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Preface

The 2015 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 2015 Servicing Guide.

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

A, Doing Business with Fannie Mae * Lender Contract, Duties and Responsibilities
 Breach of Contract and Nonperformance

* Mortgage Loan Files and Document Custodian
Requirements

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

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

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

C, Mortgage Payment Processing, Remitting, Payment Processing

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

* Reporting

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

* Notice of Liens, Legal Action, and Property
Forfeitures and Seizures
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Part and Title Topics Include, but are not limited to,

 Assisting Borrowers Facing Default or In Default

» Fannie Mae Home Retention and Liquidation

Workout Options
E, Default-Related Legal Services, * Referring Default-Related Legal Matters to a Law
Bankruptcy, Foreclosure, and Acquired Firm

Properties
* Bankruptcy Proceedings

* Foreclosure Proceedings

* Managing Acquired Properties

Use of the Numbering System

A numbering system is used in the 2015 Servicing Guide to identify the level of content as
shown in the following 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 —O01. 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.

Effective Dates for the Servicing Guide

Each topic within the Servicing Guide is followed by a date shown in parentheses. Beginning
with the publication of the 2014 Servicing Guide, this date represents the date of the most recent
Servicing Announcement that amended content within an individual topic. The servicer must
refer to the individual Servicing Announcement to determine the policy effective date. A link

to all Servicing Announcements that amended the policies in that topic since the publication of
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the 2014 Servicing Guide can be found in the Related Announcements table at the end of the
Servicing Guide topic, if applicable.

Amendments to the Servicing Guide

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

Notification of Changes and Updates

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

 Servicing Announcements describe changes to policies and requirements within the Servicing
Guide content. Servicing Announcements are numbered in chronological order as: SVC-2015—
XX.

* Lender Letters communicate either
— new or modified policies and requirements that may be temporary in nature,
— reminders of existing policies, or

— advanced notice of policy changes with future effective dates to be included in future
Servicing Guide updates.

Lender Letters are numbered in chronological order as: LL-2015-XX.

 Servicing Notices provide notification of information not impacting the Servicing Guide
content, such as updates to an Exhibit on Fannie Mae’s website.

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

* posting the documents on Fannie Mae’s website and the AlIRegs® website, and

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

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

» on Fannie Mae’s website via the Guide Forms and Legal Docs page, which provides a
complete list of all forms, or

* through embedded links in the Servicing Guide on AllRegs or Fannie Mae’s website.

Some exhibits that relate to Fannie Mae policies and requirements are only referenced in

the Servicing Guide but are posted in their entirety on Fannie Mae’s website. All materials
referenced by hyperlink, such as forms, exhibits and reference 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.

Technical Issues

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

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

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

When Questions Arise

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

jDoing Business with Fannie Mae

Introduction

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

In This Part

This part contains information on the following:

Subpart A1, Contractual Obligations . .. ........ ...ttt 2
Subpart A2, Getting Started with Fannie Mae .. ............ ... ... ... ... ... ..... 72
Subpart A3, Maintaining Fannie Mae Servicer Status .. ............ ... ... ......... 197
Subpart A4, Setting Up Servicer Operations . ... ..........uiutieerenenennenennn.. 218

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 1



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 1, Contractual Obligations

Subpart A1, Contractual Obligations

jContractuaI Obligations

Introduction

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

In This Subpart

This subpart contains the following chapters:

Al-1, Understanding the Lender Contract . ........... ... ... 3
A1-2, Termination of the Lender Contract without Cause . . .......................... 17
A1-3, Repurchases, Indemnifications, and Make Whole Payment Requests . .. ........... 22
A1-4, Breach of Contract and Nonperformance . .. .......... .. ...t .. 54
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Chapter Al-1, Understanding the Lender
Contract

L] Understanding the Lender Contract

Introduction

This chapter contains information on understanding the lender contract.

In This Chapter

This chapter contains information on the following topics:

A1-1-01, Definition of “Seller/Servicer” (11/12/2014) . .. ... . . i 3
A1-1-02, Application and Approval of Seller/Servicer (11/12/2014) . ...... ... ... ... ... 4
A1-1-03, Nature of the Contractual Relationship (11/12/2014) . ....... ... ... .. .. .. .... 6
A1-1-04, Evaluating a Servicer’s Performance (11/12/2014) ....... ... ... ... ... ..... 13

UA1-1 -01, Definition of “Seller/Servicer” (11/12/2014)

The Fannie Mae Single-Family Servicing Guide (hereinafter referred to as the “Servicing
Guide”) uses the term “seller/servicer” to refer to a seller and/or servicer that may be any or all
of the following parties involved in the origination, sale, delivery, and/or servicing of any type of
Fannie Mae mortgage loan:

 aseller who is or is not a servicer,
» aservicer who is or is not a seller or lender,
* the originator of the mortgage loan,

* alender, and/or

Printed copies may not be the most current version. For the most current version, go to the online version at
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* the responsible party.

The use of the phrase “seller/servicer” includes all such parties involved in business with Fannie
Mae and its use does not exclude or limit in any capacity the responsibility of such party to
Fannie Mae.

UA1-1 -02, Application and Approval of Seller/Servicer
(11/12/2014)

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, servicing experience, and other relevant factors.

Fannie Mae’s standard approval is for the sale and/or servicing of single-family mortgage loans
(excluding those mortgage loans delivered under a negotiated contract).

This topic contains the following:

»  Seller/Servicer Eligibility

*  Application Requirements and Review Fee

*  Special Seller/Servicer Approval and Mortgage Selling and Servicing Contract Addendum

Seller/Servicer Eligibility

Approval or rejection of a seller/servicer’s application is at Fannie Mae’s sole discretion and

is based on Fannie Mae’s business judgment with respect to the totality of the seller/servicer’s
circumstances. A seller/servicer must meet the following minimum requirements described in
the table below to be considered for approval to sell and/or service residential first lien mortgage
loans.

OO0 |At a minimum, the servicer must...

Have as its principal business purpose, the origination, selling, and/or servicing of
residential mortgage loans.

Have demonstrated the ability to originate, sell, and/or service the types of
mortgage loans for which approval is being requested.

Printed copies may not be the most current version. For the most current version, go to the online version at
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[0 |Ata minimum, the servicer must...

Have adequate facilities and staff experienced in originating, selling, and/or
servicing the types of mortgage loans for which approval is being requested.

Be duly organized, validly existing, properly licensed (in good standing) or
otherwise authorized to conduct its business in each of the jurisdictions in which it
originates, sells, and/or services residential mortgage loans.

Meet Lender Adjusted Net Worth requirements established in A3-3-01, Net Worth,
Liquidity, and Credit Rating Requirements and any other financial standards or
additional net worth and liquidity eligibility criteria the seller/servicer may be
required to satisfy based on specific circumstances.

Have internal audit and management control processes to evaluate and monitor the
overall quality of its mortgage loan production and/or servicing.

Have written procedures for the approval and management of vendors and other
third-party service providers.

Have a fidelity bond and an errors and omissions policy in effect and agree to
modify them as necessary to meet Fannie Mae requirements.

Satisfy any additional eligibility criteria Fannie Mae imposes. Such additional
criteria may apply to:

 individual sellers or servicers,

« all sellers/servicers that are seeking approval to sell and/or service certain types
of mortgage loans,

« all sellers/servicers that share certain characteristics, or

 all sellers/servicers.

Fannie Mae approves or disapproves a seller/servicer based on an assessment of its total
circumstances; therefore, a seller/servicer that satisfies Fannie Mae’s general eligibility criteria or
any special criteria does not have an absolute right to be approved.

Sellers/servicers are not required to purchase or own Fannie Mae stock as a condition of
eligibility.

Application Requirements and Review Fee

Sellers/servicers applying to do business with Fannie Mae must submit the documentation and
basic application review fee described on Fannie Mae’s website. Application review fees are not
refundable.
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Special Seller/Servicer Approval and Mortgage Selling and Servicing Contract Addendum

Certain mortgage loan types require special approval to deliver or service. The following special
approvals will be documented by an addendum to the MSSC between Fannie Mae and the seller/
servicer:

* co-op share mortgage loans,

+ second lien mortgage loans,

* HomeStyle® renovation mortgage loans,

» Texas Section 50(a)(6) mortgage loans, and
* electronic mortgage loans (eMortgages).

Servicers may request approval to service these mortgage loans through its Fannie Mae Servicing
Representative (see F-4-03, List of Contacts). Servicers may not service these mortgage loan
types unless they obtain the applicable special approval and execute any additional agreements
required by Fannie Mae.

UA1-1-03, Nature of the Contractual Relationship
(11/12/2014)

Introduction

This topic contains the following:

¢  Overview of the MSSC and Lender Contract

*  Defining the Responsible Party

*  Fannie Mae’s Choice of Law

*  Representation and Warranty Requirements for All Fannie Mae Mortgage Loans

*  Representation and Warranty Requirements for Mortgage Loans with Mortgage Insurance
*  Indemnification for Losses

Overview of the MSSC and Lender Contract

Once Fannie Mae approves the seller/servicer, both parties execute the MSSC and any other
relevant agreements needed at the time to establish the terms and conditions of the contractual

Printed copies may not be the most current version. For the most current version, go to the online version at
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relationship. The continuation of that relationship depends on both parties honoring the mutual
promises in the MSSC and on the seller/servicer satistying the requirements of all of the
agreements, including, without limitation:

* the Selling Guide, the Servicing Guide, the Servicing Guide Procedures, the Guide to
Delivering eMortgage Loans to Fannie Mae, the Requirements for Document Custodians, and
the Multifamily Guide(s) (if applicable) (the “Guides™);

* the Reverse Mortgage Loan Servicing Manual, the Investor Reporting Manual, and the
Balloon Mortgage Loan Servicing Manual (the “Manuals”);

 any supplemental servicing instructions or directives provided by Fannie Mae;

» any Announcements, Lender Letters, Notices, release notes, and information posted on Fannie
Mae’s website that is incorporated by reference into the Selling or Servicing Guide;

« all applicable master agreements (including MBS pool purchase contracts and variances),
recourse agreements, repurchase agreements, indemnification agreements, loss-sharing
agreements, and any other agreements between Fannie Mae and the seller/servicer;

* any other agreement(s) a seller/servicer has entered into with Fannie Mae; and

all such items as amended, modified, restated, or supplemented from time to time.

The seller/servicer’s obligations under all of the agreements described above are referred to in
the Servicing Guide in their entirety as the “Lender Contract.”

The MSSC establishes the basic legal relationship between the seller/servicer and Fannie Mae.
Specifically as to servicing, the MSSC, when executed

* establishes the seller/servicer as an approved servicer of applicable mortgage loans;
» provides the general terms and conditions for servicing;

* incorporates by reference the terms of the Guides and any supplementary matter such as the
Servicing Guide Procedures, Manuals, Announcements, Lender Letters, directives, Notices,
forms and exhibits and any other procedures and documents which may be incorporated by
reference into the Guides, all as amended from time to time; and

* may state the types of mortgage loans the seller/servicer may sell and/or service.

Sellers/servicers must originate and service mortgage loans in a sound, businesslike manner, in
accordance with applicable law and good judgment. Engaging in business practices that have the
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apparent intent of avoiding Fannie Mae requirements that would ordinarily apply violates the
Lender Contract.

All of the items that make up the Lender Contract form a single integrated MSSC and not a
separate contract or agreement.

Notwithstanding any other provisions in the Guides, or any assignment or transfer of servicing
by a seller/servicer to another entity:

» The seller/servicer’s benefits and obligations with respect to its contractual rights to service
mortgage loans are, and were at the time of execution of the Lender Contract, fully integrated
and non-divisible from the seller/servicer’s benefits and obligations with respect to its
contractual rights and obligations to sell mortgage loans under the Lender Contract.

» Absent such integration, Fannie Mae would not have entered into, or continued to be bound
by, the Lender Contract and would not have entered into, or continued to be bound by, separate
agreements with the seller/servicer providing for the contractual right to sell or to service
mortgage loans for Fannie Mae.

* When Fannie Mae consents to a transfer of servicing, it relies on the integration and non-
divisibility of the Lender Contract. Unless explicitly agreed to the contrary in writing by
Fannie Mae, Fannie Mae requires that

— the transferor servicer remain obligated for all selling and servicing representations and
warranties and recourse obligations upon the transfer of servicing, and

— the transferee servicer, whether the original seller, responsible party, or a transferee
servicer, undertake and assume joint and several liability for all selling representations and
warranties, all servicing responsibilities and liabilities, and all recourse obligations related
to the mortgage loans it services.

Regardless of the medium through which they are issued, including without limitation,
information posted on Fannie Mae’s website, all of Fannie Mae’s communications (Guides,
Manuals, Announcements, Lender Letters, and Notices) are incorporated into the Guides by
reference. These communications are the instructions Fannie Mae provides to enable a servicer
to perform its obligations to Fannie Mae under the terms of the MSSC.

Certain information and requirements are posted on Fannie Mae’s website. This information and
the requirements are incorporated by reference into the Guides.

No borrower or other third party is intended to be a legal beneficiary of the MSSC or to obtain
any such rights or entitlements through our seller/servicer communications.

Printed copies may not be the most current version. For the most current version, go to the online version at
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Defining the Responsible Party

99 ¢

The Servicing Guide references “seller,” “servicer,” lender,” and “seller/servicer”. The Servicing
Guide generally describes the relationship between Fannie Mae and the servicer. However,

the particular designation should not be considered an exclusion with respect to an entity’s
responsibilities in connection with a particular mortgage loan. Depending on the structure of

the transaction in question, the entity that has the responsibility for a selling representation and
warranty or for the servicing responsibilities or liabilities may be

» both the seller and the servicer,
« ceither the seller or the servicer, or
* neither the seller nor the current servicer.

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

Terms not defined in the Servicing Guide have the meaning given them in the Selling Guide.

Fannie Mae’s Choice of Law

Fannie Mae has adopted New York law as its choice of law provision for the Lender Contract.
This Servicing Guide shall be construed, and the rights and obligations of Fannie Mae and the
seller, servicer, and/or responsible party hereunder determined, in accordance with the laws of
the State of New York without regard to its conflict of law rules.

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. 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
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* the sale of mortgage loans to Fannie Mae or delivery of pools of mortgage loans for Fannie
Mae MBS,

* any subsequent resale of the mortgage loans by Fannie Mae, and

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

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

Representations and warranties are not limited to matters of which the seller/servicer had
knowledge, except for the 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. Sellers/servicers are
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.

A 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 a servicer transfers its contractual right to
service some or all of its servicing responsibilities to another Fannie Mae-approved servicer,

any variance or waiver granted to a transferor servicer does not automatically transfer to the
transferee servicer. In addition, the transferor servicer and transferee servicer must ensure that all
existing special servicing obligations associated with the transferred mortgage loan are disclosed.

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

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

* any prior servicing agreement is made expressly subordinate to Fannie Mae’s rights as owner
of the mortgage loans.
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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 more information, refer to the requirements of 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; 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

Fannie Mae requires a party that makes or assumes selling representations and warranties to
Fannie Mae to indemnify and hold Fannie Mae (including its successors and assigns and its
employees, officers, and directors individually when they are acting in their corporate capacity)
harmless against all losses, damages, settlements, judgments, claims, legal actions, costs,
expenses, attorney’s fees, and other legal fees that are based on, or result from, the responsible
party’s breach or alleged breach of its selling warranties or representations or its origination,
delivering, or selling activities related to Fannie Mae-owned or Fannie Mae-securitized mortgage
loans including any other liabilities that arise in connection with the mortgage loans or the
servicing of them prior to the delivery of the mortgage loans to Fannie Mae.

Similarly, Fannie Mae requires a servicer to indemnify and hold Fannie Mae (including its
successors and assigns and its employees, officers, and directors individually when they are
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acting in their corporate capacity) harmless against all losses, damages, judgments, settlements,

claims, legal actions, costs and expenses, attorney’s fees, and other legal fees that are based on,

or result from, the servicer’s failure or alleged failure to satisfy its duties and responsibilities

for mortgage loans or MBS pools it services for Fannie Mae under the provisions of the Lender
Contract any additional requirements that may have been imposed, or any additional obligations
the servicer has assumed with respect to such mortgage loans or MBS pools.

In addition, the obligation of a party that makes or assumes selling representations and warranties
on mortgage loans secured by manufactured homes to indemnify Fannie Mae in certain
circumstances encompasses all losses, damages, judgments, settlements, claims, legal actions,
costs and expenses, attorney’s fees and other legal fees that are based on, or result from, a breach
or alleged breach of obligations owed to the borrower by the manufacturer or by any party that
sells the manufactured home to the borrower, delivers it to the site, or installs it at the site.

The indemnities set forth above apply regardless of whether Fannie Mae is a party to the lawsuit
or other proceeding (for example, the indemnity would apply if Fannie Mae is served with a
subpoena in connection with a suit concerning an indemnifiable claim to which Fannie Mae is
not a party). The indemnities set forth above likewise apply regardless of whether the claim, suit,
or proceeding has merit. However, the indemnification would not include losses resulting solely
from the indemnifying party following the written instructions of Fannie Mae given during a
claim, suit, or proceeding.

All payments for indemnification are due within 60 days of demand or within such other time
frame as specified by Fannie Mae unless an appeal is made to Fannie Mae. If an appeal is denied,
the responsible party must submit the indemnification payment within 15 days from the date of
Fannie Mae’s denial of the appeal.

The indemnities set forth above do not modify or otherwise affect Fannie Mae’s right to

manage its defense for any claim, suit, or proceeding in accordance with its own judgment,
including, but not limited to selecting its own counsel. If Fannie Mae chooses its own counsel,
the indemnifying party will still be obligated to the full extent of the indemnities set forth above,
including but not limited to paying the attorney’s fees and costs of counsel selected by Fannie
Mae. If Fannie Mae decides that its interests and the party’s coincide, Fannie Mae may decide to
cooperate with the party in a joint defense.
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UA1-1-04, Evaluating a Servicer’s Performance (11/12/2014)

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 which
Fannie Mae has identified for inclusion in the Program.

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

The STAR Program is one of Fannie Mae’s performance management frameworks designed to
determine the servicer’s overall performance based on operational assessments and scorecards.
The STAR Reference Guide is the program’s primary information resource. The STAR
Reference Guide is located on Fannie Mae’s website on the STAR Program page and is
incorporated herein by reference. Fannie Mae may change the STAR Reference Guide from time
to time.

Servicing Performance Categories

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

* customer service;
» escrow administration;

* property (hazard), flood, and mortgage insurance;
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» collections;

* loss mitigation;

* investor relations/reporting;

* mortgage loan payment processing;

* bankruptcy, foreclosure, and REO management;
* data integrity;

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

* remitting; and

 accounting and reporting.

Fannie Mae reserves the right, from time to time, to
+ amend the performance criteria,

» modify how the results are determined, and

* revise the content of the performance metrics.

Fannie Mae may also communicate individual performance targets which may not be included in
the STAR Program 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,
» adequacy of staffing,
» compliance reviews and audits,

* STAR Program results,
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* mortgage loan file reviews,
+ timeliness of its payment obligations, and
» overall compliance with the requirements of the Lender Contract.

A servicer will be presumed to have unacceptable STAR Program results if the servicer’s
STAR Program ranking is in the bottom 25% of ranked servicers. Servicers with unacceptable
performance, including those who are presumed to have unacceptable performance because
their STAR Program ranking is in the bottom 25% of ranked servicers, may be required, in
Fannie Mae’s sole discretion, to enter into a performance improvement plan. Servicer reviews,
scorecards, and operational assessments are considered to be "confidential information" for
purposes of the Servicing Guide.

The performance improvement plan may be an alternative to the immediate termination of the
Lender Contract. 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, including those that are presumed to have
unacceptable performance because their STAR Program ranking is in the bottom 25% of ranked
servicers, may be subject to a performance improvement plan issued by Fannie Mae.

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

* customer service;
» escrow administration;
* property (hazard), flood, and mortgage insurance;

» collections;
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* loss mitigation;

* investor relations/reporting;

* mortgage payment processing, remitting, accounting and reporting;
* bankruptcy, foreclosure and REO management;

+ data integrity;

* delinquency and annual financial and management reporting; and

* document custody and record retention.

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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Chapter A1-2, Termination of the Lender
Contract without Cause

Lj Termination of the Lender Contract without Cause

Introduction

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

In This Chapter

This chapter contains the following sections:

A1-2-01, Servicer’s Termination of the Lender Contract (11/12/2014) .................. 17
A1-2-02, Fannie Mae’s Termination of the Lender Contract without Cause (11/12/2014). ... 18

UA1-2-01, 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.
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The termination will become effective on the last business day of the third month following the
month in which the notice is given. Absent Fannie Mae’s written agreement, the servicer may not
terminate its servicing rights for less than all of the mortgage loans or participation interests in
mortgage loans that it is servicing for Fannie Mae.

UA1-2-02, Fannie Mae’s Termination of the Lender Contract
without Cause (11/12/2014)

Introduction

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

Also, see A1-4.1-02, Fannie Mae’s Remedies 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 shall be responsible for all reasonable and customary costs and expenses related to
the transfer of servicing in connection with a termination.

This topic contains the following:

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

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

*  Transfer of Servicing Due to Delinquency Status

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

If Fannie Mae elects to terminate the servicing without cause and the termination is not in
connection with the sale of Fannie Mae’s interest in the affected mortgage loans, the servicer
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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.

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:

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

* The transferee servicer (purchaser) must assume

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

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

Once the transfer becomes effective, the transferee servicer (purchaser)will be granted the same
contractual rights and 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.
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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:

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

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

For purposes of calculating the termination fee, the “Net Servicing Rate” means the note rate
of the mortgage loan less all of the following: a) the pass-through rate due Fannie Mae, b) any
guaranty fee due Fannie Mae, c¢) any excess servicing not retained by the servicer, d) any lender
paid mortgage insurance, and e) any other component of the note rate that 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.
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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 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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Chapter A1-3, Repurchases,
Indemnifications, and Make Whole Payment
Requests

L] Repurchases, Indemnifications, and Make Whole Payment
Requests

Introduction

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

In This Chapter

This chapter contains information on the following topics:

A1-3-01, Requirements for Voluntary Repurchase (11/12/2014) . ....... ... ... ... .... 23
A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment

Requests and Deferred Payment Obligations (02/11/2015) . ...... ... ... o .. 25
A1-3-03, Repurchase Obligations Related to Bifurcated Mortgage Loans (02/11/2015) . .. .. 40
A1-3-04, Reporting the Repurchase (11/12/2014) .. ... ... i 50
A1-3-05, Repurchase of a Home Affordable Modification Program Mortgage Loan

(T1/12720014) oo e e e 51
A1-3-06, Redelivering a Mortgage Loan (11/12/2014) ... ... . .. .. 51
A1-3-07, Automatic Reclassification of MBS Mortgage Loans (07/08/2015) .. ........... 52
A1-3-08, Custodial Document Requirements (11/12/2014) .. ... .. ... .. ... ... .. .... 53
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UA1-3-01, Requirements for Voluntary Repurchase
(11/12/2014)

Introduction

The servicer may initiate a request for Fannie Mae’s approval to repurchase portfolio mortgage
loans that it is servicing for a number of reasons, including when the servicer

» wishes to discontinue its contractual relationship with Fannie Mae, or

* 1s discontinuing its overall operations and plans to place its servicing portfolio with a servicer
that does not do business with Fannie Mae.

There may be other reasons for a voluntary repurchase, such as when the servicer or responsible
party

* plans to remove a delinquent regular servicing option mortgage loan from an MBS pool, or

* decides to remove a mortgage loan from an MBS pool to allow an assumption of the mortgage
loan, when permitted as described in Voluntary Repurchase of Certain MBS Mortgage Loans.

Fannie Mae will only approve requests to repurchase an MBS mortgage loan for the reasons
stated in this topic.

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

This topic contains the following:
*  Voluntary Repurchase of Portfolio Mortgage Loans
*  Voluntary Repurchase of Certain MBS Mortgage Loans

Voluntary Repurchase of Portfolio Mortgage Loans

When the servicer or responsible party wishes to repurchase a mortgage loan that Fannie

Mae holds in its portfolio for any reason other than those discussed above, it must submit

a written offer to the Centralized Repurchase Team (see F-4-03, 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
A2-2-03, Prohibited Refinance Practices for additional information.
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The following table describes the requirements for the offer to repurchase portfolio mortgage

loans.

[0 |To offer to repurchase portfolio 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.

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

Optional repurchase
of a delinquent regular
servicing option MBS
mortgage loan

A mortgage loan that has four consecutive payments past due may be
repurchased from the MBS pool.

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

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

Optional repurchase
related to due-on sale
enforcement

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
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Option Circumstance

has knowledge that a mortgaged property has been or is about to be
conveyed by the borrower in violation of the due-on-sale (or due-on-
transfer) provision, requiring the servicer to call the mortgage loan
due and payable. See D1-4.1-01, Determining Whether a Transfer of
Ownership Is Permitted for additional information.

After removing the mortgage loan from the MBS pool, the servicer

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

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

UA1-3-02, Fannie Mae-Initiated Repurchases,
Indemnifications, Make Whole Payment Requests and
Deferred Payment Obligations (02/11/2015)

Introduction

This topic contains the following:

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

*  Repurchase, Indemnification, or Make Whole Payment Requests Response Time Frames
and Appeal Process

*  Repurchase as a Result of Mortgage Insurance Coverage Violations

*  Mandatory Repurchase of Certain MBS Mortgage Loans

*  Calculating Repurchase Proceeds

*  Alternatives to Repurchase

*  Deferred Payment Obligations (DPO)

*  (Calculation of Indemnification Claim for Loss of Mortgage Insurance Benefits

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 25



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 1, Contractual Obligations
Chapter 3, Repurchases, Indemnifications, and Make Whole Payment Requests

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

Fannie Mae may, in addition to any other remedy available at law or in equity, require a party
responsible for a breach to pay a compensatory fee, repurchase Fannie Mae’s interest in a
mortgage loan, remit a make whole payment, or indemnify or otherwise hold Fannie Mae
harmless for any loss or damages. If Fannie Mae, in its sole discretion, determines that a breach
of a servicer’s obligations may be cured, Fannie Mae may provide the servicer an opportunity
to cure such breach within a specified time frame. 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 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

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

* because of servicing deficiencies that have a materially adverse effect on the value of the
mortgage loan or security property.

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 those in which a portfolio or MBS
mortgage loan is in violation of a contractual selling warranty or improper servicing of a
portfolio mortgage loan has materially adverse effects on the value of a mortgage loan or
acquired property. 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.

In some instances in which the seller/servicer has breached its selling warranties or
representations, Fannie Mae may allow the seller/servicer to correct the warranty violation. The
decision to repurchase or correct the warranty violation is solely at the discretion of Fannie Mae.

Following the repurchase of any mortgage loan, losses are the responsibility and legal obligation
of the responsible party. For modified mortgage loans, the responsible party must comply with
all legal obligations in connection with the mortgage loan, including any legal obligation to pay a
borrower any earned “pay for performance” incentives.
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Repurchase, Indemnification, or Make Whole Payment Requests Response Time Frames
and Appeal Process

Fannie Mae’s Loan Quality Center (LQC) reviews a percentage of the mortgage loans Fannie
Mae purchases or securitizes to ensure that they meet Fannie Mae’s eligibility criteria and
underwriting standards. Fannie Mae may review the servicing of mortgage loans that have
experienced early payment defaults, those for which Fannie Mae has acquired the underlying
property, as well as any other mortgage loan.

Fannie Mae may request the immediate repurchase of a mortgage loan when an early payment
default full file quality control review reveals underwriting deficiencies, even if the mortgage
loan has subsequently been brought current. Fannie Mae will continue to review any servicing
files requested with the primary focus of confirming that the mortgage loan has been serviced in
accordance with the Lender Contract.

Fannie Mae may also 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 if Fannie Mae

* determines that there was a breach of any of the terms of any applicable contract provisions,
including, without limitation, any selling warranty (including instances of fraud or
misrepresentation), Fannie Mae determines that a selling warranty was untrue, or Fannie Mae
determines that a mortgage loan failed to meet underwriting requirements or is otherwise
ineligible; or

* identifies that the mortgage loan was not properly serviced in accordance with the
requirements of the Servicing Guide and the improper servicing had materially adverse effects
on the value of the mortgage loan or the property.

For servicing performance defects related to 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 repurchase demand is issued based on a servicing performance defect. A
servicing performance defect, by itself, does not form a basis for removing a loan from an MBS
Pool.

Time Frames: 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.
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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 responsible party may submit a written appeal of Fannie Mae’s repurchase,
indemnification or make whole payment request within 60 days of its receipt of Fannie Mae’s
request. Fannie Mae, in its discretion, may identify a shorter or longer period of time to appeal in
the repurchase request based upon circumstances at the time. The responsible party must

» submit to Fannie Mae all supporting documentation related to the appeal at one time in one
consolidated package, and

+ identify in the appeal the section of the Servicing Guide and/or Lender Contract that supports
the appeal.

Written notification of a responsible party’s intention to submit a complete appeal package at
some future date does not satisfy the appeal requirement.

If no written appeal is received within the applicable 60-day time frame or the time frame
identified by Fannie Mae in the request for repurchase, indemnification, or a make whole
payment, it will be assumed that the responsible party does not contest the repurchase,
indemnification or make whole payment 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.

If Fannie Mae denies the appeal, the responsible party must within 15 days from the date of
Fannie Mae’s denial letter, or within such time frame as specified by Fannie Mae, complete one
of the following four actions:

» complete the repurchase of the mortgage loan or property,
* submit the indemnification or make whole payment,
» submit a second appeal if it has additional material information, or

* notify Fannie Mae of the name of the new servicer and the date of the servicing transfer if the
repurchase involves a mortgage loan that will be involved in a servicing transfer.
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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
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 period described above
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.

No other appeals are permitted without additional material information. Fannie Mae’s decision
on an appeal is conclusive. Fannie Mae is not obligated to consider any independent third-party
repurchase review of the appeal.

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’s fees, cost, 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 mortgage insurance has been rescinded 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 MI or the
responsible party cures all defects identified, except the MI rescission defect, during the

required cure period.

The mortgage insurance stand-in (or MI stand-in) is defined as the full mortgage insurance
benefit that would have been payable under the original MI policy if the mortgage loan
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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 MI stand-in.

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

» Fannie Mae identifies other defects during the full file quality control review which the
responsible party fails to cure during the required cure 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 cures the defects that made the mortgage loan ineligible for the MI
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
quality control review.

2 Within 30 days of receipt of the notification from Fannie Mae, submits

+ a full mortgage loan servicing file, and

* the supporting MI documentation.

The supporting MI documentation includes, but is not limited to

* a copy of the MI rescission letter,

* all communication related to the rescission of the MI and rebuttal, and

* the mortgage insurer’s investigation reports.

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

4 Within 60 days of the date of the letter

* notifies Fannie Mae of its interest in the MI stand-in,
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Step |Responsible Party Action

 repurchases the mortgage loan, or

* has the MI reinstated and provides proof of the reinstatement to Fannie Mae.

5 If the responsible party indicates its interest in the M1 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

» aPledge 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.

Mandatory Repurchase of Certain MBS Mortgage Loans

Under certain circumstances, the servicer of an MBS mortgage loan must repurchase a mortgage
loan from the MBS pool. Fannie Mae is required to repurchase 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:

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

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

— 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;
I — — — ————I——
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* 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; and

+ if the mortgage loan becomes 24 months past due with respect to payments of principal and
interest measured from the last installment paid in full, unless an exception exists.

24-Month Rule: An MBS mortgage loan must be removed from its MBS pool if the mortgage
loan is at least 24 months past due, as measured from the LPI, unless at least one of the
following exceptions has occurred or is occurring (if there is a recourse arrangement in place, the
exceptions do not apply):

+ 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 the original maturity date of that loan,

* the servicer and borrower are pursuing a short sale or a Mortgage Release™,
* the foreclosure process on the mortgage loan has begun,

« applicable law (including bankruptcy law, probate law, or the Servicemembers Civil Relief Act
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 mortgage insurance or guaranty.

