
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Status of Property Improvements

Purchase Price of Land

Will be constructed after the lease is executed.

The purchase price of the land should be the lower of the
following:

+ the current appraised value of the land, or

» the amount that results when the percentage of the
total original appraised value that represented the
land alone is applied to the current appraised value of
the land and improvements.

For example, assume that the total original appraised
value for a property was $160,000, and the land alone
was valued at $40,000 (thus representing 25% of the
total appraised value). If the current appraised value is
$225,000, $50,000 for land and $175,000 for
improvements, the purchase price would be $50,000
(the current appraised value of the land, because it is
less than 25% of $225,000).

Note: If the lease is tied to an external index, the initial
land value may not exceed 40% of the combined
appraised value of the land and improvements.

08/07/2019

Exception to Leasehold Requirements for High LTV Refinance Loans

High LTV refinance loans that are secured by leasehold estates are not subject to all of the requirements in this topic. The
term of the leasehold must run for at least five years beyond the maturity date of the loan, unless fee simple title will vest at
an earlier date in the borrower. The lender is not required to perform any additional review of the leasehold terms. See also
B5-7-01, High LTV Refinance Loan and Borrower Eligibility (08/07/2018).

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-2019-02

March 06, 2019

Announcement SEL-2018-05

June 05, 2018

Announcement SEL-2015-03

March 31, 2015

Announcement SEL-2015-01

January 27, 2015

Announcement SEL-2014-16

December 16, 2014
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Announcements Issue Date
Announcement SEL-2014-03 April 15, 2014
Announcement SEL-2012-04 May 15, 2012
Announcement SEL-2010-10 August 12, 2010

08/07/2019

B2-3-04, Special Property Eligibility Considerations (02/23/2016)

Introduction

This topic contains information on Fannie Mae’s unique property eligibility requirements, including:

Multiple Parcels
Mixed-Use Properties

Hawaiian Lava Zones

Properties with Solar Panels

Multiple Parcels

The table below provides the requirements when the security property consists of more than one parcel of real estate.

v

Multiple Parcels Requirements

Each parcel must be conveyed in its entirety.

Parcels must be adjoined to the other, unless they comply with the following exception. Parcels that
otherwise would be adjoined, but are divided by a road, are acceptable if the parcel without a
residence is a non-buildable lot (for example, waterfront properties where the parcel without the
residence provides access to the water). Evidence that the lot is non-buildable must be included in
the loan file.

Each parcel must have the same basic zoning (for example, residential, agricultural).

The entire property may contain only one dwelling unit. Limited additional non-residential
improvements, such as a garage, are acceptable. For example, the adjoining parcel may not have an
additional dwelling unit. An improvement that has been built across lot lines is acceptable. For
example, a home built across both parcels where the lot line runs under the home is acceptable.

The mortgage must be a valid first lien that covers each parcel.
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Mixed-Use Properties

Fannie Mae purchases or securitizes mortgages that are secured by properties that have a business use in addition to their
residential use, such as a property with space set aside for a day care facility, a beauty or barber shop, or a doctor’s office.

The following special eligibility criteria must be met:

* The property must be a one-unit dwelling that the borrower occupies as a principal residence.

* The borrower must be both the owner and the operator of the business.

*  The property must be primarily residential in nature.

« The dwelling may not be modified in a manner that has an adverse impact on its marketability as a residential property.

See B4-1.4-07, Mixed-Use Property Appraisal Requirements (04/15/2014), for appraisal considerations for mixed-use prop-
erties.

Hawaiian Lava Zones

Fannie Mae will only purchase or securitize mortgage loans secured by properties that are located within lava zones 3
through 9 on the island of Hawaii. Properties in lava zones 1 and 2 are not eligible due to the increased risk of property de-
struction from lava flows within these areas.

Hawaiian lava flow maps and other information are available online at the U.S. Geological Survey Hawaiian Volcano Obser-
vatory website.

Properties with Solar Panels

Fannie Mae will purchase or securitize a mortgage loan on a property with solar panels. If the property owner is the owner
of the solar panels, standard eligibility requirements apply (for example, appraisal, insurance, and title).

If the solar panels are leased from or owned by a third party under a power purchase agreement or other similar arrange-
ment, the following requirements apply (whether to the original agreement or as subsequently amended).

v Requirements for Properties with Solar Panels that are Leased or Covered by a
Power Purchase Agreement

The solar panels may not be included in the appraised value of the property.

The property must maintain access to an alternate source of electric power that meets community
standards.
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v Requirements for Properties with Solar Panels that are Leased or Covered by a
Power Purchase Agreement

The monthly lease payment must be included in the debt-to-income (DTI) ratio calculation unless the
lease is structured to

» provide delivery of a specific amount of energy at a fixed payment during a given period, and

* have a production guarantee that compensates the borrower on a prorated basis in the event the
solar panels fail to meet the energy output required for in the lease for that period.

Payments under power purchase agreements where the payment is calculated solely based on the
energy produced may be excluded from the DTI ratio.

The lease or power purchase agreement must indicate that

+ any damage that occurs as a result of installation, malfunction, manufacturing defect, or the re-
moval of the solar panels is the responsibility of the owner of the equipment and the owner must
be obligated to repair the damage and return the improvements to their original or prior condition
(for example, sound and watertight conditions that are architecturally consistent with the home);

» the owner of the solar panels agrees not to be named loss payee (or named insured) on the prop-
erty owner’s property insurance policy covering the residential structure on which the panels are
attached. As an alternative to this requirement, the lender may verify that the owner of the solar
panels is not a named loss payee (or named insured) on the property owner’s property insurance
policy; and

» in the event of foreclosure, the lender or assignee has the discretion to

- terminate the lease/agreement and require the third-party owner to remove the equip-
ment;

- become, without payment of any transfer or similar fee, the beneficiary of the borrower’s
lease/agreement with the third party; or

- enter into a new lease/agreement with the third party, under terms no less favorable than
the prior owner.

Any exceptions to coverage on the title insurance policy for recorded instruments relating to the solar
panels must comply with B7-2-05, Title Exceptions and Impediments (02/06/2019).

