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Preface

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

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

* Servicer Duties and Responsibilities

* Breach of Contract and Nonperformance

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

A, Doing Business with Fannie Mae

* Escrow Administration
B, Escrow, Taxes, Assessments, and Insurance * Property Taxes and Assessments
* Insurance (Property, Flood, Ml, and Lender-Placed)

* Payment Processing
* ARM Loan Servicing
* Payment Remitting and Accounting ¢ Reporting

C, Mortgage Payment Processing, Remitting,
Accounting and Reporting

* Release of Security
* Transfers of Ownership
* Notice of Liens, Legal Action, and Property
D, Providing Solutions to Borrowers Forfeitures and Seizures
* Assisting Borrowers Facing Default or In Default
* Fannie Mae Home Retention and Liquidation Workout
Options

* Referring Default-Related Legal Matters to a Law
Firm

* Bankruptcy Proceedings

* Foreclosure Proceedings

E, Default-Related Legal Services, Bankruptcy,
Foreclosure, and Acquired Properties

* Managing Acquired Properties

Use of the Numbering System

A numbering system is used in the Servicing Guide to identify the level of content as shown in the following
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table.
Each... Has a corresponding... Example
Part letter D
Subpart one-digit number beginning with 1 D2
Chapter one-digit number beginning with 1 D2-3
Section one-digit number beginning with 1 D2-3.1
Topic two-digit number beginning with 01 D2-3.1-01

The example column shows how the numbering system can be used to map the location of specific content
within the Servicing Guide to Part D, Subpart 2, Chapter 3, Section 1, Topic 01.

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

Trademark Acknowledgements

Fannie Mae's trademarks referenced in this Servicing Guide are detailed on our website and may be used
without the corresponding symbol. All other trademarks are the property of their respective owners.

Effective Dates for the Servicing Guide

Each topic within the Servicing Guide is followed by a date shown in parentheses. Beginning with the publication
of the 2014 Servicing Guide, this date represents the date of the most recent Servicing Guide announcement
that amended content within an individual topic. The servicer must refer to the individual Servicing
announcement to determine the policy effective date. Links to announcements in the past five years that
amended the policies in that topic can be found in the Recent Related Announcements table at the end of the
topic, as applicable.

Topic updates with older related announcements can be found in prior PDF versions of the Servicing Guide in
the Fannie Mae Selling and Servicing Policy Archives.

Amendments to the Servicing Guide

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

Notification of Changes and Updates
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Fannie Mae notifies servicers of changes and updates to servicing policies and procedures through Servicing
Guide announcements, lender letters, and notices as described below:

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

¢ Lender letters communicate
o - new or modified policies and requirements that may be temporary in nature,
o - reminders of existing policies, and

o - advance notice of policy changes with future effective dates to be included in future Servicing
Guide updates. Lender Letters are numbered in chronological order as: LL-202X-XX.

¢ Servicing Notices provide notification of information not impacting the Servicing Guide content, such as
updates to an Exhibit on Fannie Mae's website. Notices are identified by the date published (and are not
numbered).

Fannie Mae does not mail printed copies of Guide updates, announcements, lender letters, or notices. Fannie
Mae notifies servicers of changes and updates to its Servicing Guide policies and procedures in two ways:

e posting the documents on Fannie Mae’s website and the AllRegs® subscription website, and
¢ email notification to servicers that subscribe to Fannie Mae’s email subscription service and select the
option “Servicing News.”

For a list of Servicing Guide policy changes and updates, see In Case You Missed It.

e 2021 In Case You Missed It
e 2020 In Case You Missed It

Exhibits, Forms, and Content Incorporated by Reference

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

e on Fannie Mae’s website via the Guide Forms and Legal Documents pages, which provide a complete list
of all forms and legal documents, or

¢ on the AllRegs subscription website for users with a full subscription to AllRegs.

Some exhibits that relate to Fannie Mae policies and requirements are only referenced in the Servicing Guide
and are posted in their entirety on Fannie Mae's website. All materials referenced by hyperlink, such as forms,
exhibits and reference materials that are posted to Fannie Mae’s website are incorporated by reference into the
Servicing Guide and are fully enforceable.

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

Guide Maintenance

Periodically non-policy related maintenance is needed to ensure the integrity of the Servicing Guide. Examples


https://singlefamily.fanniemae.com/media/document/pdf/case-you-missed-it-summary-2022-selling-guide-servicing-guide-policy-updates
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of maintenance include, updating or removing links to content that has been moved or deleted, modifying
terminology to align with corporate branding, and incorporating new features to help improve the ease of
navigating the Guide.

Technical Issues

In the event of technical difficulties or system failures with Fannie Mae’s website or with delivery of the “Selling
+Servicing News” option of Fannie Mae’s email subscription service, users may use the “Contact Us” link of the
website to ask a question or obtain more information.

When Questions Arise

The Servicing Guide explains how to become an approved Fannie Mae servicer and the policies and
requirements required to perform normal and routine servicing matter. If a servicer feels that a situation is not
covered by the Servicing Guide, or a procedure may not apply due to extenuating circumstances, the servicer’s
principal contact should be its lead Fannie Mae Servicing Representative (see F-4-02, List of Contacts) unless
specifically instructed otherwise in the Servicing Guide.

For a list of other Fannie Mae contact information, refer to Quick Reference Materials in the Servicing Guide.
Servicers can also visit Ask Poli® to get answers to servicing policy questions.



Part A, Doing Business with Fannie Mae

Introduction

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

Published December 20, 2023



. Fannie Mae
Subpart Al, Contractual Obligations

Introduction

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

Chapter Al-1, Understanding the Lender Contract

Introduction

This chapter contains information on understanding the lender contract.

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

Introduction

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

e General Information

General Information

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

¢ required documentation,

e minimum business requirements,

¢ application review fee, and

¢ any special approvals needed to sell or servicer mortgages with unique requirements.

Recent Related Announcements
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The table below provides references to recently issued Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2019-07 November 13, 2019
Announcement SVC-2018-02 March 14, 2018
Announcement SVC-2018-01 February 14, 2018

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

Introduction
This topic contains the following:

¢ Representation and Warranty Requirements for All Fannie Mae Mortgage Loans
e Representation and Warranty Requirements for Mortgage Loans with Mortgage Insurance
¢ Indemnification for Losses

Representation and Warranty Requirements for All Fannie Mae Mortgage Loans

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

All selling representations and warranties are made to Fannie Mae as of the date a seller/servicer transfers
mortgage loans to Fannie Mae and continue and survive
¢ the sale of mortgage loans to Fannie Mae or delivery of pools of mortgage loans for Fannie Mae MBS,
¢ any subsequent resale of the mortgage loans by Fannie Mae, and
¢ termination of the MSSC and any agreement that is part of the Lender Contract unless Fannie Mae

expressly releases the seller/servicer from them in writing.

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

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

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

The servicer that acquires the servicing of a mortgage loan (either concurrently with or subsequent to Fannie
Mae’'s purchase of the mortgage loan) assumes and is responsible for the same selling warranties that the party
responsible for the selling representations and warranties made when the mortgage loan was sold to Fannie
Mae. When the 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.

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

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

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

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

Representation and Warranty Requirements for Mortgage Loans with Mortgage
Insurance

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

¢ by any employee, any agent of the responsible party, or any third party including, without limitation, the
borrower,;

¢ by act or omission, in connection with the origination of the mortgage loan or servicing prior to the sale;
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and

¢ regardless of the level or type of documentation, verification, or corroboration of information that may be
required by the Selling Guide or any other contract.

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

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

Indemnification for Losses

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

Recent Related Announcements

There are no recently issued Announcements related to this topic.

Al1-1-03, Evaluating a Servicer’s Performance (11/25/2015)

Introduction
This topic contains the following:

¢ Performance Management Framework Overview
¢ Servicing Performance Categories

¢ Evaluating Performance

¢ Implementing Performance Improvement Plans

Performance Management Framework Overview

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

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

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

Servicing Performance Categories

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

e customer service;

e escrow administration;

e property, flood, and Mi;

e collections;

¢ |oss mitigation;

¢ investor relations/reporting;

e mortgage loan payment processing;

¢ bankruptcy, foreclosure, and REO management;
o data integrity;

¢ delinquency and annual financial and management reporting;
¢ document custody and record retention;

e remitting; and

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

e amend the performance criteria,
¢ modify how the results are determined, and
¢ revise the content of the performance metrics.
Fannie Mae may also communicate individual performance targets which may not be included in the STAR

Program operational assessments and scorecards. Fannie Mae must regularly monitor each servicer’s
performance.

Evaluating Performance

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

¢ trends in performance,
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adequacy of staffing,

compliance reviews and audits,

STAR Program results,
e mortgage loan file reviews,
¢ timeliness of its payment obligations, and

¢ overall compliance with the requirements of the Lender Contract.

Unacceptable performance, including unacceptable STAR Program results, may result in a performance
improvement plan. Fannie Mae reserves the right to terminate the servicer’'s Lender Contract in whole or in part,
including its selling and/or servicing arrangement at any time with or without cause, in accordance with the
Lender Contract.

Implementing Performance Improvement Plans

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

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

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

e customer service;

e escrow administration;

¢ property, flood, and Ml;

e collections;

¢ |oss mitigation;

¢ investor relations/reporting;

e mortgage payment processing, remitting, accounting and reporting;

¢ bankruptcy, foreclosure and REO management;

¢ data integrity;

¢ delinquency and annual financial and management reporting; and

e document custody and record retention.
The failure of the servicer to meet the terms of its performance improvement plan, including any timeline
requirements for the performance improvement, constitutes a breach of the Lender Contract and may result in

Fannie Mae terminating the servicer’s selling and/or servicing approvals in whole or in part or taking other
appropriate actions under its Lender Contract.
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Recent Related Announcements

There are no recently issued Announcements related to this topic.

Chapter Al-2, Termination of the Lender Contract without
Cause

Introduction

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

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

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

The servicer’'s termination of its servicing arrangement does not release it from any of its responsibilities or
liabilities related to specific mortgage loans and MBS pools that Fannie Mae purchased or securitized (or
contracted to purchase or securitize) before the termination, unless Fannie Mae expressly agrees in writing to
release the servicer from those responsibilities or liabilities.

The termination will become effective on the last business day of the third month following the month in which
the notice is given. Absent Fannie Mae's written agreement, the servicer may not terminate its servicing rights
for less than all of the mortgage loans or participation interests in mortgage loans that it is servicing for Fannie
Mae.

Recent Related Announcements

There are no recently issued Announcements related to this topic.
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Al1-2-02, Fannie Mae’'s Termination of the Lender Contract without
Cause (11/12/2014)

Introduction
This topic contains the following:

¢ Overview

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

Transfer of Servicing Due to Delinquency Status

Overview

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

Also, see Al-4.1-02, Fannie Mae’'s Remedies for information on Fannie Mae’s right to terminate with cause.

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

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

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

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

If Fannie Mae elects to terminate the servicing without cause and the termination is not in connection with the
sale of Fannie Mae’s interest in the affected mortgage loans, the servicer may attempt to arrange for a sale of
the servicing of the mortgage loans to another Fannie Mae-approved servicer within the 90-day period following
the issuance of Fannie Mae’'s termination notice. The servicing must be sold to another Fannie Mae-approved
servicer in good standing that, in Fannie Mae’s judgment, will properly service the mortgage loans to be
transferred. Before the end of the 90 days, the servicer must notify Fannie Mae of any proposed sale, providing
related information for Fannie Mae's consideration. Fannie Mae must approve the transfer before the sale can
be completed. Fannie Mae’s approval will not be unreasonably withheld.
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If Fannie Mae approves the transfer, it must be completed within 60 days after the date of approval and is
subject to the following conditions:

e The transferor servicer (seller) is entitled to all the proceeds of the sale of servicing, but it must pay all
costs and expenses related to the transfer. Fannie Mae will not pay a termination fee.

¢ The transferee servicer (purchaser) must assume

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

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

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

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

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

¢ Fannie Mae does not approve the proposed transfer.

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

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

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

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

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

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

For purposes of calculating the termination fee, the “Net Servicing Rate” means the note rate of the mortgage
loan less all of the following: a) the PTR due Fannie Mae, b) any guaranty fee due Fannie Mae, c) any excess
servicing not retained by the servicer, d) any lender paid MI, and e) any other component of the note rate the
servicer is not entitled to retain for servicing the loan, expressed as an annualized fractional percentage.

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

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

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

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

Transfer of Servicing Due to Delinquency Status

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

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

All terminations and transfers effectuated pursuant to delinquency status are effective as of the last day of the
transfer month. Fannie Mae will not pay a termination fee in connection with a termination of the servicer’s
servicing rights due to delinquency status. The mortgage loan servicing will transfer to and remain with the new
servicer, even if the mortgage loan becomes current after the Determination Date.
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Recent Related Announcements

There are no recently issued Announcements related to this topic.

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

Introduction

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

Al-3-01, Requirements for Voluntary Repurchase (10/11/2023)

Introduction
This topic contains the following:

¢ Overview

¢ Voluntary Repurchase of Portfolio Mortgage Loans

¢ Voluntary Repurchase of Certain MBS Mortgage Loans

e Requesting Repurchase of Portfolio or MBS Mortgage Loans

Overview

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

mortgage loan or a portfolio mortgage loan.

Note: Fannie Mae will only approve requests to repurchase an MBS mortgage loan under the
circumstances stated in Voluntary Repurchase of Certain MBS Mortgage Loans below.

Following the repurchase of any mortgage loan, losses are the responsibility and legal obligation of the

responsible party. For modified mortgage loans, the responsible party must comply with all legal obligations in

connection with the mortgage loan.

Voluntary Repurchase of Portfolio Mortgage Loans
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When the servicer or responsible party wishes to repurchase a mortgage loan that Fannie Mae holds in its
portfolio, it must submit a written offer to the Non-Standard Repurchase Team (see F-4-02, List of Contacts).
Fannie Mae will not approve requests to repurchase a portfolio mortgage loan in connection with a conditional
tender of payment that is used as an alternative to refinancing the mortgage loan. See Selling Guide B2-1.3-04,
Prohibited Refinancing Practices for additional information.

Voluntary Repurchase of Certain MBS Mortgage Loans

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

Option Circumstance

A mortgage loan that has four consecutive payments past due may be
repurchased from the MBS pool by the servicer.
Note: Fannie Mae/Freddie Mac uniform first lien mortgage loan security

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

servicing option MBS If the requesting party chooses not to repurchase the mortgage loan at this
mortgage loan time, the servicer must continue to advance scheduled P&l payments for the

mortgage loan until it is removed from the MBS pool. See C-3-01,
Responsibilities Related to Remitting P&l Funds to Fannie Mae for additional
information.

The servicer may repurchase the mortgage loan as an alternative to enforcing
the due-on-sale (or due-on-transfer) provision. The due-on-sale (or due-on-
transfer) provision is enforceable when the servicer has knowledge that a
mortgaged property has been or is about to be conveyed by the borrower in
violation of the due-on-sale (or due-on-transfer) provision, requiring the

) servicer to call the mortgage loan due and payable. See D1-4.1-01,
Optional repurchase

Determining Whether a Transfer of Ownership Is Permitted for additional
related to due-on sale

information.

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

for cash deliveries or as part of an MBS pool delivery.

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

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

Requesting Repurchase of Portfolio or MBS Mortgage Loans
The following table describes the requirements for the offer to repurchase mortgage loans.
v To offer to repurchase mortgage loans, the requesting party must...

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

Explain the reason for the request.
Set forth the specific terms and conditions of the repurchase.
Specify the purchase price the requesting party is offering.

After evaluating the offer, Fannie Mae will notify the requesting party of its acceptance or declination of any
counteroffer the requesting party proposes.

Recent Related Announcements
The table below provides references to recently issued Announcements that are related to this topic.
Announcements Issue Date
Announcement SVC-2023-05 October 11, 2023

Announcement SVC-2021-07 October 13, 2021


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2023-05-servicing-guide-update
http://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2021-07-servicing-guide-update
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Al-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make
Whole Payment Requests and Deferred Payment Obligations
(10/11/2023)

Introduction
This topic contains the following:

e Qverview of Fannie Mae-Initiated Repurchases, Indemnifications, and Make Whole Payment Requests
e Servicing Defect Remedies Framework

e Servicer Responses to a Demand

e Repurchase as a Result of Mortgage Insurance Coverage Violations

e Mandatory Repurchase of Certain MBS Mortgage Loans

¢ Calculating Repurchase Proceeds

¢ Alternatives to Repurchase

e Deferred Payment Obligations (DPO)

¢ Calculation of Indemnification Claim for Loss of Mortgage Insurance Benefits

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

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

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

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

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



. Fannie Mae

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

¢ because of an uncorrected servicing defect.

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

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

Following the repurchase of any mortgage loan, losses are the responsibility and legal obligation of the
responsible party. For modified mortgage loans, the responsible party must comply with all legal obligations in
connection with the mortgage loan.

Servicing Defect Remedies Framework

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

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

A breach of any servicer requirement or obligation
contained in the Lender Contract related to servicing
functions including, but not limited to
* processing of payments,
. _— * collections,

servicing violation o
* communications,
* loss mitigation,
* property preservation, and
* ensuring appropriate insurance is on the mortgage

loan or property.
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Term Definition

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

servicing defect

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

servicing correction

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

Remedies other than repurchase of the identified
mortgage loan including, after foreclosure, the
acquired property, that compensates Fannie Mae for
damages, expenses and losses resulting from the
identified servicing defect. The costs associated with
calculating any servicing alternative remedy could
include, but are not limited to
* a daily carrying cost that is not duplicative of any
other cost or fee below;
* property maintenance costs;

servicing alternative remedy * taxes;
* insurance;
* HOA/condo association fees;
* appraisal/BPO fees;
* legal fees and costs;
* property inspection costs;
« utility costs;
* any documented property value decline, where
appropriate;
* costs to repair; and
* outstanding fees/fines/liens.
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Term Definition

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

* cause Fannie Mae’s lien, security interest or other
property interest to be subordinated, extinguished or
become inadequate for the realization against the
related mortgaged premises for the benefit of the
security;

* pose a significant reputational risk to Fannie Mae;

* result from the servicer modifying or applying a
payment deferral to a mortgage loan that was sold to
Fannie Mae with recourse or full indemnification in
violation of Fannie Mae’s workout option eligibility
requirements;

servicing repurchase defect

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

* cause irreparable damage to the physical
improvements to the property or render the property
uninhabitable.