This repurchase requirement applies to all delinquent MBS mortgage loans, regardless of the
servicing option or recourse arrangement under which they were purchased or securitized.
However, in the case of a recourse arrangement that requires an earlier repurchase, the servicer
must adhere to the terms of such recourse arrangement. Also, a special servicing option
delinquent MBS mortgage loan normally will be removed from its MBS pool much earlier
pursuant to Fannie Mae’s procedures for automatic reclassification of delinquent MBS mortgage
loans as portfolio mortgage loans. See A1-3-07, Automatic Reclassification of MBS Mortgage
Loans. If not, Fannie Mae will automatically reclassify the delinquent MBS mortgage loan when
it triggers the repurchase requirement under the 24-month rule.

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

In order to facilitate the timely removal of a regular servicing option delinquent MBS mortgage
loan under the 24-month rule, Fannie Mae will continue to provide each servicer with an advance
listing through HSSN of all regular servicing option delinquent MBS mortgage loans that meet
the criteria for purchase.

The servicer must purchase any regular servicing option mortgage loan that meets the criteria
under the 24-month rule, unless it falls within one of the exceptions listed above. The purchase
must be reported to Fannie Mae as activity occurring in the month that contains the due date of
the 24th past due payment, or in the applicable later month if the 24-month period is extended
due to a pending foreclosure, specified foreclosure prevention alternative, or bankruptcy. The
servicer may be subject to additional costs and fees assessed by Fannie Mae for any mortgage
loan that the servicer does not purchase from the MBS pool in the time required.

Fannie Mae provides to each servicer an advance listing through HSSN of all regular servicing
option delinquent MBS mortgage loans that have 22 consecutive payments past due to facilitate
timely removal. Additionally, regular servicing option mortgage loans that were removed from
the MBS pools to avert a forbearance, or repayment plan, that become 22 consecutive payments
past due will also be included in this advance listing. The servicer must repurchase the mortgage
loan from the MBS pool and will no longer be obligated to make delinquency advances.

This downloadable report on HSSN will be available by the 11th calendar day of each month.
The servicer must repurchase any regular servicing option mortgage loan that has 24 consecutive
payments past due by the LPI date, and the repurchase must be reported to Fannie Mae as
activity occurring in the month that contains the due date of the 24th consecutive past due
payment unless an exception applies. See A2-7-03, Post-Delivery Servicing Transfers.

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

Step |Required Action

1 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 purchased the |Then Fannie Mae will...
mortgage loan...
at par multiply the UPB at the time of repurchase

by the purchase price that Fannie Mae
originally paid for the mortgage loan.

at a premium or discounted purchase price |multiply the UPB at the time of repurchase,
and the mortgage loan has undergone limited to the amount of the original
negative amortization purchase price discount or premium.
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 purchased the |Then the percentage will be...
mortgage loan...
at par 100%.
at a premium greater than 100%.
at a discount less than 100%.

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

3 Make appropriate adjustments to reflect Fannie Mae’s percentage ownership in the
mortgage loan.

4 Interest must be calculated as follows:

If the remittance type of the mortgage |Then interest must be calculated
loan is... through...

Actual/Actual the effective repurchase date.

Scheduled/Actual or Scheduled/Scheduled |the end of the repurchase month.

There will be no reimbursement for any mortgage loan level price adjustments that may have
been paid.
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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 using the following table.

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

loan is...

fixed-rate the pass-through rate of the MBS pool.
adjustable-rate 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).

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 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.
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Seller/servicers 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 as long as the
mortgage loan meets all of the requirements in the following table.

Circumstances under which Fannie Mae may elect not to require immediate

U oo N . .
repurchase when underwriting deficiencies are identified

The mortgage loan is current.

The mortgage loan was not originated based on fraud or misrepresentation.

The mortgage loan meets Fannie Mae’s mortgage loan eligibility requirements
(including any applicable selling warranties).

The party that is responsible for the repurchase is in good standing with Fannie Mae
and is otherwise eligible to receive Fannie Mae’s “no-repurchase-of-performing-
mortgages” exemption.

Should the mortgage loan later become delinquent Fannie Mae will review the individual
circumstances to determine whether repurchase is warranted.

Fannie Mae may request either the immediate repurchase of a property or an indemnification
against any losses Fannie Mae may subsequently incur when a post-foreclosure full file quality
control review reveals underwriting deficiencies.

In some instances in which the seller/servicer has breached its Lender Contract, Fannie Mae may
allow the seller/servicer to correct the warranty violation.

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 repurchase alternative. The alternatives as described
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in the following table, may include one or more of the following, as determined by Fannie Mae’s
sole discretion.

Repurchase Alternative Definition

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

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

Indemnification An agreement by the seller/servicer to
indemnify, defend, and hold harmless Fannie
Mae from any losses, costs, claims, actions,
damages, liabilities, judgments, counterclaims,
or defenses to which Fannie Mae may become
subject relating to the mortgage loan.

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

Loss Share An agreement between Fannie Mae and

the seller/servicer to each pay a specified
proportion of the losses that have arisen or may
arise in the future relating to the mortgage loan.

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

Pricing Adjustment The assessment by Fannie Mae and payment
by the seller/servicer of a guaranty fee
adjustment or additional loan-level price
adjustment with respect to the mortgage loan.

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 mortgage insurance claim where the failure to pay
the full amount due is solely attributable to the mortgage insurer’s financial inability to pay or
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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 mortgage insurance 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 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 mortgage insurance payment actually paid by the mortgage insurance
company.

Fannie Mae will at all times retain the right to be indemnified according to Indemnification for
Losses in A1-1-03, Nature of the Contractual Relationship.

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.

0 |Once the responsible party completely satisfies all of its payment obligations to
Fannie 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
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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.

Calculation of Indemnification Claim for Loss of Mortgage Insurance Benefits

As a result of an indemnification claim for the loss of the mortgage insurance 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 mortgage insurance 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 mortgage insurance 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 mortgage insurance 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 mortgage insurance 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.

Servicers should contact mailto:mi mail@fanniemae.com with questions regarding the DPO
billings.

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

Announcements Issue Date
Announcement SVC-2015-03 February 11, 2015

UA1-3-03, Repurchase Obligations Related to Bifurcated
Mortgage Loans (02/11/2015)

Introduction

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.

This topic contains the following:

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

»  Issuance of Repurchase Statement

*  Remittance of Bifurcated Repurchase Price and Appeal Process

«  Servicer’s Failure to Comply

*  Hiring of Servicer

*  Fannie Mae Custodial Collection Account

*  Processing of Funds Following Remittance of the Bifurcated Repurchase Price

*  Sharing of Information

*  Documentation Retention

»  Release of Records

»  Conlflict of Interest

»  Disputes Between the Responsible Party and Servicer

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

When Fannie Mae identifies a selling or servicing defect on a bifurcated mortgage loan and
elects a repurchase, a make whole payment, or an indemnification payment as the remedy for
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the breach, Fannie Mae will issue the request for the repurchase, make whole payment, or
indemnification payment to the breaching responsible 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

» 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.

A 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 remedy request can
appeal by following the appeal process described in Repurchases, Indemnifications, or Make
Whole Payment Requests Response Time Frames and Appeal Process 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.

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 QAS. If the loss statement is not
available on QAS or the responsible party does not have QAS access, it may be obtained by
submitting a request to the Centralized Repurchase Team (See F-4-03, 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

1 Determine the Fannie Mae repurchase portion, which is defined as the sum of

* the unpaid principal balance, 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 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
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Step |Servicer Action

that are otherwise due to Fannie Mae under the servicer’s and responsible party’s
Lender Contract.

2 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 taxes and insurance, and

 corporate advances for items such as property preservation fees, attorney’s fees, and
costs.

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

4 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;
* 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.

“PMI payment credits” are defined as

 the amount of any rescinded mortgage insurance premiums that were refunded by the primary
mortgage insurance company on a lender-paid or borrower-paid mortgage insurance 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 mortgage
insurance that the servicer collected under the terms of the mortgage loan from the borrower
for mortgage insurance 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.
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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 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.
The appeal process for a repurchase request on an active bifurcated mortgage loan in which
the servicing is not being transferred is described in Repurchase, Indemnification, or Make
Whole Requests Response Time Frames and Appeal Process 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.
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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
as described in Repurchase, Indemnifications, or Make Whole Payment Requests Response Time
Frames and Appeal Process 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 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 Deferred Payment Obligations in accordance with A1-3-02, Fannie
Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests and Deferred
Payment Obligations.
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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

A servicer must deposit the Fannie Mae repurchase portion in one or more P&I custodial
accounts that it has established for Fannie Mae in accordance with A4-1-02, Establishing
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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 last paid installment 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.
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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.

The servicer and the responsible party must keep

+ all of the individual mortgage loan records, including, but not limited to those identified in
E-2-07, Post-Closing Mortgage Loan File Documentation, of the Selling Guide;

* 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
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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

Servicers are not permitted to use their 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 conflict of
interest policy described in Conflict of Interest/Confidentiality in A2-1-08, Compliance with
Requirements and Laws.

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.

Related Announcements

The table below provides references to the Announcements that have been issued that are related
to this topic.
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Announcements Issue Date
Announcement SVC-2015-03 February 11, 2015

UA1-3-04, Reporting the Repurchase (11/12/2014)

Introduction
This topic provides requirements for reporting repurchases to Fannie Mae.

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

This topic contains the following:

*  Repurchase of an Acquired Property

*  Repurchase of a Second-Lien Mortgage Loan
*  Repurchase of a HAMP Mortgage Loan

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

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-4-03, 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.

Repurchase of a HAMP Mortgage Loan

The responsible party is required to cancel the related record accessible through the HAMP
Reporting Tool on HMPadmin.com, in compliance with the Making Home Affordable Program
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Administrator’s instructions. In connection with the cancellation of the record of the HAMP
permanent mortgage loan modification, Fannie Mae has the right to recover all previously paid
incentives to both the borrower and the servicer.

UA1-3-05, Repurchase of a Home Affordable Modification
Program Mortgage Loan (11/12/2014)

If a mortgage loan that is subject to a HAMP modification or a HAMP trial period plan is
repurchased, the responsible party must cancel the related record accessible through the HAMP
Reporting Tool on HMPadmin.com, in compliance with the Making Home Affordable Program
administrator’s instructions.

Fannie Mae has the right to recover all previously paid incentives in connection with the
cancellation of the record of the HAMP permanent mortgage loan modification.

UA1-3-06, 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 mortgage insurance 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, government-sponsored enterprise (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.
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UA1-3-07, Automatic Reclassification of MBS Mortgage
Loans (07/08/2015)

Introduction

This topic contains the following:
*  Selecting MBS Mortgage Loans for Reclassification by Fannie Mae
*  Changes to the Servicer’s Records

Selecting MBS Mortgage Loans for Reclassification by Fannie Mae

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 mortgage loan that satisfies its selection criteria as an actual/actual
remittance type portfolio mortgage loan. Generally, Fannie Mae will select mortgage loans that
have at least three monthly payments past due for reclassification in the month when the fourth
payment is delinquent. The servicer must follow the procedures in General Requirements for a
Reclassified MBS Mortgage Loan in F-1-36, Reclassifying 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
requirement. 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.

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-1-36, Reclassifying an MBS
Mortgage Loan.

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

Announcements Issue Date
Announcement SVC-2015-10 July 8, 2015

UA1-3-08, Custodial Document Requirements (11/12/2014)

The servicer must instruct the document custodian to release all of the custodial documents.
Generally, requests for the release of documents for MBS mortgage loans should be submitted on
a Request for Release/Return of Documents (Form 2009).

However, to avoid the misplacement or loss of custodial documents, Fannie Mae permits the
servicer to leave the custodial documents for reclassified mortgage loans with its existing
document custodian, as long as the document custodian satisfies all of Fannie Mae’s eligibility
criteria for document custodians. Since these mortgage loans are now Fannie Mae portfolio
mortgage loans, the servicer and the document custodian are bound by the policies and
procedures related to ownership of the mortgage loan documents, retention of applicable records,
and guaranteed access to individual mortgage loan files and records that Fannie Mae has in place
for portfolio mortgage loans.

The servicer must select a new document custodian and arrange for the orderly transfer of the
custodial documents to the new document custodian if the existing document custodian

* no longer satisfies Fannie Mae’s eligibility criteria for document custodians, or
» becomes unable to retain custody of the custodial documents for some other reason.

The servicer must include in the transfer any documents that are being held by a law firm if the
mortgage loan is subsequently reinstated.

If the servicer has difficulty in placing the documents with a new document custodian in a timely
manner, the servicer must use Fannie Mae’s DDC, unless Fannie Mae agrees to some other
temporary alternative arrangement.
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Chapter A1-4, Breach of Contract and
Nonperformance

L] Breach of Contract and Nonperformance

Introduction

This chapter contains information for understanding breach of contract and nonperformance

In This Chapter
This chapter contains the following topics:

Al1-4.1, Remedies Available to Fannie Mae . . .......... ... ... .. ... .. .. ... 55
A1-4.2, Imposition of Compensatory Fees . ......... ... ... ... ... ... 62
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Section Al1-4.1, Remedies Available to Fannie
Mae

UA1-4.1-01, Defining a Breach of Contract (11/12/2014)

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

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

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

— 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

o 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

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

— the failure to ensure that the servicing-related policies for servicing all Fannie Mae-
issued MBS mortgage loan pools (including those Pooled from Portfolio, or PFP) are in
compliance with this Servicing Guide and that the mortgage loans in the MBS pools are all
serviced in a consistent manner;

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

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

— 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

defaulti' or
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— 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.

» 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 servicer has a 30-, 60-, or 90+-day delinquency rate or an REO rate more than 50% higher
than the average 30-, 60-, or 90+-day delinquency rate or REO rate for any or all mortgage
loans owned or guaranteed by Fannie Mae nationally or in the same geographic area (which
may include Standard Metropolitan Statistical Area, county, or state) in which the mortgaged
premises that secure the mortgage loans either sold by the seller or serviced by the servicer are
located and with similar mortgage and borrower characteristics (for example, origination year,
loan to value ratio, documentation type, etc.).
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» 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.

UA1-4.1-02, Fannie Mae’s Remedies (11/12/2014)

Introduction

Fannie Mae has remedies available in the event of a 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. 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. Any remedies that are applied
will, in Fannie Mae’s sole judgment, be commensurate with the associated level of risk.

This topic contains the following:

*  Overview of Remedies

*  Imposition of Sanctions

*  Suspension of New Servicing

*  Fannie Mae’s Termination For Cause
*  Alternatives to Contract Termination

Overview of Remedies

Fannie Mae has remedies available in the event of a 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 servicers 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 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 servicer official notice of its shortcomings and an opportunity to correct its
deficiencies. Prior to imposing any sanction, 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-4-03, 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 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.
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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

Fannie Mae may terminate a 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. 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 Selling Guide,
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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 losses;
* requiring the responsible party to repurchase a mortgage loan or an acquired property;

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

* imposing a compensatory fee;

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

* requiring additional and more frequent financial and operational reporting;

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

* 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;

* 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
Master Agreement, including termination, suspension, or rescission of any variance approved
under the terms thereof;

* 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;

* imposing limits on trading desk transactions; and
 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.
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Fannie Mae may pursue these alternative remedies for a variety of reasons, including when it
believes that the servicer should have an opportunity to cure the breach of the Lender Contract
and their imposition will lead to a cure. 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 affect its
ability to terminate the Lender Contract or one 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 servicers and responsible parties and consider other solutions
that can correct or adequately address its concerns. Fannie Mae has no obligation to pursue any
of these alternatives, and its decision to pursue one or more of the alternatives does not waive,
limit, or affect Fannie Mae’s right to terminate the Lender Contract (or one or more individual
arrangements) at any time that Fannie Mae has cause to do so under the provisions of the Lender
Contract. 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.
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Section A1-4.2, Imposition of Compensatory
Fees

UA1-4.2-01, Compensatory Fees Other Than Delays in the
Liquidation Process (11/12/2014)

If Fannie Mae believes that 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 that
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
Delayed In some cases, mortgage insurance claim settlements serviced under the
remittance of special servicing option are sent directly to the servicer in error. The

claim proceeds servicer must remit the claim proceeds to Fannie Mae within the required
time frames outlined in F-1-07, Filing an MI Claim for a Liquidated
Mortgage Loan or Acquired Property. If the servicer does not remit the
claim proceeds timely, Fannie Mae may impose a daily interest charge until
it does receive them. This interest charge 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%.
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Compensatory |Calculation of the Compensatory Fee
Fee Category

Late submission |The servicer must notify Fannie Mae of an acquired property in accordance
of REOgram with E-4.1-01, Notifying Fannie Mae of an Acquired Property. If Fannie
Mae does not receive the REOgram as required, Fannie Mae may charge
the servicer $100 a day until it does receive it. Fannie Mae will not enforce
this fee if the servicer provides a reasonable explanation for the delay;
however, the servicer must indemnify Fannie Mae for all losses, expenses,
judgments, costs, and attorney fees that Fannie Mae sustains as a result of
its failure to submit the information to Fannie Mae in a timely manner.

Unauthorized The servicer must obtain Fannie Mae’s prior approval of any transfer of
transfer of servicing or subservicing as outlined in A2-7-03, Post-Delivery Servicing
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.

Late remittance | The servicer must remit funds to Fannie Mae as outlined in the /nvestor

of monthly Reporting Manual. 1f the servicer does not remit the funds or does not remit
collections 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 Formula for Calculation of | Compensatory Fees
Remittance Compensatory Fee Not Less Than
First Instance 1. Multiply the calculated late | In any given month, not

remittance by the number of |less than $250.
days the remittance is late,
and then

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

Second Instance | 1. Multiply the calculated late In any given month, not
(if it occurs within [remittance by the number of |less than $500.

one year of the days the remittance is late,
first instance) and then
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Compensatory |Calculation of the Compensatory Fee
Fee Category

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

Subsequent 1. Multiply the calculated late |In any given month, not
Instances (if they |remittance by the number of |less than $1,000.
occur within days the remittance is late,

one year of most |and then

recent instance)
2. Multiply that product by

the sum of the prime interest
rate*®, plus 3%.

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

Excessive amount |Fannie Mae evaluates the servicer’s delinquencies for actual/actual

of delinquent remittance type mortgage loans to determine their effect on its cash flow.
installments 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.

Late submission |The servicer must submit its annual financial statements to Fannie Mae as
of annual outlined in A3-3-02, Financial Statements and Reports. If the servicer does
financial not submit its annual financial statements or reports when they are due,
statements/reports | Fannie Mae may charge a compensatory fee of $1,000 per month until it
receives them.
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Compensatory |Calculation of the Compensatory Fee

Fee Category
Late or inaccurate |If the servicer fails to submit its reports by the required deadlines or
submission of submits inaccurate Fannie Mae investor reporting system reports or reports
Fannie Mae not in the correct format as required in the Investor Reporting Manual, the
investor reporting |servicer may be subject to the compensatory fees for Fannie Mae’s internal
system reports administrative costs as outlined in the following table.
Late or Inaccurate Monthly Reporting Compensatory Fee
First Instance Greater of $250 or $50

per mortgage loan up to
a maximum of $5,000

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

Each Subsequent Instance (if it occurs within one |Greater of $1,000 or
year of the most recent prior instance) $50 per mortgage loan
up to a maximum of

$15,000

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

* 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.

* Failure to Comply with Reporting Deadlines — The servicer must
comply with the reporting time frames outlined in the /nvestor Reporting
Manual.

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

Late or inaccurate |If the servicer fails to meet the required deadlines or is inaccurate in
reporting of MBS |reporting its security balances as outlined in the Investor Reporting
security balances |Manual, it may be subject to the compensatory fees outlined in the
following table.
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Compensatory |Calculation of the Compensatory Fee
Fee Category

Late or Inaccurate Monthly Reporting of MBS | Compensatory Fee
Security Balances

First Instance Greater of $250 or $50
per MBS pool up to a
maximum of $10,000

Second Instance Greater of $500 or $100
per MBS pool up to a
maximum of $50,000

Subsequent Instances or Repeated Instances Greater of $1,000 or
$100 per MBS pool
with no maximum

Fannie Mae reserves the right to elect instead to hold the servicer liable for
actual damages incurred beyond Fannie Mae’s internal administrative costs.

Instances of late or inaccurate reporting of MBS security balances include,
but are not limited to

* Security balances transmitted after 5 PM (Eastern Time) on the second
business day of the month.

* Unauthorized Multiple Transfers of MBS Pool Remittances as described
below.

Multiple wire If the servicer makes multiple wire transfers for its MBS remittances in the
transfers of MBS [same month, it may be subject to the following compensatory fees:

pool remittances
* The first time the servicer makes multiple wire transfers in a given

month, Fannie Mae will charge a $50 compensatory fee for each
additional wire transfer.

+ If the servicer makes multiple wire transfers in subsequent months,
Fannie Mae will charge $100 for each additional wire transfer the first
time it happens; $200 the second time, etc.

Late filing of The servicer must submit its final request for expense reimbursement to
final request for |request reimbursement of its advances, required in E-5-01, Requesting
reimbursement Reimbursement for Expenses.
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Compensatory |Calculation of the Compensatory Fee
Fee Category

When Fannie Mae receives a request for reimbursement that is submitted
later than this, Fannie Mae may deny the request or assess a late submission
compensatory fee. Any late submission compensatory fee will be
individually determined by taking into consideration the severity of the
filing delay and the frequency with which the servicer files late requests for
reimbursement.
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UA1-4.2-02, Compensatory Fees for Delays in the
Liquidation Process (01/14/2015)

Introduction

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 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, 2015, compensatory fees
will not be assessed if the aggregate amount of monthly compensatory fees for a specific servicer
is less than the minimum threshold amount of $25,000. Compensatory fees not meeting the
minimum threshold amount will not be carried over to the following month’s invoice, if any.
Fannie Mae may assess the servicer a compensatory fee of $1,000 for internal administrative
costs plus any third party costs if a 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.

This topic contains the following:

»  Assessing the Foreclosure Time Frame

*  Calculating Compensatory Fees

*  Appealing a Compensatory Fee Assessment
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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.

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.

The assessment of compensatory fees is suspended for mortgage loans with a foreclosure sale
date on or after January 1, 2015 in the following four jurisdictions:

* District of Columbia,
» Commonwealth of Massachusetts,

+ State of New Jersey, and

State of New York.

The suspension will last, at a minimum, for foreclosure sale dates through June 30, 2015. After
the suspension period, Fannie Mae will update the allowable foreclosure time frames for these
jurisdictions and will retroactively apply the foreclosure time frames to foreclosure sale dates
that occur on or after January 1, 2015, as applicable. Upon completion of the suspension and
retroactive revisions to each jurisdiction’s allowable foreclosure time frame, Fannie Mae will
bill the servicer in arrears for any compensatory fees incurred during the suspension period

in a supplemental monthly billing. Fannie Mae will notify servicers of when to expect these
supplemental monthly invoices and identify separate periods for the appeal process prior to a
supplemental monthly billing.

Calculating Compensatory Fees

Compensatory fees will be applied based on the UPB of the mortgage loan, the applicable pass-
through rate, 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 at the state level
and on a monthly basis at the mortgage loan level using the process in the following table.

Step |Calculating Compensatory Fees

1 a. Calculate the number of days the servicer took to complete the foreclosure process,
from the LPI date through the foreclosure sale date.
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Step |Calculating Compensatory Fees

b. Determine whether the days are fewer than the allowable time frame (“under
standard”) or in excess of the allowable time frame (“over-standard™).

2 The compensatory fee or “credit” for each mortgage loan will be calculated using
» the UPB of the mortgage loan,
* the applicable pass-through rate, and

 the number of days the mortgage loan was over- or under-standard, respectively.

3 Apply any “credit” if applicable, to offset any compensatory fees that the servicer has
incurred for over-standard performance at the state level and within the billing month.

4 If the servicer’s performance is under-standard for the state being evaluated, the
servicer will not have a compensatory fee for that state.

Note: The servicer must not apply the remaining “credit” toward any
compensatory fee resulting from over-standard performance in another state.

Note: Any under-standard “credits” may not be applied to compensatory fee
invoices in subsequent months for the same or a different state.

If the servicer’s performance is over-standard for the state being evaluated, the
servicer may be assessed compensatory fees for that state.

Note: State-level balances are summarized and the servicer will be billed accordingly
each month.

See F-2-04, Compensatory Fee Calculation Examples for examples that illustrate how
compensatory fees are calculated.

Appealing a Compensatory Fee Assessment

If the servicer chooses to appeal a compensatory fee in connection with a delay that is outside

of the servicer’s control, the servicer must submit an appeal with all relevant supporting
documentation to Fannie Mae via the Fannie Mae File Transfer Portal. The servicer must
summarize and submit to Fannie Mae all supporting documentation for all uncontrollable delays
for which an adjustment is being requested at the initial submission of the appeal. Additional
delays claimed in subsequent appeals will not be considered. Supporting documents may include,
but are not limited to
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* attorney chronologies,
* servicing notes, or
* court documents.

Fannie Mae includes a template for appeals and detailed instructions of the process for appealing
compensatory fees with the compensatory fee invoice. The servicer may appeal compensatory
fee assessments for both over-standard and under-standard performance. The servicer may
request recalculation of compensatory fees in instances where data that was initially reported to
Fannie Mae was incorrect.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-01 January 14, 2015
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Subpart A2, Getting Started with Fannie
Mae

E_] Getting Started with Fannie Mae

Introduction

In This Subpart

This Subpart contains the following Chapters:

A2-1, Servicer Duties and Responsibilities . . .......... ... ... ... i 73
A2-2, Refinance and Lending Practices . ......... ... .. ... .. .. 105
A2-3, Servicer COMPENSAtION . . . ..o\ttt et ettt e e et et 110
A2-4, Fannie Mae’s Quality Control Review .. ....... ... ... ... .. ... . . io... 118
A2-5, Individual Mortgage Loan Files and Records . ........ ... .. ... ... .. ... ... 127
A2-6, Requirements Related to the Custodial Documents ... ........................ 147
A2-7, Servicing Transfers . . .. ... 169
A2-8, Mortgage Electronic Registration System . .......... .. .. .. . . ... 193
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Chapter A2-1, Servicer Duties and
Responsibilities

L] Servicer Duties and Responsibilities

Introduction

This chapter contains information on servicer duties and responsibilities.

In This Chapter

This chapter contains the following topics:

A2-1-01, General Servicer Duties and Responsibilities (06/10/2015) . .................. 73
A2-1-02, Servicer’s Duties and Responsibilities Related to MBS Mortgage Loans

(11712720014 oo e e e 78
A2-1-03, Execution of Legal Documents (11/12/2014) ... ... ... ... 83
A2-1-04, Note Holder Status for Legal Proceedings Conducted in the Servicer’s Name
(11712720014 oo e 85
A2-1-05, Use of Fannie Mae Trademarks (11/12/2014) ......... ... ... . ... 87
A2-1-06, Subservicing (06/10/2015) . . ..ottt 90
A2-1-07, Second Lien Mortgage Loan Requirements (11/12/2014) . ......... ... .. ..... 94
A2-1-08, Compliance with Requirements and Laws (04/08/2015) . ..................... 99

MA2-1 -01, General Servicer Duties and Responsibilities
(06/10/2015)

Introduction

This topic contains the following:

*  Overview of General Servicer Duties and Responsibilities
*  Processing of Funds

*  Delinquency Advances

*  Servicing Advances
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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 Servicing Guide are intended to set forth the broad parameters under which servicers must
exercise sound and professional judgment as mortgage loan servicers in the performance of
their duties. As a result, in most instances Fannie Mae has not set forth absolute requirements
because it believes that servicers need 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 and properly trained staff
(including third-party providers of its outsourced servicing activities) to

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

* maintain acceptable performance standards, and
» 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;

 conduct audits and quality control reviews on subservicer/outsource vendor for contracted
servicing activities, including services performed outside the United States, to ensure
compliance with Fannie Mae requirements; and

» 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
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documents and applicable laws and regulations, Fannie Mae encourages servicers 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 that is 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:

* paying property taxes, special assessments, and other matters to avoid possible tax liens;

* maintaining adequate property (hazard) 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 D2-2-11, 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;

* 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);

» 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 payoft.

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

[0 |The servicer must...

Exercise sound professional judgment as the mortgage loan servicer in the performance
of their 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 quality control procedures in place.

Fannie Mae’s basic servicing policies do not change on the basis of its lien position.

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 types 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&I Funds to Fannie Mae for additional requirements related to delinquency advances.

The servicer of portfolio and participation pool mortgage loans that are scheduled/actual
remittance types is required to advance scheduled interest only through the third month of
delinquency, except for concurrent sales participation pool mortgage loans, which require that
interest be advanced through the foreclosure sale date. To avoid advancing interest from its
own funds to pass through the interest due Fannie Mae, the servicer may use the funds it has
on hand for any prepaid P&I installments, curtailments, or payments-in-full to offset interest
shortfalls that occur as the result of mortgage loan delinquencies. However, if the servicer has
no collections on hand that represent funds not yet due for remittance to Fannie Mae, it must
make the delinquency advance from its own funds. The servicer may reimburse itself for its
delinquency advances from borrower collections that are subsequently deposited to the P&I
custodial account.

The servicer of portfolio and MBS mortgage loans that are scheduled/scheduled remittance
types, regardless of the applicable servicing option, is required to advance scheduled P&I until a
delinquent mortgage loan is removed from Fannie Mae’s active accounting records or the MBS
pool. The servicer must make a delinquency advance if the funds on deposit in the servicer’s

P&I custodial account on the day the monthly remittance is due to Fannie Mae are less than the
amount of the required monthly remittance. The servicer may reimburse itself for its delinquency
advances from borrower collections that are subsequently deposited to the P&I 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:

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

+ enforcement of judicial proceedings, and

» management and disposition of acquired properties.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 77



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 1, Servicer Duties and Responsibilities

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

» 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).

In no event may the servicer recover its servicing advances for a specific mortgage loan from
the P&I payments for another mortgage loan or from the T&I deposits in another borrower’s
account.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015

UA2-1 -02, Servicer’s Duties and Responsibilities Related to
MBS Mortgage Loans (11/12/2014)

Introduction

This topic contains the following:

*  Nature of the MBS Trust

*  Prohibited Actions

*  Servicing Requirements of MBS Mortgage Loans
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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

* include key servicing requirements;
+ set forth Fannie Mae’s roles as issuer, master servicer, guarantor, and trustee; and
» 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, any
applicable Pool Purchase Contract or other agreement (such as a Master Agreement, if any)
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

* asuccessor 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
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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: 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.

* 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, Working with an MBS Mortgage Loan for Certain Workout Options for additional
information.)

» 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 mortgage loan modifications for delinquent
borrowers. (See Information Related to Transfers of Ownership Applicable to All Mortgage
Loans section of the Servicing Guide for additional information.)

+ 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).
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+ 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 Part C Chapter: Servicing
ARM Loans and Chapter: Repurchases, Indemnifications, and Make Whole Payment Requests
for additional information.).

Servicing Requirements of MBS Mortgage Loans

All mortgage loans that have been or may be in the future sold to Fannie Mae for cash and
subsequently securitized into MBS pools (referred to as PFP mortgage loans) must be serviced
as MBS mortgage loans. 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 a 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 three categories of MBS trust documents.

Category of MBS Trust |Description

Documents

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

2007 Amended Trust The 2007 Amended Trust Agreement applies to MBS

Agreement mortgage loan pools with issue dates from June 1, 2007

through December 1, 2008.

2009 Trust Agreement The 2009 Trust Agreement applies to MBS mortgage loan
pools with issue dates on or after January 1, 2009.

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
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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 borrower, as such facts and circumstances may change from time to
time and includes, but is not limited to:

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

+ the facts and circumstances related to the particular mortgage loan and borrower, as such facts
and circumstances may change from time to time; 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.
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UA2-1-03, Execution of Legal Documents (11/12/2014)

Introduction

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
recordation of a mortgage assignment, 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 mortgage assignments, powers
of attorney, or affidavits; and

 providing recordation information for the affected mortgage loans.