08/07/2019

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-2016—02 February 23, 2016
Announcement SEL-2015-13 December 15, 2015
Announcement SEL-2015-08 July 28, 2015
Announcement SEL-2014-16 December 16, 2014
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Announcements Issue Date
Announcement SEL-2014-03 April 15, 2014
Announcement 09—32 October 30, 2009
Announcement 09-19 June 8, 2009

B2-3-05, Properties Affected by a Disaster (08/07/2019)

Introduction

This topic contains information on properties affected by a disaster, including:

¢« Overview

*  Property Eligibility Requirements

* Appraisal Waiver Offers Following a Disaster

»  Age of Documentation Requirements

Overview

The Mortgage Selling and Servicing Contract requires the lender to warrant for each loan it delivers to Fannie Mae that the
property is not damaged by fire, wind, or other cause of loss and that there are no proceedings pending for the partial or total
condemnation of the property. The lender also warrants that the loan conforms to all applicable requirements in the Selling
Guide, including the requirement that the loan is an acceptable investment. Finally, the lender represents and warrants that
it knows of nothing involving the loan or the property that can reasonably be expected to cause the loan to become delin-
quent or adversely affect the mortgage's value or marketability.

Property Eligibility Requirements

The lender must be able to make the warranties that are described above. Therefore, before delivery of a loan to Fannie
Mae where the property may have been damaged by a disaster, the lender is expected to take prudent and reasonable ac-
tions to determine whether the condition of the property may have materially changed. The lender is responsible for deter-
mining if an inspection of the property and/or new appraisal is necessary to support this warranty. If a property is located in
a condo or co-op project, both the condition of the unit and the condition of the building in which the unit is located must be
assessed.

Lenders should use the following criteria when determining if the loan can be delivered to Fannie Mae:
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» If the property has been damaged and the damage does not affect the safety, soundness, or structural integrity of the
property and the repair items are covered by insurance, the lender may deliver the loan to Fannie Mae. In these cir-
cumstances, the lender must obtain documentation of the professional estimates of the repair costs and must ensure
that sufficient funds are available for the borrower's benefit to guarantee the completion of the repairs.

» If the property was damaged and the damage is uninsured or the damage affects the safety, soundness, or structural
integrity of the property, the property must be repaired before the loan is delivered to Fannie Mae.

These requirements are necessary to support the lender’s property representations and warranties, and apply through the
end of the delivery process which is the whole loan purchase date or MBS settlement date. For DU loan casefiles with an
appraisal waiver offer, the lender may exercise the offer as long as they have complied with the above requirements with
regard to property condition and repairs. This applies in addition to the standard appraisal waiver requirements in B4-1.4-
10, Appraisal Waivers (08/07/2019).

Note:The above requirements do not apply to high LTV refinance loans. See B5-7-02, High LTV Refinance
Underwriting, Documentation, and Collateral Requirements for the New Loan (08/07/2018) for additional
information. For delivered loan requirements, see the Servicing Guide, Chapter D1-3.

DU is updated periodically to incorporate ZIP codes included in FEMA-Declared Disaster Areas eligible for Individual Assis-
tance. Fannie Mae may also add areas impacted by other disasters or emergencies at its discretion. New loan casefiles for
properties in those ZIP codes are excluded from consideration for a new appraisal waiver offer.

Appraisal Waiver Offers Following a Disaster

After Fannie Mae has received an acceptable appraisal that was performed following a disaster, that appraisal can serve as
the basis for a future appraisal waiver offer. Lenders may exercise these offers in accordance with the requirements in B4-
1.4-10, Appraisal Waivers (08/07/2019).

Age of Documentation Requirements

When a loan is secured by a property located in a FEMA-Declared Disaster Area eligible for individual assistance, Fannie
Mae provides additional flexibilities. The following requirements apply:

»  The underwriting documentation, including credit reports and verifications of income and assets, must be dated no
more than 180 days before the note date.

- Lenders may disregard the message in the DU Underwriting Findings Report that indicates if the loan casefiles has
not already closed, the credit report has expired.

* The appraisal must be dated no more than 180 days before the note date. Lenders must comply with the property eligi-
bility requirements above.

» Lenders who wish to receive representation and warranty relief offered by the DU validation service must continue to
comply with all conditions in the DU Underwriting Findings Report, including the close by date.

» Loans originated in accordance with the age of documentation flexibilities, must be delivered to Fannie Mae no later
than two years from the date of the disaster declaration by FEMA.
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08/07/2019

See B5-4-02, Disaster-Related Limited Cash-Out Refinance Flexibilities (06/26/2012) for information related to certain flex-

ibilities offered for a disaster related limited cash-out transaction.

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-2019-04

May 01, 2019

Announcement SEL-2018-09

December 04, 2018

Announcement SEL-2018-07

September 04, 2018

Announcement SEL-2018-04

May 01, 2018

Announcement SEL-2018-02

February 27, 2018

Announcement SEL-2014-03

April 15, 2014

Announcement SEL-2012-14

December 18, 2012
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Subpart B3, Underwriting Borrowers

Underwriting Borrowers

Introduction

This subpart contains borrower underwriting policies for conventional mortgage loans that are sold to Fannie Mae. These
policies include an evaluation of the borrower’s (or spouse’s to the extent required by applicable law in Wisconsin) equity
investment, credit history, liquid reserves, reliable and recurring income, and the cumulative effect that these and other risk
factors have on mortgage loan performance. Fannie Mae’s underwriting policies enable the lender to consider various sce-
narios in evaluating a borrower’s willingness and capacity to repay the mortgage loan. The lender must confirm that infor-
mation provided by the borrower during the loan application process is accurate and complete; include documentation in the
loan file that supports the lender’s assessment of the borrower’s credit history, employment and income, assets, and other
financial information used for qualifying; conduct a comprehensive risk assessment of each mortgage loan application; and
render a decision to either approve or decline the mortgage loan application. Fannie Mae offers lenders two options for con-
ducting a comprehensive risk assessment—-automated underwriting through DU or manual underwriting. Both methods in-
clude an evaluation of the borrower’s equity investment, credit history, liquid reserves, reliable and recurring income, and
the cumulative effect that these and other risk factors have on mortgage loan performance.

In This Subpart

This subpart contains the following chapters:

Chapter B3-1, Manual Underwriting . . . . . ... e 284
Chapter B3-2, Desktop Underwriter (DU). . . .. ..o 287
Chapter B3-3, INCOMeE ASSESSMENt . . . . ... 317
Chapter B3-4, Asset ASSESSMENt. . . . . . 404
Chapter B3-5, Credit ASSESSMENt . . . . ... e 459
Chapter B3-6, Liability ASSessment . . . . ... 506
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Chapter B3-1, Manual Underwriting

Manual Underwriting

Introduction

This chapter provides lenders with information on the comprehensive risk assessment approach to manual underwriting.