The following table describes the servicing defect remedies framework.
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Action

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

If Fannie Mae determines that the servicing

defect resulting from a servicing violation Then Fannie Mae will...
that...
can be reasonably corrected by the seller/servicer issue a notice of servicing defect.

* is uncorrectable by the seller/servicer;
* is not corrected by the seller/servicer during the
servicing correction period, if applicable; or . -
) ) issue a demand for a servicing remedy.
* caused or will cause Fannie Mae losses, expense
or damages, notwithstanding any servicing

correction

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

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

* causes irreparable damage to the physical improvements to the property or renders the property
uninhabitable;

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

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

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

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

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

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

* the specific servicing violation(s) and/or related
notice of a servicing defect servicing defect(s), and
* the servicing correction period.

* the specific servicing violation(s) and/or related

servicing defect(s),

* the time frame for completing the repurchase,
demand for a servicing repurchase remedy * details regarding the calculation of the

repurchase price as outlined in the Guides, and

* information regarding the seller/servicer’s right

to appeal and time frame for appeal.

* the specific servicing violation(s) and/or related
servicing defect(s),
* the time frame for completing the servicing
alternative remedy,

demand for a servicing alternative remedy * the servicing alternative remedy amount,
including a breakdown of the servicing alternative
remedy amount, and
* information regarding the seller/servicer’s right
to appeal and time frame for appeal.

A demand for a servicing alternative remedy will be issued for servicing defects not constituting servicing
repurchase defects, including, if applicable, after a servicing correction period. Fannie Mae will issue any
such demand within 60 days after the expiration of the servicing correction period, including any
extensions and resolution of any appeals, unless it provides notice to the servicer that it is unable to
provide the demand within such time frame. Any such notice will describe the anticipated time frame for
issuing the related demand for a servicing alternative remedy. A demand for a repurchase servicing
remedy will be issued for any servicing repurchase defect.

Note: If there are multiple servicing defects caused by a servicing violation or violations, Fannie Mae
may issue either

* a demand for a repurchase servicing remedy if any servicing violation constitutes a servicing
repurchase defect, or

* a demand for a servicing alternative remedy for all servicing defects, in each case based on each
specific servicing violation.

If the seller/servicer fails to comply with any demand for a servicing remedy, Fannie Mae may pursue
other available rights and remedies under the Lender Contract, including repurchase.
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Step Action

During the servicing correction period identified in the notice of servicing defect, the seller/servicer must
correct the related servicing defect(s) in the specified time frame required in the notice of servicing
defect and in the manner required by the Lender Contract, if any.

Following the servicing correction period, Fannie Mae will assess any servicing correction made by the
seller/servicer to determine whether a demand for a servicing remedy will be issued.

If the seller/servicer provides an acceptable servicing correction, Fannie Mae will not pursue a
repurchase; however, Fannie Mae may still issue a demand for a servicing alternative remedy for any
damages, expenses or losses suffered as a result of the servicing violation.

If Fannie Mae determines it will not issue a demand for a servicing remedy, Fannie Mae will notify the
seller/servicer that the related notice of servicing defect has been closed.

All demands for a servicing remedy issued to the seller/servicer are subject to appeal by the
seller/servicer. See Servicer Responses to a Demand for more information about the appeal process.

Servicer Responses to a Demand

Subject to the Servicing Defect Remedies Framework, Fannie Mae may issue a repurchase or make whole
payment request or pursue another remedy with the entity that is responsible for the selling representations or
warranties or for the servicing responsibilities or liabilities (the "seller/servicer” or the "responsible party”) and
Fannie Mae may require the immediate repurchase of a mortgage loan or an acquired property or the
remittance of make whole payments in accordance with the Guides.

The seller/servicer must submit the requested documentation for an underwriting or servicing review so that
Fannie Mae receives the file within 30 days after Fannie Mae notifies the seller/servicer that it has selected a
mortgage loan for review, unless Fannie Mae advises that it needs the files in a different time frame. Fannie
Mae, in its sole discretion, may request the documentation in a shorter or longer period of time based upon
circumstances at the time.

The seller/servicer must pay Fannie Mae the funds that are due in connection with a request for repurchase,
indemnification, or make whole payment within 60 days after receipt of the request or within such other time
frame as specified by Fannie Mae unless an appeal is made. For repurchase requests made on active mortgage
loans (mortgage loans that have not been foreclosed upon or liquidated), the payment of the repurchase price
may be made by the seller/servicer with its next scheduled remittance following the completion of the 60-day
period.

See A2-4-01, Quality Control Reviews for the requirements when Fannie Mae receives an offer to purchase an
acquired property prior to the completion of an underwriting or servicing review.

Appeal Process

The seller/servicer or other responsible party may submit a written appeal of a demand. The "appeal process”
includes both the first and second appeals available to the seller/servicer under the conditions described in the
following table. Note that the seller/servicer may provide a correction of an alleged servicing defect at any time
during the appeal process. Also see Appeal and Independent Dispute Resolution Processes posted on Fannie
Mae’s website for more detailed information about the requirements for each step in the appeal process.


https://www.fanniemae.com/content/tool/appeal-and-independent-dispute-resolution-processes.pdf
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Appeal Process Seller/Servicer or Other Fannie Mae Action
Responsible Party Action

The seller/servicer or responsible
party must submit an appeal in

writing within 60 days of receiving Fannie Mae must respond in
) a demand. writing to the seller/servicer or
First appeal , , , . -
Note: Fannie Mae may identify a responsible party’'s appeal within
shorter or longer appeal period in 60 days of its receipt.
the demand based on
circumstances at the time.
If the first appeal is denied and the
seller/servicer or responsible party
has additional material Fannie Mae must respond in
information, the seller/servicer or writing to the seller/servicer or
Second appeal responsible party may choose to responsible party’s second
submit a second appeal, which appeal within 60 days of its
must be submitted within 15 days receipt.

of receiving a denial of the first
appeal.

If no written appeal is received within the applicable 60-day time frame or the time frame identified by Fannie
Mae in the demand for a servicing remedy, it will be assumed that the responsible party does not contest the
demand and the repurchase, indemnification or make whole payment funds are due to Fannie Mae. Thereafter,
the appeal process will be unavailable to the responsible party for that particular request.

Impasse and Management Escalation Process for Repurchases and Other Remedies

At the conclusion of the first or second appeal, if the seller/servicer or other responsible party wishes to
challenge the existence of a servicing defect identified in the demand, the seller/servicer or other responsible
party may initiate the impasse process. If Fannie Mae reaffirms the demand during the impasse process, the
seller/servicer or other responsible party may continue the challenge in the management escalation process.

The steps in the impasse and management escalation processes are described in the following table. Also see
Appeal and Independent Dispute Resolution Processes posted on Fannie Mae’s website for more detailed
information about the requirements for each step.


https://www.fanniemae.com/content/tool/appeal-and-independent-dispute-resolution-processes.pdf
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Seller/Servicer or Other
Responsible Party Action

At the conclusion of the first or
second appeal, if the
seller/servicer or responsible party
wants to challenge the existence
of the defect, it must initiate the
impasse process in writing within
15 days of receiving Fannie Mae’'s
denial of the first or second
appeal.

At the conclusion of the impasse
process, if Fannie Mae reaffirmed
the demand and the seller/servicer
or responsible party wants to
continue to challenge the
existence of the defect, it must
initiate the management
escalation process in writing within
15 days after conclusion of the
impasse process by notifying its
Fannie Mae officer contact it wants
to initiate management escalation.
If, at the end of the management
escalation process, Fannie Mae
has reaffirmed the demand, the
seller/servicer or other responsible
party may initiate the Independent
Dispute Resolution process.

Independent Dispute Resolution (IDR) Process

Fannie Mae Action or Further
Action by the Parties

Fannie Mae and the
seller/servicer or responsible
party will have 30 days in which
to attempt to resolve the
dispute, unless both parties
agree to a longer time period.

Within 30 days of receipt of the
seller/servicer or other
responsible party’s initiation of
the management escalation
process, Fannie Mae must
involve an officer outside of the
servicing remedies group in a
review of the dispute.

Fannie Mae and the
seller/servicer or responsible
party have 30 days in which to
attempt to resolve the dispute,
unless both parties agree to a
longer time period.

The IDR process is available for disputes that are not resolved through the appeal, impasse, or management

escalation processes. The IDR process is available, if the preconditions to each step have been followed and the
parties have not filed litigation to attempt to address the dispute. The IDR process is available to seller/servicers
or other responsible parties that have not been suspended, disqualified, or terminated by Fannie Mae, and that

have complied with any prior IDR award or demand (as applicable). The IDR process is 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 seller/servicer of its
representations and warranties, or duties or responsibilities, as provided under the Lender Contract exist at the
time the IDR process commences. The IDR process may be used for
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¢ demands relating to a breach of a selling representation, warranty, duty or responsibility involving whole
loans purchased and mortgage loans delivered into MBS with pool issue dates on or after January 1,
2016; and

e demands for a servicing remedy that are issued on or after December 1, 2016.
The IDR process cannot be used

¢ to resolve suspension, disqualification, or termination of a seller/servicer;
o if a seller/servicer receives a formal notice of default from Fannie Mae; or

¢ to resolve a breach of any servicer requirement or obligation related to the servicing of a mortgage loan
that results in the assessment of a compensatory fee by Fannie Mae.

A neutral third party, selected by the IDR program administrator, will determine whether the alleged breach(es)
existed at the time the IDR process 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
seller/servicer and Fannie Mae.

Initiation of the IDR Process

The following table describes the initiation of the IDR process.
If Fannie Mae... Then...

the eligible seller/servicer or responsible party will
have 15 days to initiate the IDR process by
completing and submitting an executed Retainer

reaffirms the demand at the conclusion of the Agreement in the form on Fannie Mae’s website (/DR

management escalation process Retainer Agreement) to the Fannie Mae officer
involved in the management escalation process and
to the program administrator as described in Appeal
and Independent Dispute Resolution Processes.

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.

Note: The seller/servicer or responsible party will
have no further right to appeal the existence of the
defect in the demand, including the commencement
of the IDR process, and will be obligated to comply
with the terms of the demand.

has not received the seller/servicer or responsible
party’s fully completed and executed Retainer
Agreement within 15 days of the conclusion of the
management escalation period, and the
seller/servicer or responsible party has not
complied with the remedy demand.

The IDR process is designed to be a cost-effective way to resolve disputes involving demands for a servicing
remedy that remain after the appeal, impasse and management escalation processes have been exhausted.


https://www.fanniemae.com/content/tool/idr-retainer-agreement.pdf
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The costs and fees associated with the IDR process itself will vary depending on the circumstances and outcome
of each case. For additional information about the details of the IDR process, see Appeal and Independent
Dispute Resolution Processes on Fannie Mae's website.

Compliance with a Demand for a Repurchase Servicing Remedy

A seller/servicer or other responsible party has 15 days in which to initiate the next stage of the first or second
appeal, impasse, management escalation, or IDR process, as applicable. If the seller/servicer or other
responsible party fails to challenge the existence of the defect by letting the applicable 15-day initiation period
expire, or if Fannie Mae reaffirms the demand for a repurchase servicing remedy at the conclusion of the
appeal, impasse, management escalation, or IDR process, the seller/servicer or other responsible party must
comply with the demand for a repurchase servicing remedy. For repurchases made on an active mortgage loan,
the payment of the repurchase price may be made by the servicer with its next scheduled remittance following
the completion of the 15-day initiation period.

There are times when a repurchase of an active mortgage loan will involve the transfer of servicing to a new
servicer. In such a situation, RESPA requires that the borrowers involved in the servicing transfer receive certain
notices in advance of the servicing transfer. If the repurchase of a mortgage loan will involve a servicing
transfer to a new servicer, Fannie Mae will provide the parties with additional time to process the repurchase so
that all regulatory notices can be provided prior to the repurchase. However, Fannie Mae requires that the party
responsible for such a repurchase notify Fannie Mae within the 15-day initiation period that a servicing transfer
will take place to the identified new servicer and the date of the servicing transfer. Once the transferring
servicer has timely notified Fannie Mae that there will be a servicing transfer on an active mortgage loan, the
repurchasing party must work with the current servicer to provide all necessary legal notices to the borrower.
All repurchases of active mortgage loans involving a servicing transfer must occur at month end as quickly as
reasonably possible following Fannie Mae’s repurchase request or reaffirmation.

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

Repurchase as a Result of Mortgage Insurance Coverage Violations

The responsible party and the mortgage loan may be eligible for an alternative to repurchase when the Ml has
been rescinded pursuant to the remedies framework in the Selling Guide for mortgage loans acquired after July
1, 2014 if

¢ the responsible party meets Fannie Mae’s eligibility criteria, and

¢ the only defect Fannie Mae identifies in the mortgage loan is the rescission of Ml or the responsible party
corrects all defects identified, except the Ml rescission defect, during the required correction period.

The Ml stand-in is defined as the full Ml benefit that would have been payable under the original Ml policy if the
mortgage loan liquidates. If the responsible party and the mortgage loan are deemed eligible for an alternative
to repurchase, then the responsible party will be offered one of two agreements for an Ml stand-in.

A mortgage loan will not be eligible for the Ml stand-in if

¢ Fannie Mae identifies other defects during the full file QC review which the responsible party fails to
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correct during the required correction period, or

¢ the responsible party does not respond in a timely manner or submit all the required documents within
the time frames required by Fannie Mae in A2-4-01, Quality Control Reviews.

If the responsible party corrects the defects that made the mortgage loan ineligible for the Ml stand-in, Fannie
Mae will review the mortgage loan and responsible party for this alternative to repurchase.

The following table describes the requirements the eligible responsible party must meet after Fannie Mae
receives notification that the MI has been rescinded.

Step Responsible Party Action

1 Receives notification from Fannie Mae that the mortgage loan has been selected for a QC review.

Within 30 days of receipt of the notification from Fannie Mae, submits
* a full mortgage loan servicing file, and
* the supporting Ml documentation.
2 The supporting MI documentation includes, but is not limited to
* a copy of the Ml rescission letter,
¢ all communication related to the rescission of the Ml and rebuttal, and
* the mortgage insurer’s investigation reports.

Receives a letter from Fannie Mae that states that the mortgage loan is eligible for an Ml stand-in
3 as an alternative to repurchase, if Fannie Mae determines that the mortgage loan is eligible for
an Ml stand-in.

Within 60 days of the date of the letter
* notifies Fannie Mae of its interest in the Ml stand-in,

4 * repurchases the mortgage loan, or
* has the Ml reinstated and provides proof of the reinstatement to Fannie Mae.
If the responsible party indicates its interest in the Ml stand-in, Fannie Mae will offer either
* an Indemnification Agreement in which the responsible party agrees to immediately pay Fannie
Mae the MI stand-in amount after liquidation, or

5 * a Pledge and Security Agreement in which the responsible party agrees to immediately post
liquid assets required by Fannie Mae.
Note: Fannie Mae will evaluate the financial condition of the eligible responsible party and
determine which MI stand-in option to offer the responsible party.

6 Executes and returns the relevant documents and post collateral, if required, within the time

frame specified.
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Mandatory Repurchase of Certain MBS Mortgage Loans

Fannie Mae is required to remove a mortgage loan, or cause the mortgage loan to be repurchased, from an MBS
pool under the circumstances set forth below. The servicer must immediately notify Fannie Mae when it is
aware of any of the following:

¢ when a court or governmental regulator determines that Fannie Mae was not authorized to acquire the
mortgage loan or a court or agency requires that the mortgage loan be repurchased to comply with
applicable law;

¢ upon notice that any of the following events will occur, or at least before

o the borrower exercises an option in the mortgage loan documents to convert from an ARM loan to
a fixed interest rate,

o the borrower exercises an option in the mortgage loan documents to change from one index to
another, or

o if the maximum or minimum interest rate or the margin used in calculating the rate per the
mortgage loan documents changes as a result of a mortgage loan assumption;

e as soon as practicable, if any governmental agency or court requires a transfer of the property securing a
mortgage loan (other than to a co-borrower or in connection with a divorce or other transfer excepted
from due-on-sale enforcement);

¢ if any mortgage insurer or the FHA or VA requires transfer of the mortgage loan or the property to it in
order to obtain the benefits of the insurance or the guaranty, or requires a longer period of time in
addressing certain foreclosure prevention alternatives;

e as soon as practicable when the servicer first discovers that the borrower has transferred title to the
mortgaged property to the servicer or Fannie Mae, thereby effecting a Mortgage Release (deed-in-lieu of
foreclosure); or

¢ if the mortgage loan becomes 24 months past due with respect to payments of P&l measured from the
last installment paid in full, unless an exception exists that permits the mortgage loan to remain in the
MBS pool beyond the 24th month.

24-Month Rule: Under the MBS trust rules, subject to certain conditions, an MBS mortgage loan must be
removed from its MBS pool no later than when the mortgage loan becomes 24 months past due, as measured
from the LPI date. However, under various circumstances Fannie Mae will remove a special servicing option
delinquent MBS mortgage loan from its MBS pool prior to the mortgage loan becoming 24 months delinquent, in
accordance with A1-3-06, Automatic Reclassification of MBS Mortgage Loans.