The servicer is authorized to execute legal documents related to payoffs, foreclosures, releases
of liability, releases of security, mortgage loan modifications, subordinations, assignments,

and conveyances (or reconveyances) for any mortgage loan for which it (or the Mortgage
Electronic Registration System, or MERS®) is the owner of record. When an instrument of
record requires the use of an address for Fannie Mae, including assignments of mortgage loans,
foreclosure deeds, REO deeds, and lien releases, the servicer must refer to the procedures in
F-1-13, Obtaining and Executing Legal Documents.

This topic contains the following:
*  Fannie Mae’s Limited Power of Attorney to Execute Documents
*  Correcting Conveyances to Fannie Mae

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 limited power of attorney to execute certain types of legal documents on Fannie
Mae’s behalf. The servicer must have a limited power of attorney in place to be authorized to
execute the following legal documents on behalf of Fannie Mae:

* release of a borrower from personal liability under the mortgage or deed of trust following an
approved transfer of ownership of the security property;
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« 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;
* subordination of the lien of a mortgage or deed of trust;

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

— 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;
— 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,
deed of trust, or state law to expeditiously complete said transactions, including, but not
limited to, assignments or endorsements of mortgage loans, deeds of trust, or promissory
notes to convey title from Fannie Mae to the Attorney-in-Fact under this Limited Power of
Attorney;

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

+ assignment or endorsement of mortgage loans, deeds of trust, or promissory notes to FHA,
HUD, VA, RD, a state or private mortgage insurer, or MERS.

To request a limited power of attorney, the servicer must refer to the Fannie Mae Contacts for
Document Execution Requests in F-1-13, Obtaining and Executing Legal Documents.

Upon receiving the executed limited power of attorney from Fannie Mae, the servicer must have
the document recorded in the proper jurisdiction. The servicer is authorized to submit the limited
power of attorney for recordation immediately upon its receipt or wait until such time as it is
actually needed to process a covered transaction.

If the servicer does not have a limited power of attorney 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.
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If, however, an original document must be executed by Fannie Mae, the servicer must send the
document by regular or overnight mail to Vendor Oversight/Custody Group, the CPM, or CPM
Loss Mitigation (see F-4-03, List of Contacts).

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 comply with F-1-13, Obtaining and Executing Legal Documents
in 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. Within five business days of receipt
of the fully executed quitclaim deed from Fannie Mae, the servicer must submit the quitclaim
deed for recording.

The servicer must send the request for quitclaim deed execution to Fannie Mae as described in
Fannie Mae Contacts for Document Execution Requests in F-1-13, Obtaining and Executing
Legal Documents.

UA2-1 -04, Note Holder Status for Legal Proceedings
Conducted in the Servicer’s Name (11/12/2014)

Introduction

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, except in the limited circumstances
expressly described in this topic.

This topic contains the following:

*  Ownership and Possession of Note by Fannie Mae
»  Temporary Possession by the Servicer

*  Physical Possession of the Note by the Servicer

*  Reversion of Possession to Fannie Mae
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Ownership and Possession of Note by Fannie Mae

Fannie Mae may have direct possession of the note or a custodian may have custody of the note.
If Fannie Mae possesses the note through a document custodian, the document custodian has
custody of the note for Fannie Mae’s exclusive use and benefit.

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.

Physical Possession of the Note by the Servicer

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.
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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.

UA2-1 -05, Use of Fannie Mae Trademarks (11/12/2014)

Introduction

Fannie Mae owns and uses the Fannie Mae trademark, the Fannie Mae logo, the Federal National
Mortgage Association trade name, and numerous other trademarks that identify Fannie Mae as
the source or sponsor of various products or services, collectively the “Marks” or the “Fannie
Mae Marks.” For a list of Marks currently used by Fannie Mae and guidelines on how to refer to
them, see Fannie Mae’s website.

Fannie Mae may adopt, use, or obtain rights to other Marks from time to time. The absence of a
specific Mark from Fannie Mae’s published lists does not mean that it is not a Fannie Mae Mark.
If a seller/servicer has questions about whether or not an unlisted Mark is a Fannie Mae Mark, it
should contact its lead Fannie Mae regional office (see F-4-03, List of Contacts).

This topic contains the following:

*  License to Use Fannie Mae Marks

*  Limitations on the Use of Fannie Mae’s Marks Under the License

*  Termination of the License to Use the Fanniec Mae Name and Trademarks

License to Use Fannie Mae Marks

Subject to the limitations set forth below, Fannie Mae grants to sellers/servicers a nonexclusive,
royalty-free, non-assignable and non-sublicenseable license to use and display the Fannie Mae
Marks within the United States, including its territories and possessions, solely in connection
with the sale, offering for sale, advertising and rendering of seller/servicer’s financial services
and for the purposes of making truthful, accurate, and non-misleading references to Fannie Mae
or Fannie Mae’s products or services.
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This license does not apply to Fannie Mae’s House-on-the-Hill logo or any other corporate logos,
slogans or tag lines used by Fannie Mae to identify itself in the marketplace, unless Fannie Mae
gives a seller/servicer specific written permission to do so. This license does not give sellers/
servicers any right, title, or interest in any Fannie Mae Marks. A seller/servicer that uses Fannie
Mae’s Marks agrees that Fannie Mae’s Marks are distinctive, famous Marks that are valid,
enforceable, and belong entirely to Fannie Mae.

Limitations on the Use of Fannie Mae’s Marks Under the License

A seller/servicer may make nominative use of the Fannie Mae name to indicate that it is a Fannie
Mae—approved seller/servicer but use of the Marks by seller/servicer, and of the Fannie Mae
name in particular, may not in any way state or imply that Fannie Mae has endorsed the seller/
servicer’s products or services, nor constitute co-branded marketing by seller/servicer, unless
Fannie Mae gives seller/servicer specific written permission to do so.

Specifically, a seller/servicer may state that it is a “Fannie Mae—approved lender” or use the
Fannie Mae name when referring to a specific mortgage loan or mortgage loan product that
Fannie Mae purchases—such as “Fannie Mae’s MyCommunityMortgage®.” A seller/servicer
may not use the Marks in the promotion of seller/servicer’s products or services in way that is
likely to cause confusion, mistake or likely to deceive the public on the actual source or sponsor
of the products or services. As such, a seller/servicer may not register, use or refer to a domain
name that contains the Fannie Mae name, a Fannie Mae Mark, or any derivation thereof, to
conduct or promote its own activities.

A seller/servicer’s right to use Fannie Mae Marks under this license is conditioned on the seller/
servicer’s agreement that the nature and quality of all services that it provides, offers, or sells

in connection with its use of the Marks will meet industry standards, adhere to the terms and
conditions Fannie Mae specifies both for use of Fannie Mae Marks and the offering of the Fannie
Mae products or services by the sellers/servicers.

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

A seller/servicer may use a Mark for a particular mortgage loan, service, or product (or to
identify the features of such mortgage loan, service, or product) only if the mortgage loan,
service, or product that the seller/servicer offers satisfies all of the requirements that Fannie Mae
has established for the particular mortgage loan, service, or product to be eligible for purchase
by Fannie Mae. The seller/servicer may not use the Mark in connection with a mortgage loan
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that is offered to another entity for purchase. However, Fannie Mae does permit a seller/servicer
to use a Mark to identify a mortgage loan that meets all of Fannie Mae’s requirements except
that it exceeds Fannie Mae’s maximum allowable mortgage loan amount, provided the seller/
servicer clearly and prominently states the following in connection with the mortgage loan: “This
mortgage loan is not eligible for purchase by Fannie Mae.”

A seller/servicer may elect to promote a particular mortgage loan, service, or product to be
eligible for purchase by Fannie Mae under a proprietary trademark and has no obligation to use
the Marks licensed hereunder.

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

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

Termination of the License to Use the Fannie Mae Name and Trademarks

The license to use the Marks is terminated automatically when the Lender Contract is terminated,
regardless of which party initiates the termination or the reason for the termination. Fannie Mae
also may terminate the license to use the Marks in connection with a material breach of the
Contract or the terms and conditions of the Fannie Mae trademark license, even if Fannie Mae
decides not to terminate the Lender Contract.
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- A2-1-06, Subservicing (06/10/2015)

Introduction

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:
* 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.

This topic contains the following:
*  Requirements for Subservicing Arrangements
*  When Post-Delivery Transfers of Servicing Involve Subservicers

Requirements for Subservicing Arrangements

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

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 Letters of Authorization for P&I Custodial
Account (Form 1013) for a P&I custodial account and Letter of Authorization for T&I Custodial
Account (Form 1014) for a T&I 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-4-03, List of Contacts ).
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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.

Each mortgage loan that is subject to a subservicing arrangement must be identified in Fannie
Mae’s records. The servicer initially reports the type of subservicing arrangement and the
subservicer’s identification number to Fannie Mae in the month after Fannie Mae purchases

or securitizes a mortgage loan or pool of mortgage loans. Since Fannie Mae maintains

this information for all mortgage loans the seller/servicer services for it, the seller/servicer
subsequently will need to update Fannie Mae’s records for specific mortgage loans when it enters
into a new subservicing arrangement (or terminates an existing one) that affects those mortgage
loans. Sellers/servicers must report loan-level detail for their subservicing arrangements to
Fannie Mae through Fannie Mae’s investor reporting system.

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 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;

+ 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&I, T&I, or other custodial accounts only as allowed by the
Servicing Guide;
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When a master servicer enters into a subservicing arrangement with respect to all
related mortgage loans...

« 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.

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 subservicer’s compliance and
performance with the master servicer’s Lender Contract, which includes, without
limitation, the Servicing Guide; and

* maintain policies and procedures for selecting and assessing a subservicer.

Note: The master servicer must make any of the above documentation available
to Fannie Mae upon request.

The master servicer and subservicer each represent and warrant to Fannie Mae that

* the provisions of any agreement between the originating lender, the transferor
servicer, and any other party providing for servicing those mortgage loans will not
continue after the date on which Fannie Mae funds the cash delivery or issues the
MBS with respect to those mortgage loans, except as the subservicing agreement
between the master servicer and the subservicer; and

* the subservicing agreement does not conflict with Fannie Mae’s servicing
requirements.

The master servicer and the subservicer must

+ provide copies of the subservicing agreement and the master servicer’s audits and
quality control reviews of the subservicer’s performance under the subservicing
arrangement upon request from Fannie Mae; and
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When a master servicer enters into a subservicing arrangement with respect to all
related mortgage loans...

* maintain policies and procedures for monitoring compliance in accordance with
the Servicing Guide and performance of outsource vendors, including services
performed outside the United States.

The master servicer and its subservicers may negotiate the servicing fees that the
subservicers will receive. The master servicer’s and the subservicer’s rights to receive
the servicing fee and subservicing fee will be terminated if Fannie Mae transfers the
servicing portfolio for any reason.

Note: Fannie Mae will not pay the master servicer or subservicer any
servicing compensation or other fees that may be payable under a subservicing
arrangement.

Each subservicer must establish custodial accounts for all Fannie Mae mortgage

loans that it subservices for a master servicer. Funds for MBS pools and for portfolio
mortgage loans cannot be commingled in the same custodial account. A subservicer’s
custodial accounts related to mortgage loans it is servicing for the master servicer must
be separate from any other accounts it maintains for mortgage loans it services directly
for Fannie Mae or for any other investor, including other mortgage loans (which are not
Fannie Mae mortgage loans) that it services for the master servicer.

The master servicer must report to Fannie Mae under the correct remittance type and
must ensure that Fannie Mae receives the proper remittance amount regardless of
whether the master servicer allows the subservicer to report activity to the master
servicer under a different remittance type.

The master servicer must remit to Fannie Mae all mortgage loan funds in sufficient
time to ensure that Fannie Mae receives the correct remittance amount when it is due,
regardless of any arrangement the master servicer and subservicer have to accept
collections from the subservicer at a later date. If the subservicer uses a remittance date
that is later than the one Fannie Mae prescribes, the master servicer must advance any
funds necessary.

When Post-Delivery Transfers of Servicing Involve Subservicers

As required in A2-7-03, Post-Delivery Servicing Transfers, servicers must obtain Fannie
Mae’s prior written consent for any transfer of servicing responsibilities involving Fannie
Mae mortgage loans. Fannie Mae’s prior written consent is required for all servicing transfers
involving a subservicer, including a transfer of servicing responsibilities from

* one subservicer to another,
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 the master servicer to a subservicer, or
 the subservicer to the master servicer.

The transferee servicer must indicate on the Request for Approval of Servicing Transfer (Form
629) if the transferee servicer will use a subservicer as a result of the servicing transfer.

As part of its review of the transfer of servicing review, Fannie Mae will also evaluate the
performance and capacity of any subservicer the transferee servicer intends to utilize. See
A2-7-03, Post-Delivery Servicing Transfers for additional information.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015

UA2-1 -07, Second Lien Mortgage Loan Requirements
(11/12/2014)

Introduction

This topic contains the following:

*  Coordination with First Lien Mortgage Loan Servicer
*  Required Advances for Second Lien Mortgage Loans
*  Subordination of Second Lien Mortgage Loan

Coordination with First Lien Mortgage Loan Servicer

The servicer of a second lien mortgage loan is responsible for coordinating with the servicer of
the first lien mortgage loan on any actions it takes to protect Fannie Mae’s or an MBS trust’s
investment and, if necessary, advance funds to protect that investment.

The servicer must send a written notice of Fannie Mae’s ownership interest to the servicer of the
first lien mortgage loan as soon as Fannie Mae purchases or securitizes the second lien mortgage
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loan. This notice must include a request for the first lien mortgage loan servicer to provide
immediate notice to the second lien mortgage loan servicer of any event or situation that might
jeopardize Fannie Mae’s or an MBS trust’s investment in the second lien mortgage loan.

This close coordination should continue through the disposition of an acquired property or
satisfaction of the mortgage loan debts.

The servicer of the second lien mortgage loan must work with the first lien mortgage loan
servicer to identify specific servicing responsibilities that might be more effective if they were
shared or handled by only one servicer instead of by the two servicers acting independently.
Any agreement that is reached must concentrate on eliminating duplication of effort and
avoiding unnecessary expenses. Both servicers must have a clear understanding of their specific
responsibilities.

Required Advances for Second Lien Mortgage Loans

The servicer of a second lien mortgage loan must advance reasonable amounts for expenditures
that are required to protect Fannie Mae’s investment in the second lien mortgage loan regardless
of whether the mortgage loan is current or delinquent. These advances usually relate to the
second lien mortgage loan, but occasionally they may be required for the first lien mortgage loan.
The servicer must document the individual mortgage loan file to support fully the need for the
advance.

Among other things, the servicer may be required to advance funds for

* the payment of real estate taxes and/or property (hazard) or flood insurance premiums,
 property management expenses,

e maintenance,

* repairs,

» prevention of waste, and

* capital improvements to the property.

The servicer must advance funds to reinstate or satisfy the first lien mortgage loan with
conventional mortgage insurance if required by the mortgage insurer as a condition for claim
filing.

Advances for Second Lien Mortgage Loans: Whenever the servicer advances funds for the
protection of the security, appropriate arrangements should be made for the borrower to repay the
advance. If the mortgage loan is current and the borrower cannot or will not repay the advance in
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07/08/2015

a lump-sum payment or in installments, the servicer may make the advance, as described in the

following table.

If the second lien mortgage
loan is a...

And...

Then the servicer...

portfolio mortgage loan

the mortgage loan instrument,
local laws, and government
regulations allow the
capitalization of advances

should capitalize its advance
by:

1. increasing the UPB by the
amount of its advance, and
then

2. requesting that Fannie
Mae reimburse it for Fannie
Mae’s share of the advance,
via request for expense
reimbursement.

the mortgage loan instrument,
local laws, or government
regulations do not allow the
capitalization of advances

should request that Fannie
Mae reimburse it for Fannie
Mae’s share of the advance,
via request for expense
reimbursement.

MBS mortgage loan

the mortgage loan instrument,
local laws, and government
regulations allow the
capitalization of advances

may apply subsequent
mortgage loan payments
against the advance.

If the mortgage loan is delinquent, the servicer should arrange for the borrower to repay the
advance, either in installments, or as part of the full amount required to reinstate the mortgage
loan. If the mortgage loan is subsequently foreclosed and the borrower had not repaid the
advance, Fannie Mae will reimburse the servicer for Fannie Mae’s share of the advance when

* the acquired property is sold, unless the mortgage loan is an MBS mortgage loan serviced
under the regular servicing option, or

* the insurance claim is settled if the mortgage loan is insured by a conventional mortgage

Insurer.

Advances for the First Lien Mortgage Loan: Whether the servicer of the second lien

mortgage loan is required to advance funds for the protection of the secured property depends on

the conditions described in the following table.
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If Fannie Mae... Then the servicer of the second lien
mortgage loan...

holds both the first and second lien mortgage |does not need to advance funds for the

loans protection of the security, although it may have
to advance funds to reinstate or pay off the
first lien mortgage loan in connection with the
second lien mortgage loan foreclosure.

does not hold the first lien mortgage loan must advance funds to pay delinquent
payments, taxes, property (hazard) or flood
insurance premiums, and any other charges
related to the first lien mortgage loan if that is
required to protect Fannie Mae’s investment.

The servicer must obtain approval from its Fannie Mae Servicing Representative (see

F-4-03, List of Contacts), even when Fannie Mae holds the first lien mortgage loan, before it
advances funds to pay more than three monthly installments, pay-off the first lien mortgage loan,
or pay any expense if its advances for the first lien mortgage loan have reached $7,500.

To request reimbursement for Fannie Mae’s share of any advances made on the first lien
mortgage loan, the servicer of a portfolio mortgage loan or MBS mortgage loan serviced under
the special servicing option must submit a request for expense reimbursement to Fannie Mae.

Subordination of Second Lien Mortgage Loan

When a first lien mortgage loan is being refinanced, the second lien mortgage loan holder may
be asked to execute a subordination agreement, which keeps the second lien mortgage loan in its
original lien position even though it will predate the new first lien mortgage loan. The servicer
should restrict the degree of subordination as much as possible.

The servicer may consider the following guidelines when evaluating a subordination offer.

If Fannie Mae... Then the servicer...

is not providing the funds to refinance the first |should agree to subordinate Fannie Mae’s

lien mortgage loan interest only if the combined unpaid balances
of the second lien mortgage loan and the new
first lien mortgage loan represent 80% or less
of the current appraised value of the property.

The servicer may require that a portion of the
proceeds from the refinancing be applied to
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If Fannie Mae... Then the servicer...

reduce the unpaid balance of Fannie Mae’s
second lien mortgage loan.

is providing the funds to refinance the first lien [should consolidate the first and second lien
mortgage loan mortgage loans or work to ensure the second
lien is paid in full.

Otherwise, the servicer may agree to
subordinate Fannie Mae’s interest as long as
the combined unpaid balances of the second
lien mortgage loan and the new first lien
mortgage loan do not exceed Fannie Mae’s
underwriting guidelines for single-family

first lien mortgage loans and represent 80%

or less of the current appraised value of the
property. To meet these requirements, it may be
necessary to apply funds toward the reduction
of the second lien mortgage loan debt, reduce
the amount of the new first lien mortgage loan,
or both.

When a borrower who has an FHA Title | home improvement loan refinances his or her existing
first lien mortgage loan to obtain a lower interest rate or a longer term, the servicer may agree to
subordinate the Title I loan to the new refinance mortgage loan (without obtaining Fannie Mae’s
or FHA’s prior written consent) as long as the amount of the new refinanced mortgage loan is not
greater than the sum of the existing first lien mortgage loan and reasonable financing or closing
costs. If the borrower is refinancing for any other reason, the servicer must obtain FHA’s written
authorization to subordinate the Title I loan to the new first lien mortgage loan in order to ensure
that the security value of the Title I loan is not impaired or reduced.
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UA2-1-08, Compliance with Requirements and Laws
(04/08/2015)

Introduction

The seller/servicer (and any subservicer or third-party originator it uses) must be aware of, and
in full compliance with, all federal, state, and local laws (e.g., statutes, regulations, ordinances,
administrative rules and orders that have the effect of law, and judicial rulings and opinions)
that apply to any of its origination, selling, or servicing practices or other business practices
(including the use of technology) that may have a material effect on Fannie Mae. Among other
things, this means that the seller/servicer must comply with any applicable law that addresses
fair housing, fair lending, equal credit opportunity, truth-in-lending, wrongful discrimination,
appraisals, real estate settlement procedures, borrower privacy, data security, escrow account
administration, mortgage insurance cancellation, debt collection, credit reporting, electronic
signatures or transactions, predatory lending, anti-money laundering, terrorist activity, ability to
repay or the enforcement of any of the terms of the mortgage loan. Sellers/servicers also must
ensure that appraisals conducted in connection with single-family mortgage loans delivered to
Fannie Mae conform to the Appraiser Independence Requirements.

As applicable law can change quickly, and sometimes without widespread notice, the seller/
servicer must establish appropriate facilities for monitoring applicable legal developments and
implementing appropriate measures to stay in compliance with applicable law, and demonstrate
satisfactory performance of its legal compliance upon Fannie Mae’s request. When a local or
state law or regulation represents a potential conflict with Fannie Mae’s requirements, the seller/
servicer must advise its lead Fannie Mae regional office (see F-4-03, List of Contacts).

A seller/servicer may be required to repurchase a mortgage loan that is in breach of requirements
of this topic at any time notwithstanding the number of payments a borrower may have made.
See A1-1-03, Nature of the Contractual Relationship and A1-4.1-02, Fannie Mae’s Remedies.

This topic contains the following:

*  Compliance with Fannie Mae Data Breach Incident Requirements

*  Compliance with Department of Treasury Office of Foreign Assets Control (OFAC)
Regulations

*  Compliance with the Housing and Economic Recovery Act (HERA) Reporting
Requirements

*  Compliance with Requirements of Insurer/Guarantor

*  Conflict of Interest/Confidentiality

*  Compliance with the Bank Secrecy Act Anti-Money Laundering Provisions
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Compliance with Fannie Mae Data Breach Incident Requirements

The servicer must maintain a response program consistent with the requirements of the
Interagency Guide on Response Programs for Unauthorized Access to Customer Information and
Customer Notice for all Fannie Mae mortgage loans. The servicer must comply with all state and
federal laws that require consumer notification when their NPI has been compromised.

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

[0 |The servicer must...

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

Maintain a copy of the notice in the individual mortgage loan file.

Notify its Fannie Mae Servicing Representative via phone or email (see F-4-03, List of
Contacts).

The servicer must request permission to use Fannie Mae’s name from Fannie Mae’s Privacy
Office (see F-4-03, List of Contacts) if the servicer intends to refer to Fannie Mae in any notices
sent to affected borrowers or regulatory agencies.

The servicer must fully cooperate with Fannie Mae, including, without limitation, providing
information and access as requested to enable Fannie Mae to comply with its legal, regulatory,
and privacy incident management obligations.

Additional Requirements: The servicer must provide written notice to Fannie Mae’s Privacy
Office (see F-4-03, List of Contacts) of the data breach no later than 72 hours after the servicer is
made aware of the incident if it

 affects 10 or more borrowers,

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

* involves the intentional misuse of borrower NPI.

The following table outlines the notice requirements.

[0 |The notice must include...

A detailed description of the scope of the incident.
A description of the related NPI.
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[0 |The notice must include...

The root cause (if known).

The response plan.

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

Compliance with Department of Treasury Office of Foreign Assets Control (OFAC)
Regulations

The servicer must establish and maintain an effective OFAC compliance program that ensures
compliance with OFAC regulations. In addition, the servicer must periodically screen the
mortgage loans that it services for Fannie Mae against OFAC's list of Specially Designated
Nationals and Blocked Persons ("OFAC SDN List"). The servicer must file a report with OFAC,
as required by OFAC regulations, if a valid match is identified.

If the servicer identifies a valid match against the OFAC SDN List, the servicer must notify
Fannie Mae Ethics via email (see F-4-03, List of Contacts) within 24 hours of blocking or
rejecting a mortgage transaction.

The servicer must include the information in the following table with the email notification.

[0 |The email must include...

The Fannie Mae loan number.

The borrower name.

A point of contact with the servicer who will be able to discuss the OFAC SDN List
match.

Upon receipt of the notice, a representative from Fannie Mae will contact the servicer to discuss
the OFAC SDN List match and any potential next steps. If necessary, Fannie Mae may require
the servicer to provide additional information or documentation regarding the OFAC SDN List
match.

Compliance with the Housing and Economic Recovery Act (HERA) Reporting
Requirements

The servicer must comply with the HERA, which requires Fannie Mae to promote diversity
to the maximum extent possible in balance with financially safe and sound business practices
through:

* the inclusion and utilization of minorities, women, and individuals with disabilities, and
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* the use of minority-, women-, and disabled-owned businesses at all levels, in management and
employment, in all business and activities, and in all contracts for services of any kind.

Note: “HERA-Inclusive” is a business that is certified as either a minority-owned,
woman-owned, or disabled-owned business. Servicers can find more information on
ownership categories on the Diverse Suppliers page on Fannie Mae’s website which
contains links to the currently applicable definitions.

Pursuant to HERA, the servicer must perform the actions described in the following table:

[0 |The servicer must...

Provide Fannie Mae with data regarding the diversity status of the servicer, its agents,
subcontractors, and vendors, including

 appropriate certifications of minority-, women-, and disabled-owned status;

* reports, as requested, on the number of minorities, women, and individuals with
disabilities utilized; and

+ any other information Fannie Mae requests for purposes of complying with HERA
or any other diversity and inclusion requirements.

Complete a Fannie Mae supplier registration profile that accurately reflect its
ownership status, regardless of whether it is “HERA-Inclusive,” and its team
composition report. The servicer may access the registration profile on the Existing
Suppliers page on Fannie Mae’s website. The servicer must also

* update its profile to reflect such ownership changes within 30 days of any change of
ownership, and

 provide ownership and team composition information in accordance with the
Existing Suppliers guidance on Fannie Mae’s website annually by November 1, or
as determined by Fannie Mae.

Commit to practice the principles of equal employment opportunity and non-
discrimination in all its business activities.

Agree to require each of its agents, subcontractors, and vendors that provide services
or goods to Fannie Mae to similarly commit to practice the principles of equal
employment opportunity and non-discrimination in all their business activities.

In addition to the reporting requirements described, Fannie Mae encourages servicers to develop
a process to collect the ownership status of the agents, subcontractors, and vendors utilized by
the servicer in servicing mortgage loans for Fannie Mae.
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Compliance with Requirements of Insurer/Guarantor

The servicer must comply with all requirements that the FHA, VA, HUD, and RD, or the
mortgage insurance companies have for mortgage loans that they insure or guarantee. The
servicer must take all actions necessary to ensure that Fannie Mae recovers the full amount due
under the guaranty or the full claim under the insurance contract. The servicer must not fail to act
which prevents Fannie Mae from recovering the full amount.

Conflict of Interest/Confidentiality

The servicer must take appropriate steps to ensure the security, integrity, and confidentiality of
individual mortgage loan files and borrower payment records and to protect against unauthorized
access to or use of such individual mortgage loan files and records.

This information must not be used by the servicer or anyone connected with it, or be passed on
to a third party for its use, in any way that could be viewed as a conflict of interest, a breach of
confidentiality, or the gaining of an unfair advantage from its relationship with Fannie Mae.

Before the servicer discloses NPI, it must have the borrower’s authorization, unless permitted by
applicable law. The information disclosed in such cases must be accurate, complete, and easily
understandable.

Compliance with the Bank Secrecy Act Anti-Money Laundering Provisions

The following table describes the servicer’s requirements under the anti-money laundering
provisions of the Bank Secrecy Act (BSA).

If the servicer... Then the servicer must... And...

is subject to the anti-money * be in compliance with all * report all instances of

laundering provisions of the applicable provisions of the suspicious activity related

BSA BSA and its implementation | to Fannie Mae mortgage
regulations. loans or Fannie Mae’s

business activities to Fannie
+ report all instances of non- Mae’s Mortgage Fraud

compliance, compliance division (See F-4-03, List of

failures, or sanctions related |  Contacts).
to the anti-money laundering| ~
requirements of the BSA, continue to report changes
if applicable, to Fannie in ownership interest
using the Lender Record

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 103



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 1, Servicer Duties and Responsibilities

If the servicer... Then the servicer must... And...
Mae’s Ethics division (See Information (Form
F-4-03, List of Contacts). 582) update process in

Submission of the Lender
Record Information Form
in A3-3-02, Financial
Statements and Reports.

Fannie Mae reserves the right
to make additional inquiries
to the servicer of any owner,
including but not limited

to, any direct, indirect, or
beneficial owner that is a
foreign party.

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

Related Announcements

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

Announcements Issue date
Announcement SVC-2015-05 April 8, 2015
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Chapter A2-2, Refinance and Lending
Practices

L] Refinance and Lending Practices

Introduction

This chapter contains information on refinance lending practices.

In This Chapter

This chapter contains the following topics:

A2-2-01, Questionable Refinance Practices (11/12/2014) .. ....... ... ... ... ... ...... 105
A2-2-02, Responsible Lending Practices (11/12/2014) .. ... ... ... . ... 106
A2-2-03, Prohibited Refinance Practices (11/12/2014) .. ...... ... ... .. .. ... 106

UA2-2-01, Questionable Refinance Practices (11/12/2014)

Questionable refinancing practices can critically affect the integrity of Fannie Mae’s portfolio
and the MBS it issues. The servicer must include in its policies and procedures for originating
new mortgage loans, refinancing existing mortgage loans, and reviewing mortgage loans
originated by third parties appropriate safeguards to preclude the possibility of violating Fannie
Mae’s prohibitions against questionable refinancing practices.

The servicer may advertise its availability for handling refinancings of mortgage loans in its
portfolio, as long as it does not specifically target borrowers with Fannie Mae mortgage loans.
Fannie Mae will not object to the servicer promoting the terms it has available for refinancings
by sending letters or promotional material if the servicer targets

» borrowers of all mortgage loans in its servicing portfolio (those it owns as well as those
serviced for others),

+ all borrowers who have specific types of mortgage loans (such as FHA, VA, conventional
fixed-rate, or conventional adjustable-rate), or
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+ borrowers of mortgage loans that fall within specific interest rate ranges.

The servicer may not treat mortgage loans it holds in its own portfolio and those it sold to
another investor, including Fannie Mae, as separate classes of mortgage loans for purposes of
advertising the availability of refinancing terms. The servicer may provide payoff information
and otherwise cooperate with individual borrowers who contact it about prepaying their
mortgage loans by advising them of refinancing terms and streamlined origination arrangements
that are available, including Fannie Mae’s own alternatives. Additionally, the servicer cannot,

as a means of making a mortgage loan eligible for repurchase from an MBS pool, encourage a
borrower to refrain from making payments on his/her mortgage loan.

Fannie Mae analyzes MBS pools that have high levels of prepayments. If these analyses raise
serious concerns about the seller/servicer’s practices, Fannie Mae will conduct a review of the
seller/servicer’s origination and refinancing activities to ensure that they are in compliance

with Fannie Mae’s requirements. Fannie Mae will take appropriate disciplinary action if it finds
that the seller/servicer has violated its policies and requirements including, but not limited to,
requiring the seller/servicer to make it whole for any losses resulting from claims made by MBS
certificate holders.

UAZ-Z-OZ, Responsible Lending Practices (11/12/2014)

The seller/servicer must use prudent, sound, and responsible business practices in its marketing,
origination, and servicing efforts and to make sure that borrowers who have blemished credit
histories receive the benefits of those practices. The seller/servicer’s operating policies and
procedures must provide for an effective means of identifying and avoiding predatory lending
practices.