In This Chapter

This chapter contains the following topics:

B3-1-01, Comprehensive Risk Assessment (08/20/2013) . . . . ... e 284

B3-1-01, Comprehensive Risk Assessment (08/20/2013)

Introduction

This topic contains information on the comprehensive risk assessment approach to underwriting, including:

*  Overview

*  Comprehensive Risk Assessment

Overview

Lenders that choose to manually underwrite a mortgage application are expected to follow the comprehensive risk assess-
ment approach. Under this approach, lenders evaluate certain key risk elements to assess the overall level of delinquency
risk.

Lenders are fully responsible for:

» evaluating the delinquency risk of each loan;

* reviewing the credit report, as well as all other credit information, to determine that the credit report meets Fannie
Mae’s requirements, that the data evaluated was accurate, and that the borrower has the capacity to repay the mort-
gage loan;

+ assessing the adequacy of the property as collateral for the mortgage requested;
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» determining whether or not the loan meets Fannie Mae's eligibility requirements as fully described in this Guide;
* determining whether or not it is appropriate to deliver the mortgage loan to Fannie Mae; and
« fully documenting the assessment and the documentation on which the assessment was based.

Comprehensive Risk Assessment

Lenders must evaluate the overall level of serious delinquency risk that is present in each mortgage application by taking
into consideration any layering of risk factors, the significance of risk factors, and the overall risks present in the mortgage
application. The Eligibility Matrix provides a solid foundation for assessing the risk of a manually underwritten loan, and iden-
tifies the risk elements to evaluate for each transaction type, including:

« LTV, CLTV, and HCLTYV ratios (“LTV ratios”);

« credit score;

e occupancy;

* loan purpose;

* loan amortization type;

+  property type and number of units;

« product type (if applicable);

* debt-to-income (DTI) ratio; and

» financial reserves.

For example, the purchase of a single unit principal residence must have LTV ratios no higher than 95%, a credit score of

atleast 680, and a DTl ratio no greater than 36%. If the DTl ratio is greater than 36% but less than 45%, a higher credit score
is required. But if the LTV ratios are less than 75%, a credit score as low as 620 is permitted.

The lender's determination of the mortgage delinquency risk, the assessment of the adequacy of the property as security for
the mortgage, the determination of whether the mortgage satisfies Fannie Mae's mortgage eligibility criteria, and the accept-
ability of the documentation in the mortgage file should all enter into the decision on whether to deliver the mortgage to Fan-
nie Mae.

The lender must fully document the results of its comprehensive risk assessment and final underwriting decision, and ensure
that the information used to reach its comprehensive risk assessment is valid, accurate, and substantiated.

For a more precise or definitive recommendation for determining whether to deliver a given mortgage to Fannie Mae, the
lender should submit the mortgage application to DU. DU evaluates the probability of future serious delinquency and arrives
at an underwriting recommendation by relying on a comprehensive examination of risk factors in a mortgage application.
Furthermore, DU is the standard by which Fannie Mae assesses the delinquency risk on all mortgages sold to Fannie Mae.

Related Announcements

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

Announcement SEL-2013-06 August 20, 2013

Announcement SEL-2012—07 August 21, 2012

Announcement 09-32 October 30, 2009

Announcement 09-12 May 4, 2009
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Chapter B3-2, Desktop Underwriter (DU)

Desktop Underwriter (DU)

Introduction

This chapter describes DU considerations and requirements.

In This Chapter

This chapter contains the following topics:

B3-2-01, General Information on DU (08/07/2018) . . . . . .. oo 287
B3-2-02, DU Validation Service (07/03/2019). . . . . . oot 292
B3-2-03, Risk Factors Evaluated by DU (12/04/2018) . . . . . . ... e e 298
B3-2-04, DU Documentation Requirements (03/31/2015) . . . . .. . e 303
B3-2-05, Approve/Eligible Recommendations (01/27/2015). . . . . . .. o 305
B3-2-06, Approve/lneligible Recommendations (01/27/2015) . . . . ... 306
B3-2-07, Refer with Caution (01/27/2015) . . . . ... 307
B3-2-08, Out of Scope Recommendations (04/01/2009) . . . . .. ... i 309
B3-2-09, Erroneous Credit Report Data (01/27/2015) . . . . .. .. 309
B3-2-10, Accuracy of DU Data, DU Tolerances, and Errors in the Credit Report (08/07/2019) . . ... ................ 31
B3-2-11, DU Underwriting Findings Report (10/24/2016). . . . . .. . .o e e 314

B3-2-01, General Information on DU (08/07/2018)

Introduction

This topic contains general information on DU, including:

¢« Overview

* Underwriting with DU

DU Underwriting Reports

* Loan Casefile Archival Policy

* Loan Application Sections
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DU Underwriting Recommendations

*  General Lender Requirements

Overview

Fannie Mae’s automated underwriting system, Desktop Underwriter (DU), evaluates mortgage delinquency risk and arrives
at an underwriting recommendation by relying on a comprehensive examination of the primary and contributory risk factors
in a mortgage application. (See B3-2-03, Risk Factors Evaluated by DU (12/04/2018)) It analyzes the information in the loan
casefile to reach an overall credit risk assessment to determine eligibility for delivery to Fannie Mae.

No one factor determines a borrower’s ability or willingness to make his or her mortgage payments. DU identifies low-risk
factors that can offset high-risk factors. When several high-risk factors are present in a loan casefile without sufficient offsets,
the likelihood of serious delinquency increases.

DU conducts its analysis uniformly, and without regard to race, gender, or other prohibited factors. DU uses validated, sta-
tistically significant variables that have been shown to be predictive of mortgage delinquency across all groups.

DU does not evaluate a loan’s compliance with federal and state laws and regulations including, without limitation, a loan’s
potential status as a qualified mortgage under applicable laws and regulations. Lenders bear sole responsibility for comply-
ing with applicable laws and regulations, and these compliance obligations may not be imposed upon or shared by Fannie
Mae.

Underwriting with DU

Loans may be submitted to DU before or after the closing of the mortgage loan; however, the first submission to DU for un-
derwriting purposes must occur before closing of the mortgage loan.