Similarly, Fannie Mae generally will reclassify a delinquent regular servicing option MBS mortgage loan - those
for which the servicer has the entire foreclosure loss risk and those for which Fannie Mae and the servicer share
the foreclosure loss risk, with the servicer having the responsibility for marketing the acquired property - still in
the MBS pool when the mortgage loan reaches six consecutive months of delinquency (see A1-3-06, Automatic
Reclassification of MBS Mortgage Loans ). For such mortgage loans, the servicer remains responsible for existing
recourse obligations, including the responsibility to repurchase the mortgage loan no later than when it
becomes 24 months past due. If the servicer has not already repurchased the mortgage loan, Fannie Mae will
issue a demand for repurchase to the servicer when the mortgage loan becomes 22 months past due. The
repurchase must be reported to Fannie Mae as activity occurring in the month that contains the due date of the
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24th consecutive past due payment.

Although most mortgage loans will be removed from the MBS pool by or before the time the mortgage loan
becomes 24 months past due, an MBS mortgage loan serviced under the special servicing option - those for
which Fannie Mae has the entire foreclosure loss risk and those for which Fannie Mae and the servicer share the
foreclosure loss risk, with Fannie Mae having the responsibility for marketing the acquired property - may be
allowed to remain in its MBS pool beyond 24 months past due if:

¢ the borrower has entered into and is complying with a repayment plan pursuant to which the arrearages
on the mortgage loan are required to be paid in full and the mortgage loan brought current by or before
the original maturity date of the mortgage loan;

¢ applicable law (including bankruptcy law, probate law, or the SCRA of 2004 or other relief act) requires
that foreclosure on the related secured property or other legal remedy against the borrower or the
related secured property be delayed and the period for delay or inaction has not elapsed; or

¢ the mortgage loan is in the process of being assigned to the insurer or guarantor that provided any
related MI or guaranty.

If repurchase by the servicer at 24 months due is not required because a mortgage loan meets one of these
conditions, including the condition that the mortgage loan has become current, but the mortgage loan later
becomes delinquent, Fannie Mae will review the individual circumstances to determine whether repurchase is
warranted at that time.

Note: Under the Fannie Mae/Freddie Mac uniform first lien mortgage loan security instruments, a
payment is past due if not paid by close of business on the stated due date, which is normally the first
day of the month.

Calculating Repurchase Proceeds

Generally, when Fannie Mae requests that the responsible party repurchase a mortgage loan, the repurchase
price is the same as the price at which Fannie Mae originally purchased the mortgage loan. This is usually true
when the responsible party repurchases a mortgage loan under a repurchase agreement or because of a breach
of warranty or other obligation; however, some agreements may specify other terms. If Fannie Mae agrees to a
repurchase request as an accommodation to the responsible party, Fannie Mae bases its repurchase price on
current market prices.

Note: The servicer must not deduct loan level price adjustments from the repurchase price or make
whole payment. See the Selling Guide for additional information on loan level price adjustments.

Repurchase of a Portfolio Mortgage Loan: The proceeds Fannie Mae will receive for the repurchase of a
portfolio mortgage loan that Fannie Mae holds in its portfolio are usually determined by the steps represented in
the following table.
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Required Action

Determine the purchase price Fannie Mae originally paid for the mortgage loan. The following
table describes the factors that determine the required repurchase proceeds for a mortgage loan
other than a reverse mortgage loan.

If Fannie Mae originally ] ]
Then Fannie Mae will...
purchased the mortgage loan...

multiply the UPB at the time of repurchase by the
at par purchase price that Fannie Mae originally paid for the
mortgage loan.

at a premium or discounted
P multiply the UPB at the time of repurchase, limited to the

urchase price and the mortgage
P P 99 amount of the original purchase price discount or

loan has undergone negative

L premium.
amortization

The purchase price used to calculate the repurchase amount is expressed as a percentage of par.
The following table describes the purchase price based on Fannie Mae’'s purchase price.

If Fannie Mae originally ]
Then the percentage will be...
purchased the mortgage loan...

at par 100%.
at a premium greater than 100%.
at a discount less than 100%.

Add appropriate adjustments for interest, attorney fees, legal expenses, court costs, and other
expenses Fannie Mae may have incurred.

Make appropriate adjustments to reflect Fannie Mae's percentage ownership in the mortgage
loan.
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Step Required Action

Interest must be calculated as follows:

If the remittance type of the

. Then interest must be calculated through...
mortgage loan is...

Actual/Actual the effective repurchase date.

Scheduled/Actual or

the end of the repurchase month.
Scheduled/Scheduled

Repurchase of an MBS Mortgage Loan: The proceeds for the repurchase of an MBS mortgage loan
represent the sum of Fannie Mae’s share of the outstanding security balance for the mortgage loan as of the
repurchase month and one month’s interest on that balance.

Interest must be calculated in accordance with the following table.

If the amortization type of the mortgage Interest must be calculated at...
loan is...

fixed-rate the PTR of the MBS pool.

either

* the accrual rate for the mortgage loan (if the
mortgage loan is in a weighted-average ARM MBS
pool), or

* the accrual rate for the MBS pool (if the mortgage
loan is in a stated-structure ARM MBS pool).

adjustable-rate

The proceeds for the repurchase of an MBS mortgage loan represent the sum of Fannie Mae’s share of the
outstanding security balance for the mortgage loan as of the repurchase month and one month’s interest on
that balance.

Repurchase of an Acquired Property: Whenever the Guides permit or require repurchase of a mortgage
loan without redelivery to Fannie Mae’s portfolio and, at the time of the purchase, title to the security property
has passed to Fannie Mae, or is held for Fannie Mae but is in the name of the servicer pursuant to its duties as
Fannie Mae’s servicer, the language of the Guides will be applied to require purchase of Fannie Mae’s interest in
the property.

The purchase price

¢ will be the same as if the responsible party was repurchasing the mortgage loan, with accrued interest
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and other adjustments, including Fannie Mae's property-related expenses such as maintenance and
marketing expenses, through the date of purchase; and

¢ is not based on the market value of the property at the time of the purchase.

Further, when the responsible party purchases the property or remits a make whole payment Fannie Mae also
will convey all rights as owner of the mortgage loan (for example, deficiency rights), if any, that it may still have
pursuant to applicable state law, but it has no obligation to the responsible party to have preserved such rights.

The seller/servicer may be required to repurchase properties with tenants in place due to, among other things,
violations of selling representations and warranties or improper servicing. Fannie Mae requires the servicer to
promptly resolve any repurchase requests, regardless of the presence of a tenant in the related property.

Make Whole Payment: A "make whole payment” is the amount that a party responsible 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 mortgage loan or the property. In the event that a repurchase demand would have been issued but
the mortgage loan has been liquidated, Fannie Mae will issue a reimbursement request for a make whole
payment instead.

Alternatives to Repurchase

Fannie Mae may elect an alternate remedy to the immediate repurchase of a mortgage loan when Fannie Mae
identifies underwriting deficiencies during a post-purchase review. See the Selling Guide for more information
regarding underwriting deficiencies and requirements for completing post-purchase date data corrections.

Subject to the servicing defect remedies framework, in some instances in which the seller/servicer has breached
its Lender Contract, Fannie Mae may allow the servicer to correct the servicing violation.

Subject to Servicing Defect Remedies Framework, in certain circumstances, Fannie Mae may provide the
seller/servicer with an alternative to the immediate repurchase of the identified mortgage loan. In each case,
Fannie Mae will notify the seller/servicer of the type and terms of the servicing alternative remedy. The
alternatives, as described in the following table, may include one or more of the following, as determined by
Fannie Mae’s discretion.

Repurchase Alternative Definition

An agreement by the seller/servicer to provide
Recourse recourse for the life of the mortgage loan or for some
other specified time period.

Recourse as described above, with respect to which
Collateralized Recourse the seller/servicer’s obligation is secured by a
specified collateral account.
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Repurchase Alternative Definition

An agreement by the seller/servicer to indemnify,
Indemnification Agreement defend, and hold Fannie Mae harmless from any
Fannie Mae losses relating to the mortgage loan.

The amount that a party responsible for the servicing
breach must pay to Fannie Mae to compensate Fannie
Mae for all Fannie Mae losses that are based on, or

Indemnification Payment result from, the seller/servicer’s failure or alleged
failure to satisfy its duties and responsibilities for
mortgages or MBS pools it services for Fannie Mae
under the provisions of the Lender Contract.

Indemnification as described above, with respect to
Collateralized Indemnification which the seller/servicer’s obligation is secured by a
specified collateral account.

An agreement between Fannie Mae and the

seller/servicer to each pay a specified proportion of

Loss Share . L
the losses that have arisen or may arise in the future

relating to the mortgage loan.

An agreement by the seller/servicer to reimburse
Loss Reimbursement Fannie Mae for specified losses relating to the
mortgage loan.

Subject to the servicing defect remedies framework, Fannie Mae will strive to apply the most appropriate
remedy that is commensurate with the associated level of risk to compensate Fannie Mae for the harm caused
by the violation.

Deferred Payment Obligations (DPO)

A DPO is defined as the unpaid portion of the MI claim where the failure to pay the full amount due is solely
attributable to the mortgage insurer’s financial inability to pay or its insolvency. Such a mortgage insurer shall
be referred to as a "DPO mortgage insurer.” Fannie Mae bears the risk of loss that a DPO related claim filed with
a mortgage insurer for a properly delivered and serviced mortgage loan that meets all of Fannie Mae’s eligibility
requirements is not ultimately collectible. A mortgage insurer's financial inability to pay a claim or its insolvency
is not considered to be a failure by the servicer to keep Ml coverage in force, as otherwise required by A1-3-03,
Repurchase Obligations Related to Bifurcated Mortgage Loans.

For a mortgage loan where there is a demand for repurchase or make whole payment amount due to Fannie
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Mae because of a breach of the selling representations and warranties for a non-bifurcated loan, the servicer
must remit the full amount of the repurchase price or make whole payment.

For a mortgage loan where there is a demand for repurchase or make whole payment amount due to Fannie
Mae because of a breach of the selling representations and warranties for a bifurcated mortgage loan, the
responsible party must remit the full amount of the bifurcated repurchase price or make whole payment to the
servicer to remit to Fannie Mae. The repurchase price, make whole payment or bifurcated repurchase price
must not be reduced by the DPO and must only include a credit for the MI payment actually paid by the MI
company.

Fannie Mae will at all times retain the right to be indemnified according to Selling Guide A2-1-03,
Indemnification for Losses.

The following table describes the Fannie Mae actions and servicer requirements once the responsible party
completely satisfies its payment obligations to Fannie Mae with respect to the repurchase or make whole
demand for a selling breach of a representation or warranty.

Once the responsible party completely satisfies all of its payment obligations to Fannie
v Mae with respect to the repurchase or make whole demand for a selling breach of a
representation or warranty

Fannie Mae agrees to execute such documents as are necessary to convey all its rights to the DPO
to the responsible party.

The responsible party will succeed to all of Fannie Mae’s rights, title and interest in any remaining
DPO on the subject mortgage loan. Fannie Mae will no longer have any claim to the remaining DPO,
if any, pending on the subject mortgage loan.

* For a non-bifurcated loan the servicer must then notify the DPO mortgage insurer that any future
DPO payments must be remitted to the responsible party (or through the servicer to the
responsible party) and not to Fannie Mae.

* For a bifurcated loan the servicer and responsible party must work together to notify the DPO
mortgage insurer that any future DPO payments or investor premium refunds must be remitted to
the responsible party and not to the servicer or to Fannie Mae.

The responsible party becomes the owner of the mortgage loan or acquired property if a
repurchase or bifurcated repurchase price has been paid in full.

In the event the servicer receives a DPO payment or investor premium refund from a mortgage insurer after
Fannie Mae has been made whole on a mortgage loan by a responsible party, the servicer must promptly remit
those payments to the responsible party. It is the responsibility of the responsible party to pursue the collection
from the DPO mortgage insurer of any DPO or investor premium refunds, if applicable, that are outstanding
following Fannie Mae’s receipt of the repurchase price, bifurcated repurchase price or make whole funds.
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Calculation of Indemnification Claim for Loss of Mortgage Insurance Benefits

As a result of an indemnification claim for the loss of the MI benefit due to a servicing breach, Fannie Mae may
demand that the servicer indemnify Fannie Mae with respect to the insurance benefit that would have been paid
by the mortgage insurer if the claim had been allowed. If the indemnification claim for the loss of the MI benefit
due to a servicing breach involves a DPO mortgage insurer, Fannie Mae will calculate the indemnification claim
as the amount it would have received in Ml benefits from the DPO mortgage insurer if the claim had been
allowed and if the servicer had not committed a servicing breach. As the DPO mortgage insurer’s regulator
approves additional payments on the claims outstanding, Fannie Mae will bill the servicer for any increases in
the amount payable on such claims after the initial indemnification claim is filed.

For example, if the DPO mortgage insurer is paying allowed claims at a rate of 60%, and a $30,000 claim is
denied in full or coverage is cancelled due to a servicing breach, Fannie Mae’s current indemnification claim to
the servicer for the loss of the MI benefit would be for 60% of the $30,000 claim, or $18,000 ($30,000 x 60%). If
the DPO mortgage insurer is later permitted to increase the cash payment (and as a result, decrease the DPO)
on such allowed claims from 60% to 70%, Fannie Mae will bill the servicer for an additional 10% of the amount
Fannie Mae estimated would have constituted the Ml benefit if the claim had been allowed, or $3,000 ($30,000
x 10%). The servicer is reminded that Fannie Mae is not limited to indemnification as a remedy when the
servicer breaches the Lender Contract.

The servicer should contact mi_mail@fanniemae.com with questions regarding the DPO billings.

Recent Related Announcements

The table below provides references to recently issued Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2023-05 October 11, 2023
Announcement SVC-2021-07 October 13, 2021
Announcement SVC-2021-01 January 20, 2021
Announcement SVC-2020-04 September 9, 2020

Al-3-03, Repurchase Obligations Related to Bifurcated Mortgage
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Loans (02/15/2017)

Introduction
This topic contains the following:

e Qverview

¢ |ssuance of Repurchase Request, Request for a Make Whole Payment, or Request for Indemnification
¢ |ssuance of Repurchase Statement

e Remittance of Bifurcated Repurchase Price and Appeal Process

¢ Servicer's Failure to Comply

e Hiring of Servicer

e Fannie Mae Custodial Collection Account

¢ Processing of Funds Following Remittance of the Bifurcated Repurchase Price
e Sharing of Information

e Documentation Retention

¢ Release of Records

e Conflict of Interest

¢ Disputes Between the Responsible Party and Servicer

Overview

A bifurcated mortgage loan is a mortgage loan or property for which the current servicer is not the responsible
party for the selling representations and warranties and/or for the prior servicing responsibilities or liabilities. A
bifurcated mortgage loan that has not been foreclosed upon is referred to as an active bifurcated mortgage
loan. A bifurcated mortgage loan that has been through foreclosure or Mortgage Release but has not been sold
by Fannie Mae is referred to as an acquired bifurcated property.

Issuance of Repurchase Request, Request for a Make Whole Payment, or
Request for Indemnification

Subject to the origination defect remedies framework outlined in the Selling Guide and Servicing Defect
Remedies Framework in A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment
Requests and Deferred Payment Obligations, when Fannie Mae identifies a selling or servicing defect on a
bifurcated mortgage loan that results in Fannie Mae electing a repurchase, a make whole payment, or an
indemnification payment as the remedy for the breach, Fannie Mae will issue the notice of servicing defect or a
demand for a servicing remedy to the party Fannie Mae believes is the breaching responsible party.

If the responsible party is not the current servicer, the responsible party is obligated to promptly notify the
current servicer of Fannie Mae's notice of servicing defect. The servicer of a bifurcated mortgage loan is
responsible for cooperating with the responsible party to correct a servicing defect. As outlined in A2-1-01,
General Servicer Duties and Responsibilities, the servicer must pay all out-of-pocket costs and expenses
incurred in performing its servicing obligations, notably those related to property preservation and protection,
enforcement of judicial proceedings, and handling of acquired properties.
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If Fannie Mae declines to pre-approve or reimburse the servicer for such servicing advances because Fannie
Mae believes that the unapproved costs and expenses are the result of a servicing violation, the servicer must
still perform its servicing obligations and preserve and protect the security property, move to enforce the
judicial proceedings, and manage and dispose of the acquired properties as required by the Lender Contract.

If the servicer believes that it is not the party responsible for the servicing violation and that the servicing
advances it incurred should be reimbursed by a prior servicer or other third party, the servicer may demand
reimbursement from such third party pursuant to the terms of any agreement it may have with such prior
servicer or other third party.

If Fannie Mae requests an indemnification payment on a bifurcated mortgage loan, the responsible party must
remit the indemnification funds directly to Fannie Mae.

If Fannie Mae determines that the appropriate remedy is a repurchase or make whole payment on a bifurcated
mortgage loan, the current servicer will be responsible for

e managing the repurchase of an active bifurcated mortgage loan or acquired bifurcated property,
¢ receiving the repurchase funds or make whole payments from the responsible party, and

¢ promptly remitting all funds to Fannie Mae in accordance with the Servicing Guide on this topic.

The servicer that services a bifurcated mortgage loan must comply with all of the terms of the Servicing Guide,
except as provided in this topic.

The responsible party for a bifurcated mortgage loan that is subject to a demand for a servicing remedy can
appeal by following the appeal process described in Servicer Responses to a Demand in A1-3-02, Fannie Mae-
Initiated Repurchases, Indemnifications, Make Whole Payment Requests and Deferred Payment Obligations. No
additional time will be granted for the appeal or for the remittance of payments because the request involves a
bifurcated mortgage loan.

If the seller/servicer believes it is not the responsible party, it must promptly notify Fannie Mae that it disputes
being the responsible party for the bifurcated mortgage loan. Fannie Mae’s determination of responsible party is
final. See E-3.2-14, Addressing Title Defects for Bifurcated Mortgage Loans for information on the servicer’s
responsibilities related to title defects.

Issuance of Repurchase Statement

All servicers of bifurcated mortgage loans must establish and communicate a unique email address that is
designated for responsible parties to use to request a repurchase statement.