UA2-2-03, Prohibited Refinance Practices (11/12/2014)

Introduction

This topic contains the following:

*  Delivering a Mortgage Loan with a Refinance in Process

*  Prearranged Refinancing Agreements

*  Refinancing Arrangements to Advance Borrower Payments
*  Conditional Tenders of Payment
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Delivering a Mortgage Loan with a Refinance in Process

Fannie Mae considers a servicer to be in the process of refinancing a mortgage loan if, at the time
the mortgage loan is delivered to Fannie Mae, the seller/servicer has taken another application
from the same borrower for another mortgage loan of the same lien priority that is secured by the
same property or has entered into an agreement with one of its third-party originators to acquire
or fund another mortgage loan that has the same borrower, the same security property, and the
same lien priority as the mortgage loan that is being delivered to Fannie Mae.

Fannie Mae also considers the delivery of a seasoned mortgage loan that is in the process of
being refinanced as a form of targeting, and therefore unacceptable, even if no agreement for
future refinancing was entered into at the time of origination. Therefore, a seller/servicer must
not deliver for Fannie Mae’s purchase or securitization any mortgage loan that it has agreed to
refinance or that it is currently in process of refinancing. The seller/servicer must have in place
procedures to ensure that it does not deliver to Fannie Mae any mortgage loan that it is in the
process of refinancing or acquiring from, or funding for, a third-party originator.

There may be other instances in which the seller/servicer (although not a party to any
prearranged refinancing agreement) may be aware of, or suspect the existence of, some type of
refinancing agreement between the borrower(s) and another party or some other situation that
may affect the expected prepayment pattern for mortgage loans that will be delivered to Fannie
Mae. In such cases, the seller/servicer should contact its lead Fannie Mae regional office (see
F-4-03, List of Contacts) to determine whether the mortgage loan(s) in question can be delivered
to Fannie Mae.

Prearranged Refinancing Agreements

The seller/servicer may not deliver a mortgage loan to Fannie Mae if the servicer entered into
any arrangement with the borrower to provide refinancing of the mortgage loan (at some future
date and usually for reduced costs) when the mortgage loan was initially originated — unless
the seller/servicer obtains a negotiated contract from Fannie Mae that allows delivery of the
mortgage loan in spite of its shortened prepayment expectation.

The seller/servicer must not, as a normal course of business, deliver for Fannie Mae’s purchase
or securitization any mortgage loan for which the servicer (or any of its affiliates or third-party
originators) and the borrower have entered into either a formal or informal arrangement offering
special terms (such as a reduction in the costs) for a future refinancing of the mortgage loan
being originated as an inducement for the borrower to enter into the original mortgage loan
transaction.
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Refinancing Arrangements to Advance Borrower Payments

Refinancing arrangements that call for the servicer to advance a number of payments in the
borrower’s behalf and then to refinance the mortgage loan once the agreed-upon payments have
been advanced are in conflict with the intent of Fannie Mae’s refinancing policy and with the
requirements of the Servicing Guide.

The only provisions of the Servicing Guide that permit the servicer to advance funds on a
borrower’s behalf are those related to making servicing advances or delinquency advances.

If the borrower is not obligated to make a payment during a given period, the servicer’s advance
for the payment is not one of the types of advances that Fannie Mae permits.

Conditional Tenders of Payment

Conditional tenders of payment are not an acceptable alternative to refinancing for Fannie
Mae mortgage loans, regardless of whether they relate to a mortgage loan being serviced for
Fannie Mae or to a mortgage loan that is being delivered to it. Fannie Mae does not consider
a refinancing to have occurred unless the mortgage debt is satisfied and the lien against the
property is released. The only exceptions to this are

 negotiated transactions involving seasoned mortgage loans held in a seller/servicer’s portfolio
that have been modified since they were originated;

* transactions involving mortgage loans secured by properties in New York that are originated
under the statutory provisions that permit refinance mortgage loans to be documented by a
consolidation, extension, and modification agreement; and

* transactions involving the refinancing of a balloon mortgage loan that has a conditional
refinance option.

The servicer must not
* use conditional tenders of payment as a refinancing alternative, or

* honor requests it receives for conditional tenders of payment for any mortgage loan that it
services for Fannie Mae.

The seller/servicer that offers conditional tenders of payment as a refinancing alternative must
not deliver any refinance mortgage loan to Fannie Mae unless it is documented by a new note
and a new mortgage loan, unless it is one of the previously mentioned authorized exceptions.
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If Fannie Mae’s post-purchase underwriting performance review of a refinance mortgage

loan reveals that the conditional tender of payment procedure was used as an alternative to
refinancing the mortgage loan, Fannie Mae will require the seller/servicer to repurchase the
mortgage loan in question and, if multiple occurrences of this practice are identified, Fannie Mae
may take other appropriate action against the seller/servicer.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 109



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 3, Servicer Compensation

Chapter A2-3, Servicer Compensation

L] Servicer Compensation

Introduction

This chapter contains information on servicer compensation.

In This Chapter

This chapter contains the following topics:

A2-3-01, Servicer Compensation (11/12/2014) ... .. . i 110
A2-3-02, Servicing Fees for Portfolio and MBS Mortgage Loans (11/12/2014) .......... 112
A2-3-03, Yield Differential Adjustments (11/12/2014) ......... ... .. .. ... 113
A2-3-04, Late Charges as Compensation (11/12/2014) ......... ... ... ... ... .. ... .. 114
A2-3-05, Fees for Special Services (11/12/2014) . ... ... . . 115
A2-3-06, Prepayment Premiums (11/12/2014) .. ... ... .. . 117

L] A2-3-01, Servicer Compensation (11/12/2014)

Introduction

This topic contains the following:
*  Servicing Fees
*  Calculating and Collecting Servicing Fees

Servicing Fees

Servicing fees are payable to the servicer from the time Fannie Mae purchases or securitizes a
mortgage loan until it is liquidated (or otherwise removed from an MBS pool or Fannie Mae’s
active accounting records), as long as the servicer collects or remits the mortgage loan payments.

As compensation for servicing mortgage loans for Fannie Mae, Fannie Mae pays the servicer
servicing fees and allows it to retain the following:

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 110



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 3, Servicer Compensation

* late charges,

+ fees charged for special services,

yield differential adjustments, and

* in some cases, either a share or all of any applicable prepayment premiums that Fannie Mae
permits under the terms of a negotiated contract.

As described in the Lender Contract, the servicer bears the cost of servicing mortgage loans sold
to Fannie Mae, except as expressly provided otherwise in Fannie Mae’s Guides. The servicing
fee that Fannie Mae pays the servicer and the other revenue sources consistent with the Guides
are intended to compensate the servicer for a variety of standard activities associated with the
servicing of mortgage loans.

The servicer may not sell, assign, transfer, pledge, or hypothecate its servicing compensation (or
any portion of it) or enter into any agreement that would result in the sale, assignment, transfer,
pledge, or hypothecation of that income or its servicing rights, except under the conditions and
circumstances specified in A2-7-02, Pledge of Servicing Rights.

Calculating and Collecting Servicing Fees

The exact servicing fee that applies to any given mortgage loan appears on the trial balance
report that is produced by Fannie Mae’s investor reporting system (see the /nvestor Reporting
Manual).

Because servicing fees are computed on the same UPB and for the same period as the interest
portion of the monthly installment, the servicer generally can base its servicing fee calculation
on the interest collected. However, when a mortgage loan is undergoing negative amortization,
servicing fees must be based on the interest amount that is accrued, rather than on the amount
that was actually collected.

For mortgage loans where military indulgence is warranted or required under the
Servicemembers Civil Relief Act, see D2-3.4-01, Military Indulgence, for the calculation of
servicing fees.

The servicer is authorized to obtain its servicing fee compensation by way of the methods in the
following table.

If the servicing fee is | Then the servicer is authorized to obtain its servicing fee
paid... compensation by...

on a monthly basis * deducting its fee from each borrower’s payment before it is
deposited to the custodial account, or
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If the servicing fee is | Then the servicer is authorized to obtain its servicing fee
paid... compensation by...

» writing itself a check against its custodial account for the amount of
servicing fee that is due each month.

upon liquidation of the |+ deducting its fee from the amount sent to Fannie Mae when the
mortgage loan borrower pays off his or her mortgage loan, or

* deducting its fee from the proceeds of a third-party foreclosure sale
or from the amount remitted to redeem an acquired property.

Depending on the type of mortgage loan, the servicer is authorized to retain additional servicing
compensation as described in the following table.

If the mortgage loan is a... Then the servicer is authorized to retain as additional
servicing compensation the amount by which the
mortgage coupon rate exceeds...

portfolio mortgage loan * Fannie Mae’s pass-through rate for a mortgage loan, or

» Fannie Mae’s required yield for a participation
interest.

MBS mortgage loan * the pass-through rate for a fixed-rate MBS mortgage
loan,

* the pool accrual rate for a stated-structure ARM MBS
pool, or

* the accrual rate for the mortgage loan for a weighted-
average ARM MBS pool, to the extent that it is
greater than the minimum allowable retained servicing
spread but less than the maximum allowable retained
servicing spread.

UA2-3-02, Servicing Fees for Portfolio and MBS Mortgage
Loans (11/12/2014)

The servicer’s total servicing fee for a mortgage loan generally is the difference between the
mortgage interest rate and the rate at which the servicer passes through interest to Fannie Mae.
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However, the servicer of an MBS mortgage loan must pay Fannie Mae a guaranty fee, so its
total servicing fee compensation is reduced by the amount of the guaranty fee. In addition, the
total servicing compensation for a conventional mortgage that has lender-purchased mortgage
insurance is reduced by the accrual for the applicable renewal premium for this coverage. The
total servicing fee (after deduction of the applicable guaranty fee for an MBS mortgage and/
or the applicable renewal premium accrual for a mortgage with lender-purchased mortgage
insurance) must at least equal Fannie Mae’s required minimum servicing fee for the particular
type of mortgage loan.

Refer to F-2-10, Servicing Fees for MBS Mortgage Loans and F-2-11, Servicing Fees for
Portfolio Mortgage Loans for a list of the servicing fees by mortgage loan type.

Servicing Fees During and After a Home Affordable Modification Program or Second-Lien
Modification Program Trial Period Plan: During a HAMP or a 2MP trial period, the servicer
continues to earn servicing fees to the extent that the borrower’s payments equal a contractual
full payment.

The servicer will receive servicing fees when the mortgage loan modification becomes effective.
If the servicing fee that the servicer was receiving before the mortgage loan modification was
greater than one-quarter of one percent (0.25%), then the servicer must change the servicing

fee to one-quarter of one percent (0.25%). For mortgage loans that have lender-paid mortgage
insurance, refer to B-8.1-02, Paying Conventional Mortgage Insurance Premiums for additional
information.

Lj A2-3-03, Yield Differential Adjustments (11/12/2014)

When the interest rate of an actual/actual remittance type fixed-rate mortgage loan is greater
than Fannie Mae’s required yield, it allows the servicer to retain all or part of this difference.

A similar concept applies for actual/actual remittance type ARM loans when the mortgage
margin — or net mortgage margin for net yield commitments — exceeds Fannie Mae’s required
commitment margin. The exact amount of the difference that the servicer may retain —which

is called a yield differential adjustment —is determined by the policy Fannie Mae had in effect
when it issued its commitment to purchase the mortgage loan. In addition, ARM loans may have
a short-term yield differential until the first interest rate change if the “base interest rate” or “net
mortgage rate” exceeds Fannie Mae’s required yield.

The exact amount of yield differential adjustment that the servicer may retain is usually
determined by the policy that was in effect when Fannie Mae issued its commitment to purchase
the mortgage loan. See F-2-06, Historical Yield Differential Adjustment Provisions for Fannie

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 113



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 3, Servicer Compensation

Mae’s present yield differential adjustment policy and a historical record of the various yield
differential adjustment policies that may apply to mortgage loans in the servicer’s portfolio.

Yield differential adjustments may be changed, or eliminated altogether, under the conditions
described in the following table.

If Fannie Mae... Then...

sells the mortgage loan or an interest in it any yield differential adjustment will be
eliminated —although Fannie Mae’s pooling
of portfolio mortgage loans to form an MBS
will not affect the servicer’s yield differential

adjustment.
terminates the servicer’s right to service the any yield differential adjustment will be
mortgage loan (either with cause or without eliminated, unless Fannie Mae agrees
cause) otherwise in writing.
purchased an ARM loan at a discount the yield differential adjustment will be

eliminated when the first interest rate
adjustment occurs. (See F-2-06, Historical
Yield Differential Adjustment Provisions for an
exception to this policy.)

purchased an ARM loan at par the yield differential adjustment may be
reduced when the first interest rate change
occurs. (See F-2-06, Historical Yield
Differential Adjustment Provisions for an
explanation of how the new yield differential
adjustment is determined.)

Additionally, if the servicer chooses to terminate its servicing responsibility under the terms of
the Lender Contract, any yield differential adjustment will be eliminated, unless Fannie Mae
agrees otherwise in writing.

UA2-3-04, Late Charges as Compensation (11/12/2014)

The servicer may collect any late charges that are provided for in the mortgage instrument

as long as they are consistent with federal and state laws. Also, see C-1.1-01, Servicer
Responsibilities for Processing Mortgage Loan Payments for Fannie Mae requirements regarding
late charges.
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The servicer must report the amount of late charges it collects each month for a given mortgage
loan as part of the monthly activity information it provides through Fannie Mae’s investor
reporting system. See the Investor Reporting Manual for additional information.

UA2-3-05, Fees for Special Services (11/12/2014)

Introduction

This topic contains the following:

*  Prohibited Fees for Special Services

»  Allowable Fees for Special Services

«  Additional Fee Assessment Guidelines

Prohibited Fees for Special Services

The servicer is not authorized to charge the borrower fees relating to the following activities:
* handling borrower disputes;

+ facilitating routine borrower collections;

* arranging repayment or forbearance plans;

+ sending borrowers notices (sometimes called “demand” or “breach” letters) relating to
nonpayment of principal, interest, taxes, or insurance in advance of a formal acceleration
notice that matures the mortgage loan principal balance and begins the foreclosure process;
and

 updating the servicer’s records to “reinstate” a mortgage loan that has been brought current.

Also, the servicing fee generally is not intended to encompass certain additional work that the
servicer performs at Fannie Mae’s request, e.g.

+ performing certain property inspections on mortgage loans in default,

* handling certain workout options for which Fannie Mae has agreed to compensate the servicer,
or

* engaging in property preservation activities.
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Allowable Fees for Special Services

The servicing fee generally is not intended to encompass certain additional work (special
services) that the servicer performs at the borrower’s request or on the borrower’s behalf. Special
services include work related to

* achange in ownership of the security property,
+ replacement of insurance policies,

+ arelease of the security,

* providing expedited service via fax,

 providing more than one payoff statement in a short period of time (or even a single payoff
statement if applicable law expressly permits a borrower fee),

* providing duplicate copies of mortgage loan documents,
* accepting a “phone pay” payment, and

* consummating the assumption or modification of a mortgage loan.

Additional Fee Assessment Guidelines

The following table describes additional fee assessment guidelines based on activities for ARM
loan adjustments, assumptions, or modifications.

For... The servicer...

ARM loan adjustments may not charge fees for the interest rate or payment changes that
are required periodically for ARM loans, although it may charge
a processing fee to cover the administrative costs of converting
an ARM loan to a fixed-rate mortgage loan, limited to $100 for
most ARM plans or $250 for ARM plans that include a monthly
conversion option.

assumptions of conventional |must limit the assumption fee, although out-of-pocket expenses
mortgage loans for processing the transaction —such as the cost of the credit
report —may be charged at actual cost. Fannie Mae considers
the following fee schedule to be reasonable; however, if the
servicer’s costs do not warrant these fees, it should charge lower
fees:

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 116



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 3, Servicer Compensation

For... The servicer...

» $100 if the change of ownership does not require a review of
the purchaser’s credit, or

* the greater of $400 or 1% of the UPB of the mortgage loan
—up to a maximum of $900 —if the change of ownership
requires credit approval of the new borrower.

assumptions of FHA or VA |must follow FHA or VA requirements regarding the maximum
mortgage loans allowable assumption fees for these government mortgage loans.

modifications must refer to the Home Retention Workout Options section of
part D for allowable servicing fees, costs, or charges.

L] A2-3-06, Prepayment Premiums (11/12/2014)

The servicer must not collect prepayment premiums from the borrower when a mortgage

loan is paid in full —unless the mortgage loan was delivered under a negotiated contract that
specifically permitted enforcement of the provisions of the mortgage documents that authorized
the charging of a premium for prepayments. Even then, the servicer must not charge the
prepayment premium when the mortgage debt is accelerated as the result of the borrower’s
default in making his or her mortgage loan payments.

If the servicer collects prepayment premiums under the terms of a negotiated contract, it must
report any prepayment premium it collects for a given mortgage loan (even if the premium is not
remitted to Fannie Mae) as part of the monthly activity information it provides through Fannie
Mae’s investor reporting system.
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Chapter A2-4, Fannie Mae’s Quality Control
Review

L] Fannie Mae’s Quality Control Review

Introduction

This chapter contains information on Fannie Mae’s quality control review.

In This Chapter

This chapter contains the following topic:

A2-4-01, Quality Control Reviews (11/12/2014) .. ... ... i 119
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UA2-4-01, Quality Control Reviews (11/12/2014)

Introduction

Fannie Mae may review mortgage loans it has purchased or securitized (including those with
early payment defaults, those that have been foreclosed, as well as any other mortgage loan) to
ensure that its underwriting, eligibility, and servicing requirements have been met.

When Fannie Mae’s quality assurance risk assessment identifies a mortgage loan as having a
higher degree of risk, Fannie Mae may perform a post-foreclosure full file quality control review
to evaluate the seller/servicer’s initial underwriting of the mortgage loan and, if applicable, the
actions the seller/servicer took in servicing the mortgage loan. In such cases, Fannie Mae will
notify the seller/servicer about the type of review Fannie Mae will perform and the scope of the
review.

This topic contains the following:

*  Notification of a Quality Control Review

*  Timely Delivery of Individual Mortgage Loan Files

*  Document Submission Requirements

»  Fannie Mae’s Quality Control Review

*  Requirements Specific for Servicing Quality Control Reviews
*  Fannie Mae Quality Control Report of Findings

*  Appeal of Fannie Mae QC Review Decisions

*  Servicing Review File Requirements

*  Underwriting or Servicing Reviews of Acquired Properties

Notification of a Quality Control Review

Sellers/servicers are notified which mortgage loans Fannie Mae has selected for review via
written or electronic notification. Electronic notification will be delivered via the Quality
Assurance System if the seller/servicer has signed up for it.

Timely Delivery of Individual Mortgage Loan Files

The seller/servicer must send the requested documentation for an underwriting or servicing
review so that Fannie Mae receives the review file within 30 days after Fannie Mae notifies the
seller/servicer that it has selected a mortgage loan for review. Fannie Mae, in its sole discretion,
may request the documentation in a shorter or longer period of time based upon circumstances at
the time.
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Fannie Mae will make every effort to work with the seller/servicer when extenuating
circumstances prevent it from delivering documentation in a timely manner. However, if a
seller/servicer delays in providing the requested information, Fannie Mae, in its sole discretion,
reserves the right to require indemnification or repurchase (depending on the circumstances of
the individual case) of these mortgage loans. When a seller/servicer has a pattern of extensive
delays or unresponsiveness, Fannie Mae may consider this a breach of contract and consider
other actions against the seller/servicer, up to and including termination.

Document Submission Requirements

The seller and servicer must maintain a complete individual mortgage loan file and be able
to produce copies of the complete individual mortgage loan file upon Fannie Mae’s request.
The servicing review file must include supporting documents for all requests for expense
reimbursement it has submitted or intends to submit to Fannie Mae (for example, vendor
invoices and third-party invoices from the vendor rendering services), in addition to other
servicing and liquidation information such as

* property inspection reports,

 copies of delinquency repayment plans,

* copies of disclosures of ARM loan interest rate and payment changes,
* documents related to insurance loss settlements, and

» foreclosure records, as stated in the Servicing Guide.

In all instances, the servicer must document its compliance with all Fannie Mae policies and
procedures, including, but not limited to, timelines that are required by the Servicing Guide. The
servicer must maintain in the individual mortgage loan file all documents and system records that
preserve Fannie Mae’s ownership interest in the individual mortgage loan.

The seller/servicer must package the requested documentation requested by Fannie Mae. When
Fannie Mae requests both a mortgage loan origination and a mortgage loan servicing file, the
seller/servicer may package the material as a single file (with the origination and servicing
documentation separated and clearly labeled within the file) or as two separate files that are
packaged together (with one file identified as the “origination” file and the other identified as the
“servicing” file).

The complete mortgage loan file must include clear copies of any required paper documents,
not the originals. Paper documents must be sent in a manila folder, with the credit and property
documents on the right side and the legal documents on the left side.
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If the seller/servicer keeps its files electronically, Fannie Mae must be able to reproduce the
documents required in a manner in terms of cost and time frames acceptable to Fannie Mae.

If the seller/servicer wishes to submit files in a form other than paper, it must contact the Fannie
Mae’s LQC File Receipt and Assignment team (see F-4-03, List of Contacts) to ensure that

the requested form is compatible with the Loan Quality Center’s systems and processes. The
requested files must be sent to Fannie Mae’s LQC File Receipt and Assignment team (see
F-4-03, List of Contacts).

Fannie Mae’s Quality Control Review

Fannie Mae has QC policies and procedures in place for its review of performing and non-
performing mortgage loans. Fannie Mae uses a statistically valid approach in selecting a
random sample of new mortgage loan deliveries for review. The random sample is augmented
with targeted, discretionary sampling, which aids in the measurement of the overall quality

of mortgage loan deliveries. The QC process evaluates individual mortgage loan files on a
comprehensive basis with the primary focus of confirming that mortgage loans meet Fannie
Mae’s underwriting and eligibility requirements. Fannie Mae will continue to review any
servicing files requested with the primary focus of confirming that the mortgage loan has been
serviced in accordance with the Lender Contract.

Fannie Mae performs a risk assessment for the selected mortgage loans, which is similar to the
process used by DU®, to determine the scope of its underwriting performance review. Generally,
Fannie Mae looks beyond the documentation and underwriting decisions for individual mortgage
loans since it believes that the most effective quality control process is one in which it shares
with the lender information about the lender’s overall underwriting performance which Fannie
Mae has obtained through individual loan-level analyses, trend analyses, and peer group
comparisons.

Fannie Mae may perform an early payment default full file quality control review for any
mortgage loan. However, as a matter of practice, Fannie Mae reviews only those mortgage loans
that it identifies as having a high probability of actually going to foreclosure (thus significantly
reducing the number of mortgage loans for which this type of review is required). When Fannie
Mae notifies the servicer that a mortgage loan has been selected for an early payment default
review, it will indicate the documentation that it expects the servicer to submit to it.

Fannie Mae may perform a post-foreclosure full file quality control review for every foreclosed
mortgage loan. The scope of its review will vary depending on the results of its risk assessment
for the mortgage loan.

The QC process also provides sellers/servicers with data and feedback about the quality of their
mortgage loan origination process. The goal is to engage sellers/servicers in frequent, meaningful
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exchanges of information about trends in the quality of delivered mortgage loans and to inform
sellers/servicers about significant underwriting deficiencies identified through the quality control
review process. Together, Fannie Mae and its sellers/servicers should share a commitment to
improving the quality of mortgage loan originations. Fannie Mae requires that sellers/servicers
implement and enforce strong underwriting processes and, if necessary, will work with sellers/
servicers to develop action plans to improve origination quality.

Fannie Mae’s QC policies are administered by its Loan Quality Center. The selection process
may change at any time to address concerns.

Requirements Specific for Servicing Quality Control Reviews

Fannie Mae will utilize delinquent mortgage loan status code data and other information
collected from the servicer during other interactions to identify delays in the default management
process. Fannie Mae may elect to perform a servicing review to further evaluate the actions the
servicer took in servicing those mortgage loans.

Fannie Mae will notify the servicer of the intention to perform a desk review or an on-site
review. The servicer must submit the requested documentation or make it available for an on-
site review in the time frame specified in the notification. If the servicer fails to do so, Fannie
Mae may exercise available remedies, including compensatory fees, without first reviewing
the individual mortgage loan file. The list of documents that must be included in any servicing
review file Fannie Mae request are outlined in Servicing Review File Requirements.

Fannie Mae will communicate any performance deficiencies noted to the servicer. Unless Fannie
Mae elects to immediately terminate the servicer’s right to service the mortgage loans, the
servicer will be given an opportunity to explain any mitigating circumstances or factors that
justify the servicing actions it took or did not take within the time frame specified by Fannie Mae
in its communication of the performance deficiencies.

Fannie Mae’s evaluation of the actions the servicer took in servicing the mortgage loan will
focus primarily on determining whether the servicer took all of the appropriate steps to cure the
delinquency or avoid foreclosure (through Fannie Mae’s various relief provisions or foreclosure
prevention alternatives) and, if a foreclosure could not be avoided, on confirming that the
servicer completed the legal actions within Fannie Mae’s required time frames.

For the most part, Fannie Mae will rely on various reports that are produced by its automated
delinquency and foreclosure prevention management systems to evaluate the servicer’s
performance. However, when Fannie Mae’s analysis of these reports indicates that there is a
possibility that the servicer’s delinquency management performance is poor or if Fannie Mae
believes certain servicing files should be reviewed for other reasons, Fannie Mae may require
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the servicer to submit a servicing review file for a mortgage loan to Fannie Mae’s CPM Division
(see F-4-03, List of Contacts).

If Fannie Mae identifies any deficiencies in its evaluation of the servicing review file, it will
communicate them to the servicer. The servicer, in most instances, will be given an opportunity
to explain any mitigating circumstances or factors that justify the servicing actions it took (or did
not take).

When the servicer’s review identifies significant deficiencies, it may offer to purchase the
property from Fannie Mae when it submits the complete individual mortgage loan file (rather
than waiting for the results of Fannie Mae’s review). Fannie Mae will entertain such offers—
as long as they will make Fannie Mae whole and are permitted by the Trust Agreement,

if applicable—since Fannie Mae would no longer have to be concerned about the property
disposition process.

When Fannie Mae has received the origination and/or servicing review file, it will begin the
process of reviewing the file(s) to determine whether the mortgage loan met Fannie Mae’s
origination, eligibility and/or servicing standards. If Fannie Mae concludes that a mortgage loan
was ineligible and should never have been sold to Fannie Mae, Fannie Mae generally will issue
a request for repurchase (calling for the servicer to take title to the property and pay Fannie Mae
for its full investment in it). Fannie Mae may, on occasion, give the servicer the option of having
Fannie Mae dispose of the property (and agreeing to indemnify Fannie Mae for any loss Fannie
Mae incurs in connection with the sale), or require the lender to fully reimburse Fannie Mae

for its loss through a demand for a make whole payment in the event that Fannie Mae sells the
property or accepts a purchase offer prior to notifying the servicer that the mortgage loan did not
meet Fannie Mae’s eligibility or underwriting requirements.

Fannie Mae Quality Control Report of Findings

Fannie Mae provides sellers/servicers with ongoing feedback about their overall QC
performance. The level of detail provided to each seller/servicer varies, but may include
identifying defect types, reporting on frequent or common defects, and describing quality trend
analyses and significant underwriting deficiencies identified through the QC review process.
This information is provided through a variety of methods that range from regular electronic
transmissions to more formal periodic discussions.

When Fannie Mae identifies a defective mortgage loan, it may in its sole discretion, impose
a condition to retaining the mortgage loan, such as requiring the seller/servicer to agree to an
alternative remedy to repurchase (for example, executing an indemnification agreement). In
some cases, Fannie Mae will issue a repurchase or make whole payment request to the seller/
servicer. In other cases, Fannie Mae may provide the seller/servicer with an alternative to
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the immediate repurchase of an identified mortgage loan. (See Alternatives to Repurchase in
A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests
and Deferred Payment Obligations.) 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. In each such case, Fannie Mae will notify the seller/servicer of the type
and term of the repurchase alternative.

The Servicing Guide contains timelines by which sellers/servicers must pay Fannie Mae

the funds that are due in connection with a repurchase or make whole payment request in
A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment Requests
and Deferred Payment Obligations. If a seller/servicer delays in this or has a pattern of
unresponsiveness, Fannie Mae may consider this an independent breach of contract and consider
other actions against the seller/servicer, up to and including termination.

For performing mortgage loans with significant underwriting deficiencies, Fannie Mae may
choose not to require immediate repurchase, but may instead request indemnification. Certain
repurchase alternatives may be available only to a seller/servicer that is in good standing with
Fannie Mae, in a strong financial condition acceptable to Fannie Mae, and that otherwise
satisfies Fannie Mae’s eligibility criteria. (If the servicing of a mortgage loan has been
transferred to a seller/servicer other than the one that sold the mortgage loan to Fannie Mae’s,
eligibility for this benefit will be based on the evaluation of the responsible party.) The nature
and severity of the findings, financial and operational strength of the seller/servicer, the quality
of the mortgage loans sold, servicing performance, and the mortgage loan payment history are
criteria used by Fannie Mae in deciding whether to use this option.

Appeal of Fannie Mae QC Review Decisions

Fannie Mae maintains a process for sellers/servicers to appeal repurchase and make whole
payment requests. A repurchase or reimbursement request may be rescinded because the seller/
servicer provides documentation within the time period specified by Fannie Mae (when Fannie
Mae, in its sole discretion determines that a breach of the Lender Contract may be cured).
Refer to A1-3-02, Fannie Mae-Initiated Repurchases, Indemnifications, Make Whole Payment
Requests and Deferred Payment Obligations for additional information.

Servicing Review File Requirements

The following table provides a list of the documentation that must be included in the servicing
review file.
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[0 |The servicer must include in the servicing review file...

The collection history for the default that led to the foreclosure or mortgage release
(including the reason for the default, delinquency notices sent, and copies of
borrower’s previous payment histories).

A summary of all attempts to develop a workout plan or arrange a workout option,
including evidence of any communication with Fannie Mae.

A bankruptcy tracking log, or a separate report indicating the dates of any bankruptcy
filings and the dates that any lifting of a bankruptcy stay was attempted and attained.

The foreclosure tracking log, or a separate report indicating the date that the case was
referred to the foreclosure attorney and the date of the foreclosure sale, as well as
summarizing any communications with Fannie Mae about delays in the foreclosure
process (including delays resulting from the presence of hazardous waste, natural
disasters, massive layoffs, etc.) or departures from standard foreclosure procedures
(such as using judicial foreclosure in a power of sale state).

Any other type of information that is requested, given the type of review.

The outside of the servicing review file must clearly identify the case, as follows:
« servicing file for acquired property;

* mortgage remittance type (A/A, S/A, or S/S);

* servicing option (special or shared risk);

» Fannie Mae mortgage loan number;

* servicer mortgage loan number;

* borrower’s name; and

* property address.

Underwriting or Servicing Reviews of Acquired Properties

When Fannie Mae receives an offer to purchase an acquired property that is also subject to

an underwriting or servicing review, Fannie Mae may accept the purchase offer without first
notifying the servicer, whether or not a final decision has been reached with respect to the
review. If, after completion of the review, Fannie Mae determines that the mortgage loan did not
meet its eligibility or underwriting requirements and Fannie Mae has incurred a loss by selling
the property, the seller/servicer will be required to fully reimburse Fannie Mae for its loss.
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Chapter A2-5, Individual Mortgage Loan
Files and Records

L] Individual Mortgage Loan Files and Records

Introduction

This chapter contains information on mortgage loan files and records.