When the mortgage loan or borrower information changes and it no longer matches the information used when the loan
casefile was last underwritten with DU, the lender must update the data and resubmit the loan casefile to DU. Exceptions
are specified in B3-2-10, Accuracy of DU Data, DU Tolerances, and Errors in the Credit Report (08/07/2019).

When the loan casefile is resubmitted to DU after closing and prior to delivery to Fannie Mae, the lender is responsible for
ensuring that:
» all information provided in the final submission to DU matches the terms of the closed loan;

» the loan complies with the requirements specified in A2-2.1-04, Limited Waiver and Enforcement Relief of Representa-
tions and Warranties for Mortgages Submitted to DU (12/04/2018);

+ the loan delivery data matches both the closed loan and the final data submitted to DU; and

+ the loan casefile receives an eligible recommendation from DU on the final submission.

The lender may request a new credit report after closing when the loan casefile is resubmitted and, as with all loan casefiles,
must comply with the Fair Credit Reporting Act with regard to the purpose and nature of the inquiry. If the new credit report
contains information that is different than the information used to prepare the final loan application that was signed by the

borrower at closing, the loan application must be updated. (Borrower signature(s) are not required due to the update occur-
ring post-closing.) The lender must include both the final signed and the updated unsigned loan applications in the loan file.
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Note: The credit report must meet the allowable age of documents as of the note date. If the credit report expired
prior to the note date and the loan casefile is being resubmitted to DU, a new credit report must be requested.

In certain instances, the lender may not be able to access the original DU loan casefile for resubmission purposes. Lenders
may create a new loan casefile in DU after closing to ensure that all information in the final DU submission matches the terms
of the closed loan, provided all of the following conditions are met:

+ the above lender responsibilities are met, including the updating of the final loan application, if applicable;

+ the loan has not yet been delivered to Fannie Mae;

+ the loan has the same information (for example, the same borrower(s) and property) as had previously been underwrit-
ten through DU prior to closing using another loan casefile, and that loan casefile received an eligible recommendation
from DU;

» the lender retains the DU Underwriting Findings Report from the original loan casefile ID in the loan file;

» the DU submission using the new loan casefile occurs no more than 60 days after closing (based on the note date) or
12 months after initial closing for single-closing construction-to-permanent loans (described in B5-3.1-02, Conversion
of Construction-to-Permanent Financing: Single-Closing Transactions (08/07/2019)); and

+ as stated above, when a new credit report is requested, the lender complies with the Fair Credit Reporting Act.
If the resubmission to DU results in an “ineligible” recommendation, the mortgage loan may not be delivered to Fannie Mae.

Note: If the quality control function is performed before delivery, the above requirements apply. If quality control
is performed after delivery, refer to D1-3-03, Lender Post-Closing Quality Control Review of Data Integrity (04/

03/2019).

DU Underwriting Reports

DU issues two types of reports:

* The DU Underwriting Findings report summarizes the overall underwriting recommendation and lists the steps neces-
sary for the lender to complete the processing of the loan file. This is typically the first report viewed by an underwriter
or a loan officer after the loan casefile has been underwritten with DU. This report is described in B3-2-11, DU Under-
writing Findings Report (10/24/2016).

»  The Underwriting Analysis report contains much of the same information requested on the Uniform Underwriting and
Transmittal Summary (Form 1008).

Each time a loan casefile is resubmitted to DU, the information in these reports is updated with information from the most
recent submission. The date and time of each submission are recorded on each report, along with the unique loan casefile
ID.

Loan Casefile Archival Policy

DU loan casefiles are archived and no longer retained in DU 28 months from the date the loan casefile was last updated.
This time frame is intended to ensure that the total volume of loans in the system is at a manageable level, reducing the time
required by DU to search for and retrieve loan casefiles
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After a loan casefile is archived from DU, it cannot be restored. If a loan casefile that has been archived must be re-under-
written, a new loan casefile must be created and submitted to DU. The loan casefile will be subject to the policies in effect
for the current version of DU. Fannie Mae is not responsible for retaining loan casefiles for the lender.

Loan Application Sections

The items listed below describe screens of the online loan application in the DU user interface and correspond to sections
in the Uniform Residential Loan Application (Form 1003):

» Section |, Type of Mortgage and Terms of Loan

»  Section Il, Subject Property Address and Purpose of Loan

« Section lll, Borrower Information

«  Section IV, Employment Information

»  Section V, Monthly Income and Combined Housing Expense
+ Section VI A, Assets

+ Section VI R, Real Estate Owned

» Section VI L, Liabilities

» Section VII, Details of Transaction

«  Section VIII, Declarations

For guidance in data entry with DU, see the DU Job Aids available on Fannie Mae's website.

DU Underwriting Recommendations

The following topics describe the underwriting recommendations returned by DU:

* B3-2-05, Approve/Eligible Recommendations (01/27/2015).

* B3-2-06, Approve/lneligible Recommendations (01/27/2015).
+ B3-2-07, Refer with Caution (01/27/2015).

« B3-2-08, Out of Scope Recommendations (04/01/2009).

General Lender Requirements

When underwriting loans with DU, the lender must:
» employ prudent underwriting judgment in assessing whether a loan casefile should be approved and delivered to Fan-
nie Mae;

» confirm the accuracy of the data it submits, making sure that it did not fail to submit any data that might have affected
the DU recommendation had it been known;
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» ensure that the loan complies with all of the verification messages and approval conditions specified in the DU Under-

writing Findings report;

+ apply due diligence when reviewing the documentation in the loan file;
* review the credit report to confirm that the data that DU evaluated with respect to the borrower’s credit history was

accurate and complete;

+ determine if there is any potentially derogatory or contradictory information that is not part of the data analyzed by DU;

and

» take action when erroneous data in the credit report or contradictory or derogatory information in the loan file would jus-
tify additional investigation or would provide grounds for a decision that is different from the recommendation that DU

delivered.

For example, if a foreclosure was reported in the credit report but was not detected by DU (that is, it was not referenced in
any verification messages), the lender must determine if the loan complies with the applicable guidelines (see B3-5.3-07,

Significant Derogatory Credit Events — Waiting Periods and Re-establishing Credit (08/07/2019)).

Related Announcements

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

this topic.