Make Whole Payment or Acquired Bifurcated Property Transactions: Prior to paying the bifurcated
repurchase price, as defined below, the responsible party must obtain a loss statement from Fannie Mae. The
loss statement issued on a bifurcated mortgage loan is a statement of the partial amount due to Fannie Mae for
a make whole payment or purchase of an acquired bifurcated property, since it does not include the servicer
repurchase portion, as defined below. The loss statement is obtained by accessing Fannie Mae’s Loan Quality
Connect. If the loss statement is not available on Loan Quality Connect or the responsible party does not have
Loan Quality Connect access, it may be obtained by submitting a request to the Centralized Repurchase Team
(see F-4-02, List of Contacts).
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The responsible party must promptly contact the servicer at its designated email address to request a
statement of the full amount due to Fannie Mae (a repurchase statement).

When it requests the repurchase statement from the servicer, the responsible party must provide the servicer
with a copy of a current loss statement.

Active Bifurcated Mortgage Loan Transactions: The servicer must calculate the bifurcated repurchase
price for an active bifurcated mortgage loan from its books and records. The responsible party must promptly
contact the servicer at its designated email address to request the repurchase statement. No loss statement will
be available from Fannie Mae for an active bifurcated mortgage loan.

The servicer must forward an accurate and complete repurchase statement for the bifurcated mortgage loan at
issue to the responsible party within ten business days of Fannie Mae’s or the responsible party’s request, once
the responsible party has indicated that it will pay the full amount due. It is the responsible party’s duty to notify
the servicer that it has agreed to pay the full amount due. The current servicer is authorized and directed to
issue the repurchase statement to sellers/servicers that are identified either by the seller/servicer or by Fannie
Mae as the responsible party for an outstanding payment obligation on a bifurcated mortgage loan.

Calculation of Bifurcated Repurchase Price for a Bifurcated Mortgage Loan: The sum of the “Fannie
Mae repurchase portion” (defined below) and the “Servicer repurchase portion” (defined below), less credits for
the “PMI payment credits” and “Fannie Mae payments” (each defined below) will equal the “bifurcated
repurchase price” for a bifurcated mortgage loan. The amount quoted by the servicer on the repurchase
statement must equal the bifurcated repurchase price.

The bifurcated repurchase price for a bifurcated mortgage loan is calculated in accordance with the steps
outlined in the following table.

Step Servicer Action

Determine the Fannie Mae repurchase portion, which is defined as the sum of
* the UPB, with adjustments for any active bifurcated mortgage loan as required in the Servicing
Guide;
* interest on an active bifurcated mortgage loan calculated in accordance with the Servicing

1 Guide, plus delinquent interest, plus imputed interest on either an acquired bifurcated property
or a make whole payment; and
* expenses that Fannie Mae has incurred, including, without limitation, advances for which
Fannie Mae has previously reimbursed the servicer, and any fees and costs that are otherwise
due to Fannie Mae under the servicer’s and responsible party’s Lender Contract.

Determine the servicer repurchase portion, which is defined as any and all fees and costs that
the servicer has incurred in servicing the bifurcated mortgage loan that are eligible for
reimbursement according to the terms of the Servicing Guide but which have not been
reimbursed. These fees and costs may include, without limitation:

* escrow advances for T&l, and

* corporate advances for items such as property preservation fees, attorney fees, and costs.
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Step Servicer Action

3 Add the Fannie Mae repurchase portion and the servicer repurchase portion.

Subtract credits for PMI payment credits (as hereafter defined) and for Fannie Mae payments (as
defined below).

“Fannie Mae payments” are defined as any amount that Fannie Mae or the servicer may have received from

¢ the sale of the acquired bifurcated property;
e any escrow proceeds, net rental, or other income; and

¢ a third party as compensation for amounts that are directly related to the risk of owning the relevant
mortgage loan, such as certain compensatory fees or indemnification amounts that Fannie Mae, in its
sole discretion, has assessed against and collected from a party other than the responsible party.

Note: “Fannie Mae payments” do not include any loan level price adjustments or risk fees collected at
delivery or post-delivery of the mortgage loan.

“PMI payment credits” are defined as

e the amount of any rescinded MIPs that were refunded by the primary Ml company on a lender-paid or
borrower-paid Ml policy that were not due to the borrower as a result of the fact that they were paid to
the borrower covering the time following payoff of the mortgage loan (the “investor premium refunds”);

¢ any amounts received from borrowers following the rescission or cancellation of Ml that the servicer
collected under the terms of the mortgage loan from the borrower for MI payments which the servicer will
hold as loss reserve payments; and

¢ any other payments that have been received by the servicer or Fannie Mae from the primary mortgage
insurer, including any payments made on claims filed.

Fannie Mae will not pay the servicer a termination fee when there is a repurchase of an active bifurcated
mortgage loan or acquired bifurcated property. The servicer must not assess late charges or other fees to the
responsible party due to any possible delay by the responsible party in remitting the bifurcated repurchase price
to the servicer.

Credits on Repurchase Statements: The repurchase statement must include credits for “PMI payment
credits,” and for any “Fannie Mae payments,” both as defined above, that the servicer is aware of plus any
credits Fannie Mae reports to the servicer that it has received via the loss statement or such other method as
determined by Fannie Mae.

Remittance of Bifurcated Repurchase Price and Appeal Process

Active Bifurcated Mortgage Loan Repurchases: When the current servicer for an active bifurcated
mortgage loan will continue to service the mortgage loan for the responsible party following the repurchase, the
responsible party must pay the servicer the bifurcated repurchase price in sufficient time so that the servicer



. Fannie Mae

can remit the bifurcated repurchase price to Fannie Mae within 60 days of the repurchase request (or with its
next scheduled remittance following the completion of the 60-day period) unless a proper appeal is made by
the responsible party, or a proper impasse or management escalation or IDR process is pending, in which event
payment will be due, if applicable. The appeal process for a repurchase request on an active bifurcated
mortgage loan in which the servicing is not being transferred is described in Servicer Responses to a Demand in
A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests and Deferred
Payment Obligations.

When the current servicer will not continue to service the bifurcated mortgage loan following the repurchase,
the responsible party must notify Fannie Mae as described in A2-7-03, Post-Delivery Servicing Transfers that
there will be a servicing transfer on an active bifurcated mortgage loan. The responsible party must work with
the new servicer to provide all necessary legal notices to the borrower. All servicing transfers due to the
repurchase of an active bifurcated mortgage loan must occur at month end as quickly as reasonably possible
following Fannie Mae’s repurchase request or reaffirmation of the repurchase request.

When the bifurcated repurchase price is remitted by the responsible party to the servicer on an active
bifurcated mortgage loan with a scheduled/scheduled or scheduled/actual remittance schedule, the responsible
party is required to remit the bifurcated repurchase price to the servicer no less than two business days prior to
the end of the month.

Acquired Bifurcated Property Repurchases: A responsible party must pay the servicer the bifurcated
repurchase price in sufficient time so that the servicer can remit the bifurcated repurchase price to Fannie Mae
within 60 days after the responsible party’s receipt of the repurchase request on an acquired bifurcated
property, unless a proper appeal is made by the responsible party, or a proper impasse or management
escalation or IDR process is pending, in which event payment will be due, if applicable. See Servicer Responses
to a Demand in A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests
and Deferred Payment Obligations.

For acquired bifurcated properties, the servicer must identify for the responsible party the days on which it will
accept the remittance of the bifurcated repurchase price and transfer the acquired bifurcated property to the
responsible party. These repurchase days must be scheduled to occur at least twice a month and no less than
every 15 days. Once a servicer has issued a repurchase statement on an acquired bifurcated property, the
responsible party is required to remit the bifurcated repurchase price to the servicer on the date that is no less
than two business days prior to the day in which the servicing of the acquired bifurcated property will change
from the servicer servicing the acquired bifurcated property for Fannie Mae to the current or new servicer
servicing the acquired bifurcated property on behalf of the responsible party or its successor or assigns.

Make Whole Payment: A responsible party must pay the servicer for remittance to Fannie Mae the bifurcated
repurchase price (which in this instance is equal to the make whole payment) within 60 days after receipt of the
make whole payment request unless a proper appeal is made, or a proper impasse or management escalation
or IDR process is pending, in which event payment will be due, if applicable. See Servicer Responses to a
Demand in A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests and
Deferred Payment Obligations.

Responsible Party and Servicer’s Obligation: The responsible party is also responsible for any interest that
accrues as part of the bifurcated repurchase price if it elects to remit the bifurcated repurchase price to the
servicer earlier than two business days prior to month end for an active bifurcated mortgage loan, or on the
dates specified by the servicer for the transfer of the acquired bifurcated property. The servicer must take no
longer than two business days from the date the servicer receives the bifurcated repurchase price from the
responsible party to remit the Fannie Mae repurchase portion to Fannie Mae for an acquired bifurcated property
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or make whole payment. The effective date of the repurchase is the date that the servicer receives the
bifurcated repurchase price from the responsible party.

Application of Bifurcated Repurchase Price: The servicer must first retain the servicer repurchase portion
(as described above) of the bifurcated repurchase price to reimburse itself for amounts due it by Fannie Mae
that are reimbursable under the Lender Contract, but which have not been reimbursed. In the event the
responsible party remits an amount less than the bifurcated repurchase price to the servicer, the servicer must
deduct the servicer repurchase portion and remit any remaining funds to Fannie Mae as a partial payment of
the Fannie Mae repurchase portion. Fannie Mae will seek the balance of the bifurcated repurchase price from
the responsible party.

The servicer must handle DPOs in accordance with A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications,
Make Whole Payment Requests and Deferred Payment Obligations.

Servicer’s Failure to Comply

In the event the servicer fails to issue the repurchase statement within ten business days of the responsible
party’s request for the repurchase statement (provided that the responsible party has provided the servicer with
a loss statement for an acquired bifurcated property or make whole payment), and/or the servicer exceeds the
required time frame in remitting the bifurcated repurchase price to Fannie Mae, the servicer will be responsible
for any delinquent or imputed interest assessed by Fannie Mae for the number of days the servicer exceeds the
designated time frames, and for any additional fees or costs that may be incurred due to the delay. The servicer
must add its own funds in the remittance of the Fannie Mae repurchase portion to Fannie Mae to make up for
any interest, fees, or costs assessed due to its failure to comply with the designated time frames.

Hiring of Servicer

It is the obligation of the responsible party as the new owner of the bifurcated mortgage loan or acquired
bifurcated property to either service the mortgage loan or bifurcated property itself following the effective date
of repurchase, or to hire an entity to service the mortgage loan. The current servicer is not permitted to service
the active bifurcated mortgage loan or acquired bifurcated property for the responsible party under the terms of
the Lender Contract following repurchase, as the servicing contract between Fannie Mae and the servicer for
such mortgage loan terminates with the repurchase.

The responsible party must at all times keep the best interests of the borrower in mind when transferring the
servicing of a bifurcated mortgage loan. For example, this might include delaying the servicing transfer a month
at its own expense in the event all steps necessary to assure a smooth transfer of the servicing have not been
completed at the time the RESPA notices are required to be mailed to the borrower, if applicable.

Promptly after asking the servicer for a repurchase statement for an active bifurcated mortgage loan or an
acquired bifurcated property, the responsible party must advise the servicer of the name of the legal entity that
will be servicing the active bifurcated mortgage loan or acquired bifurcated property following its payment of
the amount due. This notification must include the name of a contact at the new servicer that the current
servicer can work with to properly complete the servicing transfer.

Fannie Mae Custodial Collection Account
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The servicer must deposit the Fannie Mae repurchase portion in one or more P&l custodial accounts that it has
established for Fannie Mae in accordance with A4-1-02, Establishing Custodial Bank Accounts. All funds related
to the bifurcated repurchase price that are received for a bifurcated mortgage loan must be credited to the
custodial account no later than one business day after they are received.

Processing of Funds Following Remittance of the Bifurcated Repurchase Price

In the event the servicer receives any PMI payment credits or DPO payments following its receipt and
remittance of the bifurcated repurchase price from the responsible party, the servicer must promptly remit
these funds directly to the responsible party within 15 business days of their receipt. The servicer must remit
these custodial funds to the responsible party on behalf of Fannie Mae and must not reduce the amount of the
PMI payment credits or DPO payments by any amounts the responsible party may owe the servicer outside of
the Lender Contract.

In the event Fannie Mae has, in its sole discretion, assessed any compensatory fees or made any demands for
indemnification from a party other than the responsible party in connection with the mortgage loan and the
amount assessed is considered an investor loss that would have reduced the bifurcated repurchase price if it
had been paid prior to Fannie Mae’s receipt of the bifurcated repurchase price, Fannie Mae agrees to use
reasonable efforts to forward such amounts it has collected directly to the responsible party upon receipt.
Fannie Mae is not obligated to pursue collection of such amounts following receipt of the bifurcated repurchase
price.

Sharing of Information

The servicer and responsible party must cooperate with each other in promptly sharing information necessary to
substantiate the amounts identified on the repurchase statement. The servicer must provide the responsible
party with documentation reasonably necessary to support all amounts included on the repurchase statement
within ten business days of the responsible party’s written request.

If the repurchase or make whole payment request involving a bifurcated mortgage loan is based exclusively on
a breach of a selling representation or warranty, the servicer is not authorized to share with the responsible
party any of the servicing records including collection notes, other than data/documents needed to substantiate
the bifurcated repurchase price. For example, payment histories to validate the LPI or copies of mortgage loan
modification documents needed to validate the mortgage loan modification terms or preliminary servicing
transfer data reasonably necessary to transfer servicing if the servicing is to be transferred may be shared.
Once the parties have agreed to the servicing transfer date for an active bifurcated mortgage loan, the current
servicer is authorized to provide the responsible party, or its designee, the information it needs to meet all time-
critical deadlines such as the dates of scheduled mediation or litigation hearings, tax sales, foreclosure sale
dates, etc., that are scheduled to take place shortly after the transfer date.

Documentation Retention

The servicer and the responsible party must maintain the original documents related to the origination and
servicing of the mortgage loans. The fact that a bifurcated mortgage loan is involved does not change the
servicer’s obligation as servicer to maintain the complete mortgage loan servicing file and all other documents
related to the servicing of the bifurcated mortgage loan.
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The servicer and the responsible party must keep

¢ all of the individual mortgage loan records, including, but not limited to those identified in Post-Closing
Loan File Document Checklist, (Form 1032);

e any and all servicing records for the time it serviced the bifurcated mortgage loan;
¢ the servicing records for the time any prior servicer serviced the bifurcated mortgage loan; and

¢ the servicing records for a bifurcated mortgage loan for at least four years from the date Fannie Mae is
paid in full unless applicable law requires longer retention or Fannie Mae specifies that the records must
be retained for a longer period. The responsible party must make copies of the mortgage loan records
available to Fannie Mae upon its request.

The servicer and the responsible party must be able to retrieve and reproduce a complete, accurate, and clear
copy of the individual mortgage loan file and servicing documentation in its original format for the time it may
have serviced the bifurcated mortgage loan upon request by Fannie Mae, in accordance with the requirements
of the Selling and Servicing Guides regarding retention and storage of records. Following the repurchase of the
active bifurcated mortgage loan, the acquired bifurcated property, or the remittance of the make whole
payment, the servicer and responsible party agree to make available to Fannie Mae or its designee at no cost to
Fannie Mae, information, data, or documents related to the active bifurcated mortgage loan, the liquidation of
the acquired bifurcated property, or the remittance of the make whole payment as may reasonably be
requested or required by Fannie Mae any time prior to four years following the date Fannie Mae is paid in full.

Release of Records

Following Fannie Mae’s receipt of the bifurcated repurchase price, the responsible party is entitled to receive a
copy of the records related to the origination and servicing of the bifurcated mortgage loan or the acquired
bifurcated property, upon its request. The responsible party must advise the servicer which records, if any, it
wishes to receive. The servicer must use commercially reasonable efforts to deliver all requested records to the
responsible party or its designee.

Once Fannie Mae has received the bifurcated repurchase price for the active bifurcated mortgage loan or
acquired bifurcated property, the current servicer will no longer be servicing the active bifurcated mortgage
loan or acquired bifurcated property for Fannie Mae. The current servicer’s obligations to indemnify Fannie Mae,
to maintain records, and to comply with the relevant terms of the Servicing Guide post-transfer will survive the
repurchase or make whole payment.

Conflict of Interest

The servicer is not permitted to use its relationship as a servicer with Fannie Mae as an opportunity to collect
from the responsible party any amounts that may be independently due the servicer from the responsible party.
To the extent the servicer and the responsible party have separate contracts outstanding between them in
which other fees are due the servicer, such as servicing release premiums, excess fee amounts, etc., those
amounts must be separately billed by the servicer to the responsible party and must not be tied in any way to
the bifurcated repurchase price due Fannie Mae. Any attempt by the servicer to combine the amounts due or to
refuse to accept any payment that does not also include other amounts which may be due from the responsible
party to the servicer outside of the Lender Contract, will violate the policy described in Selling Guide A3-4-01,
Confidentiality of Information.
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Disputes Between the Responsible Party and Servicer

Any disputes between the servicer and the responsible party about amounts due between them under separate
contracts must not delay or interfere with the responsible party’s obligation to Fannie Mae to promptly
repurchase the bifurcated mortgage loan, acquired bifurcated property, or remit the make whole payment. In
the event the responsible party has a good faith dispute about the calculation of the bifurcated repurchase
price, even after the servicer has provided documentation to support the amount due, the servicer and
responsible party must work together to resolve the dispute and remit the bifurcated repurchase price within
the time frame required in Remittance of Bifurcated Repurchase Price and Appeal Process.

Recent Related Announcements

There are no recently issued Announcements related to this topic.

Al-3-04, Reporting the Repurchase (10/11/2023)

Introduction
This topic contains the following:

e Qverview
e Repurchase of an Acquired Property
e Repurchase of a Second-Lien Mortgage Loan

Overview

This topic provides requirements for reporting repurchases to Fannie Mae.