In This Chapter
This chapter contains the following topics:

A2-5.1, Ownership, Establishment and Maintenance of Mortgage Loan Files and Records
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Establishment and Maintenance of Mortgage Loan Files and Records

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

UA2-5.1-01, Ownership of Individual Mortgage Loan Files
and Records (11/12/2014)

All records pertaining to mortgage loans sold to Fannie Mae are at all times the property of
Fannie Mae and any other owners of a participation interest in the mortgage loan, regardless

of their physical form or characteristics or whether they were developed or originated by the
mortgage loan seller, servicer, or others. The types of records owned by Fannie Mae include, but
are not limited to, the following:

* mortgage notes,

* security instruments,

» mortgage loan applications,

* credit reports,

* property appraisals,

* payment records,

* insurance policies and insurance premium receipts,
» water stock certificates,

* ledger sheets,

* insurance claim files and correspondence,
» foreclosure files and correspondence,

+ current and historical computerized data files,
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* machine-readable materials, and

« all other documents, instruments, and papers pertaining to the mortgage loan including,
without limitation, any records, data, information, summaries, analyses, reports, or other
materials representing, based on, or compiled from such records that are reasonably required
to originate and subsequently service a mortgage loan properly.

The mortgage loan originator, seller, or servicer, any service bureau, or any other party providing
services in connection with servicing a mortgage loan for or delivering a mortgage loan to Fannie
Mae will have no right to possession of these documents and records except under the conditions
specified by Fannie Mae.

Any of these documents and records in possession of the mortgage loan originator, seller, or
servicer, any service bureau, or any other party providing services in connection with selling
a mortgage loan to, or servicing a mortgage loan for, Fannie Mae are retained in a custodial
capacity only.

The seller/servicer must maintain an individual mortgage loan file for each mortgage loan it sells
to Fannie Mae. Each file must be clearly identified by Fannie Mae’s loan number, which can be
marked on the file folder or logically associated with any file which is composed of electronic
records.

Individual mortgage loan files for participation mortgage loans must be clearly identified by the
words “Fannie Mae participation” and Fannie Mae’s percentage interest.

Individual mortgage loan files for MBS mortgage loans must identify the number of the related
MBS pool.

Individual mortgage loan files must include any records that will be needed to service and that
support the validity of the mortgage loan. The servicer must use the individual mortgage loan
file established at the time of origination to accumulate other pertinent servicing and liquidation
information, including, but not limited to, the following:

* property inspection reports,

* copies of delinquency repayment plans,

 copies of disclosures of ARM loan interest rate and payment changes,
» documents related to insurance loss settlements, and

» foreclosure notices.
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UA2-5.1-02, Overview of Individual Mortgage Loan Files and
Records (11/12/2014)

Introduction

This topic contains the following:

»  General Provisions of Individual Mortgage Loan Files and Records

*  Contents of the Individual Mortgage Loan File

*  Special Individual Mortgage Loan File Requirements for Bifurcated Mortgage Loans
*  Identifying Manufactured Home Mortgage Loans

General Provisions of Individual Mortgage Loan Files and Records

The individual mortgage loan file consists of the mortgage loan origination file, mortgage loan
custodial file, and mortgage loan servicing file held by a seller, servicer, or prior servicer arising
from or related to the origination, sale, securitization, or servicing of an individual mortgage loan
or acquired property, as applicable.

The mortgage loan origination file consists of all documents, records, and reports used to support
the underwriting decision required by the Lender Contract or any documentation required by
Fannie Mae or by law relating to the mortgage loan arising from or related to the origination,
closing, sale, securitization, and/or delivery of a mortgage loan, including, but not limited to,
those that are required as part of the post-closing mortgage loan file documentation requirements
in the Selling Guide.

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

The mortgage loan servicing file (including the file maintained with respect to an acquired
property) consists of all documents, books, records, reports, and payment and escrow histories, in
any format, arising from or related to the servicing of the mortgage loan or acquired property by
the current servicer or any prior servicer, including, but not limited to, those required at any time
by the Lender Contract or an insurer, including, but not limited to, those set forth in the Servicing
Guide.

Individual mortgage loan files and records that may be required to be sent to Fannie Mae
include:

* mortgage origination files,
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+ mortgage loan custodial files,

+ individual mortgage loan files (including the mortgage loan servicing file),
* permanent mortgage account records, and

* accounting system reports.

The seller/servicer is responsible for maintaining these files and records, as well as borrower
payment records. The responsibility for the physical possession of the mortgage loan documents
may vary depending on whether the mortgage loan is a portfolio or MBS mortgage loan. See
A2-6-01, Custodial Documents for additional information.

The seller/servicer must establish the individual mortgage loan file when it originates a mortgage
loan. If the seller/servicer does not service the mortgage loan, it must transfer the files and
records to the servicer to ensure that the servicer will have complete information about the
mortgage loan in its records.

The accounting records relating to mortgage loans serviced for Fannie Mae must be maintained
in accordance with sound and generally accepted accounting principles and in such a manner as
will permit Fannie Mae's representatives to examine and audit such records at any time.

State and federal laws now recognize electronic records as being equivalent to paper documents
for legal purposes. Therefore, Fannie Mae's requirements for record accessibility and retention
apply equally to paper and electronic records.

The servicer must implement appropriate measures designed to
« ensure the accuracy, security, integrity, and confidentiality of files and records;

* protect against any anticipated threats or hazards to the security or integrity of files and
records; and

* protect against unauthorized access to or use of files and records and is responsible for
requiring, by contract, that any subservicers or other third parties that access mortgage files
and records also implement these measures.

Contents of the Individual Mortgage Loan File
The individual mortgage loan file must include, but is not limited to, the following:
* copy of the Participation Certificate, if applicable;

* copy of the related Schedule of Mortgages for a mortgage loan if an MBS mortgage loan;
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« originals of the recorded mortgage or deed of trust, any applicable rider, and any other
documents changing the mortgage loan terms or otherwise affecting Fannie Mae’s legal or
contractual rights;

 copy of the mortgage or deed of trust note and any related addenda;

* copy of either the unrecorded assignment to Fannie Mae (or the recorded assignment, when
applicable), or the original assignment to MERS, if the mortgage loan is registered with
MERS and MERS is not named as nominee for the beneficiary, and copies of all required
intervening assignments;

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

* copy of the underwriting documents, including any Desktop Underwriter® reports;

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

» copy of the final HUD-1 Settlement Statement (or HUD-1A if applicable) or other closing
statement evidencing all settlement costs paid by the borrower and seller, executed by the
borrower and seller (if applicable);

Note: In escrow states, if the seller/servicer is unable to have the final HUD-1 signed
by the borrower and seller, the seller/servicer may supplement the final HUD-1 signed
by the escrow officer with either

— the estimated HUD-1 (or multiple matching documents) signed by the borrower and
seller, or

— the final Escrow Instructions (or multiple matching documents) signed by the
borrower and seller;

* copies of all documents or records that are used to evaluate a borrower and the property
condition when determining the eligibility for a workout option; and

* copies of property inspection orders and reports.

In all instances, the servicer must document its compliance with all Fannie Mae policies
and procedures, including but not limited to, timelines that are required within the Servicing
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Guide. The servicer must maintain in the individual mortgage loan file all documents and
system records that preserve Fannie Mae’s ownership interest in the mortgage loan. Refer to
F-1-05, Examples of Documentation Required in the Mortgage Loan Servicing File, which
includes some (but not all) of the types of documentation that is required to be in the individual
mortgage loan file.

Special Individual Mortgage Loan File Requirements for Bifurcated Mortgage Loans

The servicer and the responsible party must keep all of the individual mortgage loan records,
including, but not limited to those identified in Selling Guide, E-2-07, Post-Closing Mortgage
Loan File Documentation and any and all servicing records for the time it serviced the bifurcated
mortgage loan.

Identifying Manufactured Home Mortgage Loans

Examples of the collateral document(s) for a manufactured home that are required for a mortgage
loan for which an application was taken on or after August 24, 2003 include:

» documentation (if it is available) indicating that no certificate of title (or similar ownership
document) was ever issued in states where a manufactured home can become real property
without first being titled as personal property,

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

property,

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

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

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

Servicers that have collateral documents for manufactured home loans prior to August 24, 2003,
must retain any such documents, but they are not required to seek these documents for such
mortgage loans.

In order to be prepared to meet special servicing and default management requirements for
mortgage loans secured by manufactured homes, servicers must ensure that all mortgage loans
that are secured by manufactured homes are so identified on their internal systems.
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If it comes to the attention of the servicer that it is servicing a mortgage loan secured by a
manufactured home that was delivered to Fannie Mae without notation of Special Feature Code
235 (which is required to identify that property type), the servicer must follow the process
documented in F-1-11, Manufactured Home Post-Purchase Adjustments.
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Section A2-5.2, Retention and Examination
of Individual Mortgage Loan Files and
Records

UA2-5.2-01, Storage of Individual Mortgage Loan Files and
Records (11/12/2014)

Introduction

This topic contains the following:

*  Record Storage Formats

*  Electronic Records and Transactions

*  Receipt of Electronic Records

*  General Rules on Transactions with Fannie Mae

Record Storage Formats

Generally, the documents associated with the origination and servicing of a mortgage loan that
the seller/servicer must be retain in paper format are

* the security instrument (and any related riders),
 any other document that changes the terms of the mortgage loan,

* the assignment for a MERS-registered mortgage loan (when MERS is not named as nominee
for the beneficiary),

* the unrecorded assignment of the mortgage loan to Fannie Mae (if the mortgage loan is
not registered with MERS and the seller/servicer or a document custodian is holding the
assignment as a custodial document), and

+ the note and any related addenda (if the servicer or a document custodian is holding the note as
a custodial document).

When the seller/servicer chooses to store these documents in a format other than paper, it must
provide any prospective transferee servicer with information about the methods it uses for
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document and records storage. If the transferee servicer uses a different storage method, the
transferor seller/servicer must work with the transferee servicer to convert the documents and
records to a format that is compatible with the transferee servicer's storage methods.

Any servicer submitting an electronic mortgage loan modification to Fannie Mae must ensure
that the electronic record complies with all other requirements of the Servicing Guide and
applicable law.

Fannie Mae requires that electronic and non-electronic mortgage loan modifications be provided
to the servicer’s document custodian. If the custodian is not yet electronically enabled, Fannie
Mae will not object to the provision of a paper copy of an electronic mortgage loan modification
being provided to the custodian. However, the servicer must implement processes which ensure
that the integrity of the information in the paper copy has been preserved.

All other documents in the individual mortgage loan file may be retained in an electronic
format (as discussed in Record Retention Requirements in A2-5.2-03, Retention and Storage of
Individual Mortgage Loan Files and Records.

The seller/servicer may retain most of the records required to originate and service a mortgage
loan in other-than-paper format, regardless of whether the documentation was originally obtained
in paper format or in some other type of format. The seller/servicer may use the following
methods for storing this documentation:

* photographic,

* microfilm,

* electronic (including digital), or

* other storage technology.

Electronic Records and Transactions

An electronic record is a contract or other record that is created, generated, sent, communicated,
received, or stored by electronic means. A record is information that is inscribed on a tangible
medium or that is stored in an electronic or other medium and is retrievable in perceivable form.
The servicer (and/or, as applicable, document custodian) is required to retain the foregoing
records as set out below. All records in the individual mortgage loan file may be retained as
electronic records, except for the promissory note and any ink-signed originals of instruments
that modify or supplement the promissory note. For sellers/servicers that have been approved by
Fannie Mae to deliver eMortgages, this requirement will not apply to eMortgage loans.
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Moreover, electronic records may be delivered as part of an electronic transaction by the seller/
servicer to the servicer, document custodian, or Fannie Mae, or by a third party, when one is
involved.

All electronic records for mortgage loans sold to Fannie Mae must comply with all applicable
requirements and standards set forth or referenced in the federal Electronic Signatures in ESIGN
and, if applicable, the UETA adopted by the state in which the subject property secured by the
mortgage loan associated with an electronic record is located.

The servicer must ascertain that any electronic documents it uses meet all legal standards, and
must have appropriate storage, retrieval, and back-up systems for such electronic documents.

Fannie Mae may provide notices, demands, or requests, including notices of defect and demand
letters for indemnification or repurchases, to sellers/servicers in accordance with the electronic
record provisions to the Servicing Guide.

Receipt of Electronic Records

Unless Fannie Mae specifies otherwise, Fannie Mae relies on the rules set forth in Section 15 of
UETA to make the determination of whether an “electronic record” has been sent and received,
and Fannie Mae will not consider an electronic record to have been received until it is able to
access it during its regular business hours.

General Rules on Transactions with Fannie Mae

When Fannie Mae and the servicer or document custodian participate in a transaction that is
effected by electronic means and/or evidenced by electronic records, both parties agree to be
bound by any electronic records transmitted to or from Fannie Mae that are permitted or required
to be delivered electronically under

* the Lender Contract,
» Fannie Mae's Selling Guide and Servicing Guide,
* any negotiated transaction with the servicer related to Fannie Mae's Guides, and

* any other directions that Fannie Mae has otherwise provided to the servicer or document
custodian in another paper or electronic writing (such as Announcements, Lender Letters, a
product-specific guide, or Fannie Mae's separate publication, Fannie Mae Requirements for
Document Custodians).

All electronic transactions must be conducted in a way that Fannie Mae has expressly authorized.
Fannie Mae may provide notices, demands, or requests, including notices of defects and demand
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letters for indemnification, repurchases and repurchase alternatives, to sellers/servicers in
accordance with the electronic records provisions of the Servicing Guide.

The servicer or document custodian agrees that Fannie Mae is authorized to rely conclusively on
the accuracy, authenticity, integrity, and validity of the electronic records (including any delivery
instructions) and that Fannie Mae is under no obligation to verify or authenticate inaccuracies or
inconsistencies.

Fannie Mae will try to correct errors and/or process changes if it receives appropriate
notification, but Fannie Mae cannot be held responsible if changes or corrections are not received
in time to act on them.

In no event will Fannie Mae be liable for the failure of its Internet service provider, the

Internet service provider of the servicer or a document custodian, or any telecommunications,
information processing, and/or information storage service to transmit an electronic record in a
timely and accurate manner or for any other inaccuracy or delay that results from the failure of a
third-party provider of telecommunications or other services.

UA2-5.2-02, Seller/Servicer’s or Document Custodian’s
Electronic Transactions with Third Parties (11/12/2014)

Introduction

Fannie Mae expects the seller/servicer to have in place appropriate measures to ensure the
authenticity, integrity, security, and accuracy of all information that it uses to service Fannie
Mae mortgage loans. The seller/servicer may obtain the documents that are needed to service

a mortgage loan through the use of an electronic record. Similarly, a document custodian

may accept mortgage loan data in an electronic format from a seller/servicer and provide its
certification of an MBS pool submission to Fannie Mae electronically. The type of electronic
format, signature requirements, and storage of electronic records will depend, in part, on the
type of electronic record. From time to time, Fannie Mae may specify an electronic format for a
particular electronic record. The seller/servicer or document custodian is responsible for ensuring
that any electronic record includes, at a minimum, all of the information that would have been
required had the record been a paper document.

This topic contains the following:

*  Electronic Records Received from Third Parties
*  Consent Requirements

*  Electronic Signatures

*  Integrity of the Electronic Record
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Electronic Records Received from Third Parties

Fannie Mae requires the seller/servicer or document custodian to satisfy certain conditions
related to the use of electronic records received from third parties. These conditions represent
Fannie Mae’s minimum standards and relate to

 reaching a mutual agreement (or providing consent) to use the electronic record(s) (or
disclosures);

« specifying the format for, and evidence of, electronic signatures; maintaining the integrity of
the electronic record(s); and

» reproducing the electronic records in paper or other format if requested by Fannie Mae.

The seller/servicer is responsible for the accuracy and authenticity of information it obtains
related to the origination and servicing of mortgage loans sold to Fannie Mae. The seller/servicer
must determine the most appropriate procedures and controls to use given the nature of its
operations and its business relationship with the third party.

A document custodian should make a similar determination consistent with its operations and its
relationships with the servicers with which it does business.

Consent Requirements

The seller/servicer or document custodian must ensure that the parties to any electronic record
have appropriately agreed to the use of the electronic record and/or electronic signature in a way
that will create a binding electronic record under the ESIGN, the UETA, and any other applicable
laws. The seller/servicer must obtain the specific agreement of the borrower(s) to the use of any
electronic record, making sure that it complies with the requirements of ESIGN (refer to Chapter
101(c) of ESIGN) that address the type and content of the consent that must be obtained before
using an electronic format to provide any of the disclosures that must be given to borrowers in
connection with the servicing of a mortgage loan. Sellers/servicers and document custodians
must be aware of, and comply with, any additional requirements related to the use of electronic
signatures, records, and disclosures that are imposed by regulatory agencies or state legislation.

Electronic Signatures

If an electronic record requires (or permits) an electronic signature, the transmission of the
electronic record, along with any passwords or other identification required by Fannie Mae
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(such as the seller/servicer’s nine-digit Fannie Mae seller/servicer number), will constitute the
servicer’s or the document custodian’s electronic signature.

The seller/servicer or document custodian may use any form of electronic signature that is

valid under applicable law. All electronic signatures must be “attributable” to the signer, which
includes the individual responsible for signing the document, as well as any entity that individual
intends to bind by the signature. Attribution may be achieved through any combination of
technological methods, business processes, and surrounding circumstances that produces a level
of attribution that is appropriate to the document in question, taking into account the nature of the
document and the identities of the parties involved.

The seller/servicer or document custodian must collect and retain appropriate evidence to
+ document a signer’s agreement to use an electronic signature,

* demonstrate a signer’s execution of a particular electronic signature, and

* prove its attribution of the electronic signature to that signer.

Any files that the seller/servicer maintains must include:

* the name of the person and related entity, if applicable, who signed each document in the
individual mortgage loan file,

* the borrower’s consent for the use of any electronic signature or disclosure,
* the date of the signature, and

* the method by which the document was signed, as well as any associated information that can
be used to verify the electronic signature.

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

+ any required disclosures made before obtaining the borrower’s consent,
* the borrower’s consent to receiving subsequent disclosures electronically, and

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

When Fannie Mae performs a post-purchase, early payment default, or post-foreclosure quality
control review on a mortgage loan for which one or more electronic signatures were used, the
servicer must include with any underwriting and legal documentation it is required to submit to
Fannie Mae the evidence and attribution information for each such use of an electronic signature.
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This information must be sufficient to enable Fannie Mae to conduct a thorough post-purchase
quality control review. For example, the evidence of the borrower’s signature with respect to

a verification of employment must allow Fannie Mae the ability to request and receive a re-
verification of the information from the borrower’s employer.

Integrity of the Electronic Record

Electronic records must be generated, processed, stored, and transmitted in a manner that ensures
that each electronic record

* accurately reflects the information set forth in the record after it was first generated in its final
form as an electronic record (or otherwise), and

» remains accessible for later reference by all persons who are legally entitled to access it for the
period of time for which such access is legally required.

The seller/servicer or the document custodian must take appropriate steps to ensure the electronic
record accurately reflects the information as it was first presented in the electronic record to the
signer or intended beneficiary of that electronic record (including the exact format in which the
information was presented in any case in which certain methods or presentation are prescribed
by law or regulation or would be material to the likely interpretation of any rights or obligations
conferred by the record).

To reduce the risk of fraudulently created records, the seller/servicer or document custodian

also is responsible for authenticating the identity of the transmitter of any electronic record and
ensuring the integrity of the electronic record at each stage of its creation, transmission, and
storage while the electronic record is under its control. The seller/servicer or document custodian
must be able to reproduce the electronic record(s) in paper (or other) format if Fannie Mae so
requests.

UA2-5.2-03, Retention and Storage of Individual Mortgage
Loan Files and Records (11/12/2014)

Introduction

This topic contains the following:

*  Record Retention Requirements
*  Access to Records

*  Data Integrity
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Record Retention Requirements

If the seller/servicer is acting as the document custodian and thus has possession of the original
mortgage loan note and any related addenda or an original assignment of the mortgage loan to
Fannie Mae for a mortgage loan that is not registered with MERS, those records must be retained
in original form.

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

Type of record Requirements
Mortgage loan The seller/servicer must maintain permanent mortgage account records
payment records for each mortgage loan it services for Fannie Mae. The records must be

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

The seller/servicer’s accounting system must be able to produce detailed
information on

« all transactions that affect the mortgage loan balance (the amount and
due date of each payment, when the payment was received, and how the
payment was applied);

+ the financial status of the mortgage loan (the latest outstanding balances
for principal, escrow deposits, advances, and unapplied payments); and

* any overdrafts in the escrow account.

Accounting reports |Unless Fannie Mae indicates otherwise, the seller/servicer may destroy
any accounting reports 18 months after such reports are filed with Fannie

Mae.
Annual statement | The servicer must maintain a copy of Form 2001 in paper or electronic
of eligibility form in its records for seven years at all locations that are covered by the
for document completed form and ensure that they are available for on-site reviews.
custodians (Form
2001)
Records related to | The servicer must retain all documents and information received during
HAMP the process for determining borrower eligibility for HAMP, including the

outcome of the evaluation and/or evidence supporting the rationale if a
trial period plan is not finalized, for a period of seven years from the date
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Type of record Requirements

of document collection or for four years from the date the mortgage loan
is liquidated (measured from the date of borrower payoft or the date that
any applicable claim proceeds are received), whichever is later.

The servicer must also retain all data, books, reports, documents, audit
logs, and records, including electronic records, related to HAMP. In
addition, the servicer must maintain a copy of all computer systems and
application software necessary to review and analyze any electronic
records. Unless otherwise directed by Fannie Mae, the servicer must retain
these records for mortgage loans owned or securitized by Fannie Mae for
at least four years, or for such longer period as may be required pursuant
to applicable law.

Records related to | The servicer must retain all documents and information received during
2MP the process for determining borrower eligibility for 2MP, including
evidence of application of each mortgage loan modification step, for a
period of seven years from the date of document collection or for four
years from the date the mortgage loan is liquidated (measured from the
date of payoff or the date any applicable claims proceeds are received),
whichever is later.

The servicer must retain all documents and information related to the
monthly payments during and after any trial period, as well as incentive
payment calculations and such other required documents.

In addition, the servicer must retain detailed records to document the
reason(s) for any trial mortgage loan modification failure.

Records related The seller/servicer must retain any of the documents required to be

to bankruptcy included in the individual mortgage loan file (see Contents of the

or foreclosure Individual Mortgage Loan File in A2-5.1-02, Overview of Individual
proceedings Mortgage Loan Files and Records) and must ensure that they are readily

accessible if needed in any bankruptcy or foreclosure proceeding, or

for any other purpose in connection with the servicing of the mortgage
loan. The seller/servicer may hold copies if originals are not required,
while originals have been sent for filing but have not yet been returned,
or while the originals are otherwise temporarily out of the seller/servicer's

possession.
Expense The servicer must retain in the mortgage loan servicing file all supporting
reimbursement documentation for all requests for expense reimbursement (for example,

claims
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Type of record Requirements

vendor invoices and third-party invoices from the vendor rendering
services).

Liquidation records | After a mortgage loan is liquidated, the seller/servicer must keep the
individual mortgage loan records, including property inspection reports,
copies of delinquency repayment plans, copies of disclosures of ARM
loan interest rate and payment changes, documents related to insurance
loss settlements, and foreclosure records, as required by the Servicing
Guide for at least four years (measured from the date of payoff or the
date that any applicable claim proceeds are received), unless the local
jurisdiction requires longer retention or Fannie Mae specifies that the
records must be retained for a longer period.

Records related If a mortgage loan or property is repurchased or a make whole payment
to repurchase or remitted, the responsible party must keep the individual mortgage loan
reimbursement records for at least four years (measured from the date of borrower payoff

or the date that any applicable claim proceeds are received), unless
applicable law requires longer retention or Fannie Mae specifies that the
records must be retained for a longer period.

Access to Records
The responsible party must make copies of the individual mortgage loan records available to
Fannie Mae upon its request. Fannie Mae has the right to examine, at any reasonable time, any

and all

+ records that pertain to mortgage loans it holds in its portfolio or those that have been included
in an MBS pool,

* accounting reports associated with those mortgage loans and borrower remittances, and

* reports, data, information, and documentation that it considers necessary to ensure that the
seller/servicer is in compliance with Fannie Mae’s requirements.

Fannie Mae’s examination and audit of the seller/servicer’s records will consist of
* monitoring all monthly accounting reports submitted to Fannie Mae;

+ conducting periodic procedural reviews during visits to the seller/servicer’s office or the
document custodian’s place of business;
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+ conducting, from time to time, in-depth audits of the servicer’s internal records and operating
procedures—including, but not limited to, the examination of financial records, borrower
escrow accounts, and underwriting standards; and

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

When Fannie Mae sends written request to the seller/servicer or responsible party to examine
mortgage loan records, the seller/servicer or responsible party must deliver all mortgage loan
records and documents to Fannie Mae or its designee at no cost to Fannie Mae.

Each mortgage loan must be clearly identified. If the seller/servicer is retaining any of the

records in a format other than paper, the seller/servicer must reproduce them at its own expense.
Fannie Mae will not execute any trust receipts for documents it requests and will not participate
in, or provide compensation for, their delivery. If Fannie Mae has only a participation interest in
a mortgage loan, Fannie Mae will agree to provide proof of its ownership interest upon request.

If the seller/servicer does not respond to Fannie Mae’s request to produce any documents or
other records that Fannie Mae requires it to maintain, Fannie Mae will presume that it did not
produce the requested records because they would confirm that the seller/servicer did not take
certain actions required by Fannie Mae. If that is not the case, the seller/servicer must provide a
reasonable explanation for its failure to produce the records and, if appropriate, offer evidence
that any particular requirement Fannie Mae is concerned about was satisfied.

If the seller/servicer fails to provide a reasonable explanation or any evidence showing that the
requirement was satisfied, Fannie Mae can take any action that is authorized under the Lender
Contract or Fannie Mae’s Guides for the seller/servicer’s breach of Fannie Mae’s requirements.

If Fannie Mae has to take legal action to obtain these records, the seller/servicer will be liable for
any legal fees, costs, and related expenses incurred by Fannie Mae in enforcing its right of access
to the records, unless it is determined that Fannie Mae had no legal right of access to them.

Data Integrity

No matter which method the seller/servicer uses for obtaining and storing mortgage loan records,
it is responsible for ensuring that the record or information is prepared in compliance with Fannie

Mae’s requirements, and for ensuring the integrity and accuracy of the individual mortgage loan
file.

The seller/servicer must periodically review changes in technology to make sure that all records
(including electronic records) will continue to be obtainable and readable in the future.
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and Examination of Individual Mortgage Loan Files and Records

If the seller/servicer originally obtains a document in paper format, it may later convert the
document to an electronic format for storage purposes—and destroy the original document,

if it is not one of the documents that must be maintained in its original paper form. Electronic
records that were initially generated in paper form must be legible, and the seller/servicer must
accurately and authentically preserve any alterations, erasures, white-outs, or similar indications
of changes.

The seller/servicer must still be able to retrieve and reproduce a complete and clear copy of the
record in its original format (including any addenda, photos, and attachments, if applicable) upon
request by Fannie Mae.

The seller/servicer must retain documentation that explains the process used to convert paper-
based records to electronic formats and specifies the date of conversion, method of conversion,
and disposition of the original paper records.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 146



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 6, Requirements Related to the Custodial Documents

Chapter A2-6, Requirements Related to the
Custodial Documents

L] Requirements Related to the Custodial Documents

Introduction

This chapter contains information on the requirements related to custodial documents.

In This Chapter

This chapter contains the following topics:

A2-6-01, Custodial Documents (06/10/2015) . ... ... e 148
A2-6-02, Document Custodians (11/12/2014) .. ... .. e 150
A2-6-03, Fannie Mae’s Designated Document Custodian (11/12/2014) ................. 157
A2-6-04, Operational Requirements Applicable to All Document Custodians (06/10/2015)
.......................................................................... 158
A2-6-05, Transfer of Custodial Documents to a Different Document Custodian (06/10/2015)
.......................................................................... 162
A2-6-06, Document Custodian Reporting Requirements: Active and Inactive Status

(1171272004 .« oot e e e 166
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- A2-6-01, Custodial Documents (06/10/2015)

Introduction

Custodial documents are the legal documents pertaining to a mortgage loan that Fannie Mae’s
DDC or a seller/servicer-designated document custodian takes into physical possession when
Fannie Mae purchases or securitizes a mortgage loan.

This topic contains the following:

*  Required Custodial Documents for Portfolio and MBS Mortgage Loans
*  Document Storage Requirements for Portfolio Mortgage Loans

*  Document Storage Requirements for MBS Mortgage Loans

*  Providing MBS and Portfolio Mortgage Loan Information

*  Releasing Custodial Documents

Required Custodial Documents for Portfolio and MBS Mortgage Loans

The following documents are considered to be key custodial documents for portfolio and MBS
mortgage loans:

« original mortgage notes (and note addenda);

+ other documents that are delivered to the document custodian to assist in certification of
portfolio mortgage loans or certification of eligibility of the mortgage loan for inclusion in an
MBS pool, such as any instruments that modify the terms of the note, powers of attorney, and
interest rate buydown plans; and

+ original, unrecorded assignments of mortgage loans to Fannie Mae (or corresponding
documents for co-op share loans).

All other documents may be held in the individual mortgage loan file maintained by the servicer.

Note: When mortgage loans are registered in MERS, assignments of the mortgage loans
to Fannie Mae are not required custodial documents.

Document Storage Requirements for Portfolio Mortgage Loans

Custodial documents for portfolio mortgage loans must be stored with Fannie Mae’s DDC.
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Document Storage Requirements for MBS Mortgage Loans

Custodial documents for MBS mortgage loans may be maintained by a seller/servicer-designated
document custodian, which may be a third-party custodian, the seller/servicer itself, an affiliate
of the seller/servicer, or Fannie Mae’s DDC. If the seller/servicer chooses to use a document
custodian other than Fannie Mae’s DDC, the document custodian must be a Fannie Mae-
approved custodian in compliance with the requirements set out in the Selling Guide, Servicing
Guide, and the Requirements for Document Custodians.

Providing MBS and Portfolio Mortgage Loan Information

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

Releasing Custodial Documents

The document custodian must not release custodial documents for either portfolio or MBS
mortgage loans unless it receives a written request containing substantially the same information
as required by the Request for Release/Return of Documents (Form 2009). If a servicer transfers
documents to a different document custodian at any time after an MBS pool is issued, the

new document custodian must recertify the pool by indicating that it has received all required
documents and that any new documents required in connection with the transfer satisfy Fannie
Mae’s requirements. See A2-6-05, Transfer of Custodial Documents to a Different Document
Custodian for additional information.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015
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- A2-6-02, Document Custodians (11/12/2014)

Introduction

This topic contains the following:

*  Roles and Responsibilities of the Document Custodian

*  Selecting a Document Custodian

*  Documentation of the Document Custodian Relationship

*  Compensation for the Document Custodian

»  Liability for Custodial Documents

»  Approval Process for New Document Custodians

»  Eligibility Criteria Applicable to All Document Custodians

»  Eligibility Criteria Applicable to Sellers/Servicers or Affiliates Acting as a Document
Custodian

*  Monitoring the Financial Rating of Document Custodians

*  Insurance Requirements for Document Custodians

*  Financial Institution Bond

*  Errors and Omissions Insurance

Roles and Responsibilities of the Document Custodian
The document custodian must

» provide appropriate information to enable a seller/servicer to determine that the document
custodian satisfies Fannie Mae’s eligibility criteria, and

« assist the seller/servicer in monitoring the document custodian’s financial viability and
operational capabilities on an ongoing basis.

The document custodian must review and examine all required custodial documents that the
seller/servicer delivers to it to ensure that all required documents are received and that they
conform to the data and documentation provisions of the Guides that apply to document custody
in addition to the provisions of the RDC Guide. From that point forward, the document custodian
must exercise control over all documents that are retained in its custody on behalf of Fannie
Mae. If the document custodian discovers errors or missing documents as part of the certification
process prior to Fannie Mae’s purchase of the mortgage loans, the document custodian must
work with the seller to resolve the issues. The document custodian is acting on behalf of the
seller/servicer and Fannie Mae when certifying mortgage loan documents and data at the time of
acquisition by Fannie Mae.
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At any time, with or without cause, Fannie Mae has the right to require a servicer or document
custodian to transfer documents to a different document custodian, which may be the Fannie Mae
DDC or another eligible document custodian.