Announcements and Release Notes

Issue Date

Announcement SEL-2018-06

August 07, 2018

Announcement SEL-2016-04

May 31, 2016

Announcement SEL-2015-01

January 27, 2015

Announcement SEL-2014-13

November 10, 2014

Announcement SEL-2013-07

September 24, 2013

Announcement SEL-2013-06

August 20, 2013

Announcement SEL-2012-14

December 18, 2012

Announcement SEL-2012-07

August 21, 2012

DU Version 9.0

July 24, 2012

Announcement SEL-2011-09

August 30, 2011

Announcement SEL-2011-04

May 24, 2011
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B3-2-02, DU Validation Service (07/03/2019)

Introduction

This topic contains information on the DU validation service, including:

General Information

Authorized Vendors and Verification Reports

Lender Requirements

Validation Results

Income Validation

Employment Validation

Asset Validation

General Information

The DU validation service offers lenders an opportunity to deliver loans with more certainty. Certain components of the loan
file — income, employment, and assets — are eligible for validation by DU using electronic verification reports obtained from
vendors. When a component of the loan is validated by DU, the loan may be eligible for representation and warranty en-
forcement relief related to that component. Different lender quality control and documentation requirements may also apply.
See the following for additional information:

A2-2-01, Contractual Representations and Warranties (04/03/2019),
A2-2.1-04, Limited Waiver and Enforcement Relief of Representations and Warranties for Mortgages Submitted to DU

(12/04/2018),
A3-4-02, Data Quality and Integrity (08/07/2018),

B1-1-03, Allowable Age of Credit Documents and Federal Income Tax Returns (02/27/2018),
B3-3.1-01, General Income Information (08/07/2019),

B3-3.1-02, Standards for Employment Documentation (10/24/2016),

B3-3.1-06, Requirements and Uses of IRS Request for Transcript of Tax Return Form 4506-T (07/03/2019),
B3-3.1-09, Other Sources of Income (08/07/2019),

B3-3.1-07, Verbal Verification of Employment (10/02/2018),

B3-3.5-01, Income and Employment Documentation for DU (08/07/2019),

B3-4.2-01, Verification of Deposits and Assets (04/25/2017),

B3-4.2-02, Depository Accounts (12/06/2016),

B3-4.4-02, Documentation Requirements (12/06/2016),

D1-2-01, Lender Prefunding Quality Control Review Process (03/28/2017), and
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+ D1-3-02, Lender Post-Closing Quality Control Review of Approval Conditions, Underwriting Decisions, and Documen-
tation (08/07/2019).

The validation service is an optional service available only for conventional loans underwritten through DU. Lenders are not
required to participate in the DU validation service in order for a loan to be underwritten through DU.

Authorized Vendors and Verification Reports

A lender may obtain a verification report directly from a “report supplier” or from a “report distributor” as described below:

* Report suppliers have entered into an agreement with Fannie Mae to participate in the DU validation service. Report
suppliers generate the report and send the report data electronically to the DU validation service. This report reflects
the report supplier’'s name and/or logo.

* Report distributors have not entered into an agreement with Fannie Mae, but have an agreement with an eligible report
supplier. The report supplier (not the distributor) sends the report data electronically to the DU validation service. The
verification report reflects both the report distributor's name and the name and/or logo of the applicable report supplier.

The DU Validation Service Verification Report Vendors list provides a listing of authorized report suppliers and report distrib-
utors and is available on Fannie Mae’s website.

Lender Requirements

No special approval is required from Fannie Mae to use this service; however, the lender must “opt-in” to participate in each
component of the DU validation service (income and employment, and assets). When a lender opts in, all future loans that
are submitted to DU will automatically be assessed through the service for that component.

In order to participate in the DU validation service, the lender must
* have a relationship with, and have entered into a contract for the services provided by, a vendor(s) —either a report sup-

plier or a report distributor — that is authorized to obtain a verification report;

* have an agreement with a vendor(s) that allows for the report supplier to share the information contained within the ver-
ification report (obtained by the lender) with Fannie Mae electronically for use by the DU validation service; and

« establish controls to manage and monitor the vendors in accordance with its own regulatory requirements.
For loans assessed by the DU validation service, the lender must

*  obtain borrower authorization to receive the information from the vendor;

» confirm that the verification report matches the borrower;

» ensure information entered by the lender in DU is properly documented;

* investigate and resolve any conflicting or contradictory information;

« retain a copy of all verification reports in the loan file, in addition to any other documentation required by DU; and

+ ensure that the most current version of the verification report is used by the DU validation service. If the lender obtains
an updated verification report, the lender must resubmit the loan to DU and receive a message that the component has
been validated in order for the representation and warranty enforcement relief to apply.
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Validation Results

When a component of the loan file is assessed by the DU validation service, three results are possible: validated, not vali-
dated, or unable to be validated. DU will issue a message providing the validation results.

Validated

DU has determined that the information provided on the verification report supports the information entered into DU for the
component being validated.

The DU message(s) will indicate that the verification report is acceptable documentation to support the component that has
been validated.

Not Validated

DU has determined that the information provided on the verification report does not fully support the information entered into
DU for the component of the loan file eligible for validation.

The DU message(s) will indicate what documentation, in addition to the verification report, is required.
Unable to Validate

DU is unable to validate the information entered into DU for the component eligible for validation. This could be due to DU’s
inability to access the verification report data, or insufficient data in the report.

The DU message(s) will indicate what documentation is required.

Note: Regardless of the validation result, DU will continue to use the information provided by the lender in
determining the DU underwriting recommendation. The results of the validation service do not override, impact,
or alter any information submitted by the lender.

Income Validation

The following table lists the income types that can be validated, and the documentation that DU will require, which may be
different than the standard documentation required in this Guide.

Note: Military income is not eligible for income validation by DU.

Eligible Income Types Eligible Verification Report
Base Employment and Income Verification Report
Bonus
Overtime
Commission
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Eligible Income Types Eligible Verification Report
Retirement (IRA distributions, pension and annuities) Tax Return Transcript (Taxpayer Tax Return Summary
Report)

Note: Additional documentation may be required
depending on the type of retirement income.

Social Security (retirement, disability, supplemental, Tax Return Transcript (Taxpayer Tax Return Summary
survivor benefits) Report)

Note: Additional documentation may be required
depending on the type of Social Security income.

Self-employed (IRS Form 1040 Schedules C or C-EZ for | Tax Return Transcript (Taxpayer Tax Return Summary
sole proprietorships only) Report)

Income—Additional Information

The following additional information applies to income validated by DU:

»  The vendor may offer options for lenders to obtain income information. Both of the following methods are acceptable
for use with the DU validation service:

- data obtained from the report supplier’s existing database of employer-provided information, and

- data developed from a manual request from the lender for the report supplier to contact the employer directly to
obtain the information.