The servicer must also report repurchases under the process described in the Investor Reporting Manual.

Repurchase of an Acquired Property

As soon as Fannie Mae receives the full amount of the repurchase proceeds, it will execute a quit-claim deed to
convey the property to the responsible party (and will work with the responsible party to ensure that the
reconveyance deed is appropriately recorded in the land records).

Repurchase of a Second-Lien Mortgage Loan
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If the repurchase relates to a defaulted second-lien mortgage loan for which Fannie Mae advanced funds, the
servicer must contact its Fannie Mae Servicing Representative (see F-4-02, List of Contacts) on how to report
the repurchase (and how to remit the funds). Fannie Mae also instructs the servicer about how the servicer must
report the repurchase (and remit the funds) when the servicer repurchases an acquired property after it submits
an REOgram™ to Fannie Mae and the mortgage loan has been removed from Fannie Mae’s investor reporting
system records.

Recent Related Announcements

The table below provides references to recently issued Announcements that are related to this topic.

Announcements Issue Date

Announcement SVC-2023-05 October 11, 2023

Al-3-05, Redelivering a Mortgage Loan (11/12/2014)

Fannie Mae may allow the redelivery of a mortgage loan that was repurchased by the responsible party, as long
as the defect making the mortgage loan ineligible has been corrected and it meets Fannie Mae’s current
underwriting standards. This includes mortgage loans repurchased due to Ml rescissions, claim denials, or
mortgage insurer-initiated cancellation of coverage. The terms for redelivery of mortgage loans previously
repurchased from Fannie Mae will be considered on a case-by-case basis at Fannie Mae’s sole discretion, on a
negotiated basis.

Note: Fannie Mae will not accept redelivery of a mortgage loan that was required to be repurchased
by a secondary market investor, GSE, or private institutional investor other than Fannie Mae even if
the identified defect has been corrected and the mortgage loan may otherwise meet Fannie Mae
requirements.

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 current requirements.

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

Recent Related Announcements

There are no recently issued Announcements related to this topic.
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Al-3-06, Automatic Reclassification of MBS Mortgage Loans
(10/13/2021)

Introduction
This topic contains the following:

e Selecting MBS Mortgage Loans for Reclassification by Fannie Mae
¢ Changes to the Servicer’'s Records

Selecting MBS Mortgage Loans for Reclassification by Fannie Mae

An MBS mortgage loan typically must be removed from its MBS pool no later than when the mortgage loan is 24
months past due, in accordance with Mandatory Repurchase of Certain MBS Mortgage Loans in A1-3-02, Fannie
Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests and Deferred Payment Obligations.
Rather than requiring the servicer to repurchase certain delinquent MBS mortgage loans that are serviced under
the special servicing option—those for which Fannie Mae has the entire foreclosure loss risk and those for which
Fannie Mae and the servicer share the foreclosure loss risk, with Fannie Mae having the responsibility for
marketing the acquired property—Fannie Mae will reclassify a conventional mortgage loan that satisfies its
selection criteria as an actual/actual remittance type portfolio mortgage loan (however, PFP mortgage loans
with an original scheduled/scheduled remittance type will remain a scheduled/scheduled remittance type even
after being removed from the pool).

Generally, Fannie Mae will select special servicing option delinquent MBS mortgage loans for reclassification
when the mortgage loan is 24 months past due, as measured by the LPI date. However, when applicable,
reclassification will occur earlier than 24 months delinquency when the mortgage loan is:

e paid in full, or where the related lien is released or charged-off;
¢ repurchased by a seller/servicer under applicable selling and servicing requirements;

¢ entering a permanent modification, which generally requires it to be removed from the MBS pool. During
any modification trial period, the loan will remain in the MBS until the trial period ends;

¢ subject to a short sale or Mortgage Release; or

o referred to foreclosure.

Note: MBS mortgage loans subject to a payment deferral will not be selected for automatic
reclassification (see F-1-25, Reclassifying or Voluntary Repurchasing an MBS Mortgage Loan).

Additionally, Fannie Mae will generally select regular servicing option MBS mortgage loans - those for which the
servicer has the entire foreclosure loss risk and those for which Fannie Mae and the servicer share the
foreclosure loss risk, with the servicer having the responsibility for marketing the acquired property - for
reclassification when the mortgage loan reaches six consecutive months of delinquency based on LPI date.
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The servicer must follow the procedures in F-1-25, Reclassifying or Voluntary Repurchasing an MBS Mortgage
Loan for handling the mortgage loans that Fannie Mae has selected for reclassification.

All MBS mortgage loans (regular servicing and special servicing option mortgage loans) removed from MBS
pools will be held in Fannie Mae’s portfolio subject to repurchase requirements. The servicer remains
responsible for the recourse obligation on a regular servicing option mortgage loan that is removed from the
pool and held in Fannie Mae’'s portfolio. For more details, see A1-3-02, Fannie Mae-Initiated Repurchases,
Indemnifications, Make Whole Payment Requests and Deferred Payment Obligations.

Changes to the Servicer’'s Records

The servicer must change its internal records to reflect the appropriate reclassification remittance type, as
described in the Investor Reporting Manual and F-1-25, Reclassifying or Voluntary Repurchasing an MBS
Mortgage Loan.

Recent Related Announcements

The table below provides references to recently issued Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2021-07 October 13, 2021
Announcement SVC-2021-01 January 20, 2021
Announcement SVC-2020-04 September 9, 2020
Announcement SVC-2018-06 September 18, 2018

Al1-3-07, Custodial Document Requirements (05/15/2019)

See the Selling Guide for the following requirements:

e Selling Guide A3-3-04, Document Custodians for the requirements for document custodians

¢ Selling Guide A3-3-05, Custody of Mortgage Documents for the requirements for the custody of mortgage
documents


https://singlefamily.fanniemae.com/media/document/pdf/investor-reporting-manual
http://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2021-07-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2021-01-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2020-04-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2018-06-servicing-guide-update
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Recent Related Announcements

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

Announcement SVC-2019-03 May 15, 2019
Chapter Al-4, Breach of Contract and Nonperformance

Introduction

This chapter contains information for understanding breach of contract and nonperformance

Section Al1-4.1, Remedies Available to Fannie Mae

Al1-4.1-01, Defining a Breach of Contract (06/21/2017)

Any of the following events constitute a breach of the servicer’s contractual obligations:

e The servicer’s failure to comply with any provision of the Lender Contract including, but not limited to,
the following:

o a failure to establish and maintain satisfactory accounts for the deposit of Fannie Mae’s and
borrowers’ funds;

o the use of Fannie Mae’s or borrowers’ funds in any manner other than as permitted by this
Servicing Guide including, but not limited to

= the failure to deposit all funds collected for the mortgage loans into the proper custodial
account not later than the first business day following their receipt, or

= the failure to remit all funds due Fannie Mae within the required time frames;


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2019-03-servicing-guide-update
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o the failure to ensure that the servicing-related policies for servicing all Fannie Mae-issued MBS
mortgage loan pools (including those PFP) are in compliance with this Servicing Guide and that the
mortgage loans in the MBS pools are all serviced in a consistent manner;

o the failure to bear the risk of loss from borrower defaults for MBS pools serviced under the regular
servicing option;

o the failure to maintain adequate and accurate accounting records and mortgage loan servicing
records, in accordance with Fannie Mae’s requirements;

o the failure to take prompt and diligent action consistent with applicable law to collect sums past
due on the mortgage loans or to take any other diligent action that Fannie Mae or acceptable
industry practice reasonably requires with respect to mortgage loans that are in default; or

o the failure to take diligent action consistent with applicable law to foreclose any mortgage loan
that is in default, whether or not resulting from the acts or omissions of a law firm or other person
or entity the servicer chooses to effect such foreclosure.

¢ Unacceptable performance as determined by Fannie Mae with regard to the servicer’s compliance with
the Lender Contract, including, but not limited, to servicer performance measurements as described in
the Servicing Guide, STAR Program results and the requirements of any written performance
improvement plan.

¢ The servicer's insolvency, the adjudication of the servicer as a bankrupt, the appointment of a receiver,
the servicer’s execution of a general assignment for the benefit of its creditors, or any change in the
servicer’s financial status that, in Fannie Mae’s opinion, materially and adversely affects its ability to
provide satisfactory servicing of the mortgage loans (if any of these events should occur, no interest in
any mortgage loan or pool of mortgage loans shall be deemed an asset or liability of the servicer’s
successors or assigns, nor shall any interest pass by operation of law without Fannie Mae’s consent).

¢ The sale of a majority interest in the servicer or a change in the corporate status or structure of a
corporate servicer without Fannie Mae’s prior written consent.

¢ A change in the servicer’s financial or business condition, or in its operations, which, in Fannie Mae’s sole
judgment, is material and adverse.

e The servicer's failure to meet Fannie Mae's standards and requirements for eligible servicers if, in Fannie
Mae’s opinion, the failure materially and adversely affects the servicer’s ability to comply with the
provisions of the Lender Contract.

¢ The finding by a court of competent jurisdiction that the servicer, or any of its principal officers, has
committed an act that constitutes civil fraud, or the conviction of the servicer or its officer(s) for any
criminal act that is related to the servicer’'s mortgage loan servicing activities, if Fannie Mae believes that
such act materially and adversely affects the servicer’s reputation or the reputation or interests of Fannie
Mae.

¢ The placement of the servicer on probation or restriction of its activities in any manner by a federal or
state government agency that would materially and adversely affect the servicer’s ability to comply with
the terms or conditions of the Lender Contract.

¢ Any judgment, order, finding or regulatory action to which the servicer is subject that would materially
and adversely affect the servicer’s ability to comply with the terms or conditions of the Lender Contract.

Recent Related Announcements
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There are no recently issued Announcements related to this topic.

Al-4.1-02, Fannie Mae’s Remedies (09/09/2020)

Introduction
This topic contains the following:

e Qverview

Overview of Remedies

Imposition of Sanctions

Suspension of New Servicing

Fannie Mae's Termination For Cause
Alternatives to Contract Termination

Overview

Fannie Mae has remedies available in the event of the seller/servicer’s breach of contract and nonperformance.
All rights and remedies under the Lender Contract are distinct, cumulative, and non-exclusive, not only as to
each other but as to any rights or remedies afforded by law or equity. They may be exercised together,
separately or successively. Subject to the Servicing Defect Remedies Framework in A1-3-02, Fannie Mae-
Initiated Repurchases, Indemnifications, Make Whole Payment Requests and Deferred Payment Obligations and
the origination defect remedies framework in the Selling Guide, Fannie Mae has no obligation to pursue any
specific remedy, and its decision to pursue one or more remedies does not waive, limit, or affect Fannie Mae’s
right to pursue any other remedy, and any remedies that are applied will, in Fannie Mae’s sole judgment, be
commensurate with the associated level of risk.

Overview of Remedies

Fannie Mae has remedies available in the event of the seller/servicer’s breach of contract or nonperformance.

In lieu of exercising its right to terminate the Lender Contract or the servicer’s servicing arrangement, Fannie
Mae may pursue a variety of other remedies, either to correct a specific problem or to improve the
seller/servicer’s overall performance. Possible remedies include those identified in A1-3-02, Fannie Mae-Initiated
Repurchases, Indemnifications, Make Whole Payment Requests and Deferred Payment Obligations, among
others.

If Fannie Mae decides not to take action against the seller/servicer at any point in time, it does not mean that it
condones any action or inaction by the seller/servicer that would be grounds for suspension or termination or
that Fannie Mae is waiving its right to take action in the future.
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Imposition of Sanctions

When Fannie Mae determines that the seller/servicer’s performance of its selling and/or servicing obligations
does not meet the standards in its Lender Contract, Fannie Mae may impose a formal sanction to give the
seller/servicer official notice of its shortcomings and an opportunity to correct its deficiencies. Prior to imposing
servicing sanctions, Fannie Mae generally gives the servicer notice of the contemplated action so the servicer
can submit a written response or request a meeting with its Fannie Mae Servicing Representative (see F-4-02,
List of Contacts).

The servicer’s written response must include a description and explanation of any mitigating circumstances or
specific proposals to satisfy Fannie Mae’s objections to the servicer’s performance of its servicing obligations
under the Lender Contract. Fannie Mae reserves the right to omit these steps and take immediate action to
terminate or suspend the Lender Contract at any time in accordance with the provisions thereof.

If any act, omission, or failure of performance by the servicer 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 servicing arrangement or all of its Lender Contract. If Fannie Mae initially chooses to place the servicer
under a formal sanction, Fannie Mae can subsequently decide that termination or suspension is the more
appropriate action and take immediate steps to effect the termination even if the terms of the sanction have not
yet expired.

Suspension of New Servicing

Fannie Mae may suspend the servicer’s right to add new mortgage loans to its Fannie Mae servicing portfolio
whether those mortgage loans represent new mortgage loans Fannie Mae would purchase or securitize or
existing Fannie Mae-owned or securitized mortgage loans that would be transferred from another servicer. The
suspension of new servicing applies to all types of mortgage loans or to specific products, depending on the
nature of the servicer’s performance deficiencies.

Fannie Mae will specify a time period for each suspension. The exact suspension period will relate to the
seriousness of the deficiencies and the anticipated time it will take to correct them. In some cases, Fannie Mae
may specify a definite date on which the suspension will end. In other cases, Fannie Mae may state that the
suspension is for an indefinite period. Fannie Mae usually specifies an indefinite period when it wants the
servicer to satisfy certain conditions — such as the hiring of additional staff or reducing a high delinquency ratio
and maintaining it at an acceptable level for a certain number of months — before it removes the suspension.
Fannie Mae will specify the performance areas that must be improved to avoid termination of the servicing
arrangement.

Fannie Mae may remove this sanction if the servicer accomplishes the expected improvement before the
suspension period ends. If it appears that no improvement is forthcoming, Fannie Mae may decide, either at or
before the end of the stated suspension period, that it is appropriate to terminate either with or without cause
all or part of the servicing arrangement or the entire Lender Contract under the applicable provisions of the
Lender Contract.

Fannie Mae's Termination For Cause
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Fannie Mae may terminate the seller/servicer’s Lender Contract, including its selling and/or servicing
arrangement at any time with or without cause, in accordance with the Lender Contract. Fannie Mae will give
the servicer a termination notice. Any responsibilities or liabilities related to specific portfolio or MBS mortgage
loans that the servicer had before the termination will continue to exist after the termination unless Fannie Mae
expressly agrees in writing to release the servicer from those responsibilities and liabilities.

As guarantor, Fannie Mae must be able to direct servicing to entities best suited to perform servicing functions
to the extent the servicer is not able to meet its contractual obligations.

When Fannie Mae terminates the Lender Contract, the servicer must comply with instructions provided by
Fannie Mae regarding requirements reasonably necessary to effectuate the transfer of servicing in connection
with a termination. Fannie Mae may retain the servicing or hire a new servicer or subservicer to service the
mortgage loans. Fannie Mae will negotiate a new servicing or subservicing fee with the entity that Fannie Mae
hires to service the mortgage loans following termination of the servicer’s rights to service the mortgage loans.

The servicer shall be responsible for all reasonable and customary costs and expenses related to the transfer of
servicing in connection with a termination.

When Fannie Mae terminates a servicer’s servicing arrangement for cause based on the servicer’s breach of its
Lender Contract related to its servicing arrangement or in connection with the termination of the entire Lender
Contract, the servicer will have no further rights in the servicing of the mortgage loans it had been servicing for
Fannie Mae. Fannie Mae will not pay a termination fee in such cases and it may make the termination effective
immediately.

Alternatives to Contract Termination

The Lender Contract provides remedies to Fannie Mae for the seller/servicer’s breach of contract and
nonperformance. Subject to the Servicing Defect Remedies Framework in A1-3-02, Fannie Mae-Initiated
Repurchases, Indemnifications, Make Whole Payment Requests and Deferred Payment Obligations, any
remedies that are applied will, in Fannie Mae’s sole judgment, be commensurate with the associated level of
risk. In addition to termination, there are less stringent sanctions and/or additional requirements that Fannie
Mae may impose as a condition for not terminating the Lender Contract. Some possible requirements are set
forth in the Guides, including the following conditions that apply to sellers, servicers, and responsible parties
that assume the selling representations and warranties or servicing responsibilities or liabilities:

¢ requiring the responsible party to indemnify Fannie Mae for actual and prospective Fannie Mae losses;
¢ requiring the responsible party to repurchase a mortgage loan or an acquired property;

¢ requiring the responsible party to remit a make whole payment;

e imposing a compensatory fee;

e imposing a suspension or some other formal sanction against the responsible party;

¢ requiring additional and more frequent financial and operational reporting;

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

e requiring the servicer 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;
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¢ limiting the responsible party from acquiring additional Fannie Mae servicing (over and above its existing
servicing) in either its servicing or its subservicing portfolio;

¢ denying transfer of servicing requests or denying pledged servicing requests;

¢ modifying or suspending any contract or agreement with the responsible party, such as a variance or
special requirement, including termination, suspension, or rescission of any variance approved under the
terms thereof;

e requiring the responsible party 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;

e imposing limits on trading desk transactions; and

e imposing some other formal sanction on the responsible party.

Fannie Mae may offset any obligations that it may owe the responsible party against any obligations the
responsible party 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.

Fannie Mae may pursue these alternative remedies for a variety of reasons, including when it believes the
servicer should have an opportunity to correct the breach of the Lender Contract and their imposition will lead
to a correction. Fannie Mae has no obligation to pursue any of these alternative remedies and its decision to
pursue one or more of the remedies does not waive, limit or affect its ability to terminate the Lender Contract or
one or more of the individual arrangements at any time that Fannie Mae deems it appropriate to do so under
the provisions of the Lender Contract. Fannie Mae will strive to apply the most appropriate remedy that is
commensurate with the associated level of risk to compensate Fannie Mae for the harm caused by the violation.