Selecting a Document Custodian

For portfolio mortgage loans, the seller/servicer must use Fannie Mae’s DDC. For MBS
mortgage loans, the seller/servicer may select any Fannie Mae-approved document custodian
(including Fannie Mae’s DDC) that meets the eligibility and operational requirements set forth in
the Guides and the RDC Guide.

Documentation of the Document Custodian Relationship

Each custodian arrangement must be evidenced by the execution of a custodial agreement. All
arrangements for the custody of portfolio or MBS mortgage loans between the seller/servicer

and Fannie Mae’s DDC must be evidenced by the execution of a Designated Custodian Master
Custodial Agreement (Form 2010). All other arrangements for the custody of MBS mortgage
loans between the seller/servicer and a seller/servicer-designated document custodian (other than
Fannie Mae’s DDC) must be evidenced by the execution of a Master Custodial Agreement (Form
2003). Both Form 2010 and Form 2003 are triparty agreements by and among the seller/servicer,
the document custodian, and Fannie Mae.

To execute a Master Custodial Agreement (Form 2003), the seller/servicer must send the Form
2003, showing original signatures for both the seller/servicer and the document custodian, to the
Custodian Oversight and Monitoring Operations department (see F-4-03, List of Contacts).

Fannie Mae will sign the document, retain the original, and send copies of the fully executed
Agreement to the seller/servicer and document custodian. For information on executing
Form 2010, refer to Execution of a Designated Custodian Master Custodial Agreement in
A2-6-03, Fannie Mae’s Designated Document Custodian.

If the document custodian is newly approved, the document custodian will need to register for
the Document Certification application. For all MBS mortgage loans, the document custodian
will certify the mortgage loans through the Document Certification application.

Compensation for the Document Custodian

The seller/servicer must pay all compensation the document custodian is due for the performance
of its duties under the custodian arrangement. Fannie Mae is under no obligation to pay any
compensation to the document custodian.
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Liability for Custodial Documents

The seller/servicer is responsible for the safekeeping of Fannie Mae custodial documents at all
times. Therefore, the seller/servicer will be held liable to Fannie Mae for any and all liabilities,
obligations, and losses incurred by or asserted against Fannie Mae as the result of the seller/
servicer’s selection of the document custodian or by reason of such document custodian’s
custody of the custodial documents, regardless of whether the document custodian meets Fannie
Mae’s eligibility criteria.

Both Form 2003 and Form 2010 provide that the document custodian will be liable to Fannie
Mae for any and all liabilities, obligations, and losses incurred by or asserted against Fannie Mae
as the result of any negligence, malfeasance, act or omission by the document custodian, in its
performance (or nonperformance) of the functions and duties of the document custodian required
by Form 2003 or Form 2010, as applicable, the Guides, or the Requirement for Document
Custodians.

The seller/servicer is required to establish appropriate methods for monitoring the financial
viability rating, and operational capabilities of any document custodian it uses to hold custodial
documents for Fannie Mae. At a minimum, the seller/servicer must require the document
custodian to advise it each year about the results of internal audits so that the seller/servicer can
evaluate whether Fannie Mae documents are being properly managed and controlled.

Approval Process for New Document Custodians

Fannie Mae requires each new document custodian to be approved by Fannie Mae before it
certifies and/or holds Fannie Mae MBS mortgage loans. If a document custodian that does not
currently hold Fannie Mae mortgage loans desires to certify and/or hold MBS mortgage loans
for Fannie Mae, the document custodian must comply with the application and approval process
outlined in the Requirement for Document Custodians. If approved, the document custodian
will be an Active Document Custodian. The document custodian will maintain its active status
provided it certifies at least one mortgage loan on behalf of Fannie Mae in each calendar year.

To receive approval, the document custodian must submit a completed Application for Active
Document Custodianship (Form 2008) to Fannie Mae along with the required supporting
documentation described on the Form and the related instructions, which are available on Fannie
Mae’s website. For information concerning the approval process for new document custodians,
see the Requirement for Document Custodians.
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Eligibility Criteria Applicable to All Document Custodians

In order to serve as a Fannie Mae document custodian, an institution must meet all of the criteria
described in the following table.

Status

The institution must...

Regulation of institution

be one of the following:

1. a financial institution that is subject to supervision and
regulation by the:

a. FDIC,

b. Board of Governors of the Federal Reserve System,
c. OCC, or

d. NCUA;

2. a subsidiary or parent of a financial institution or holding
company that is supervised and regulated by one of these entities;

3. a Federal Home Loan Bank.

Good standing with regulator

be in good standing with its regulator, if the document custodian
itself is the regulated institution. If the document custodian is
not a regulated institution, the document custodian’s parent or
subsidiary must be in good standing with its regulator.

To be in good standing, the document custodian (or its parent

or subsidiary, when applicable) cannot be in receivership or
conservatorship, undergoing liquidation, or operating under any
other program of management oversight by its primary regulator.

Fannie Mae will consider a request to permit a document
custodian that is successfully operating under an approved capital
plan to hold Fannie Mae documents, particularly if the custodian
is an organization that has previously acted as a document
custodian for Fannie Mae documents.

Financial rating

satisfy Fannie Mae’s financial rating requirements, as applicable:

1. A third-party document custodian must have one of the
following ratings:
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Status The institution must...

a. 125 or better rating from IDC or
b. C or better rating from Kroll Bond Rating Agency, Inc.

2. A document custodian that is the seller/servicer or an affiliate
of the seller/servicer must have one of the following ratings:

a. 130 or better rating from IDC, or

b. C+ or better rating from Kroll.

When the document custodian is not a regulated financial institution, the document custodian’s
parent or subsidiary must, itself, meet the financial rating standards. If the regulated entity is
rated by IDC and Kroll, then the document custodian (or its parent or subsidiary) only needs to
satisfy one of the two rating requirements (provided that the other rating is not lower than a 75
from IDC or a D from Kroll).

Eligibility Criteria Applicable to Sellers/Servicers or Affiliates Acting as a Document
Custodian

In addition to the custodial institution meeting the eligibility criteria mentioned, a seller/servicer
that serves as a Fannie Mae document custodian or designates an affiliated entity as a Fannie
Mae document custodian must have a financial rating that meets or exceeds at least one of the
following criteria:

* Fitch Long Term rating of BBB,
+ Standard & Poor’s Long Term rating of BBB, or
* Moody’s Investors Service, Inc. Long Term rating of Baa2.

If the seller/servicer is not a rated institution, then the nearest parent that has a rating must have
a financial rating that meets or exceeds at least one of the criteria mentioned above. If the seller/
servicer fails to meet the recommended financial rating, Fannie Mae, in its sole discretion, may
restrict the seller/servicer’s ability to serve as Fannie Mae’s document custodian or to use an
affiliated document custodian or may impose additional duties and restrictions on the seller/
servicer and/or on the affiliated document custodian.

Monitoring the Financial Rating of Document Custodians

The seller/servicer and the document custodian must have procedures in place to monitor the
document custodian’s financial rating on a quarterly basis to ensure ongoing eligibility to act as a
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document custodian. If the custodian is not a regulated institution and is relying upon its parent’s
or subsidiary’s rating, then the seller/servicer and the document custodian must have procedures
in place to monitor that parent’s or subsidiary’s rating. Should the financial rating fall below

the minimum criteria, both the document custodian and the seller/servicer must immediately
notify its Fannie Mae Servicing Representative (see F-4-03, List of Contacts) and send an email
notification to Fannie Mae’s Custodian Oversight and Monitoring Operations department (see
F-4-03, List of Contacts). Fannie Mae will determine, in its sole discretion, whether it will allow
the custodial documents to remain with the current document custodian or require them to be
transferred to an acceptable document custodian.

Insurance Requirements for Document Custodians

Each document custodian must have a financial institution bond (or equivalent insurance) and
errors and omissions insurance policies in effect at all times. The requirements described in

the Servicing Guide do not diminish or alter any current insurance requirements or obligations
otherwise required by Fannie Mae for a seller/servicer (in its capacity other than as a document
custodian).

The required coverage must be underwritten by insurance carriers rated by either A.M. Best
Company, Inc. or Standard & Poor’s, Inc. as outlined in the following table.

Rating Agency Required Rating
A.M. Best Company, Inc. “B” or better rating.
Standard & Poor’s, Inc. “BBB” or better rating.

A document custodian that is a subsidiary or affiliate of a financial institution may use its
parent’s or affiliate’s financial institution bond and errors and omissions insurance policies.

The document custodian must be named as a joint insured under the financial institution bond
and the errors and omission policies and, if the document custodian is not a regulated financial
institution, the parent’s or affiliate’s bond or insurance policies must at a minimum meet Fannie
Mae’s requirements as stated in the Guides.

The document custodian must notify the seller/servicer and Fannie Mae’s Custodian Oversight
and Monitoring department at least 30 days before the effective date of an insurer’s action to
cancel, reduce, decline to renew, or impose a restrictive modification to the document custodian’s
coverage, for any reason other than a partial or full exhaustion of the insurer’s limit of liability
under the policy. See A2-6-06, Document Custodian Reporting Requirements: Active and
Inactive Status.

The document custodian must also report to the seller/servicer and to Fannie Mae’s Custodian
Oversight and Monitoring department within 10 business days after the occurrence of any single

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 155



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae
Chapter 6, Requirements Related to the Custodial Documents

loss in excess of $100,000 that would be covered by the financial institution bond or the errors
and omissions policy. This must be reported even if no claim will be filed or if Fannie Mae’s
interest will not be affected. In addition, the document custodian must promptly advise both
the seller/servicer and Fannie Mae of any cases of embezzlement or fraud in the document
custodian’s organization, even if Fannie Mae’s mortgage notes are not involved or if no loss
has been incurred. The document custodian’s report must indicate the total amount of any
embezzlement or fraud loss regardless of whether a claim was or will be filed with an insurer.

Financial Institution Bond

A document custodian must have a financial institution bond (or equivalent insurance) protecting
against, at a minimum

* losses resulting from dishonest or fraudulent acts of directors, officers, employees, and
contractors; and

» physical damage or destruction to, or loss of, any mortgage notes and assignments while such
documents are located on the document custodian’s premises or in transit while under the
control of the document custodian.

The insurance coverage must be in an amount that is commercially reasonable and is commonly
found in the mortgage industry, based on the number of mortgage notes and assignments held

in custody. The policy’s deductible clause may be for any amount up to a maximum of 5% of
the face amount of the bond. A document custodian must obtain Fannie Mae’s permission for a
higher deductible amount.

Errors and Omissions Insurance

A document custodian must have errors and omissions insurance covering the following:

* liability due to errors or omissions in the performance of services, and

* claims resulting from the document custodian’s breach of duty, neglect, misstatement,
misleading statement, or other wrongful acts committed in the conduct of document custodial
services.

Coverage limits must be not less than $1 million per claim and $10 million in the aggregate, on

a claims-made basis. The policy’s deductible clause may be for any amount up to a maximum of
5% of the face amount of the policy.
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UA2-6-03, Fannie Mae’s Designated Document Custodian
(11/12/2014)

Introduction

The Fannie Mae DDC is The BNY Mellon. The DDC performs all of the standard custodial
services for the certification and custody of Fannie Mae mortgage loan deliveries. Fannie Mae
requires that all portfolio mortgage loan deliveries be certified and held by its DDC. This applies
to the following:

* portfolio mortgage loans,

* ASAP Plus™ mortgage loans,

* ASAP Plus mortgage loans that are redelivered as MBS pools, and
» E-notes (portfolio mortgage loans only).

For MBS mortgage loan deliveries, sellers/servicers may elect to use Fannie Mae’s DDC to
hold custodial documents or may select another approved document custodian that meets the
eligibility and operational requirements as set forth in the Guides and in the RDC Guide.

This topic contains the following:
*  Execution of a Designated Custodian Master Custodial Agreement
*  Payment of Fees for Certification and Custody Services

Execution of a Designated Custodian Master Custodial Agreement

Fannie Mae requires sellers/servicers of portfolio mortgage loans to execute a Designated
Custodian Master Custodial Agreement (Form 2010). Form 2010 covers certification and
custody for both portfolio and MBS pool mortgage loans.

The seller/servicer must complete Form 2010 and send it directly to the DDC for its execution.

Upon receipt of the executed Form 2010, the DDC will send the seller/servicer ancillary
documentation for completion. After the DDC has received the completed ancillary
documentation from the seller/servicer and has completed its on-boarding and other procedures
related to the acceptance of new customers, Form 2010 will be executed by the DDC and Fannie
Mae. A copy of the fully executed Form 2010 will be returned to the seller/servicer for its
records.
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Note: The DDC will not certify mortgage loans for a seller/servicer until it has received
an executed copy of Form 2010 and the required ancillary documents.

Payment of Fees for Certification and Custody Services

The DDC will bill the seller/servicer for certification and custody of portfolio and MBS pool
mortgage loans (if applicable) upon certification of each file delivered to the DDC. However,

if the seller and servicer of a mortgage loan are different entities and the seller has negotiated a
fee arrangement with the servicer, the seller or servicer should notify the document custodian of
the fee arrangements to ensure proper billing. In the event that payment has not been remitted

to the DDC for services it has provided, Fannie Mae will look to the servicer as the responsible
party. Failure to remit payments to the DDC as required is a breach of the requirements of the
servicer’s MSSC.

L] A2-6-04, Operational Requirements Applicable to All
Document Custodians (06/10/2015)

Introduction

This topic contains the following:

*  Operating Standards

*  Independent Custody Department

*  Commingling of Fannie Mae Custodial Documents
*  Monthly Quality Control Review

*  Annual Audit Requirements

Operating Standards

All document custodians must meet at least the minimum operating standards with respect to
staffing, written procedures, disaster recovery plans, document tracking capabilities, and physical
storage facilities outlined in the following table.

0 The document custodian must...

Register for the Web-based Document Certification system in order to have the
ability to electronically transmit MBS pool certifications. The institution agrees to be
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0 The document custodian must...

bound by any electronic record transmitted to or from Fannie Mae that is permitted or
required to be delivered electronically under the Selling Guide and Servicing Guide
or directions that Fannie Mae has otherwise provided to the document custodian in
another form.

Employ a staff that is familiar with the forms and procedures for mortgage loan and
pool certifications and mortgage document control that Fannie Mae requires and how
they relate to each staff member’s specific functions.

Have established written procedures that address the review and control of the
mortgage note, assignments of the mortgage or deed of trust, and any special
documentation that Fannie Mae requires for certain types of mortgage loans, and also
have authorized access procedures and measures in place to determine that employees
adhere to the access procedures and all other written procedures.

Maintain a written disaster recovery plan that covers relocation/restoration of the
facilities, physical recovery of the files, backup and recovery of information from
electronic data processing systems, and additional requirements of periodic testing and
monitoring of the plan.

Have a process in place to electronically obtain the Fannie Mae loan number from
the seller/servicer and retain the Fannie Mae loan number for every mortgage loan
for which the document custodian provides custodial services, and, upon request by
Fannie Mae, be able to perform reconciliations using the Fannie Mae loan number.

Have sufficient capabilities to track the receipt and release of documents or

files, to keep track of the physical location of the documents or files, and to

provide management reports to identify released documents or files, etc. Refer to
F-1-37, Reconciling Custodial Documents for the requirements when custodial
documents have been released for non-liquidation purposes (e.g., not paid in full,
repurchased or liquidated as a result of foreclosure, short sale, or Mortgage Release)
for more than 90 days.

Maintain secure, fire-resistant storage facilities that have adequate dual-access controls
to ensure the safety and security of the custodial documents and that provide at least
two hours of fire protection.

Be able to meet other requirements that Fannie Mae may subsequently specify.

Independent Custody Department

Fannie Mae requires that if a seller/servicer wants to act as the document custodian for MBS
mortgage loans it delivers to Fannie Mae, it must have an independent custody department
(which is established and operated under trust powers granted by its primary regulator). This
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requirement also applies to an affiliate of a seller/servicer that is acting as Fannie Mae’s
document custodian.

The seller/servicer’s or affiliate’s custody department must comply with the requirements
described in the following table.

O | The seller/servicer’s or affiliate’s custody department must...

Satisfy Fannie Mae’s eligibility criteria for document custodians.

Be physically separate from the departments performing mortgage loan origination,
selling, and servicing functions.

Maintain its own separate personnel, files, and operations.

Be subject to periodic review or inspection by the seller/servicer’s primary regulator,
or by the primary regulator of the seller/servicer’s parent or subsidiary if the seller/
servicer is not a regulated institution.

Have custodial officers who are duly authorized by corporate resolution or bylaws to
act on behalf of the seller/servicer in its trust capacity and are empowered to enter into
the Master Custodial Agreement (Form 2003).

Commingling of Fannie Mae Custodial Documents

Third-party document custodians may commingle Fannie Mae mortgage loan custodial files with
other investors’ mortgage loan files as long as

* the mortgage loans are identified as Fannie Mae mortgage loans on the physical file and on the
document custodian’s tracking system,

» the MBS mortgage loan pool files can be assembled quickly upon Fannie Mae’s request, and

» Fannie Mae has reasonable access to the document custodian’s system in the event the
document custodian is unable to assemble the mortgage loan pool files.

All sellers/servicers or affiliates that serve as document custodians are required to segregate
Fannie Mae mortgage loan custodial files from those of other investors. All Fannie Mae
mortgage loan custodial files must be clearly identified as Fannie Mae assets.

Monthly Quality Control Review

Document custodians must develop and implement a monthly QC review process to examine the
quality of document and data certifications for the prior month. See Fannie Mae Requirements
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for Document Custodians for information concerning the minimum requirements for the monthly
QC process and requirements for reporting QC results to Fannie Mae.

Annual Audit Requirements

Document custodians must engage the services of an independent third-part audit firm to perform
an annual audit to assess whether the document custodian satisfies Fannie Mae’s eligibility
criteria and operates in compliance with Fannie Mae’s requirements. Document custodians are
responsible for all costs associated with the independent audit.

See Fannie Mae Requirements for Document Custodians for information concerning the
minimum eligibility standards for independent third-party auditors and minimum audit
requirements.

Note: Fannie Mae’s name must not be used in any documents pertaining to the audit or
the audit results without Fannie Mae’s express prior written consent.

Fannie Mae reserves the right to perform on-site reviews of document custodians, as necessary.

Fannie Mae’s Annual Statement of Eligibility for Document Custodians (Form 2001) includes
the document custodian’s certification that it meets the requirement pertaining to having had
an annual audit performed by an eligible independent third-party audit firm. See Annual
Statement of Eligibility of Document Custodians located in A2-6-06, Document Custodian
Reporting Requirements: Active and Inactive Status for additional information concerning
annual certifications.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015
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Li A2-6-05, Transfer of Custodial Documents to a Different
Document Custodian (06/10/2015)

Introduction

This topic contains the following:

. Transfer of Custodial Documents to a Different Custodian
*  Release of Custodial Documents

*  Recertification of Custodial Documents

Transfer of Custodial Documents to a Different Custodian

The servicer of an MBS pool may transfer custodial documents related to the pool to a different
eligible document custodian if, at any time, it prefers to use a different document custodian.

When an MBS pool or individual mortgage loan in a pool is included in a transfer of servicing,
the transferee servicer may choose to make arrangements with a different document custodian.
The existing document custodian is responsible for controlling and maintaining the integrity of
the custodial documents until they are released to the new document custodian. The servicer (or,
if applicable, the transferee servicer) must make appropriate arrangements for the safe transfer of
the custodial documents to the new custodian’s facilities and for the payment of all costs related
to the transfer.

When custodial documents are transferred to a new document custodian for any reason, the
servicer (or, if applicable, the transferee servicer) also must give Fannie Mae at least 30 days
prior written notice of the transfer of the custodial documents. This notice must include a trial
balance for the MBS pool that

+ lists, by Fannie Mae loan number, each mortgage loan expected to be in the pool as of the date
of the proposed transfer, and

 appropriately identifies, by Fannie Mae loan number, each mortgage loan for which custodial
documents are to be transferred (or, if applicable, makes a single notation to reflect that the
custodial documents for all of the mortgage loans remaining in the pool will be transferred).

If a transferee servicer does not want to use the same document custodian that had been holding
the documents for any MBS pools that are included in a servicing transfer, it must advise Fannie
Mae of the change in document custodian arrangements when it sends the Request for Approval
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of Servicing or Subservicing Transfer (Form 629) to Fannie Mae’s CPM Servicing Transfers
Group (see F-4-03, List of Contacts).

Before documents can be transferred to a new document custodian, the new document custodian
must execute a Master Custodial Agreement (Form 2003) or Designated Custodian Master
Custodial Agreement (Form 2010), as applicable) to cover the transferred MBS pools (or
mortgage loans in an MBS pool), unless it already has a custodial agreement with the transferee
servicer on file with Fannie Mae.

When a transferee servicer is transferring custodial documents to a new document custodian of
its choice, it should not submit a custodial agreement executed by the new document custodian(s)
until after it receives notification that the servicing transfer has been approved. At that time, the
transferee servicer must submit a custodial agreement (Form 2003 or Form 2010, as applicable)
for each document custodian it will be using (unless it plans to use a document custodian for
which it already has a Form 2003 or Form 2010 on file with Fannie Mae).

If the custodial documents remain with the same document custodian, but the transferee servicer
is entering into an arrangement with the transferor servicer’s document custodian for the first
time, the transferee servicer and that document custodian must execute a custodial agreement
(Form 2003 or Form 2010, as applicable).

Note: In the case of a transfer of servicing in which the transferee servicer wants to move
the custodial documents to a different document custodian, only MBS mortgage loans
may be moved to the new document custodian. All portfolio mortgage loans must remain
at, or must be moved to Fannie Mae’s DDC.

In the case of a transfer of servicing in which there is no change of document custodian, only
MBS mortgage loans may remain with the same document custodian. Any portfolio mortgage
loans included in the servicing transfer and held by the document custodian must be moved to
Fannie Mae’s DDC.

Release of Custodial Documents

After the servicer notifies Fannie Mae of the pending transfer of the custodial documents to a
new document custodian (or, in the case of custodial documents being moved in connection with
a servicing transfer, after Fannie Mae approves the transfer), the servicer is authorized to instruct
the existing document custodian to

* release the custodial documents for each mortgage loan remaining in the MBS pool (or for
each transferred mortgage loan, if the documents are being released in connection with a
mortgage loan-level transfer of servicing), and
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* provide to the new document custodian a copy of the original Request for Release/Return of
Documents (Form 2009) for any mortgage loans for which required custodial documents will
not be transferred because the mortgage loan has been released for non-liquidation purposes
(e.g., not paid in full, repurchased, or liquidated as a result of foreclosure, short sale, or
Mortgage Release).

Instructions to the existing document custodian are provided on Form 2009. The document
custodian must include a copy of this form with the custodial documents it releases. The existing
document custodian must prepare a written notice of the release of documents, which reads as
follows:

“All documents held by [Name of existing document custodian] pertaining to Fannie Mae Pool
Number(s) [Enter the numbers for all pools for which documents were released and include, at
a loan-level, the property address and mortgage loan numbers so they can be identified within
the pool(s)] have been released to [Name of new document custodian]. The release was made to
[Name of the representative of the new document custodian who took actual possession of the
documents] and completed on [Date of the physical transfer of custodial documents to the new
document custodian]”.

When the servicer transfers custodial documents to a different document custodian, the transferor
servicer must provide the existing document custodian and the new document custodian with the
following:

 atrial balance that

— lists, by Fannie Mae loan number, each mortgage loan expected to be in the pool as of the
date of the document transfer; and

— identifies, by Fannie Mae loan number, those mortgage loans for which documents are to be
transferred. (Note: The trial balance may be a new trial balance or an updated copy of the
one the servicer submitted earlier to its lead Fannie Mae regional office.);

* the required legal documents and Forms 2009 that were obtained from the existing document
custodian; and

+ an electronic tape that provides certain loan-level information for each mortgage loan for
which custodial documents are being transferred.

The servicer is authorized to package the documentation as a “pool” file that includes
documentation for all of the mortgage loans in the pool or as separate files for each mortgage
loan for which documents are being transferred. When the servicer sends individual files, it
should band (or box) them together with the trial balance to ensure that the new document
custodian can associate the documents with the correct MBS pool.
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Recertification of Custodial Documents
Recertification is required
» when there is a transfer of documents by the existing servicer to a new document custodian, or

» when there is a transfer of servicing (whether or not there is a change in document custodian).
In such case, the transferee servicer must require the new document custodian to complete a
recertification.

The new document custodian must review the files it receives to
« verify that it received all of the files that were to be transferred, and

« ensure that all of the required documents have been received, are satisfactory, and conform
with Fannie Mae’s requirements.

Generally, the required custodial documents will include the same documentation that a seller/
servicer submits for mortgage loans included in a new MBS pool delivery, as described in Selling
Guide C3—07—-04, Delivering Data and Documents.

However, additional documents may be required in connection with a transfer of servicing or at
the servicer’s initiation.

The new document custodian must abide by the requirements outlined in the following table
when recertifying custodial documents.

If the recertification... Then the new document custodian must
complete the required recertification as
quickly as possible, but no later than...

is not associated with a transfer of servicing six months after the date the documents were
transferred.
1s associated with a transfer of servicing six months after the effective date of the

transfer of servicing.

When the new document custodian completes the recertification, it must send the servicer (or,

if applicable, the transferee servicer) and the Custodian Oversight and Monitoring Operations
department (see F-4-03, List of Contacts) the MBS Custodian Recertification (Form 2002). The
document custodian must retain with its records for the applicable MBS pool, a copy of the Form
2002 and the trial balance (or annotated Schedule of Mortgages (Form 2005)) for the MBS pool.

As soon as the servicer receives this notification it must send a copy of the recertification to
the servicer (or the transferee servicer) for retention, along with a copy of a trial balance (or the
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annotated Form 2005) that reflects the composition of the MBS pool on the date of the document
transfer and identifies the mortgage loans for which custodial documents were transferred.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015

UAZ-G-OG, Document Custodian Reporting Requirements:
Active and Inactive Status (11/12/2014)

Introduction

This topic contains the following:

*  Annual Statement of Eligibility of Document Custodians

*  Annual Determination of Active and Inactive Status

*  Termination of Document Custodian Based on Inactive Status
*  Change in Document Custodian’s Organization or Ownership

Annual Statement of Eligibility of Document Custodians

Fannie Mae document custodians must self-verify annually that they continue to meet Fannie
Mae’s eligibility and operational requirements for document custodians.

Document custodians must prepare an Annual Statement of Eligibility for Document Custodians
(Form 2001) for each calendar year. The completed form must be submitted to Fannie Mae

no later than March 31st of the year following the year covered by the form. Form 2001 must
be emailed or mailed to the Custodian Oversight and Monitoring Operations department (see
F-4-03, List of Contacts).

Form 2001 does not replace or diminish the seller/servicer’s responsibility to monitor the
eligibility and operations compliance of the document custodian(s) it uses; it supplements that
requirement.
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Document custodians no longer complying with Fannie Mae’s eligibility or operational
requirements must contact Fannie Mae’s Custodian Oversight and Monitoring Operations
department (see F-4-03, List of Contacts) immediately.

Refer to Record Retention Requirements in A2-5.2-03, Retention and Storage of Individual
Mortgage Loan Files and Records for retention requirements for Form 2001.

Annual Determination of Active and Inactive Status

Fannie Mae will designate each document custodian as either an Active Document Custodian
or an Inactive Document Custodian. An Active Document Custodian is defined as an entity that
has certified MBS or portfolio mortgage loans for Fannie Mae in the previous calendar year.
An Inactive Document Custodian is defined as an entity that has not certified MBS or portfolio
mortgage loans for Fannie Mae in the previous calendar year but is holding mortgage loans in
custody for Fannie Mae.

Fannie Mae will determine a document custodian’s subsequent designation (active or
inactive) on an annual basis ending December 31st of each calendar year. Both Active and
Inactive Document Custodians are obligated to meet Fannie Mae’s eligibility and operational
requirements as set forth in the Guides and in the Requirements for Document Custodians in
order to hold mortgage loans in custody for Fannie Mae.

Any document custodian identified by Fannie Mae as an Active Document Custodian, based
on the criteria previously set forth, will not have to apply for approval provided the document
custodian maintains its Active Document Custodian status by certifying at least one loan on
behalf of Fannie Mae in each subsequent calendar year.

If an Inactive Document Custodian desires to certify new MBS mortgage loans for Fannie Mae,
the custodian must comply with the application and approval process previously described.

An Inactive Document Custodian must be approved as an Active Document Custodian before
it may certify new MBS loans for Fannie Mae. Any document custodian that is approved by
Fannie Mae as an Active Document Custodian will maintain its Active Document Custodian
status provided it certifies at least one MBS or portfolio loan on behalf of Fannie Mae in each
subsequent calendar year.

Termination of Document Custodian Based on Inactive Status

Fannie Mae reserves the right to terminate any Inactive Document Custodian, regardless of
how long such custodian was previously an Active Document Custodian, and require them to
move the documents to an Active Document Custodian, even though such Inactive Document
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Custodian meets all of Fannie Mae’s eligibility and operational requirements for Document
Custodians.

Change in Document Custodian’s Organization or Ownership

Fannie Mae requires official notice at least 30 days prior to any sale, merger, reorganization,

or other major change in a document custodian’s organization or ownership. The document
custodian must provide notification via email to the Custodian Oversight and Monitoring
Operations department (see F-4-03, List of Contacts). Fannie Mae will then determine if the
document custodian needs to seek re-approval or take any other actions to satisfy Fannie Mae’s
requirements to act as a document custodian.

Fannie Mae also requires that when all or part of an existing document custodian’s custody
business is being acquired by a new document custodian (“custody acquisition’), but the servicer
remains the same, both the existing and the new document custodian must provide Fannie Mae
at least 30 days advance written notice of such acquisition. See the Requirement for Document
Custodians for information concerning specific responsibilities required of the existing and new
document custodians in connection with the proposed custody acquisition.
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Chapter A2-7, Servicing Transfers

jServicing Transfers

Introduction

This chapter contains information on Servicing Transfers.

In This Chapter

This chapter contains the following topics:

A2-7-01, Concurrent Servicing Transfers (11/12/2014) .. ... ... ... 170
A2-7-02, Pledge of Servicing Rights (11/12/2014) . ... ... . i 175
A2-7-03, Post-Delivery Servicing Transfers (11/12/2014) . ....... ... ... ... .. .. ..... 179
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Li A2-7-01, Concurrent Servicing Transfers (11/12/2014)

Introduction

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

In a concurrent servicing transfer (also known as a transfer of servicing concurrent with
delivery), the transferee servicer is under the same contractual obligations under the MSSC as
the mortgage loan seller. The transferee servicer must meet Fannie Mae’s eligibility criteria
that apply to a seller/servicer that becomes Fannie Mae’s servicer in a post-delivery transfer of
servicing as set forth in A2-7-03, Post-Delivery Servicing Transfers.

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

Additionally, the mortgage loan seller may designate the seller/servicer as Fannie Mae’s servicer
for the mortgage loans by notifying Fannie Mae at the time of delivery if

+ the mortgage loan seller is not servicing the mortgage loans prior to delivery because it has
contracted with a transferee servicer to service the mortgage loans for the mortgage loan
seller;

+ the mortgage loan seller will not be servicing the mortgage loans after delivery;
* the transferee servicer is eligible to service the mortgage loans for Fannie Mae; and

+ the transferee servicer agrees to service the mortgage loans for Fannie Mae, which requires the
contractual servicing relationship be with Fannie Mae instead of with the mortgage loan seller.

If the servicer wants the contractual servicing relationship to be with the mortgage loan seller
instead of with Fannie Mae, even after delivery of the mortgage loans to Fannie Mae, the
mortgage loan seller must become Fannie Mae’s servicer (as “master servicer”), and the servicer
must become a “subservicer.” (See Topic: Subservicing).