+  When DU validates income, the lender is not required to determine if the borrower is employed by a family member or
interested parties to the property sale or purchase.

*  When DU validates income, the lender must continue to obtain employment verification as described in B3-3.1-07, Ver-
bal Verification of Employment (10/02/2018). The verification report may contain sufficient information to satisfy this
requirement. See Employment—Additional Information below.

+ The lender must review the verification report, and investigate and resolve any conflicting or contradictory information.
Age of Income Document Requirements

Employment and Income Verification Reports: The date of the report must comply with Fannie Mae’s standard age of
credit document requirements as outlined in B1-1-03, Allowable Age of Credit Documents and Federal Income Tax Returns

(02/27/2018).

Tax Return Transcripts: In order to ensure that the income validation is completed using the most recent tax transcripts,
the following will be used to determine if the transcript contains the most recent tax return information. Lenders are not re-
quired to comply with the age of credit documents as outlined in B1-1-03, Allowable Age of Credit Documents and Federal
Income Tax Returns (02/27/2018), when DU issues the message that income has been validated.

» For loan casefiles created on or before April 30, the most recent tax transcript must be provided. The most recent tax
transcript would be for the prior year (current year minus 1). If the prior year tax return has not yet been filed or the tran-
script is not yet available, the most recent tax transcript will be the current year minus 2.
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For loan casefiles created after April 30, the most recent year tax transcript must be provided for validation to be com-
pleted. The most recent tax transcript will be for the prior year (current year minus 1).

Employment Validation

The following table describes the employment that can be validated and the documentation that DU will require, which may
be different than the standard documentation required in this Guide.

Note: Military employment is not eligible for employment validation by DU.

Eligible Employment Eligible Verification Report

Employment related to the following income types: Employment and Income Verification Report or
Employment Verification Report

+ Base

+ Bonus

* Overtime

Commission income

Employment—Additional Information

The following additional information applies to employment validated by DU:

The vendor may offer options for lenders to obtain employment information. Both of the following methods are accept-
able for use with the DU validation service:

- data obtained from the report supplier’s existing database of employer-provided information, and

- data developed from a manual request from the lender for the report supplier to contact the employer directly to
obtain the information.

Income and employment are assessed independently; however, the results of the employment validation may impact
income validation (for example, if employment is not able to be validated, the associated income will not be validated).

When employment is validated by DU, the validation satisfies the requirement for verbal verification of employment
described in B3-3.1-07, Verbal Verification of Employment (10/02/2018). Lenders must comply with all DU messages,
including ensuring the loan closes by the “Close By Date” stated in the DU employment validation message.

The lender must review the verification report, including any Employer Disclaimer information, and investigate and
resolve any conflicting or contradictory information.

Asset Validation

The following table lists the asset types that can be validated and the documentation that DU will require, which may be
different than the standard documentation required in this Guide.
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Eligible Asset Types Eligible Verification Report

Total funds to be verified as required by DU, based on | Asset Verification Report
assets held in the following accounts:

Checking depending on the type of asset account and the
. assessment conducted by DU for validation
Savings
purposes.
Certificates of Deposit
Stocks
Money Market

Mutual funds

Retirement

Note: Additional documentation may be required

Asset—Additional Information

The following additional information applies to asset validation.

The account statements obtained from the vendor must cover the most recent:

- 30 days of account activity for refinance transactions

- 60 days of account activity for purchase transactions

- The most recent quarter, if account information is reported on a quarterly basis

The lender must review the verification report, and investigate and resolve any conflicting or contradictory information.
The lender must also confirm that the borrower is listed as an account holder for each asset account.

The DU validation service automates the assessment of large deposits on purchase transactions required in B3-4.2-02,
Depository Accounts (12/06/2016). When a large deposit needs to be documented, DU will issue a message specifying
the amount of the large deposit, as well as the institution name and account number of the account that includes the
large deposit. If no message is issued by DU, then no documentation of any large deposit appearing on the asset
report is required when assets have been validated.

If the actual amount of funds required to complete the transaction is greater than the Funds Required to Close specified
in DU, the lender must document liquid assets to cover the additional amount. See B3-2-10, Accuracy of DU Data, DU
Tolerances, and Errors in the Credit Report (08/07/2019)for additional details on whether the loan must be resubmitted
to DU.

For self-employed borrowers, if an eligible asset account is reflected as a business account on the verification report,
the lender must perform a business cash flow analysis to confirm that the withdrawal of funds for this transaction will
not have a negative impact on the business. If the lender determines the withdrawal would have a negative impact on
the business, the lender must remove the assets from the online loan application, obtain an updated verification report
that excludes the business account, and resubmit the loan to DU.

When retirement assets are entered in DU, DU issues a message requiring the lender to ensure that withdrawals are
permitted, and that withdrawals are not limited to those completed in connection with the borrower’s employment termi-
nation, retirement, or death. If any of these conditions are present, the lender must remove the retirement account
assets from the online loan application, obtain an updated verification report that excludes the retirement account, and
resubmit the loan to DU.
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Related Announcements

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

Announcements Issue Date
Announcement SEL-2019-06 July 03, 2019
Announcement SEL-2018-09 December 04, 2018
Announcement SEL-2017-03 March 28, 2017
Announcement SEL-2016-09 December 6, 2016
Announcement SEI —2016-08 October 24, 2016
DU Version 10 October 24, 2016

B3-2-03, Risk Factors Evaluated by DU (12/04/2018)

Introduction

This topic contains information on the risk factors evaluated by DU, including:

* Risk Factors Evaluated by DU

+  Credit History
*  Delinquent Accounts

¢ Installment Loans

* Revolving Credit Utilization

» Public Records, Foreclosures, and Collection Accounts
* Inquiries

+ Borrower’'s Equity and LTV

* Liquid Reserves

* Loan Purpose
e Loan Term

*  Loan Amortization Type

*  Occupancy Type
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¢ Debt-to-Income Ratio

* Housing Expense Ratio

*  Property Type
e Co-borrowers

»  Self-Employment

« Risk Factors for Loans Where No Borrower Has a Credit Score

Risk Factors Evaluated by DU

DU considers the following characteristics in the credit report to assess the creditworthiness of borrowers who have tradi-
tional credit histories: credit history, delinquent accounts, installment accounts, revolving credit utilization, public records,
foreclosures, collection accounts, and inquiries.