Fannie Mae is willing to work with the servicer and responsible party and consider other solutions that can
correct or adequately address its concerns. Fannie Mae’'s decision not to take action against the servicer does
not mean that Fannie Mae condones any action or inaction by the servicer, or that Fannie Mae is waiving its
right to take action in the future.

Recent Related Announcements
The table below provides references to recently issued Announcements that are related to this topic.
Announcements Issue Date

Announcement SVC-2020-04 September 9, 2020

Section Al-4.2, Imposition of Compensatory Fees


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2020-04-servicing-guide-update
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Al-4.2-01, Compensatory Fees Other Than Delays in the Liquidation
Process (12/21/2022)

If Fannie Mae believes the servicer is failing to comply with Fannie Mae’s servicing requirements, it may pursue
a variety of remedies, either to correct a specific problem or to improve the servicer’s overall performance. One
possible remedy is the imposition of a compensatory fee to compensate Fannie Mae for damages and to
emphasize the importance Fannie Mae places on a particular aspect of the servicer’s performance. Sometimes,
a compensatory fee will relate to the action the servicer took (or failed to take) for a specific mortgage loan. At
other times, the compensatory fee may relate to the effect that the servicer’s deficiencies may have on Fannie
Mae’'s cash flow.

Fannie Mae may charge a compensatory fee in any of the following situations when it feels the imposition of a
fee — which gives the servicer a financial incentive to correct its servicing problems — will improve the quality
of the servicer’s performance.

The following table describes some of the types of compensatory fees Fannie Mae may charge and the
calculation of the relevant compensatory fee.

Compensatory Calculation of the Compensatory Fee
Fee Category

In some cases, MI claim settlements serviced under the special servicing option are sent
directly to the servicer in error. The servicer must remit the claim proceeds to Fannie Mae
within the required time frames outlined in F-1-06, Filing an Ml Claim for a Liquidated

Delayed
y Mortgage Loan or Acquired Property. If the servicer does not remit the claim proceeds timely,

remittance of

. Fannie Mae may impose a daily interest charge until it does receive them. This interest charge
claim proceeds

will be calculated at the prime rate that was in effect on the first business day of the month in
which the remittance was due (as published in The Wall Street Journal’s prime rate index),
plus 3%.

The servicer must notify Fannie Mae of an acquired property in accordance with E-4.1-01,
Notifying Fannie Mae of an Acquired Property. If Fannie Mae does not receive the REOgram
) . confirmation as required, Fannie Mae may charge the servicer $100 a day until it does receive
Late confirmation ) , . . . . . .
£ REO it. Fannie Mae will not enforce this fee if the servicer provides a reasonable explanation for the
0 ram
g delay; however, the servicer must indemnify and hold Fannie Mae harmless against all Fannie
Mae losses that result from its failure to submit the information to Fannie Mae in a timely

manner.



Compensatory
Fee Category

Unauthorized
transfer of
servicing
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Calculation of the Compensatory Fee

The servicer must obtain Fannie Mae’s prior approval of any transfer of servicing or
subservicing as outlined in A2-7-03, Post-Delivery Servicing Transfers. If a servicer fails to
obtain Fannie Mae’s prior approval of any transfer of servicing, Fannie Mae may assess a
compensatory fee that can vary depending on the circumstances and exercise any other
available remedy; however, it will not exceed 1% of Fannie Mae’s share of the aggregate UPB
of the applicable mortgage loans being transferred.
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Calculation of the Compensatory Fee

The servicer must remit funds to Fannie Mae as outlined in the Investor Reporting Manual. If

the servicer does not remit the funds or does not remit the funds when due, Fannie Mae may

(in addition to exercising its other available remedies) charge the compensatory fees outlined

in the following table to cover Fannie Mae’s internal administrative costs and risk.

Delayed Remittance

First Instance

Late remittance of
monthly
collections

Second Instance (if it
occurs within one year
of the first instance)

Subsequent Instances
(if they occur within
one year of most
recent instance)

Formula for
Calculation of
Compensatory Fee

1. Multiply the
calculated late
remittance by the
number of days the
remittance is late, and
then

2. Multiply that product
by the sum of the prime
interest rate*, plus 3%.

1. Multiply the
calculated late
remittance by the
number of days the
remittance is late, and
then

2. Multiply that product
by the sum of the prime
interest rate*, plus 3%.

1. Multiply the
calculated late
remittance by the
number of days the
remittance is late, and
then

2. Multiply that product
by the sum of the prime
interest rate*, plus 3%.

Compensatory Fees Not Less
Than

In any given month, not less than
$250.

In any given month, not less than
$500.

In any given month, not less than
$1,000.

*Prime interest rate as published in The Wall Street Journal’s prime rate index.


https://singlefamily.fanniemae.com/media/document/pdf/investor-reporting-manual

Compensatory
Fee Category

Excessive amount
of delinquent
installments

Late submission of
annual financial
statements/reports
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Calculation of the Compensatory Fee

Fannie Mae evaluates the servicer’s delinquencies for actual/actual remittance type mortgage
loans to determine their effect on its cash flow. In any given month, Fannie Mae may compare
the amount of past due installments for the delinquencies the servicer reports to Fannie Mae
to the total installments for all of the mortgage loans in its Fannie Mae servicing portfolio. If
this ratio is too high, Fannie Mae will work with the servicer to establish a goal for
improvement and a time frame for accomplishing the goal.

If the goal is not met within the established time frame, Fannie Mae may charge the servicer a
compensatory fee on that portion of the goal that is not met. Generally, the fee will be
calculated at the prime rate that was in effect on the first business day of the month in which
the remittance was due (as published in The Wall Street Journal’s prime rate index), plus 3%.
Fannie Mae may continue to charge a compensatory fee until the goal is met or until it
becomes evident that Fannie Mae must consider more serious disciplinary actions, and may
charge a higher compensatory fee as well.

The servicer must submit its annual financial statements to Fannie Mae or Fannie Mae may
charge a compensatory fee, as outlined in Selling Guide A4-2-01, Financial Statements and
Reports.
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Fee Category

Late or inaccurate
submission of
delinquency status
information or
Fannie Mae
investor reporting
system reports
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Calculation of the Compensatory Fee

The servicer must submit Fannie Mae investor reporting system reports as required in the
Investor Reporting Manual and delinquency status information as outlined in D2-4-01,
Reporting a Delinquent Mortgage Loan to Fannie Mae and F-1-21, Reporting a Delinquent
Mortgage Loan via Fannie Mae’s Servicing Solutions System. If the servicer fails to submit
accurate and properly formatted information by the required deadlines, Fannie Mae may
assess compensatory fees to compensate for Fannie Mae's internal administrative costs as
outlined in the following table.

Note: Reporting of delinquency status information and Fannie Mae investor reporting system
reports are independent monthly reporting activities, separately subject to compensatory
fees.

Late or Inaccurate Monthly Reporting Compensatory Fee

Greater of $250 or $50 per
First Instance mortgage loan up to a maximum of
$5,000

Greater of $500 or $50 per
Second Instance mortgage loan up to a maximum of
$10,000

Greater of $1,000 or $50 per
mortgage loan up to a maximum of
$15,000

Each Subsequent Instance (if it occurs within one
year of the most recent prior instance)

Fannie Mae reserves the right to elect instead of to hold the servicer liable for actual
damages.

Instances of late reporting include, but are not limited to

* Failure to Comply with Reporting Deadlines - The servicer must comply with the reporting
time frames outlined in D2-4-01, Reporting a Delinquent Mortgage Loan to Fannie Mae, F-1-21,
Reporting a Delinquent Mortgage Loan via Fannie Mae’s Servicing Solutions System, and the
Investor Reporting Manual, as applicable.

* Untimely Reporting of ARM Loan Conversions - The servicer must provide information about
the conversion when it submits its monthly Fannie Mae investor reporting system reports to
Fannie Mae as required by the Investor Reporting Manual.

* Delayed Remittance of Collections - The servicer must comply with the reporting time
frames outlined in the Investor Reporting Manual.

Recent Related Announcements

The table below provides references to recently issued Announcements that are related to this topic.


https://singlefamily.fanniemae.com/media/document/pdf/investor-reporting-manual
https://singlefamily.fanniemae.com/media/document/pdf/investor-reporting-manual
https://singlefamily.fanniemae.com/media/document/pdf/investor-reporting-manual
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Announcements Issue Date
Announcement SVC-2022-08 December 21, 2022
Announcement SVC-2021-04 July 14, 2021

Al-4.2-02, Compensatory Fees for Delays in the Liquidation Process
(02/13/2019)

Introduction
This topic contains the following:

e Qverview
e Assessing the Foreclosure Time Frame
¢ Calculating Compensatory Fees

Overview

Periodically, Fannie Mae reviews the servicer’s handling of seriously delinquent portfolio mortgage loans or MBS
mortgage loans when serviced under the special servicing option to determine whether specific actions, such as
referral to foreclosure, foreclosure sale, conveyance or claim filing, are being taken in a timely manner. Fannie
Mae reserves the right to review any seriously delinquent mortgage loan and pursue any remedy available to it
for delays when it deems appropriate, which may be prior to or after the liquidation of the mortgage loan. If the
servicer fails to complete a foreclosure action within the time frame prescribed by Fannie Mae, one of the
remedies that Fannie Mae may pursue is the assessment of compensatory fees.

If Fannie Mae selects compensatory fees as the appropriate remedy for delays in connection with a completed
foreclosure, compensatory fees will be assessed if the entire period from the date the delinquency began, the
LPI date, through the foreclosure sale date is longer than Fannie Mae’s allowable foreclosure time frame in the
applicable jurisdiction as described in Assessing the Foreclosure Time Frame. This also includes foreclosure
sales that result in a third-party sale.

Fannie Mae has the right to rely on the delinquent mortgage loan status data submitted by the servicer as
definitively and conclusively reflecting the status of a mortgage loan for purposes of the assessment and
collection of compensatory fees for delays in liquidating delinquent mortgage loans. Accordingly, Fannie Mae
may choose to reject any information provided by the servicer to support a status code that is different from the
one reported.

The servicer’s failure to report on an accurate and timely basis and to otherwise comply with the requirements
of the Servicing Guide may result in the imposition of compensatory fees separate from compensatory fees that


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2022-08-servicing-guide-update
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may be imposed for foreclosure time frame non-compliance. See A1-4.2-01, Compensatory Fees Other Than
Delays in the Liquidation Process for additional information.

For mortgage loans with a foreclosure sale date on or after January 1, 2019, compensatory fees will be assessed
if, after identification of a chronic issue with a servicer’s compliance with foreclosure time frames, the servicer
does not meet the terms of a performance improvement plan designed to remediate the issues as described in
Al-1-03, Evaluating a Servicer’s Performance.

Note: Servicers may be exempt from compensatory fee assessments based upon the number of mortgage loans
serviced as well as the number of mortgage loans in excess of Fannie Mae’s allowable foreclosure time frame.
These specific thresholds are determined as part of the STAR™ Program servicer inclusion criteria for time
frame management.

Fannie Mae may assess the servicer a compensatory fee of $1,000 for internal administrative costs plus any
third-party costs if the servicer must rescind a foreclosure sale due to the servicer’s failure to follow Fannie Mae
guidelines or other servicer error or alleged error. Fannie Mae will not reimburse foreclosure fees and costs that
are required to complete a new foreclosure following rescission.

Assessing the Foreclosure Time Frame

When determining the servicer’s compliance with Fannie Mae's time frames for completing foreclosure,
adjustments are made for allowable delays. Allowable delays and the applicable number of days permitted for
each delay are shown in the Foreclosure Time Frames and Compensatory Fee Allowable Delays Exhibit. See also
E-3.2-15, Allowable Time Frames for Completing Foreclosure.

Delays due to urgent or unforeseeable circumstances or for situations in which applicable law necessitates
additional time may also be considered; however, such circumstances should be rare.

Calculating Compensatory Fees

Compensatory fees will be applied based on the UPB of the mortgage loan, the applicable PTR, the length of the
delay, and any additional costs that are directly attributable to the delay. Fannie Mae assesses the servicer’s
foreclosure time frame performance on a monthly basis at the mortgage loan level using the process in the
following table.

Step Calculating Compensatory Fees

a. Calculate the number of days the servicer took to complete the foreclosure process, from the
1 LPI date through the foreclosure sale date.
b. Determine if the days are in excess of the allowable time frame.


https://www.fanniemae.com/content/guide_exhibit/foreclosure-timeframes-compensatory-fees-allowable-delays.pdf
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Step Calculating Compensatory Fees

The compensatory fee for each mortgage loan will be calculated using

* the UPB of the mortgage loan,

* the applicable PTR, and

» the number of days the mortgage loan exceeded the allowable time frame.

Note: A compensatory fee bill will be issued only for those servicers identified as having a chronic
issue in meeting foreclosure time frames and only after the completion of a performance improvement
plan. The total compensatory fee bill amount will be adjusted based on the results of the mortgage
loan level review as described in A2-4-01, Quality Control Reviews and the servicer’'s implementation
of remediation under the performance improvement plan as described in A1-1-03, Evaluating a
Servicer’s Performance.

See F-2-03, Compensatory Fee Calculation Examples for examples that illustrate how compensatory fees are
calculated.

Recent Related Announcements
The table below provides references to recently issued Announcements that are related to this topic.
Announcements Issue Date

Announcement SVC-2019-01 February 13, 2019

Subpart A2, Getting Started with Fannie Mae

Chapter A2-1, Servicer Duties and Responsibilities

Introduction

This chapter contains information on servicer duties and responsibilities.


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2019-01-servicing-guide-update
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A2-1-01, General Servicer Duties and Responsibilities (04/12/2023)

Introduction
This topic contains the following:

e Qverview of General Servicer Duties and Responsibilities

e Maintaining Fair Lending Data

Additional Servicer Duties and Responsibilities for Certain Servicers
e Processing of Funds

Delinquency Advances

Servicing Advances

Overview of General Servicer Duties and Responsibilities

The servicer services Fannie Mae mortgage loans as an independent contractor and not as an agent, assignee,
or representative of Fannie Mae. Most of the policies and standards described in the Selling and Servicing
Guides are intended to set forth the broad parameters under which the servicer must exercise sound and
professional judgment as a mortgage loan servicer in the performance of its duties. As a result, in most
instances Fannie Mae has not set forth absolute requirements because it believes that the servicer needs to
maintain the discretion to apply appropriate judgment in dealing with borrowers and mortgage loans on a case
by case basis, consistent with Fannie Mae’s servicing policies. Further, even where Fannie Mae has set forth a
“requirement,” it has not enumerated specifically how the servicer should implement it. Fannie Mae generally
will not object to the practices the servicer regularly applies so long as they are carried out in accordance with
established written procedures that are consistent with Fannie Mae’s servicing policies. The servicer may apply
practices used on its own portfolio of mortgage loans to Fannie Mae mortgage loans as long as the practices are
in accordance with the servicer’s established written procedures and are consistent with Fannie Mae’s servicing
policies. As a general matter, the servicer must have sufficient staffing levels, technology, and properly trained
staff (including third-party providers of its outsourced servicing activities and technology) to

e carry out all aspects of their servicing duties in accordance with the timing requirements of the Servicing
Guide,

e maintain acceptable performance standards, and

e provide borrowers with assistance when it is requested.
Furthermore, the servicer (or master servicer) must

¢ require the subservicer/outsource vendor to have policies and procedures for the contracted servicing
activities, including for the orderly transfer of any contracted critical servicing activities upon a
termination or expiration of any applicable contract;

e ensure no disruption of service, service levels, or offerings from any subservicer or outsource vendor
which may have a material adverse effect on either the borrower or the critical servicing functions for
mortgage loans serviced for Fannie Mae;
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¢ conduct audits and QC reviews on subservicer/outsource vendor for contracted servicing activities,
including services performed outside the United States, to ensure compliance with Fannie Mae
requirements; and

e conduct operational assessments and reviews that measure the subservicer/outsource vendor
performance in various departments.

The servicer must have effective processes to promptly address borrower inquiries (relating to both current and
delinquent mortgage loans) and provide timely payoff quotes and refunds of escrow deposits after payoff. To
the extent consistent with the borrower’s mortgage loan documents and applicable laws and regulations, Fannie
Mae encourages the servicer to adopt servicing practices that allow for an appropriate level of discretion to take
into account the facts of a particular mortgage loan and the circumstances of the borrower.

In performing the services and duties incident to the servicing of mortgage loans, the servicer must take
whatever action necessary to protect the beneficial interest of Fannie Mae and an MBS trust in the security
property as long as it is authorized to do so by the terms of the mortgage loan. Among other things, this
generally includes, but is not limited to:

e complying with laws (see Selling Guide, A3-2-01, Compliance With Laws);

e monitoring and paying property taxes, HOA assessments, and related expenses to avoid possible tax
liens or other liens that may take priority over Fannie Mae’s mortgage lien (see B-1-01, Administering an
Escrow Account and Paying Expenses for additional information);

e maintaining adequate property insurance to cover damage from unforeseen casualty losses;
¢ establishing and maintaining accounts for the deposit of borrowers’ funds;

¢ responding to borrowers’ inquiries (relating to both current and delinquent mortgage loans) about the
terms of their mortgage loans or the actions the servicer has (or has not) taken in its servicing of the
mortgage loans;

¢ making periodic property inspections to ensure that the physical condition of the property is satisfactory,
that there are no apparent hazardous conditions (such as the presence of hazardous wastes or toxic
substances) affecting the property, and that there are no apparent violations of applicable law that might
result in a seizure or forfeiture of the property, and to determine and initiate the needed responsive
actions (see D2-2-10, Requirements for Performing Property Inspections and E-3.3-03, Inspecting
Properties Prior to Foreclosure Sale for additional information);

¢ maintaining accurate mortgage loan servicing and accounting records, including proper coding of
mortgage loans to ensure that proper MBS mortgage loan servicing guidelines are followed;

¢ resolving discrepancies identified between the servicer's records and the data attributes submitted to
Fannie Mae at the time of mortgage loan delivery by following the post-purchase adjustment process (see
Selling Guide C1-2-02, Loan Data and Documentation Delivery Requirements);

e collecting and promptly remitting any and all amounts due Fannie Mae;

¢ taking prompt and appropriate action to resolve or prevent a delinquency, including any action necessary
to liquidate a defaulted mortgage loan (see Parts D and E for additional information);

e performing certain administrative functions related to an acquired property when Fannie Mae so requests
(see E-4.3-01, Managing the Property Post-Foreclosure Sale for additional information);

¢ advancing reasonable amounts, if necessary, to cover expenses arising in connection with any of the
duties described above; and
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¢ providing timely payoff quotes and refunds of escrow deposits after payoff.