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

This topic contains the following:

*  Servicing Assignment Contract

*  Notification of Concurrent Servicing Transfers
*  Notifying Borrowers

*  Termination of Concurrent Servicing Transfers
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Servicing Assignment Contract

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

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

» Fannie Mae may request and obtain (at any time) a copy of such agreement; and

+ the agreement must provide, for the stated benefit of Fannie Mae, that the transferee servicer,
as of the effective date

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

— assumes responsibility for all of the seller/servicer’s contractual obligations related to
the mortgage loans, including all selling warranties and any other liabilities that arise in
connection with the mortgage loans or the servicing of them prior to the delivery of the
mortgage loans to Fannie Mae;

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

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

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

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

Further, by designating another seller/servicer as servicer of the mortgage loans on the applicable
loan schedule, the seller/servicer represents and warrants that with respect to such mortgage
loans:

» the servicer has agreed to the above matters and represents and warrants that they are correct
(as applicable), and
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+ the provisions of any agreement between the seller/servicer and any other party providing for
servicing of the mortgage loans will not continue after the date on which Fannie Mae funds the
cash delivery or issues the MBS.

However, the seller/servicer is not released from any liabilities to Fannie Mae with respect to
the mortgage loans or the servicing of them prior to the delivery of the mortgage loans to Fannie
Mae. The seller/servicer and the transferee servicer will be jointly and severally liable to Fannie
Mae for the obligations and liabilities related to the mortgage loans or the servicing of them that
arise before delivery of the mortgage loans to Fannie Mae.

In addition to the requirements of this section, a transfer of servicing that becomes effective
concurrent with delivery of the mortgage loans to Fannie Mae must be implemented in
accordance with Fannie Mae’s requirements in A1-1-03, Nature of the Contractual Relationship.

After Fannie Mae has purchased or securitized a mortgage loan, Fannie Mae must approve all
subsequent assignments of servicing related to that mortgage loan before the servicing can be
transferred. See A2-7-03, Post-Delivery Servicing Transfers for additional information.

Notification of Concurrent Servicing Transfers

The mortgage loan seller must notify Fannie Mae of the transferee servicer by entering the
transferee servicer’s nine-digit Fannie Mae seller/servicer number into the Loan Delivery
application.

If required, the mortgage loan seller must also include in its delivery package mortgage loan
assignments prepared in accordance with the following guidance.

General Requirements: Sellers/servicers must prepare an assignment of the mortgage to Fannie
Mae for any mortgage loan that is not registered with MERS, although the assignment should not
be recorded. If the mortgage loan seller is not going to service the mortgage loan, the unrecorded
assignment to Fannie Mae must be executed by the servicer.

Sellers/servicers may use the standard Fannie Mae form of assignment. When a seller/servicer
chooses not to use Fannie Mae’s standard assignment forms, the mortgage assignments that it
prepares must meet the requirements described in the following table.

[0 |The mortgage assignment must...

Show the assignee as Fannie Mae.

Be prepared in recordable form, but not be recorded.

Not include a recitation that the assignment of the mortgage loan or lien is “without
recourse.”
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Note: Recordable form usually is whatever form the local recorder’s office requires.

Information Required for Recordation: If state law does not specifically address the
information required for recordation, sellers/servicers must include the following information in
the assignments:

the date of execution;

* the seller/servicer’s name;

* the borrower’s name;

* alegal description of the property;

* the recording information related to the mortgage loan, such as the deed book and page
number or the instrument number;

* the original mortgage loan amount;

* the date of the mortgage loan;

* an authorized signature;

* an appropriate notarization, if one is required by state law;

+ the Fannie Mae’s Washington, DC Address (see F-4-03, List of Contacts), if required by the
jurisdiction.

Missing Information: Occasionally, a seller/servicer may not be able to meet Fannie Mae’s
specific assignment requirements because the local recorder’s office has not returned the
recorded mortgage loan documents. To avoid delays in funding, Fannie Mae will purchase
or securitize the mortgage loan if the only reason for the incomplete assignment was that the
mortgage loan recordation data necessary for a recordable form was unavailable at the time
of delivery. Fannie Mae has the right to complete any missing information without the seller/
servicer’s authorization should the assignment need to be recorded at a later date.

Special Provision for Puerto Rico: Assignments of mortgage loans generally are not recordable
in Puerto Rico. Therefore, because the originating seller/servicer remains the mortgagee of
record, the unrecorded assignment of the mortgage loan to Fannie Mae must run from the
originator of the mortgage loan to Fannie Mae. If the seller/servicer selling the mortgage loan to
Fannie Mae is not the mortgage loan originator, it must make every effort to get the originator

to execute an assignment of the mortgage loan to Fannie Mae (or, at least, to execute a blanket
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assignment that covers the mortgage loan). If it is unable to obtain an assignment from the
mortgage loan originator for any reason, it (or the servicer, if the seller is not servicing the
mortgage loan) must execute an individual unrecorded assignment of the mortgage loan to
Fannie Mae.

No intervening assignments need to be prepared, recorded, or retained in the individual mortgage
loan file.

The recordation of deeds of assignment is permitted in connection with direct mortgage loans
(which are mortgage loans that are documented by a single instrument that combines the terms
of the note and the terms of the mortgage loan). If the mortgage loan is a direct mortgage loan,
the servicer must execute an assignment of the mortgage loan to Fannie Mae (which must be in
recordable form, but unrecorded). In this case, the individual mortgage loan file must include a
complete, unbroken chain of public deeds of assignment for the mortgage loan that evidence the
transfer of title beginning with the originating seller/servicer and ending with the servicer.

Notifying Borrowers

The transferee servicer must take the actions described in the following table.

[0 |The transferee servicer must...

Within five days after the servicing transfer, initiate welcome calls to borrowers to
confirm the mortgage loan terms and contact information and set payment expectations.

Make at least three welcome call attempts by the end of the month following the file
transfer from the prior servicer, unless the servicer achieves contact with the borrower
or receives a mortgage payment.

Use commercially reasonable efforts, subject to applicable laws, to maintain accurate
contact information for each borrower.

If the servicer determines that a phone number is invalid or the RESPA notification of transfer
letter is returned, the servicer must initiate skip trace activities to obtain alternate phone numbers
or mailing addresses.

Termination of Concurrent Servicing Transfers

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

. A2-7-02, Pledge of Servicing Rights (11/12/2014)

Introduction

A seller/servicer may pledge, or grant a security interest in, the servicing rights to all or part of
its Fannie Mae servicing portfolio, including mortgage loans in MBS pools, for the following
purposes:

* to fund the purchase of additional servicing portfolios;
* to provide collateral for warehouse lines of credit; or

* to effect the purchase of a mortgage banking company, including a management buyout of its
existing company.

The seller/servicer must request Fannie Mae’s prior approval of a specific pledging transaction at
least 30 days prior to the proposed effective date.

The transaction between the seller/servicer and the secured creditor must be documented by a
security agreement in a form determined by the seller/servicer and the secured creditor. Both
the seller/servicer and the secured creditor also must execute an acknowledgment agreement in
a form approved by Fannie Mae, which sets forth the rights and responsibilities of the seller/
servicer, the secured party, and Fannie Mae.

This topic contains the following:

*  Security Agreement

*  Acknowledgement Agreement

»  Transfer of Interest in Servicing Compensation

Security Agreement

The seller/servicer pledging its servicing rights and the secured party to whom the rights are
pledged must enter into a legally binding security agreement. Fannie Mae does not specify
precise terms or provisions that must be included in the security agreement. However, since the
terms and provisions of the acknowledgment agreement (which is executed by the seller/servicer,
the secured creditor, and Fannie Mae) will prevail if there are any conflicts or inconsistencies
between the security agreement and the acknowledgment agreement, both parties executing
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the security agreement should make every effort to ensure that there are no conflicts or
inconsistencies between the two agreements.

Each request for approval of a proposed pledge of servicing must include a copy of the related
proposed security agreement. The seller/servicer and the secured creditor may amend the security
agreement after Fannie Mae approves the transaction without obtaining Fannie Mae's prior
consent, as long as all representations and warranties made by the seller/servicer and the secured
party in the acknowledgment agreement will apply to such amendment.

The secured creditor must include in any financing statement it files for recordation in
connection with the security agreement a statement, in the form prescribed by Fannie Mae and
set forth in the acknowledgment agreement, that the security interest described in the financing
statement is subject and subordinate to all rights, powers, and prerogatives of Fannie Mae under,
and in connection with the terms of the acknowledgment agreement, the Mortgage Selling and
Servicing Contract, the Selling Guide, the Servicing Guide, and any other agreements between
Fannie Mae and the seller/servicer, which rights, powers, and prerogatives include, without
limitation, the right of Fannie Mae to terminate the seller/servicer’s Lender Contract with or
without cause and the right to sell, or have transferred, the seller/servicer’s Fannie Mae servicing
rights as therein provided.

The secured creditor must provide a copy of any recorded financing statement to the seller/
servicer's appropriate Fannie Mae regional office. The secured creditor must file for recording a
proper release of the recorded financing statement within five business days after the effective
date of the termination, transfer, or extinguishment of the security interest, notifying the
appropriate Fannie Mae regional office of the filing if the

* security interest is released or extinguished, or

* pledged servicing rights are transferred to the secured creditor as the result of the seller/
servicer’s default under the security agreement or in accordance with the terms of the
acknowledgment agreement.

Acknowledgement Agreement

Fannie Mae will not approve any request for the pledging of a seller/servicer’s servicing rights
unless the seller/servicer and the secured creditor execute an acknowledgment agreement in a
form approved by Fannie Mae. The basic form of acknowledgment agreement, which may be
modified by Fannie Mae to describe the particular pledge transaction and include any other terms
and conditions to Fannie Mae’s approval of such transaction, is available through Fannie Mae's
regional offices (see F-4-03, List of Contacts).

Under the terms of the acknowledgment agreement, the secured creditor's security interest is
subordinate to all of Fannie Mae's rights, powers, and prerogatives under the following:
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* the acknowledgment agreement,

the MSSC,

the Selling Guide and Servicing Guide, and
» any other agreements between Fannie Mae and the seller/servicer.

The secured creditor has no claim or entitlement as a secured creditor against Fannie Mae, and
Fannie Mae has no duty or obligation to the secured creditor, except as otherwise expressly
provided in the acknowledgment agreement. The acknowledgment agreement provides that

if the secured party sells one or more participations in the loans made pursuant to the security
agreement, such participants shall benefit under the security agreement and the acknowledgment
agreement solely through the secured party.

Both the secured creditor and the seller/servicer must indemnify and hold Fannie Mae harmless
against all losses, claims, lawsuits, actions, liabilities, damages, judgments, costs, and expenses
arising or resulting from any action they take (or do not take) in compliance with the terms of
either the security agreement or the acknowledgment agreement.

The secured creditor also must agree to indemnify and hold Fannie Mae harmless against all
losses, claims, lawsuits, actions, liabilities, damages, judgments, costs, and expenses arising from
or connected with the security agreement or the secured creditor's foreclosure, transfer, or sale of
the servicing rights under the terms of the security agreement.

The secured creditor has the right to request Fannie Mae to transfer the servicing of the mortgage
loans for which servicing rights have been pledged if the secured party elects to enforce its
security interest or any remedy for the seller/servicer’s default under the security agreement. If
the secured creditor has a valid power of attorney authorizing it to make the transfer request on
the seller/servicer's behalf, the secured creditor may request

+ that the servicing be transferred to it (if it is an approved Fannie Mae servicer), or

* that the servicing be transferred to such other Fannie Mae—approved servicer as the secured
creditor designates.

The transfer of servicing request will be evaluated, processed, and documented under Fannie
Mae's general procedures for servicing transfers, unless Fannie Mae agrees to modify a specific
requirement or amend a particular document. Fannie Mae will not unreasonably withhold its
consent to a transfer that is proposed by the secured party. If Fannie Mae finds the proposed
transferee servicer unacceptable, it will work with the secured party to find another transferee
servicer that is acceptable; provided, however, that Fannie Mae shall retain the right to establish
conditions to the approval of any such transfer in its sole discretion.
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Fannie Mae has the right, under the terms of its contracts with the seller/servicer, to terminate,
sell, or transfer the servicing that has been pledged. If Fannie Mae exercises that right, it will
decide either to

» market and sell the pledged servicing in a manner it deems appropriate, or

« retain the pledged servicing and have the market value (the “appraised market value™)
established by a qualified market leader in servicing valuations selected by Fannie Mae.

Under the terms of the acknowledgment agreement, the servicing rights that have been pledged
shall be at all times after such termination, sale, or transfer effected by Fannie Mae in accordance
with its contractual provisions with the seller/servicer, free and clear of the secured creditor's
security interest.

When Fannie Mae exercises its right to terminate, sell, or transfer servicing that has been
pledged, it may select the secured creditor or its designee to act as the new servicer or
subservicer of the mortgage loans or it may select another Fannie Mae—approved servicer. Fannie
Mae will notify the secured creditor after it terminates the seller/servicer's servicing rights that
have been pledged.

To the extent that Fannie Mae is fully reimbursed for all costs and expenses related to the
determination of appraised market value or the sale or transfer and for any and all amounts it

is or may be due for obligations not met under its Lender Contract, Fannie Mae will notify the
secured creditor of its right to claim all or part of any remaining sales proceeds, appraised market
value, or any applicable contract termination fees—if it has a valid power of attorney from

the seller/servicer authorizing it to request distribution of the sales proceeds or any applicable
contract termination fees.

A secured creditor's failure to execute the acknowledgment agreement may impair its ability

to claim any portion of the sales proceeds, appraised market value, or any applicable contract
termination fees if Fannie Mae terminates the servicer's contract and sells the servicing portfolio
and will impair its ability to request Fannie Mae to transfer the mortgage loans for which

the servicing rights are pledged to another servicer if the servicer defaults under the security
agreement. A servicer's failure to execute the acknowledgment agreement could result in a
suspension of its selling and servicing rights or in the termination of its Lender Contract, if it
proceeds with an unauthorized pledging of its servicing rights.

Transfer of Interest in Servicing Compensation

A seller/servicer’s sale, assignment, transfer, pledge or hypothecation of all or any portion of its
compensation for servicing loans for Fannie Mae, or its execution of any agreement that would
result in the sale, assignment, transfer, pledge, or hypothecation of its servicing income or its
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servicing rights, as described in A2-3-01, Servicer Compensation, shall also be subject to the
conditions and circumstances specified in this topic.

Lj A2-7-03, Post-Delivery Servicing Transfers (11/12/2014)

Introduction

This topic contains the following:

*  Overview of Post-Delivery Servicing Transfers

»  Obligations of the Transferor and Transferee Servicers

*  Requesting Fannie Mae Approval

*  Conditions for Approval

*  Providing Consent to the Servicing Transfer

*  Servicing Transfer as a Result of the Servicer’s Termination of the Servicing Relationship
»  Special Notifications to the Transferee Servicer

*  When a Servicing Transfer Includes Mortgage Loans Modified Under HAMP and 2MP
*  Servicing Fee

*  Assumption of Warranties and Other Obligations

*  Notifying Borrowers

*  Notifying Third Parties

*  Transfer of Individual Mortgage Loan Files and Portfolio Information

*  Submission of Final Accounting Reports/Remittances

*  Preparing Mortgage Assignments

*  Transfer of Custodial Documents

*  Transitional Responsibilities

Overview of Post-Delivery Servicing Transfers

Subsequent to the delivery of mortgage loans to Fannie Mae, the servicer must obtain Fannie
Mae’s prior written consent for any transfer of servicing responsibilities involving Fannie Mae
mortgage loans and/or acquired properties, including transfers

 resulting from a change in the servicer’s corporate ownership or structure, and

* involving a subservicer, including master servicer transfers from one subservicer to another,
from the master servicer to a subservicer, or from the subservicer to the master servicer.

The servicer or subservicer must not transfer its responsibility for servicing or subservicing
any mortgage loans and/or acquired properties unless Fannie Mae approves the transfer. See
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When Post-Delivery Transfers of Servicing Involve Subservicers in A2-1-06, Subservicing for
additional information.

Any unauthorized transfer of servicing or subservicing will not be recognized by Fannie Mae.
An unauthorized transfer of servicing or subservicing may occur when the servicer or subservicer
fails to

» give Fannie Mae adequate notice of a proposed transfer (as defined in Requesting Fannie
Mae’s Approval),

* obtain its written approval for a transfer, or

« fulfill any conditions of Fannie Mae’s approval of a given transfer of servicing.

Any unauthorized transfers of servicing may be the basis for terminating the contractual
relationships Fannie Mae has with the transferor, transferee servicers, and any involved
subservicer. However, instead of terminating the contractual relationship(s), Fannie Mae may
choose to

* impose sanctions;

* impose compensatory fees (see A1-4.2-01, Compensatory Fees Other Than Delays in the

Liquidation Process) for calculation of the compensatory fee for an unauthorized transfer of
servicing);

* hold any transferor or transferee servicer or subservicer that enters into an unauthorized
transfer of servicing jointly and severally liable for any losses, liabilities, or other expenses
Fannie Mae incurs as the result of the unauthorized transfer; and/or

* impose other available remedies.

The transferee servicer must indicate on the Request for Approval of Servicing or Subservicing
Transfer (Form 629) if the transferee servicer will use a subservicer as a result of the servicing
transfer.

As part of the transfer of servicing review, Fannie Mae will also evaluate the performance and
capacity of any subservicer the transferee servicer intends to utilize.

Fannie Mae generally will consider requests for transfers of either all or a portion of the
mortgage loans and/or acquired properties that a servicer services and/or manages for it.
Transfers of servicing or subservicing of individual mortgage loans in an MBS pool are
permitted unless the transfer involves regular servicing option MBS mortgage loans or shared-
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risk special servicing option MBS mortgage loans for which the servicer’s shared-risk liability
is still in effect, in which case the servicing of all of the mortgage loans in the pool must be
transferred.

Fannie Mae will consider the transfer of servicing, including servicing involving a subservicer,
for government-guaranteed mortgage loans only if the proposed transferee servicer is a HUD-
approved coinsurer that is willing to assume the coinsurance obligations for the mortgage loans.

Obligations of the Transferor and Transferee Servicers

The following table provides the requirements of the transferor servicer prior to requesting
Fannie Mae’s approval.

[0 |The transferor servicer must...

Confirm that the transferee servicer is

« approved to service all products included in the transfer, including those described
in Special Seller/Servicer Approval and MSSC Addendum in A1-1-02, Application
and Approval of Seller/Servicer,

 aware of its duties and obligations, and

* agrees to assume the additional responsibilities related to the servicing of those
mortgage loans.

Provide special notification to the transferee servicer of the products being transferred.

The transferee servicer must assume all of the responsibilities, duties, and selling warranties
that were agreed to whether made when the mortgage loan was originally sold to Fannie Mae
or subsequent to that date. This includes responsibility for the performance of obligations that
predate the transfer, including special servicing obligations. However, the transferee servicer's
assumption of these responsibilities, duties, and warranties will in no way release the transferor
servicer from its contractual obligations related to the transferred mortgage loans. The two
servicers will be jointly and severally liable to Fannie Mae for all warranties and for repurchase,
all special obligations under agreements previously made by the transferor servicer or any
previous seller or servicer (including actions that arose prior to the transfer). When a servicer
transfers its contractual right to service some or all of its Fannie Mae single-family servicing 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.
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By beginning to service the mortgage loans the transferee servicer agrees to assume all
obligations related to the servicing of MBS pools—including all duties and responsibilities
under the regular servicing option or a shared-risk special servicing option, bearing all costs and
risks previously borne by the transferor servicer or any earlier seller or servicer, as well as any
additional costs and risks that arise subsequent to, or as the result of conditions imposed on, the
transfer.

Fannie Mae's consent to a transfer of servicing does not release either the transferor servicer or
the transferee servicer from any obligation it would otherwise have to Fannie Mae. As of the
sale date for an approved transfer of servicing or subservicing the transferor servicer and the
transferee servicer acknowledge their joint and several liability with respect to the transferred
mortgage loans (and for any special obligations outstanding as of the sale date, unless Fannie
Mae has agreed to release one of the servicers from a specific responsibility). Fannie Mae may
look to either the transferee servicer or transferee servicer for fulfilling any financial or other
obligations related to the warranties, repurchase, and special obligations. In fact, all servicers
also acknowledge their obligation to ensure that Fannie Mae is paid directly any proceeds of
the servicing transfer that may be required to offset any claims Fannie Mae may have against
the transferor servicer and agree to indemnify Fannie Mae for any loss or damage arising out
of a failure to fully transfer all documents, records, and funds required by the servicing transfer
agreement.

Requesting Fannie Mae Approval

When requesting approval to transfer servicing, the transferor or transferee servicer or
subservicer must submit the information in the following table to Fannie Mae.

[0 |The transferor or transferee servicer or subservicer must submit to Fannie Mae...

A fully completed Request for Approval of Servicing or Subservicing Transfer (Form
629) in an electronic format to Fannie Mae’s CPM Servicing Transfers Group (see
F-4-03, List of Contacts) at least 60 days prior to the proposed transfer date.

A check for a nonrefundable $500 processing fee to the address referenced on the
Form 629 noting the names of the transferee and transferor servicer, any subservicer,
and the proposed transfer date.

The transfer and sale dates must be included on Form 629. The transfer date refers to the date on
which the physical transfer of the servicing or subservicing responsibilities from the transferor
servicer or subservicer, as the case may be, to the transferee servicer or subservicer occurs. It
may not necessarily be the same date as the sale date identified in a servicing transfer agreement.
The sale date is the date on which the ownership of the servicing rights and the legal liability for
the servicing of the Fannie Mae mortgage loans transfer from one servicer to another.
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Note: While Fannie Mae requires the transferring parties to identify the sale date
associated with a servicing transfer, Fannie Mae’s approval will only be issued as to the
transfer date.

The proposed transfer date must be the first business day of the month for which the transferee
servicer will be responsible for reporting the loan-level detail activity to Fannie Mae. Forms not
submitted within the above time frames must be resubmitted and received in time for the next
scheduled transfer cycle. A processing fee will not be assessed again for resubmitted forms.

The servicer must submit Form 629 for all active mortgage loans.
The transferor servicer must submit a separate Form 629 for

* acquired properties,

REMIC,

* reverse mortgage loans, and

SMBS mortgage loans.
The servicer must submit an eTransfer file for certain active mortgage loans.

All Form 629 submitted for a transfer of servicing must contain an applicable mortgage loan-
level list in excel format containing all items mentioned in Form 629.

Refer to the F-1-14, Post-Delivery Servicing Transfers for additional information.

Bifurcated Mortgage Loans: Once the parties have agreed to a servicing transfer date for an
active bifurcated mortgage loan, the transferor servicer is authorized to provide to the responsible
party or its designee the information it needs to meet all time-critical deadlines that are scheduled
to take place shortly after the transfer date, such as the dates of scheduled mediation or litigation
hearing, tax sales, foreclosure sale dates.

Conditions for Approval

The following table describes the requirements of the proposed transferee servicer.

0 |The proposed transferee servicer must...

Be an approved servicer that is in good standing with Fannie Mae.

Have in place appropriate controls and adequate procedures relating to transfers of
servicing, including those addressing the boarding and reconciliation of mortgage
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0 |The proposed transferee servicer must...

loans to help avoid delays in actively servicing the mortgage loans or managing the
acquired properties.

Fannie Mae will also evaluate the transferee and transferor servicers’ and the subservicer’s
performance prior to approval in the following areas (although it may consider additional factors
if it chooses to do so):

+ overall servicing or subservicing performance, including the servicing and subservicing of
special mortgage loan products, accounting, and remitting;

* capacity to service or subservice the mortgage loans and/or acquired properties that are to be
included in the proposed transfer;

* characteristics of the transferor servicer’s retained servicing portfolio;
+ overall performance of other contractual duties and obligations;

* delinquency ratios;

+ foreclosure and acquired property activity;

« status of unresolved issues related to repurchase requests, claim denials or curtailments,
compensatory fees, indemnification claims, or other outstanding claims; and

* financial condition.

The transferor and/or transferee servicer(s) must provide additional information upon Fannie
Mae’s request during the review process.

Fannie Mae’s contractual requirements related to transfers of servicing and the servicers’
obligations to perform under them apply in all cases (unless Fannie Mae expressly waives them
in writing). Fannie Mae encourages a servicer that is contemplating the purchase of another
servicer’s portfolio to contact its Fannie Mae Servicing Representative (see F-4-03, List of
Contacts) early in the negotiation process. This will ensure that the servicer

* is aware of any objections Fannie Mae might have to its becoming a transferee servicer or
subservicer for the servicing portfolio it is considering purchasing,

+ can determine whether the proposed transfer involves unusual circumstances or conditions that
might require additional time for Fannie Mae to review, and

» ascertain whether the proposed transfer has terms that might not be readily acceptable to
Fannie Mae.
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Fannie Mae will make no representations or warranties about the value, condition, or any other
aspects of the mortgage loans, servicing rights, and/or acquired properties for which servicing is
to be transferred. Because the transferee servicer will be liable to Fannie Mae for all obligations
of the transferor servicer, Fannie Mae expects that the transferee servicer will perform a due
diligence review of the servicing portfolio that it is acquiring. However, the transferee servicer’s
obligations to Fannie Mae are not contingent on the performance of such a due diligence review.
To assist the servicers in processing and reconciling the transfer of servicing, Fannie Mae has
designed a series of reports that should significantly reduce the likelihood of errors or delays

in the transfer process. The information in these reports can be used to reconcile and correct
loan-level information related to the mortgage loans for which servicing is to be transferred.
Any information in the reports Fannie Mae provides will be compiled from data in its records
(including information it received from third parties, but did not independently verify). However,
Fannie Mae does not attest to the accuracy, completeness, or suitability of the information for
the servicers’ use for any particular purpose(s). For any given transfer of servicing, Fannie Mae
uses appropriate business practices to permit the transferor servicer and the transferee servicer
and subservicer (but no other parties) to have access to the data on which the reports are based.
Fannie Mae does not represent or warrant that any unauthorized party will not be able to gain
access to the data (particularly when it is transmitted electronically), nor will Fannie Mae be
responsible for any damages arising out of, or related to, such parties gaining access to the data
and using the information it provides.

Providing Consent to the Servicing Transfer

If Fannie Mae consents to a proposed transfer of servicing, it will deliver its consent notice to
the transferor and transferee servicers by email to the contacts designated on Form 629. By
implementing the related transfer of servicing, both the transferor and transferee servicers agree
to the provisions of the MSSC, Lender Contract, and any amendments made to such agreements.
The transferor and transferee servicers must comply with any other provisions set forth in the
consent notice. As a condition of approving the transfer of servicing, Fannie Mae reserves its
right to request and obtain (at any time) a copy of the servicing transfer agreement between the
transferor servicer and the transferee servicer.

Fannie Mae’s conditions for approval of a servicing transfer are discussed in the F-1-14, Post-

Delivery Servicing Transfers. Fannie Mae may also impose additional terms and conditions on
its consent to a servicing transfer as deemed appropriate under the particular circumstances, as
described in its communication to the transferor servicer.

Servicing Transfer as a Result of the Servicer’s Termination of the Servicing Relationship

If a servicer decides to terminate its servicing relationship with Fannie Mae, the transfer of the
servicer’s entire servicing portfolio must include all mortgage loans that are being serviced even
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if they no longer generate any servicing fee income. Therefore, acquired properties that have
been removed from an active accounting status must be transferred, unless Fannie Mae has
notified the servicer that Fannie Mae’s records have been closed or the servicer is only waiting
for a request of reimbursement claims payment from Fannie Mae.

Special Notifications to the Transferee Servicer

The transferor servicer must provide special notification to the transferee servicer when a transfer
of servicing includes, but is not limited to the following types of mortgage loans:

» mortgage loans modified under HAMP and/or 2MP,
» eMortgages, and/or
* mortgage loans subject to resale restrictions.

Refer to Form 629 for information about the other types of mortgage loans that must be disclosed
andF-1-14, Post-Delivery Servicing Transfers for additional information.

When a Servicing Transfer Includes Mortgage Loans Modified Under HAMP and 2MP

For mortgage loans modified under HAMP and 2MP, the transferee servicer must assume all
of the responsibilities and duties of HAMP and/or 2MP. However, the transferee servicer’s
assumption of these responsibilities, duties, and warranties will in no way release the transferor
servicer from its contractual obligations related to the transferred mortgage loans. The two
servicers will be jointly and severally liable to Fannie Mae for

« all warranties and for repurchase,

« all special obligations under agreements previously made by the transferor servicer or any
previous servicer or servicer (including actions that arose prior to the transfer), and

« all reporting, compliance, and audit oversight related duties regarding the transferred mortgage
loans.

Servicing Fee

As described in the following table, the transferee servicer will generally receive the same
servicing compensation that the transferor servicer was receiving.
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For... The transferee servicer will generally
receive...

actual/actual and scheduled/actual remittance |the same servicing fee—the base servicing
type portfolio mortgage loans fee plus any excess yield—that the transferor
servicer had been receiving.

MBS mortgage loans and scheduled/scheduled |compensation at the same rate that the
remittance type mortgage loans held in Fannie |transferor servicer had been receiving, which
Mae’s portfolio is the difference between the mortgage interest
rate (less any applicable premium for lender-
purchased mortgage insurance) and the sum
of Fannie Mae's required pass-through rate,
the guaranty fee rate, and, if applicable, any
portion of the servicing fee that has been
securitized.

Assumption of Warranties and Other Obligations

The transferee servicer must assume all of the duties, selling representations and warranties,
servicing responsibilities and liabilities, and recourse and repurchase obligations of the transferor
servicer unless explicitly agreed to otherwise in writing by Fannie Mae with respect to the
mortgage loans and acquired properties. This includes responsibility for the performance of
special servicing obligations that were agreed to, whether those obligations were made when

the mortgage loans were originally sold to Fannie Mae or subsequent to that date. However,

the transferee servicer's assumption of these responsibilities, duties, liabilities, and warranties
will not release the transferor servicer from its contractual obligations related to the transferred
mortgage loans or acquired properties.

As of the earlier of the sale date or the transfer date for an approved transfer of servicing, the
transferor servicer and the transferee servicer have joint and several liability with respect to all
duties, selling representations and warranties, recourse and repurchase obligations, all obligations
under agreements previously made by the transferor servicer or any previous seller or servicer
with Fannie Mae, and servicing responsibilities and liabilities relating to the transferred mortgage
loans and acquired properties.

Fannie Mae does not release the transferor servicer of its obligations with respect to the
transferred mortgage loans or acquired properties. Fannie Mae reserves the right to require
payment of any proceeds of the servicing transfer to offset any claims Fannie Mae may have
against the transferor servicer or transferee servicer. Both the transferor servicer and the
transferee servicer agree to indemnify Fannie Mae for any loss or damage arising out of a failure
to fully transfer all documents, records, and funds.
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Notifying Borrowers

The transferor and transferee servicers must work together closely to ensure that borrowers
whose mortgage loans are the subject of a servicing transfer receive the information described in
the following table.

[0 |The transferor and transferee servicer must provide borrowers...

Prompt and accurate information of a pending transfer of servicing.

Prompt and courteous responses to their inquiries about the transfer.

Specific notices regarding the transfer of servicing.

All notices provided to borrowers must be made in accordance with applicable law, including the
provisions of the RESPA and any state law requirements.

The transferee servicer must take the actions described in the following table.

[1 |The transferee servicer must...

Within five days after the servicing transfer, initiate welcome calls to borrowers to
confirm the mortgage loan terms and contact information and set payment expectations.

Make at least three welcome call attempts by the end of the month following the file
transfer from the prior servicer, unless the servicer achieves contact with the borrower
or receives a mortgage payment.

Use commercially reasonable efforts, subject to applicable laws, to maintain accurate
contact information for each borrower.

If the servicer determines that a phone number is invalid or the RESPA notification of transfer
letter is returned, the servicer must initiate skip trace activities to obtain alternate phone numbers
or mailing addresses.