The non-credit risk factors evaluated by DU include: the borrower’s equity and LTV ratio, liquid reserves, loan purpose, loan
term, loan amortization type, occupancy type, debt-to-income ratio, housing expense ratio, property type, co-borrowers, and
self-employment.

DU performs a comprehensive evaluation of these factors, weighing each factor based on the amount of risk it represents
and its importance to the recommendation. DU analyzes the results of this evaluation along with the evaluation of the bor-
rower’s credit profile to arrive at the underwriting recommendation for the loan casefile.

More information on these risk factors is provided below. Also see below for information about the risk factors DU considers
when evaluating loans where no borrower has a credit score.

Credit History

A borrower’s credit history is an account of how well the borrower has handled credit, both now and in the past. An older,
established history—even though the accounts may have zero balances—will have a more positive impact on the borrower’s
credit profile than newly established accounts.

A borrower who has a relatively new credit history (a few recently opened accounts) is not automatically considered a high
credit risk. Successfully managing newly established accounts, including making payments as agreed, signifies lower risk.

Delinquent Accounts

Payment history is a significant factor in the evaluation of the borrower’s credit. DU considers the severity of the delinquen-
cies (30, 60, 90, or more days late), the length of time since the delinquencies, and the number and type of accounts that
were not paid as agreed.

A payment history that includes bills that are 30 days or more past-due, or a history of paying bills late as evidenced by a
number of accounts with late payments, will have a negative impact on the borrower’s credit profile. The amount of time that
has elapsed since an account was delinquent is an important factor included in the evaluation of the payment history. For
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example, a 30-day late payment that is less than three months old indicates a higher risk than a 30-day late payment that
occurred several years ago.

Installment Loans

DU evaluates how well a borrower manages debt for all types of installment loans such as mortgage, auto, unsecured, and
student loans. Research has shown that borrowers with no active installment accounts represent a higher risk than borrow-
ers who have active installment accounts.

Revolving Credit Utilization

The establishment, use, and amount of revolving credit a borrower has available are important. Trended credit data is used
to evaluate the borrower’s ability to manage revolving accounts. A borrower who uses revolving accounts conservatively,
meaning low revolving credit utilization or regular payoff of revolving balance, is considered lower risk. A borrower whose
revolving credit utilization is high or who has low available revolving credit is considered higher risk.

Public Records, Foreclosures, and Collection Accounts

A credit history that includes any significant derogatory credit event is considered high risk. Significant derogatory credit
events include bankruptcy filings, foreclosures, deeds-in-lieu of foreclosure, preforeclosure sales, mortgage charge-offs, or
accounts that have been turned over to a collection agency.

The more recent such events occurred, the more adverse the impact is on the credit profile. Although most public record
information is retained in the credit history for seven years (ten years for bankruptcies), as time passes, it does become less
significant to DU’s credit evaluation.

Note: Collection accounts reported as medical collections are not used in the DU risk assessment.

Inquiries

DU evaluates inquiries made within the most recent 12 months of the credit report date. Research has shown that a high
number of inquiries can indicate a higher degree of risk. However, multiple inquiries made by different mortgage lenders or
different auto loan creditors within the same time frame is not viewed by DU as multiple inquiries (these types of inquiries
generally reflect borrowers shopping for favorable rates or terms). A borrower who has frequently applied for, or obtained,
new or additional credit represents a higher risk.

Borrower’s Equity and LTV

The amount of equity in the property is a very important component of the risk analysis. Research has shown that a borrower
who makes a large down payment or who has considerable equity in his or her property is less likely to become delinquent
on a mortgage loan than a borrower who makes a small down payment or has a small amount of equity in a property. In

other words, the more equity a borrower has in the property, the lower the risk associated with the borrower’s mortgage loan.
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DU may use a low LTV ratio to offset other risks that it may identify in the loan application.

Liquid Reserves

Liquid reserves are those financial assets that are available to a borrower after a loan closes. Reserves are calculated as
the total amount of liquid assets remaining after the loan transaction closes divided by the qualifying payment amount.

DU considers higher amounts of liquid reserves as more favorable than lower amounts or no reserves. Research has shown
that mortgages to borrowers with higher amounts of liquid reserves tend to have lower delinquency rates. As with a low LTV
ratio, DU may consider high amounts of reserves as an offset for other risks that it may identify in the loan application.

Loan Purpose

There is a certain level of risk associated with every transaction, whether it is a purchase or a refinance. Purchase transac-
tions represent less risk than refinance transactions. When evaluating refinance transactions, a limited cash-out refinance

transaction represents less risk than a cash-out refinance transaction. For construction-to-permanent transactions, DU de-
termines the purpose of refinance based on the amount of cash the borrower is receiving at closing.

Loan Term

Research has shown that mortgages to borrowers who choose to finance their mortgages over shorter terms and build up
equity in their properties faster generally tend to perform better than mortgages with longer amortization periods.

Loan Amortization Type

Research has shown that there is a difference in loan performance based on the manner in which the mortgage amortizes.
Fixed-rate mortgages will be viewed as representing less risk than adjustable-rate mortgages.

Occupancy Type

Performance statistics on investor loans are notably worse than those of owner-occupied or second home loans. Owner-
occupied transactions represent the least risk, followed by second home transactions, and investment property transactions
having the highest risk level.

Debt-to-Income Ratio

In DU’s evaluation, generally, the lower the borrower’s debt-to-income ratio (DTI ratio), the lower the associated risk. As the
ratio increases, the level of risk also tends to increase; and a high ratio will have the greatest adverse impact on the recom-
mendation when there are also other high-risk factors present.

Printed copies may not be the most current version. For the most current version, go to the online 301
version at https://www.fanniemae.com/singlefamily/originating-underwriting.



Part B, Origination Through Closing
Subpart B3, Underwriting Borrowers 08/07/2019
Chapter B3-2, Desktop Underwriter (DU)

Housing Expense Ratio

Borrowers with lower housing expense ratios are considered lower risk, while those with higher housing expense ratios are
considered higher risk. Research has shown that borrowers whose total monthly expenses are composed primarily of their
housing expense may find it more difficult to pay this expense when experiencing an event that would cause financial dis-
tress, such as the loss of a job.