The servicer must use good judgment and take the actions described in the following table.
v The servicer must...

Exercise sound professional judgment as the mortgage loan servicer in the performance of its
duties.

Use its discretion to apply appropriate judgment in dealing with borrowers and mortgage loans on
a case-by-case basis, consistent with Fannie Mae’s servicing policies.

Perform specific administrative responsibilities and business obligations in the overall conduct of
its mortgage loan operations as described in the Servicing Guide.

Service all mortgage loans in a sound, businesslike manner.

Protect against fraud, misrepresentation, or negligence by any parties involved in the mortgage
loan servicing process.

Have adequate controls and QC procedures in place.
Fannie Mae’s basic servicing policies do not change on the basis of its lien position.

Maintaining Fair Lending Data

For mortgage loans originated on or after March 1, 2023, the servicer must maintain the following fair lending
data elements in a queryable format for each mortgage loan if obtained during the origination process:

race of borrower(s),

ethnicity of borrower(s),

age of borrower(s),

gender of borrower(s), and
preferred language of borrower(s).

Note: In the event of a future transfer of ownership or assumption of the mortgage loan, the servicer
is authorized, but not required, to update these data elements.

Additional Servicer Duties and Responsibilities for Certain Servicers

The following provisions apply to all master servicers and subservicers that own and/or service a total portfolio
size greater than or equal to 20,000 mortgage loans at any time during a calendar year.
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To the extent the servicer relies on any third-party technology provider for the performance of critical servicing
functions, the servicer must provide:

¢ not less than 180 days’ prior written notice to Fannie Mae of its intent to change such third-party
technology provider, together with, upon Fannie Mae’s written request, the servicer’s transition plan for
such change; and

e within 5 business days after its occurrence, written notice to Fannie Mae of any termination, breach, or
impairment of rights by servicer or the technology provider of or under such contract.

These obligations are in addition to, not in lieu of, the servicer’s obligations to notify Fannie Mae under Selling
Guide A4-1-01, Maintaining Seller/Servicer Eligibility.

Critical servicing functions include services and processes that directly impact the servicing of a mortgage loan
(e.g., mortgage loan payment processing, remitting, accounting, and reporting, etc.), providing servicing
solutions to a borrower in need, or the timely and accurate reporting to Fannie Mae or other entities.

Such transition plan must describe the steps that the servicer is undertaking to ensure an orderly transfer of
critical servicing functions to a new technology service provider so that there is no interruption to borrowers and
Fannie Mae and account for continuity of technology service from the original third-party technology service
provider.

In addition, in all contracts with third-party technology providers for critical servicing functions, the servicer
must ensure that

¢ Fannie Mae is provided within five business days with copies of any termination, notice of default, breach
or non-performance or any notice of impairment of rights, in each case sent to the servicer; and

¢ such third-party technology provider acknowledges Fannie Mae's ownership interest in the Fannie Mae
mortgage loans (including all associated files and data) and agrees to reasonably cooperate with any
transfer of such mortgage loans to a new servicer, technology service provider or servicing platform, as
may be required by or directed by Fannie Mae, upon payment of reasonable and customary transition
fees.

Processing of Funds

The servicer’s authorization to receive, handle, or dispose of funds representing mortgage loan payments (for
principal, interest, and tax and insurance escrow deposits) or of other funds or assets related to the mortgage
loans it services for Fannie Mae or to the properties secured by those mortgage loans is limited to those
servicing actions that are expressly authorized in the Servicing Guide or in the Lender Contract.

Because these funds and assets are owned by Fannie Mae and other parties (such as the borrower, a
participating seller/servicer, or an MBS holder, if applicable), the servicer, in its handling of these funds, is acting
on behalf of and as a fiduciary for, Fannie Mae and other parties, as their respective interests may appear; the
servicer is not acting as a debtor of Fannie Mae.

If the servicer takes any action with respect to these funds or assets that is not expressly authorized, such as
the withdrawal or retention of mortgage loan payment funds Fannie Mae is due as an offset against any claim
the servicer may have against Fannie Mae, the servicer is not only violating the provisions of the Servicing
Guide and the Lender Contract, but also is violating the rights of any and all other parties that have a beneficial
interest in the funds. Such action is therefore prohibited and will be considered a breach of the Lender Contract.
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Delinquency Advances

Because the servicer of scheduled/actual and scheduled/scheduled remittance type mortgage loans generally
must remit funds to Fannie Mae when they are scheduled to be remitted rather than when they are actually
collected, there may be times when the funds collected are not sufficient to make the servicer’s required
payment. In those cases, the servicer must advance its own funds to cover funds due for delinquent mortgage
loans if the funds have not been collected. Funds advanced for this purpose are referred to as “delinquency
advances.” See C-3-01, Responsibilities Related to Remitting P&l Funds to Fannie Mae for additional
requirements related to delinquency advances including details of when the servicer must advance principal
and interest depending on the mortgage loan type and servicing option.

The servicer must make a delinquency advance if the funds on deposit in the servicer’s P&l custodial account on
the day the monthly remittance is due to Fannie Mae are less than the amount of the required monthly
remittance. To avoid using its own funds, the servicer is authorized to use funds it has on hand for any prepaid
P&l installments, principal curtailments, and payoffs to offset payment (or interest) shortfalls that occur as the
result of mortgage loan delinquencies. The servicer must maintain monthly records of all P&l advances for
delinquent mortgage loans (including those in the Stop Delinquency Advance process) and perform appropriate
monthly reconciliation activities.

Regardless of the mortgage loan type or applicable servicing option, the servicer may reimburse itself for its
delinquency advances from borrower collections that are subsequently deposited to the P&l custodial account.

Servicing Advances

The servicer must pay all out-of-pocket costs and expenses incurred in performing its servicing obligations, such
as those related to the following:

e preservation and protection of the security property (see the Property Preservation Matrix and Reference
Guide for additional information),

¢ enforcement of judicial proceedings, and

¢ management and disposition of acquired properties.

Funds advanced for this purpose are referred to as “servicing advances.”

Servicing advances may be recovered from the borrower, insurance proceeds, claims settlements, or other
available sources, except as described below. Fannie Mae will reimburse the servicer for certain unrecovered
losses under the following circumstances:

¢ when the expense relates to protection of the security or foreclosure costs for a portfolio mortgage loan,
or

o for an MBS mortgage loan serviced under the special servicing option.

Fannie Mae will not reimburse the servicer for unrecovered losses for costs, losses, or other items that the
servicer agreed to hold Fannie Mae harmless against under its warranties or indemnification agreements or for
advances made in connection with litigation or proceedings that Fannie Mae did not approve (if its approval was
specifically required).


https://singlefamily.fanniemae.com/media/document/pdf/property-maintenance-and-management-property-preservation-matrix-and-reference
https://singlefamily.fanniemae.com/media/document/pdf/property-maintenance-and-management-property-preservation-matrix-and-reference
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In no event may the servicer recover its servicing advances for a specific mortgage loan from the P&l payments
for another mortgage loan or from the T&l deposits in another borrower’s account.

Recent Related Announcements

The table below provides references to recently issued Announcements that are related to this topic.

Announcements Issue Date
Announcement SVC-2023-02 April 12, 2023
Announcement SVC-2022-06 August 10, 2022
Announcement SVC-2022-05 July 13, 2022
Announcement SVC-2021-06 September 8, 2021
Announcement SVC-2019-05 July 10, 2019

A2-1-02, Servicer’s Duties and Responsibilities Related to MBS
Mortgage Loans (12/09/2020)

Introduction
This topic contains the following:

¢ Nature of the MBS Trust
e Prohibited Actions
¢ Servicing Requirements of MBS Mortgage Loans

Nature of the MBS Trust

The MBS Trust Agreements and the Trust Indentures clarify and document the various roles and capacities of
Fannie Mae, including its responsibilities regarding the servicing of MBS mortgage loans. MBS mortgage loans
are subject to a Trust Indenture or a Trust Agreement. The MBS trust documents are the governing documents
for a Fannie Mae MBS trust and


http://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2023-02-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2022-06-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2022-05-servicing-guide-update
http://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2021-06-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2019-05-servicing-guide-update
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¢ include key servicing requirements;
¢ set forth Fannie Mae’s roles as issuer, master servicer, guarantor, and trustee; and

e describe the servicer’s role as the direct servicer.

Under the MBS Trust Agreements and the Trust Indentures, mortgage loans and the proceeds of those mortgage
loans are held by Fannie Mae as trustee for the benefit of the MBS trusts and their beneficial owners, the MBS
investors. The servicer is responsible for servicing MBS mortgage loans for the MBS trusts that own the
mortgage loans.

Fannie Mae is also the master servicer for the MBS trusts, and, in that capacity, contracts with the servicer as
the direct servicer and has the responsibility for assuring that servicing is performed in accordance with the
Trust Agreement or the Trust Indenture, as applicable.

Daily servicing operations are performed by the direct servicers pursuant to the MSSC, the Servicing Guide, the
MBS commitment and any other applicable agreement (such as a variance or special requirement) applicable to
the purchase and servicing of mortgage loans in MBS trusts. The Trust Agreement uses the term “Servicing
Contract” to refer to any of the agreements between the servicer and Fannie Mae relating to the servicing of
MBS mortgage loans.

By servicing MBS mortgage loans, the servicer agrees that

¢ a successor to Fannie Mae as master servicer for the MBS trusts automatically will succeed to the rights
of Fannie Mae under any Servicing Contract and will have authority to enforce the terms and conditions
of the applicable Servicing Contract, including the authority to terminate the servicer, in accordance with
the terms of the Servicing Contract, and to appoint a replacement servicer; and

¢ Fannie Mae as trustee, on behalf of the trusts, and Fannie Mae as guarantor are third-party beneficiaries
of the Servicing Contract between that servicer and Fannie Mae as master servicer, with the authority to
enforce such contract under certain conditions.

The servicer’s duties and responsibilities and its obligations under the Lender Contract do not change on the
basis of whether the mortgage loan is a portfolio or MBS mortgage loan. Fannie Mae has fiduciary
responsibilities to MBS certificate holders, and as such it imposes certain restrictions on the servicer’s authority
as it relates to servicing MBS mortgage loans (some of which also may apply to mortgage loans that are not
securitized).

Prohibited Actions

The servicer must not take the following actions with respect to an MBS mortgage loan:

¢ Sell or hypothecate the mortgage loan (or a participation interest in a mortgage loan), other than
repurchasing it for its own account under the provisions of Chapter A1-3, Repurchases, Indemnifications,
and Make Whole Payment Requests.

¢ Modify any of the terms of the mortgage loan (including the extension of a future advance or a release of
a borrower from liability), unless either Fannie Mae agrees to a mortgage loan modification as a means of
preventing foreclosure of the mortgage loan, or the servicer releases the borrower from liability in
connection with an eligible property transfers as outlined in D1-4.1-02, Allowable Exemptions Due to the
Type of Transfer.
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¢ Repurchase or reclassify any MBS mortgage loan for the purpose of modifying any of the terms of the
mortgage loan (including the extension of a future advance or a release of a borrower from liability), or
for any other reason, unless Fannie Mae specifically permits or requires repurchase or reclassification, or
unless Fannie Mae specifically agrees. See D2-3.1-02, Conditions of a First and Second Lien Mortgage
Loan Modification for an MBS Mortgage Loan for additional information.

o Defer the exercise of any right to accelerate the mortgage loan debt, except as is consistent with Fannie
Mae’s policy of considering certain types of transfers of ownership as exempt transactions or agreeing to
forbearance or a repayment plan, or when considering mortgage loan modifications or payment deferrals
for delinquent borrowers. See Section D1-4.1, Information Related to Transfers of Ownership Applicable
to All Mortgage Loans for additional information.

e Exercise any “call option” provided for by the terms of a conventional mortgage loan, unless Fannie Mae
normally requires such options to be exercised for mortgage loans in its portfolio. See D1-5-01, Call
Options and Cross-Default Provisions for additional information.

¢ Release all or any portion of the property from the mortgage lien, except in accordance with the terms of
the mortgage loan, an approved partial release, or under a court order or decree, and then only to the
extent that Fannie Mae allows for, for mortgage loans in its portfolio.

¢ Accept a voluntary Mortgage Release under any conditions other than those Fannie Mae allows for, for
mortgage loans in its portfolio, as described in D2-3.3-02, Fannie Mae Mortgage Release (Deed-in-Lieu of
Foreclosure).

e Exercise any “put option” provided by a mortgage loan, such as the optional assignment of certain FHA
Section 221 mortgage loans following their twentieth anniversary.

¢ Change an ARM index or the manner in which the index values are selected, unless specifically provided
for in the mortgage loan documents. See Chapter C-2, Servicing ARM Loans and Chapter A1-3,
Repurchases, Indemnifications, and Make Whole Payment Requests for additional information.

Servicing Requirements of MBS Mortgage Loans

The following mortgage loans, when securitized into an MBS pool directly from Fannie Mae’s portfolio (referred
to as PFP mortgage loans), must be serviced as MBS mortgage loans:

¢ all mortgage loans that have been sold to Fannie Mae as whole mortgage loans, and

¢ any MBS mortgage loan that was reclassified into Fannie Mae's portfolio.

Note: This requirement does not change the servicer’s existing reporting and remitting requirements
for these mortgage loans nor does it change the custodial depository requirements for the applicable
remittance type under which these mortgage loans are serviced.

Fannie Mae notifies the servicer of mortgage loans that have been securitized into an MBS pool. The servicer
must code all of these mortgage loans in their records as MBS mortgage loans as soon as possible and service
them in accordance with the provisions of the Servicing Guide applicable to MBS mortgage loans.

The servicing requirements of an MBS Trust Agreement or Trust Indenture vary depending on the MBS trust
documents under which a particular MBS mortgage loan was pooled. The following table describes the four
categories of MBS trust documents.
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Category of MBS Trust Description
Documents

The various fixed-rate or ARM Trust Indentures (each a “1980’s
1980’s Indentures Indenture”) for MBS mortgage loan pools with issue dates up to and
including May 1, 2007.

2007 Second Amended Trust The 2007 Second Amended Trust Agreement applies to MBS mortgage

Agreement loan pools with issue dates from June 1, 2007 through December 1, 2008.
2009 Amended Trust The 2009 Amended Trust Agreement applies to MBS mortgage loan pools
Agreement with issue dates from January 1, 2009 through May 1, 2016.

2016 Second Amended Trust The 2016 Second Amended Trust Agreement applies to MBS mortgage
Agreement loan pools with issue dates on or after June 1, 2016.

Not all workout options will be available for all MBS mortgage loans. Since the availability of a particular workout
option for an MBS mortgage loan depends on the MBS trust documents under which that mortgage loan was
pooled, the servicer must identify the issue date of the MBS in order to determine whether a workout option is
available to a borrower. The use of one type or a combination of workout options is determined by facts and
circumstances related to the particular mortgage loan and the borrower, as such facts and circumstances may
change from time to time and include, but are not limited to:

e whether the workout option is available for the MBS mortgage loan based on which MBS trust documents
apply to the MBS mortgage loan; and

¢ the applicable Servicing Guide provisions or, in the absence of Servicing Guide provisions, customary
servicing practices of prudent servicers in servicing and administering mortgage loans for their own
portfolios.

In the Servicing Guide or through its contracts with servicers, Fannie Mae from time to time may limit the
availability and application of certain servicing terms stated in a trust document. Thus, the Servicing Guide may
be more restrictive than the MBS trust documents with respect to servicing provisions, but neither the Servicing
Guide nor any contractual agreement (including variances and waivers) with a servicer may be more expansive
than or otherwise inconsistent with the MBS trust documents.

Recent Related Announcements

The table below provides references to recently issued Announcements that are related to this topic.
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Announcements Issue Date
Announcement SVC-2020-07 December 9, 2020
Announcement SVC-2020-04 September 9, 2020

A2-1-03, Servicer's Duties and Responsibilities Related to Mortgage
Loans with Resale Restrictions or Shared Equity Transactions
(05/10/2023)

Introduction
This topic describes additional requirements only applicable to servicers.

e Qverview
¢ Servicing Mortgage Loans Subject to Resale Restrictions or Shared Equity Transactions

Overview

This topic describes additional requirements only applicable to servicers.

See Selling Guide Section B5-5.2, Loans with Resale Restrictions and Section B5-5.3, Shared Equity Transactions
for information on resale restriction mortgage loans and shared equity transactions.

Servicing Mortgage Loans Subject to Resale Restrictions or Shared Equity
Transactions

The servicer must service mortgage loans subject to resale restrictions (as described in Selling Guide Section
B5-5.2, Loans with Resale Restrictions) or shared equity transactions (as described in Selling Guide Section
B5-5.3, Shared Equity Transactions) in accordance with this Guide, the mortgage loan documents, the recorded
resale restriction agreement or shared equity transaction agreement, as applicable, and in compliance with
applicable law. Any resale restrictions, including those related to a shared equity transaction, as applicable,
must not impair the servicer's ability to carry out its general servicing duties and responsibilities in accordance
with this Guide, including, but not limited to

® managing escrows,
¢ providing delinquent management and loss mitigation, and
e conducting default servicing including managing foreclosure proceedings.


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2020-07-servicing-guide-update
https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2020-04-servicing-guide-update
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The servicer must notify its Fannie Mae Servicing Representative (see F-4-02, List of Contacts) if it becomes
aware of any such impairments related to a mortgage loan.

Failure by the parties to comply with any requirements of a resale restriction agreement or a shared equity
transaction agreement, including, but not limited to the following, as applicable, must not impair the servicer's
ability to carry out its obligations under this Guide, the mortgage loan documents, and applicable law:

¢ determining eligible homeowner or occupancy status,

e property maintenance and improvements,

¢ maintaining property and flood insurance,

¢ payment fees and assessments,

¢ determining the property value and resale price,

e transfers to eligible transferees,

¢ the exercise of purchase option rights, and

¢ providing proper notifications to the borrower or servicer.

The servicer shall have no obligation to enforce the terms and conditions of any resale restriction agreement or
shared equity transaction agreement, as applicable. However, in connection with a shared equity transaction,
the servicer must cooperate with the shared equity program provider in carrying out its servicing-related
obligations under the Shared Equity Amendment (Form 2200) or the Community Land Trust Ground Lease Rider
(Form 2100) as applicable.

Pursuant to the terms of any resale restriction agreement or shared equity transaction agreement, as
applicable, the servicer shall have the right but not the obligation to work with the borrower during an event of
default under such agreement in order to protect the interests of Fannie Mae. Additionally, the servicer is
authorized, but not required, to participate in any arbitration or mediation between the parties to any such
agreement that the servicer believes may impact the servicing of the mortgage loans as required by this Guide.

Unless the servicer has the borrower's prior written authorization, and only as permitted by applicable law, the
servicer must not provide any notices required to be provided to the borrower in accordance with this Guide to
any other party to the resale restriction agreement or shared equity transaction agreement, as applicable,
including, but not limited to:

¢ notices provided in connection with early delinquency outreach and loss mitigation,
¢ legal notices, such as breach and acceleration letters, and
¢ any notice of foreclosure sale or Mortgage Release.

However, the servicer must give notices of delinquency and any other notices to the shared equity program
provider in accordance with the terms of the Shared Equity Amendment (Form 2200) or Community Land Trust
Ground Lease Rider (Form 2100), as applicable, for purposes of preventing any disruption to the servicer in
carrying out its obligations to assist a borrower who is facing default, including offering a workout option in
accordance with the Guide.

Shared Equity Transactions - Purchase Option

A shared equity program may grant a program provider or its designee a purchase option or right of first refusal
option to purchase the property securing the mortgage loan in the event of a proposed transfer of the property
by the borrower, upon commencement of foreclosure proceedings after the borrower's failure to resolve a
delinquency including through a workout option, or upon the servicer's acquisition of the property at foreclosure
sale or through a Mortgage Release, after satisfying all amounts due under the mortgage loan. Under the terms
of Shared Equity Amendment (Form 2200), within 60 days of foreclosure or a Mortgage Release, the shared


https://singlefamily.fanniemae.com/media/document/pdf/form-2200
https://singlefamily.fanniemae.com/media/document/pdf/form-2100
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equity program provider must provide notice to servicer of its intent to purchase the property, and the purchase
must be completed within 90 days of such notice. If the shared equity program provider fails to give such
notice, or advance funds to complete the purchase, within such periods, the purchase option shall be without
further effect or validity following such foreclosure or Mortgage Release. See the purchase options described in
the Shared Equity Amendment (Form 2200) and Community Land Trust Ground Lease Rider (Form 2100) for
additional information.

The servicer is responsible for adhering to Fannie Mae's established processes and time frames for completing
routine foreclosure proceedings. See E-3.2, Initiating and Processing Foreclosure Proceedings or additional
information.

Additionally, the servicer must notify Fannie Mae of the shared equity program provider's acquisition of the
property pursuant to a purchase option. See E-4.1-01, Notifying Fannie Mae of an Acquired Property for
additional information.

Shared Equity Transactions - Excess Proceeds

The servicer must cooperate with the shared equity program provider to pay any excess proceeds due to the
shared equity program provider in accordance with the terms of the shared equity transaction agreement.
Excess proceeds are any proceeds that result from an eminent domain proceeding, foreclosure sale, Mortgage
Release, or other transfer of the property securing the mortgage loan after the repayment in full of all amounts
due under the mortgage and otherwise satisfying any of the borrower's defined maximum resale price interest
in the property as described in the shared equity transaction agreement.

Recent Related Announcements
The table below provides references to recently issued Announcements that are related to this topic.
Announcements Issue Date

Announcement SVC-2023-03 May 10, 2023

A2-1-04, Execution of Legal Documents (09/09/2020)

Introduction
This topic contains the following:

¢ Overview
e Fannie Mae’s Limited Power of Attorney to Execute Documents
¢ Correcting Conveyances to Fannie Mae


https://singlefamily.fanniemae.com/media/document/pdf/form-2200
https://singlefamily.fanniemae.com/media/document/pdf/form-2100
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Overview

The servicer ordinarily appears in the land records as the mortgagee to facilitate performance of the servicer’s
contractual responsibilities, including, but not limited to, the receipt of legal notices that may impact Fannie
Mae’s lien, such as notices of foreclosure, tax, and other liens. However, Fannie Mae may take any and all action
with respect to the mortgage loan it deems necessary to protect its or an MBS trust’'s ownership of the
mortgage loan, including recording an assignment of mortgage, or its legal equivalent, from the servicer to
Fannie Mae or its designee. In the event that Fannie Mae determines it necessary to record such an instrument,
the servicer must assist Fannie Mae by

¢ preparing and recording any required documentation, such as assignments of mortgages, powers of
attorney, or affidavits; and
¢ providing recordation information for the affected mortgage loans.

The servicer must follow the procedures in F-1-10, Obtaining and Executing Legal Documents when sending
documents for Fannie Mae’s execution.

The servicer is authorized to execute legal documents related to payoffs, foreclosures, releases of liability,
releases of security, payment deferrals, mortgage loan modifications, subordinations, assignments of
mortgages, and conveyances (or reconveyances) for any mortgage loan for which it (or MERS®) is the owner of
record. When an instrument of record requires the use of an address for Fannie Mae, including assignments of
mortgages, foreclosure deeds, REO deeds, and lien releases, the servicer must follow the procedures in Fannie
Mae Contacts for Document Execution Requests in F-1-10, Obtaining and Executing Legal Documents to locate
the appropriate address.

Fannie Mae’s Limited Power of Attorney to Execute Documents

When Fannie Mae is the owner of record for a mortgage loan, it permits the servicer that has Fannie Mae's LPOA
to execute certain types of legal documents on Fannie Mae’s behalf. The servicer must have an LPOA in place to
be authorized to execute the following legal documents on behalf of Fannie Mae:

o full satisfaction or release of a mortgage or the request to a trustee for a full reconveyance of a deed of
trust;

¢ partial release or discharge of a mortgage or the request to a trustee for a partial reconveyance or
discharge of a deed of trust;

¢ modification or extension of a mortgage or deed of trust;
e subordination of the lien of a mortgage or deed of trust;

e completion, termination, cancellation, or rescission of foreclosure relating to a mortgage or deed of trust,
including, but not limited to, the following actions:

o the appointment of a successor or substitute trustee under a deed of trust, in accordance with
state law and the deed of trust;

[¢]

the issuance or cancellation or rescission of notices of default;

o

the cancellation or rescission of notices of sale; and

[¢]

the issuance of such other documents as may be necessary under the terms of the mortgage,
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deed of trust, or state law to expeditiously complete said transactions, including, but not limited to,
assignments or endorsements of mortgages, deeds of trust, or promissory notes to convey title
from Fannie Mae to the Attorney-in-Fact under this LPOA;

e conveyance of properties to FHA, HUD, the VA, RD, or a state or private mortgage insurer; and

e assignments or endorsements of mortgages, deeds of trust, or promissory notes to FHA, HUD, VA, RD, a
state or private mortgage insurer, or MERS.

To request an LPOA, the servicer must follow the procedures in Requesting a Limited Power of Attorney in
F-1-10, Obtaining and Executing Legal Documents.

If the servicer does not have an LPOA to execute documents on Fannie Mae’s behalf, or has a power of attorney
that does not authorize it to execute documents for a specific type of transaction, the servicer must send the
documents requiring execution in any instance in which Fannie Mae is the owner of record for the mortgage
loan by email, when permitted. If, however, an original document must be executed by Fannie Mae, the servicer
must send the document by regular or overnight mail. The servicer must follow the procedures in Fannie Mae
Contacts for Document Execution Requests in F-1-10, Obtaining and Executing Legal Documents for instructions
in sending documents to Fannie Mae.

Correcting Conveyances to Fannie Mae

The servicer must execute a quitclaim deed for properties that have been conveyed in error to Fannie Mae. The
servicer must follow all procedures in F-1-10, Obtaining and Executing Legal Documents when preparing the
reconveyance quitclaim deed. A quitclaim deed is an instrument of conveyance of real property that passes
whatever title, claim, or interest that the grantor has in the property, but does not make any representations as
to the validity of such title. A quitclaim deed is not a guarantee that the grantor has clear title to the property;
rather it is a relinquishment of the grantor’s rights, if any, in the property. The holder of a quitclaim deed
receives only the interest owned by the person conveying the deed.

Fannie Mae will execute the quitclaim deed only if the servicer has prepared the document to quitclaim or
assign back to the previous grantor or assignor. The servicer must send the request for quitclaim deed
execution to Fannie Mae as described in Submitting a Reconveyance Quitclaim Deed in F-1-10, Obtaining and
Executing Legal Documents.

Recent Related Announcements

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

Announcement SVC-2020-04 September 9, 2020


https://singlefamily.fanniemae.com/media/document/pdf/announcement-svc-2020-04-servicing-guide-update
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A2-1-05, Note Holder Status for Legal Proceedings Conducted in the
Servicer’'s Name (06/21/2017)

Introduction
This topic contains the following:

e Qverview

Temporary Possession by the Servicer

Physical Possession of the Note by the Servicer
Reversion of Possession to Fannie Mae

Overview

Fannie Mae is at all times the owner of the mortgage note, whether the mortgage loan is in Fannie Mae’s
portfolio or part of the MBS pool. In addition, Fannie Mae at all times has possession of and is the holder of the
mortgage note, whether Fannie Mae has direct possession of the note or a custodian has custody of the note,
except in the limited circumstances expressly described in this topic.

Temporary Possession by the Servicer

In order to ensure that a servicer is able to perform the services and duties incident to the servicing of the
mortgage loan, Fannie Mae temporarily gives the servicer possession of the mortgage note whenever the
servicer, acting in its own name, represents the interests of Fannie Mae in foreclosure actions, bankruptcy
cases, probate proceedings, or other legal proceedings.

This temporary transfer of possession occurs automatically and immediately upon the commencement of the
servicer’s representation, in its name, of Fannie Mae’s interests in the foreclosure, bankruptcy, probate, or other
legal proceeding.

When Fannie Mae transfers possession, if the note is held by a document custodian on Fannie Mae's behalf, the
custodian has possession of the note on behalf of the servicer so that the servicer has constructive possession
of the note and the servicer shall be the holder of the note and is authorized and entitled to enforce the note in
the name of the servicer for Fannie Mae’s benefit.

If the servicer determines based on state law that it needs to be the holder of an eNote prior to representing the
interests of Fannie Mae in a foreclosure, bankruptcy, or other legal proceeding, the servicer must follow the
procedures in Foreclosure, Bankruptcy and Other Legal Proceedings in F-1-26, Servicing eMortgages to request
a transfer in control and location from Fannie Mae.

Physical Possession of the Note by the Servicer
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In most cases, the servicer will have a copy of the mortgage note. If the servicer determines that it needs
physical possession of the original mortgage note to represent the interests of Fannie Mae in a foreclosure,
bankruptcy, probate, or other legal proceeding, the servicer may obtain physical possession of the original
mortgage note by submitting a request directly to the document custodian.

If Fannie Mae possesses the original note through a third-party document custodian that has custody of the
note, the servicer must submit a Request for Release/Return of Documents (Form 2009) to Fannie Mae’s
custodian to obtain the note and any other custodial documents that are needed.

In either case, the servicer must specify whether the original note is required or whether the request is for a
copy.

For eMortgages, if the eNote is not acceptable in its electronic form for a foreclosure, bankruptcy, or other legal
proceeding, the servicer is authorized to use a printed Authoritative Copy of the eNote for the legal proceeding
or action.

Reversion of Possession to Fannie Mae

At the conclusion of the servicer’s representation of Fannie Mae’s interests in the foreclosure, bankruptcy,
probate, or other legal proceeding, or upon the servicer ceasing to service the loan for any reason, possession
automatically reverts to Fannie Mae, and Fannie Mae resumes being the holder for itself, just as it was before
the foreclosure, bankruptcy, probate, or other legal proceeding. If the servicer has obtained physical possession
of the original note, it must be returned to Fannie Mae or the document custodian, as applicable.

Recent Related Announcements

There are no recently issued Announcements related to this topic.

A2-1-06, Use of Fannie Mae Trademarks (08/16/2017)

For a list of trademarks currently used by Fannie Mae and requirements on how to refer to them, see Selling
Guide A2-5-01, Fannie Mae Trade Name and Trademarks and Fannie Mae’'s website.

Recent Related Announcements

There are no recently issued Announcements related to this topic.


https://singlefamily.fanniemae.com/media/document/pdf/form-2009
https://www.fanniemae.com/about-us/trademarks
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A2-1-07, Subservicing (12/08/2021)

Introduction
This topic contains the following:

e Overview
e Requirements for Subservicing Arrangements
¢ When Post-Delivery Transfers of Servicing Involve Subservicers

Overview

The servicer may use other organizations to perform some or all of its servicing functions on its behalf. Fannie
Mae refers to these arrangements as “subservicing” arrangements, meaning that the servicer (the
“subservicer”) other than the contractually responsible servicer (the “master” servicer) is performing the
servicing functions.

The following are not considered to be subservicing arrangements:

e when a computer service bureau is used to perform accounting and reporting functions, and
¢ when the originating seller/servicer sells and assigns servicing to another seller/servicer, unless the
originating seller/servicer continues to be the contractually responsible servicer.

Requirements for Subservicing Arrangements

The 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.

The master servicer may not enter into new subservicing arrangements or extend existing arrangements to
include newly originated mortgage loans, 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 reason.

The master servicer is not required to submit each separate subservicing arrangement under an existing
subservicing agreement to Fannie Mae for its approval. However, if the arrangement is a new one, the
subservicer must submit the applicable Letter of Authorization for P&l Custodial Account (Form 1013) for a P&l
custodial account and Letter of Authorization for T&l Custodial Account (Form 1014) for a T&l custodial account
indicating that it has established the required custodial accounts and submit these forms electronically to
Fannie Mae’s Custodial Accounting Team (see F-4-02, List of Contacts).


https://singlefamily.fanniemae.com/media/document/pdf/form-1013
https://singlefamily.fanniemae.com/media/document/pdf/form-1014
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Even if a subservicing arrangement is known, approved of, or consented to by Fannie Mae, the master servicer
remains fully liable to Fannie Mae for the performance of all servicing obligations. Fannie Mae may enforce any
rights and remedies it may have against the master servicer for breach of the servicing obligations, whether
such breach was caused by the master servicer or by the subservicer. In addition to the foregoing and not in
limitation thereof, Fannie Mae also may enforce any rights and remedies it may have against the subservicer for
breach of the servicing obligations (see A2-7-03, Post-Delivery Servicing Transfers).

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

The following table describes requirements, pursuant to the MSSC and the Guides, of a subservicing
arrangement.

When a master servicer enters into a subservicing arrangement with respect to all
related mortgage loans...

The master servicer and the subservicer must execute and submit the Data Access Authorization
Form (Form 101) at the inception of the subservicing arrangement.

Note: Each mortgage loan that is subject to a subservicing arrangement must be identified in
Fannie Mae’s records. The master servicer and the subservicer must also execute and submit Form
101 at the termination of the subservicing arrangement.

The master servicer represents and warrants to Fannie Mae that the subservicer will service those
mortgage loans in accordance with all Fannie Mae requirements.

The subservicer must
* be approved by Fannie Mae to service special products, if applicable, unless the special product
is

o an eMortgage; or

o a HomeStyle Renovation mortgage loan, for which the subservicer does not perform the
responsibilities outlined in D1-2-01, Renovation Mortgage Loans.
* continue the subservicing of Fannie Mae mortgage loans until an acceptable disposition of the
subserviced portfolio is reached;
* ensure it has the necessary resources to appropriately support the subserviced portfolios and to
govern the required interaction with the master servicer and service level agreements;
* remove funds from P&, T&l, or other custodial accounts only as allowed by the Servicing Guide;
* disclose any and all Fannie Mae assessments or reviews to the master servicer upon request by
the master servicer; and
* disclose to Fannie Mae if it discovers that it and/or the master servicer is in material breach of
the Lender Contract or subservicing arrangement in connection with the Fannie Mae subserviced
loans, or has been subject to any material legal, regulatory or administrative proceeding or order
relating to the subservicing arrangement or Fannie Mae subserviced loans.


https://singlefamily.fanniemae.com/form-582-lender-record-information
https://singlefamily.fanniemae.com/media/document/docx/form-101
https://singlefamily.fanniemae.com/media/document/docx/form-101
https://singlefamily.fanniemae.com/media/document/docx/form-101
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When a master servicer enters into a subservicing arrangement with respect to all
related mortgage loans...

The subservicer and master servicer of eMortgages must jointly develop policies and procedures to
address servicing functions which include, but are not limited to, mortgage payoffs, modifications
to an eNote, foreclosure, bankruptcy, and other legal proceedings.

The master servicer of eMortgages must agree to perform any Fannie Mae and MERS requirements
which the subservicer is unable to perform.

The subservicer agrees with Fannie Mae to service those mortgage loans in accordance with all
Fannie Mae requirements.

The master servicer must

* maintain policies and procedures to evaluate the subs