Property Type

Another important factor that DU considers in the risk analysis is the collateral or property type. DU differentiates the risk
based on the number of units, and in some cases the property type (e.g., manufactured home).

The level of risk associated with each property type is as follows, starting with those property types representing the least
amount of risk:

* one-unit properties;

+ two-, three-, and four-unit properties;

« manufactured homes.

Co-borrowers

DU considers the number of borrowers (who have traditional credit) on a mortgage application in its evaluation because,
generally, the presence of more than one borrower helps to reduce risk. Research has shown that mortgages that have more
than one borrower tend to have a lower delinquency rate than mortgages with one borrower. However, additional borrowers
tend to reduce risk only when they have good credit histories.

Self-Employment

Self-employment income can vary from year-to-year and because of the increased chance of uneven cash flows, self-em-
ployment adds a layer of risk that is not present with salaried borrowers. Research has shown that self-employed borrowers
tend to become delinquent on their mortgages more often than salaried borrowers, when all other risk factors are held con-
stant.

DU considers self-employment in the risk assessment when the only borrower on the loan is self-employed as his or her
primary source of income, or when two of the borrowers on the loan are self-employed as their primary source of income.

Risk Factors for Loans Where No Borrower Has a Credit Score

DU will consider the following factors when evaluating the overall credit risk of the loan when no borrower on the loan casefile
has traditional credit and a credit score:
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* borrower’s equity and LTV ratio,

* liquid reserves, and

« DTl ratio.

See B3-5.4-01, Eligibility Requirements for Loans with Nontraditional Credit (12/19/2017), and B3-5.4-02, Number and

Types of Nontraditional Credit Sources (08/30/2016), for additional requirements that apply to loan casefiles without credit
scores.

Note: If a loan casefile does not receive an Approve recommendation or if the borrower is unable to meet the
DU requirements related to the sources of nontraditional credit required, the lender may manually underwrite
and document the loan according to the nontraditional credit guidelines described in this Guide.

Related Announcements

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

Announcements and Release Notes Issue Date
Announcement SEL-2018-09 December 04, 2018
Announcement SEL-2016-07 August 30, 2016
Announcement SEL-2016—-04 May 31, 2016
Announcement SEL-2015-01 January 27, 2015
Announcement SEL-2013-06 August 20, 2013
Announcement SEL-2012-07 August 21, 2012
Announcement SEL-2012-06 June 26, 2012
Announcement SEL-2010-06 April 30, 2010

B3-2-04, DU Documentation Requirements (03/31/2015)

Introduction

This topic contains information on DU documentation, including:

* Required Documentation for the Permanent Loan File

DU Documentation Requirements
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* Transferring Documentation Flexibilities to Another Lender

Required Documentation for the Permanent Loan File

The following documents must be maintained in the permanent loan file:

» the complete loan application (the full Form 1003),
» the final DU Underwriting Findings report, and
« the final Underwriting Analysis report produced by DU.

Lenders are not required to prepare a Uniform Underwriting and Transmittal Summary (Form 1008) for loans underwritten
with DU and subsequently delivered to Fannie Mae.

DU Documentation Requirements

DU indicates the minimum verification documentation requirements necessary for the lender to process the loan application.
While DU may offer a reduced level of documentation, a more comprehensive level of documentation is always acceptable
and in some instances should be required by lenders when circumstances in the loan file warrant it.

DU documentation requirements are based on the specific risk factors present in each loan file. The requirements appear in
the DU Underwriting Findings report in the section titled Verification Messages/Approval Conditions. DU indicates the mini-
mum documentation requirements for income and asset verification, credit-related documentation, and level of property
fieldwork.

Transferring Documentation Flexibilities to Another Lender

The documentation flexibilities that apply to loan casefiles underwritten with DU are transferable to any lender that subse-
quently delivers the mortgage to, or services it for, Fannie Mae.

The terms of the closed mortgage and the information in the underwriting file must match the data on which DU based its
recommendation. For additional information, see:

 B3-2-10, Accuracy of DU Data, DU Tolerances, and Errors in the Credit Report (08/07/2019), and
 B4-1.1-02, Lender Responsibilities (09/04/2018).

Related Announcements

The table below provides references to the Announcements that have been issued that are related to this topic.
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Announcements Issue Date
Announcement SEL-2015-03 March 31, 2015
Announcement SEL-2012-06 June 26, 2012

B3-2-05, Approve/Eligible Recommendations (01/27/2015)

Introduction

This topic contains information on Approve/Eligible recommendations.

Approve/Eligible Recommendations

The following table describes these recommendations.

Approve/Eligible

Eligible for Fannie Mae’s limited waiver of certain Yes, as long as the mortgage loan satisfies the
mortgage loan eligibility and underwriting representations | applicable requirements related to limited waivers as
and warranties? described in this Guide. (See A2-2.1-04, Limited Waiver

and Enforcement Relief of Representations and
Warranties for Mortgages Submitted to DU (12/04/

2018).)

Satisfies Fannie Mae’s credit risk standards/assessment? | Yes

Satisfies Fannie Mae’s mortgage loan eligibility criteria? Yes

Eligible for delivery to Fannie Mae? Yes, if all approval conditions have been met.

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

Issue Date

Announcement SEL-2015-01

January 27, 2015

Announcement SEL-2013-07

September 24, 2013

Announcement SEL-2012-07

August 21, 2012

DU Version 9.0

July 24, 2012

DU Version 8.0

September 22, 2009

Announcement 09-29

September 22, 2009

08/07/2019

B3-2-06, Approvel/ineligible Recommendations (01/27/2015)

Introduction

This topic contains information on Approve/Ineligible recommendations.

Approve/lneligible Recommendations

These recommendations do not take into consideration any additional credit risk or other factors that might be associated
with the reason the loan is ineligible for delivery to Fannie Mae. The lender must determine if the reason for the ineligibility
creates an additional layering of credit risk that should be considered as the lender makes the underwriting decision.

The following table provides further information about these recommendations.

Approve/Ineligible

Eligible for Fannie Mae’s limited waiver of certain
mortgage eligibility and underwriting representations
and warranties?

No (see A2-2.1-04, Limited Waiver and Enforcement
Relief of Representations and Warranties for Mortgages

Submitted to DU (12/04/2018))

Satisfies Fannie Mae’s credit risk standards/
assessment?

Yes, assuming that there is no additiona