Notifying Third Parties

The transferor or transferee servicer must take certain actions to ensure that all servicing
functions that involve third parties will continue uninterrupted (or will be discontinued if that is
appropriate) after the transfer of servicing. For specific information on the required actions, refer
to F-1-14, Post-Delivery Servicing Transfers.

Both the transferor and transferee servicers must take the notification actions described in the
following table when working with the document custodian.
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[0 |The transferor and transferee servicers must...

Advise the document custodian maintaining possession of the custodial documents
related to the transfer of servicing of the pending transfer.

Make arrangements for the prompt and safe transfer of the custodial documents to a
new document custodian designated by the transferee servicer.

The transferor and transferee servicers must comply with the requirements outlined in
A2-6-05, Transfer of Custodial Documents to a Different Document Custodian with regard to
document custodians.

If the transferor servicer had been acting as the document custodian, the transferee servicer

may elect to use the transferor servicer as the document custodian, unless Fannie Mae has
indicated that it will not agree to such an arrangement. In such cases, the transferor servicer must
continue to meet the eligibility criteria and operational requirements Fannie Mae has in place for
document custodians as described in the Servicing Guide, Selling Guide, and the RDC Guide.

The document custodian designated by the transferee servicer is required to recertify the
custodial documents related to the transfer of servicing regardless of whether the documents
themselves are moved and in accordance with Recertification of Custodial Documents in
A2-6-05, Transfer of Custodial Documents to a Different Document Custodian. If the documents
are not moved, the document custodian must change the servicer associated with the mortgage
loan custodial files in its tracking system. The document custodian is required to track the
custodial documents it holds on behalf of Fannie Mae by servicer. In addition, the transferee
servicer must have a valid Master Custodial Agreement (Form 2003) in place with the document
custodian.

Transfer of Individual Mortgage Loan Files and Portfolio Information

The storage format of the individual mortgage loan files must be in accordance with
A2-5.2-01, Storage of Individual Mortgage Loan Files and Records. For specific information
that must be delivered by the transferor servicer to the transferee servicer, refer to F-1-14, Post-
Delivery Servicing Transfers.

In general, the transferee servicer must incorporate flexibility into its default and other servicing
procedures to take into consideration problems that may be attributable to the logistics of
servicing transfers. The following table describes the requirements of the transferor servicer with
regard to transferring individual mortgage loan files and portfolio information.
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[0 |The transferor servicer must...

Deliver to the transferee servicer the complete individual mortgage loan file, as
defined in A2-5.1-02, Overview of Individual Mortgage Loan Files and Records, for
each mortgage loan included in the transfer.

Identify to the transferee servicer any mortgage loans that are in foreclosure,
bankruptcy, or subject to a workout option and for any acquired properties (if Fannie
Mae has not sold them by the transfer dater), as required in F-1-14, Post-Delivery
Servicing Transfers.

Turn over the complete books and records to the transferee servicer of each mortgage
loan or acquired property.

Maintain adequate records of the mortgage loans and acquired properties included
in the portfolio transfer in their corporate records so that it can easily identify the
documents and information turned over to the transferee servicer.

The following table describes the requirements of the transferee servicer with regard to
transferring individual mortgage loan files.

[0 |The transferee servicer must...

Receive a complete copy of the individual mortgage loan files so that it is able to
service the transferred mortgage loans without interruption as of the transfer date.

Understand borrower account histories (including the amount and nature of all
servicing advances and fees assessed to the borrower) as of the transfer date.

Review its subsequent collection of funds from borrowers to ensure accurate
accounting for recovery of advances charged to the borrower.

Honor any forbearance agreements or other arrangements made with borrowers by the
previous servicer (or provides reasonable notice of any change in these arrangements
—if contractually permitted).

The following table describes the requirements of both the transferor and transferee servicers
with regard to transferring individual mortgage loan files and portfolio information.

[0 |Both the transferor and transferee servicer must...

Ensure that fees and charges improperly assessed to a borrower are promptly refunded
or credited to the borrower's account.

Establish procedures for the delivery and receipt of information after the transfer date
in the event that the transferor servicer obtains any other information related to the
transferred mortgage loans that must be sent to the transferee servicer.
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[1 |Both the transferor and transferee servicer must...

Maintain adequate records of the mortgage loans and acquired properties included in
the portfolio transfer in their corporate records so that they can easily identify

* the mortgage loans and acquired properties included in the transfer,

the transfer date,
* the parties involved in the transfer, and

* the documents an information turned over to the transferee servicer.

Submission of Final Accounting Reports/Remittances

The transferor servicer must submit the monthly LARs for Fannie Mae’s investor reporting
system, and, if applicable, reporting the related MBS pool security balances, for the month of the
transfer date. The transferor servicer is contractually responsible for all remittances due Fannie
Mae (including MBS pool guaranty fees) for the final monthly accounting period.

For additional information regarding the final accounting reports and remittance requirements
related to mortgage loans included in a transfer of servicing, refer to the F-1-14, Post-Delivery
Servicing Transfers.

Preparing Mortgage Assignments

An assignment from the transferor servicer to the transferee servicer must be prepared and
recorded. The transferee servicer must deliver the recorded mortgage assignment to the
applicable document custodian for all mortgage loans subject to a transfer of servicing within
six months of the transfer date. For additional information regarding the mortgage assignment
requirements, refer to F-1-14, Post-Delivery Servicing Transfers.

Transfer of Custodial Documents

In the event of a transfer of servicing that involves MBS mortgage loans, the transferee servicer
may

* continue to store the custodial documents with the existing document custodian (provided the
document custodian meets all the requirements outlined in Chapter: Requirements Related to
Custodial Documents), or
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« transfer the custodial documents to a different eligible document custodian, including Fannie
Mae’s DDC.

The custodial documents for any portfolio mortgage loan must remain at, or must be moved to,
Fannie Mae’s DDC.

Refer to the procedures in Transfer of Custodial Documents in F-1-14, Post-Delivery Servicing
Transfers for additional information.

Transitional Responsibilities

The following table describes the transitional responsibilities of both the transferor and transferee
servicers.

[1 |Both the transferor and transferee servicers must...

Ensure that their staffs and facilities are adequately prepared to process servicing
and accounting transactions and to respond to borrower inquiries during the transfer
transition period.

Assume responsibility for responding to borrower inquiries that are received after the
transfer date.

The following table describes the transitional responsibilities of the transferee servicer.

[0 |The transferee servicer must...

Give special consideration to the borrower’s needs.

Make every effort to resolve disputes to the borrower’s satisfaction when the dispute
arises from a legitimate misunderstanding of the instructions that were included in the
notices of transfer that were sent to the borrower.

Waive late notices.

Make appropriate adjustments to payment and credit records to reflect misapplied or
unapplied payments that were owed to the transferee servicer, but which were sent to
the transferor servicer, if necessary.
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Chapter A2-8, Mortgage Electronic
Registration System

L] Mortgage Electronic Registration System

Introduction

This chapter contains information on the Mortgage Electronic Registration System.

In This Chapter
This chapter contains the following topic:

A2-8-01, Mortgage Electronic Registration System (11/12/2014) . ............ .. ... ... 193

UA2-8-01, Mortgage Electronic Registration System
(11/12/2014)

Introduction

MERS is an electronic system that assists in the tracking of mortgage loans, servicing rights, and
security interests. To initiate the electronic tracking, a seller/servicer assigns a special MERS
MIN to the mortgage loan, registers the mortgage loan in MERS and the either

* originates the mortgage loan with MERS appearing in the security instrument as nominee for
the beneficiary and its successors and assigns, or

* records an assignment of the mortgage loan to MERS (thus making MERS the mortgagee of
record).

This topic contains the following:

*  Registration of a Mortgage Loan to MERS

*  Naming MERS as the Nominee for the Beneficiary in the Security Instrument
*  Termination of the Use of MERS
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Registration of a Mortgage Loan to MERS

When a MERS-registered mortgage loan is delivered to Fannie Mae, the seller/servicer reports
the MIN on the Loan Schedule (FRM/GEM Loan Schedule (Form 1068) or ARM/GPARM Loan
Schedule (Form 1069)) or on the Schedule of Mortgages (Form 2005)

The following table outlines the steps that must be taken when a mortgage loan is registered with
MERS.

If the mortgage loan is... Then...
registered with MERS before Fannie Mae Fannie Mae will notify MERS to ensure that
purchases it its records are updated to reflect Fannie Mae’s

ownership interest in the mortgage loan.

not registered with MERS until after Fannie the seller/servicer must report Fannie Mae’s
Mae purchases it ownership when it registers the mortgage loan.

If the seller/servicer encounters a situation where Fannie Mae is the owner of record for a
mortgage loan because the original assignment of the mortgage loan to Fannie Mae was recorded
in the public records, the seller/servicer must correct the error before it completes the MERS
registration by

* preparing an assignment of the mortgage loan from Fannie Mae to MERS,
+ sending the assignment to Fannie Mae for execution, and

+ recording the assignment in the public records.

Naming MERS as the Nominee for the Beneficiary in the Security Instrument

MERS will have no beneficial interest in the mortgage loan, even if it is named as the nominee
for the beneficiary in the security instrument. In addition, the failure of MERS to perform

any obligation with respect to a MERS-registered mortgage loan does not relieve the seller/
servicer from its responsibility for performing any obligation required by the terms of its Lender
Contract.

The following table describes the requirements of the seller/servicer.

[0 |The seller/servicer must...

Accurately and timely prepare and record security instruments, assignments, lien
releases, and other documents relating to MERS-registered mortgage loans.
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[0 |The seller/servicer must...

Take all reasonable steps to ensure that the information on MERS is updated and
accurate at all times.

Be solely responsible any failure to comply with the provisions of the MERS Member
Agreement, Rules, and Procedures and for any liability that it or Fannie Mae incurs

as a result of the registration of mortgage loans with MERS or any specific MERS
transaction.

Registration of Fannie Mae mortgage loans in MERS (as either assignee or the nominee of the
original mortgagee) does not change the seller/servicer’s responsibility for complying with all
applicable provisions of

» the MSSC;

* Fannie Mae’s Guides, as they may be amended from time to time;

the seller/servicer’s Master Agreement;
 any negotiated contract that it has with Fannie Mae, unless Fannie Mae specifies otherwise; or

» any other agreements that are part of the Lender Contract.

Termination of the Use of MERS

If the seller/servicer decides to discontinue the use of MERS, the seller/servicer must request
from MERS the mortgage loan to be “deactivated” in MERS. MERS will notify Fannie Mae
about the deactivation of any mortgage loan in which it has an interest.

If the seller/servicer’s membership in MERS is terminated, the seller/servicer must promptly
notify Fannie Mae.

For each MERS-registered mortgage loan that it is servicing for Fannie Mae, the seller/servicer
must perform the functions outlined in the following table.

[1 |The seller/servicer must...

Prepare an assignment of the mortgage loan from MERS to itself.

Have the assignment executed.

Record the executed assignment in the public land records.

Prepare in (recordable form) an unrecorded assignment of the mortgage loan from
itself to Fannie Mae.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 195



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 2, Getting Started with Fannie Mae

Chapter 8, Mortgage Electronic Registration System

[0 |The seller/servicer must...

Submit the original of that assignment to Fannie Mae’s DDC or the applicable
document custodian.
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Subpart A3, Maintaining Fannie Mae
Servicer Status

L] Maintaining Fannie Mae Servicer Status

Introduction

This subpart contains information on maintenance of servicer eligibility.

In This Subpart

This subpart contains the following chapters:

A3-1, Maintaining Servicer Eligibility ... ....... ... ... .. ... .. 198
A3-2, Maintaining Acceptable Fidelity Bond and Errors and Omissions Coverage . . . .. ... 200
A3-3, Submission of Operational and Financial Information .. ....................... 207
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Chapter A3-1, Maintaining Servicer
Eligibility

U Maintaining Servicer Eligibility

Introduction

This chapter contains information on maintaining servicer eligibility.

In This Chapter

This chapter contains the following topic:

A3-1-01, Maintaining Eligibility (11/12/2014) ... ... .. . 198

UA3-1-01, Maintaining Eligibility (11/12/2014)

Introduction

To maintain eligibility as a Fannie Mae servicer, the servicer must comply with its Lender
Contract. Failure to do so may result in Fannie Mae taking a range of possible actions up to and
including terminating the Lender Contract for cause.

This topic contains the following:
»  Eligible Seller/Servicer Maintenance Fee
*  Deactivated Sellers/Servicers

Eligible Seller/Servicer Maintenance Fee

The seller/servicer will be assessed an eligible seller/servicer maintenance fee of $1,000 at the
beginning of each calendar year. Fannie Mae will waive this annual fee if a seller/servicer has
met any of the following thresholds during the previous calendar year:
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* delivered at least one mortgage loan, as portfolio mortgage loan or in an MBS pool, to Fannie
Mae;

+ acted as the servicer (or master servicer) for a portfolio of Fannie Mae mortgage loans as of
December 31, with a minimum unpaid principal balance of $25 million; or

* paid a minimum of $5,000 of DO® and DU fees to Fannie Mae.

Amounts due will be billed during the first quarter of the calendar year. Failure to pay the
eligible seller/servicer maintenance fee in a timely manner will result in Fannie Mae's revoking
the seller/servicer’s approval.

Deactivated Sellers/Servicers

If a seller/servicer has not delivered any mortgage loans to Fannie Mae in the previous calendar
year, the seller/servicer’s selling and/or servicing status may be deactivated. Once deactivated as
a seller and/or a servicer, the seller/servicer must go through a reactivation process in order to be
eligible to sell (if selling status was deactivated) or service (if servicing status was deactivated).

Reactivation Process: The seller/servicer will be re-activated as a Fannie Mae seller and/

or servicer after Fannie Mae reviews seller/servicer documentation and determines that the
seller/servicer meets the eligibility requirements. The seller/servicer will be charged a $2,500
reactivation fee to complete the reactivation process. This fee will be waived for a selling
reactivation if the seller/servicer was the servicer (or master servicer) for a portfolio of Fannie
Mae mortgage loans as of December 31, with a minimum unpaid principal balance of $25
million. This fee will also be waived for a servicing reactivation if the seller/servicer has
delivered at least one mortgage loan, as a portfolio or MBS mortgage loan, to Fannie Mae during
the previous calendar year.
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Chapter A3-2, Maintaining Acceptable
Fidelity Bond and Errors and Omissions
Coverage

L] Maintaining Acceptable Fidelity Bond and Errors and
Omissions Coverage

Introduction

This chapter contains information to maintain acceptable fidelity bond and errors omissions
coverage requirements.

In This Chapter

This chapter contains the following topics:

A3-2-01, Fidelity Bond Coverage (11/12/2014) ... ... . 200
A3-2-02, Errors and Omissions Coverage (11/12/2014) . ....... ... ... ... 203
A3-2-03, Reporting Events (11/12/2014) . .. ...t e 206

UA3-2-01, Fidelity Bond Coverage (11/12/2014)

Introduction

This topic contains the following:

»  Fidelity Bond Coverage Requirements
*  Fidelity Bond Coverage Amounts

*  Deductible Clause

Fidelity Bond Coverage Requirements

The seller/servicer must have a blanket fidelity bond in effect at all times in an amount sufficient
to meet Fannie Mae’s minimum coverage requirements.
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The fidelity bond should protect the seller/servicer against dishonest or fraudulent acts by the
seller/servicer’s principal owner. The fidelity bond must insure the seller/servicer against losses
resulting from dishonest or fraudulent acts committed by

« the seller/servicer’s personnel,

+ employees of outside firms while providing legal services to the seller/servicer or performing
as data processors of checks or other accounting records for the seller/servicer,

* persons assigned to the seller/servicer through an intervening employer or agency to perform
the usual duties of an employee of the seller/servicer on a contingent or temporary basis, and

e interns.

The seller/servicer must obtain a direct surety bond to cover any officers, including its principal
owner, if they cannot be covered by the fidelity bond.

If the seller/servicer is a subsidiary of another institution, it may use its parent’s fidelity bond as
long as it is named as a joint insured under the bond. However, the seller/servicer must obtain a
fidelity bond in its own name for an amount that is at least equal to the amount of the parent’s
deductible, with a separate deductible amount that is no higher than the maximum amount Fannie
Mae allows for the servicer’s coverage if the parent’s deductible amount exceeds the maximum
deductible that Fannie Mae would allow for the servicer’s total servicing portfolio.

For corporate sellers/servicers, Fannie Mae will accept coverage under the following types of
fidelity bonds:

+ the Mortgage Bankers Blanket Bond,
* the Savings and Loan Blanket Bond, or
* the Bankers Blanket Bond.

Fannie Mae will also accept coverage underwritten by an insurer that is affiliated with Lloyd’s of
London.

The seller/servicer must obtain individual coverage if owned as a sole proprietorship or as a
partnership.

The following table provides the required provisions that each fidelity bond must include.

[0 |Required Provisions (whenever they can be obtained)

Fannie Mae must be named as a “loss payee” on drafts the insurer issues to pay for
covered losses incurred by Fannie Mae.
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[0 |Required Provisions (whenever they can be obtained)

Fannie Mae must have the right to file a claim directly with the insurer if the seller/
servicer fails to file a claim for a covered loss incurred by Fannie Mae.

Fannie Mae must be notified at least 30 days before the insurer cancels, reduces,
declines to renew, or imposes a restrictive modification to the seller/servicer’s
coverage for any reason other than a partial or full exhaustion of the insurer’s limit
of liability under the policy. The insurer also must agree to notify Fannie Mae within
ten days after the insurer receives a seller/servicer’s request to cancel or reduce any
coverage.

Within 30 days after the seller/servicer obtains or renews its fidelity bond or its errors and
omissions coverage, it should send a copy of the insurance certificate to its lead Fannie Mae
regional office (see F-4-03, List of Contacts). If the seller/servicer obtains an endorsement to
the bond or obtains additional coverage, it also should provide a copy of the endorsement or a
description of the additional coverage, unless this information can be summarized substantively
on the insurance certificate.

The insurance certificate should indicate
* the insurer’s name,

* the bond number,

* the named insured,

* the effective date of the coverage, and

the deductible amount.

Fidelity Bond Coverage Amounts

The fidelity bond coverage must be equal to a percentage of the total portfolio of residential
mortgage loans that the seller/servicer services. The amount of coverage required for a direct
surety bond covering officers not included in the seller/servicer’s fidelity bond coverage is
calculated the same way as fidelity bond coverage, except that the percentages are applied only
to the seller/servicer’s Fannie Mae servicing portfolio. The deductible limits for fidelity bonds
also apply to direct surety bonds.

The amount of fidelity bond coverage is determined in accordance with the following table.

UPB of Mortgage Loans Serviced Coverage Required
$100,000,000 or less $300,000
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UPB of Mortgage Loans Serviced Coverage Required
+0.150% of the next $400,000,000

+0.125% of the next $500,000,000

+0.100% of any amount over $1,000,000,000

Deductible Clause

The policy’s deductible clause may be for any amount up to the greater of $100,000 or 5% of the
face amount of the bond.

The seller/servicer must get Fannie Mae’s permission for higher deductible amounts in
accordance with Requesting a Higher Deductible Amount for Fidelity Bond Coverage in
F-1-09, Maintaining Fannie Mae Servicer Status.

UA3-2-02, Errors and Omissions Coverage (11/12/2014)

Introduction

This topic contains the following:

*  Errors and Omissions Coverage Requirements
*  Errors and Omissions Coverage Amounts

*  Deductible Clause

Errors and Omissions Coverage Requirements

The seller/servicer must have an errors and omissions insurance policy in effect at all times in an
amount sufficient to meet Fannie Mae’s minimum coverage requirements.

If the seller/servicer is a subsidiary of another institution, it may use its parent’s errors and
omissions insurance policy as long as it is named as a joint insured under the policy. The seller/
servicer must obtain an errors and omissions policy in its own name for an amount that is at
least equal to the amount of the parent’s deductible, with a separate deductible amount that is no
higher than the maximum amount Fannie Mae allows for the seller/servicer’s coverage, if the
parent’s deductible amount exceeds the maximum deductible that Fannie Mae would allow for
the servicer’s total servicing portfolio.
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The seller/servicer must obtain individual coverage if owned as a sole proprietorship or as a
partnership.

The following table provides the required provisions that each errors and omissions insurance
policy must include.

[0 |Required Provisions (whenever they can be obtained)

Fannie Mae must be named as a “loss payee” on drafts the insurer issues to pay for
covered losses incurred by Fannie Mae.

Fannie Mae must have the right to file a claim directly with the insurer if the seller/
servicer fails to file a claim for a covered loss incurred by Fannie Mae.

Fannie Mae must be notified at least 30 days before the insurer cancels, reduces,
declines to renew, or imposes a restrictive modification to the seller/servicer’s
coverage for any reason other than a partial or full exhaustion of the insurer’s limit
of liability under the policy. The insurer also must agree to notify Fannie Mae within
ten days after the insurer receives a seller/servicer’s request to cancel or reduce any
coverage.

Within 30 days after the seller/servicer obtains or renews its errors and omissions coverage,

it should send a copy of the insurance certificate to its lead Fannie Mae regional office (see
F-4-03, List of Contacts). If the seller/servicer obtains an endorsement to the policy or obtains
additional coverage, it also should provide a copy of the endorsement or a description of the
additional coverage, unless this information can be summarized substantively on the insurance
certificate.

The insurance certificate should indicate
* the insurer’s name,
* the policy number,
 the named insured,

* the type and amount of coverage (specifying whether the insurer’s liability limits are on an
aggregate loss or per mortgage loan basis),

* the effective date of the coverage, and

the deductible amount.

The errors and omissions policy must, at a minimum, protect the seller/servicer against
negligence, errors, and omissions in

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 204



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 3, Maintaining Fannie Mae Servicer Status
Chapter 2, Maintaining Acceptable Fidelity Bond and Errors and Omissions Coverage

* maintaining property (hazard) and flood insurance that meets Fannie Mae’s requirements,
* maintaining any required mortgage insurance or loan guaranty,

 determining whether properties are located in Special Flood Hazard Areas,

* paying real estate taxes and any special assessments, and

» complying with reporting requirements of the mortgage insurer or guarantor.

Errors and Omissions Coverage Amounts

The errors and omissions coverage should equal the amount of the seller/servicer’s fidelity bond
coverage. However, Fannie Mae will not require errors and omissions coverage in excess of $10
million if the seller/servicer’s portfolio consists only of mortgage loans secured by one- to four-

unit properties. See the formula in A3-2-01, Fidelity Bond Coverage to determine the amount of
coverage required.

Fannie Mae accepts policies that provide for either coverage per aggregate loss or coverage per
mortgage loan. If the policy provides for coverage per mortgage loan, the insurer’s liability per
mortgage loan must at least equal the amount of the highest UPB at the time of each premium
renewal date for a residential mortgage loan that the seller/servicer has in its total portfolio.

The errors and omissions policy must provide for full liability on property (hazard) insurance
losses, but may place sublimits on the insurer’s liability for the different types of losses.

Sublimits of liability must equal at least 15% of the liability that applies for property insurance.
Fannie Mae will accept a mortgage impairment or mortgagee interest policy as a substitute for an

errors and omissions policy, provided Fannie Mae receives substantially the same coverage that
an errors and omissions policy would provide.

Deductible Clause

For policies that provide coverage per mortgage loan, the maximum deductible amount for each
mortgage loan cannot be more than 5% of the insurer’s liability per mortgage loan.

For policies that provide coverage per aggregate loss, the deductible clause may be for any
amount up to the greater of $100,000, or 5% of the face amount of the policy.
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:_J A3-2-03, Reporting Events (11/12/2014)

The seller/servicer must report the following events to Fannie Mae within ten business days after
they occur, including

* the occurrence of a single fidelity bond or errors and omissions policy loss that exceeds
$100,000, and

* the receipt of a notice from the insurer regarding the intended cancellation, reduction,
nonrenewal, or restrictive modification of the servicer’s fidelity bond or errors and omissions
policy.

The servicer must report these events in accordance with Reporting Fidelity Bond/Error &
Omissions Insurance Loss Events in F-1-09, Maintaining Fannie Mae Servicer Status.

In addition, if Fannie Mae’s funds are not involved, the seller/servicer must promptly advise
Fannie Mae of all cases of embezzlement or fraud in its organization even if no loss has been
incurred. The seller/servicer’s report should indicate the total amount of any loss regardless of
whether a claim was filed with an insurer.
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Chapter A3-3, Submission of Operational
and Financial Information

U Submission of Operational and Financial Information

Introduction

This chapter includes information pertaining to submission of operational and financial
information.

In This Chapter

This chapter includes the following topics:

A3-3-01, Net Worth, Liquidity, and Credit Rating Requirements (06/10/2015) . .......... 208
A3-3-02, Financial Statements and Reports (11/12/2014) . .......... ... ... .. .. ..... 212
A3-3-03, Required Servicer Rating (11/12/2014) ... ... . . i 215
A3-3-04, Reporting Changes in the Servicer’s Organization (03/18/2015) .. ............. 215
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UA3-3-01, Net Worth, Liquidity, and Credit Rating
Requirements (06/10/2015)

Introduction

Sellers/servicers must meet minimum net worth requirements to maintain their seller/servicer
eligibility. If a seller/servicer fails to maintain a financial condition that is satisfactory to
Fannie Mae, such failure constitutes a breach of the Lender Contract, permitting Fannie Mae
to terminate the seller/servicer’s selling and/or servicing approvals, or take other appropriate
actions, under its Lender Contract.

Fannie Mae may, at any time, impose additional net worth, liquidity, or financial condition
requirements, including

* provisions related to declines in net worth,
* profitability,

* minimum capital requirements,

* cross-default provisions,

* recourse, and

* outstanding repurchase limitations.

Any additional requirements Fannie Mae imposes may apply to a particular seller/servicer, a
defined group or type of seller/servicer, or all sellers/servicers.

This topic contains the following:

»  Calculating Net Worth and Liquidity

*  Breach of Net Worth or Liquidity Requirements
*  Credit Rating Requirements

Calculating Net Worth and Liquidity

All approved sellers/servicers must have and maintain a Lender Adjusted Net Worth of at least
$2.5 million, plus a dollar amount that represents 0.25% of the UPB of the seller/servicer’s total
portfolio of mortgage loans serviced.
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Note: The Lender Adjusted Net Worth for subservicers does not include mortgage loans
serviced under a subservicing arrangement.

Note: For entities such as nonprofit corporations whose financial reporting requirements
or standards do not facilitate calculation of Lender Adjusted Net Worth, as discussed
above, Fannie Mae will determine equivalent financial data to monitor compliance with
the minimum net worth requirements.

Minimum Lender Adjusted Net Worth requirements may be indexed to future conforming
mortgage loan limits. Fannie Mae will announce new net worth requirements and their effective
dates when applicable.

Sellers/servicers also must have minimum acceptable levels of capital. Seller/servicers that are
depository institutions are required to meet the minimum regulatory capital requirements to be
classified as “well capitalized” by their primary regulator.

All other entities must have a minimum Lender Adjusted Net Worth/Total Assets ratio of 6%, or
equivalent, as determined by Fannie Mae.

Approved non-depository sellers/servicers must have and maintain a minimum liquidity
requirement based on the Agency Serious Delinquent Rate (SDQ), as described in the following
table.

Note: The Agency Serious Delinquent Rate is defined as 100 * (UPB of loans 90 days or
more delinquent or in foreclosure for Fannie Mae, Freddie Mac, and Ginnie Mae/Total
UPB of mortgage loans serviced for Fannie Mae, Freddie Mac, and Ginnie Mae).

If the Agency SDQ is... Then the minimum liquidity requirement
is...
less than or equal to 6% .035% of the UPB of the seller/servicer’s

portfolio of mortgage loans serviced for
Fannie Mae, Freddie Mac, and Ginnie Mae.

greater than 6% * .035% of the UPB of the seller/servicer’s
portfolio of mortgage loans serviced for
Fannie Mae, Freddie Mac, and Ginnie Mae;
plus

* 2% of the UPB of the SDQ rate over 6%.

Example:
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If the Agency SDQ is... Then the minimum liquidity requirement
is...

+ Total UPB for mortgage loans serviced for
Fannie Mae, Freddie Mac, and Ginnie Mae
=$100,000,000

- SDQ=7%

* Base liquidity =.035% * $100,000,000 =
$35,000

* Incremental liquidity amount = 2% *
$100,000,000 * (7%-6%) = $20,000

* Minimum Liquidity Requirement = $35,000
+ $20,000 = $55,000

The minimum liquidity requirement for subservicers does not include mortgage loans serviced
under a subservicing arrangement.

Available liquidity includes unrestricted cash and cash equivalents, Allowable for Sale or Held
for Trading investment grade securities including Agency MBS, obligations of GSEs and U.S.
Treasury obligations, and unused/available portion of committed servicing advance lines.

Breach of Net Worth or Liquidity Requirements

Fannie Mae considers a decline in a Lender’s Adjusted Net Worth by more than 25% over
a quarterly reporting period, or by more than 40% over two-consecutive quarterly reporting
periods, to be a material and adverse change in the seller/servicer’s financial condition that
constitutes a breach of the Lender Contract.

If the seller/servicer records four or more consecutive quarterly losses and experiences a decline
in its Lender Adjusted Net Worth of 30% or more during the same period, the seller/servicer will
be considered in breach of the Lender Contract, and Fannie Mae may pursue any of its available
remedies, including suspension or termination.

The following cross-default events constitute the seller/servicer’s breach of the Lender Contract:
« a breach by the seller/servicer on a credit or funding facility, including warehouse lines;

+ a breach by any seller/servicer-affiliated or related entity in any of its obligations with Fannie
Mae, including parental guarantees; or

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 210



Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 3, Maintaining Fannie Mae Servicer Status
Chapter 3, Submission of Operational and Financial Information

* abreach of any agreements with any other creditors where such breach involves an amount
that exceeds 3% of the seller/servicer’s Lender Adjusted Net Worth and which extends beyond
any applicable cure period provided the seller/servicer in such agreement.

Sellers/servicers must provide Fannie Mae with written notification in the form of an updated
Lender Record Information (Form 582) of any of the above cross-default events within 30 days
of occurrence. This notice must be provided to Fannie Mae electronically.

The total UPB of all outstanding Fannie Mae repurchase requests cannot exceed 25% of Lender
Adjusted Net Worth as of the latest quarter end. If a breach of this requirement occurs, the seller/
servicer will have 30 days to reduce the outstanding repurchase requests to a level that complies
with this requirement.

Credit Rating Requirements

For the seller/servicer to be permitted to take on unsecured credit recourse obligations, with
credit recourse defined to include any seller/servicer contractual credit enhancement to

Fannie Mae (over and above the standard selling representations and warranties and servicing
responsibilities or liabilities) such as an automatic repurchase requirement upon mortgage loan
default, unconditional indemnification, or loss participation obligation, for either a limited time
period, or for life of mortgage loan, it must meet minimum long-term external credit rating
requirements of AA- or Aa3 from two of the three following agencies: Moody’s, Standard &
Poor’s, or Fitch. If long-term credit ratings are available from fewer than three agencies, all
available ratings must comply with the standards above. If external ratings are not available, the
seller/servicer must have internal ratings, as determined and assigned by Fannie Mae, equivalent
to AA- or higher.

For sellers/servicers who do not meet this requirement, Fannie Mae may require collateral
posting or other forms of risk reduction measures.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015
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UA3-3-02, Financial Statements and Reports (11/12/2014)

Introduction

This topic contains the following:

*  Timing of Required Financial Statements

*  Contents of Required Financial Statements

*  Submission of the Lender Record Information

*  Submission of Special Financial Statements and Reports
*  Failure to Submit Required Financial Reports

Timing of Required Financial Statements

Fannie Mae requires the seller/servicer to submit their annual audited financial statements and an
executed Authorization for Verification of Credit and Business References (Form 1001) within 90
days after its fiscal year-end either

* electronically to audited financial@fanniemae.com, or

+ via hard copy to Fannie Mae’s Lender Eligibility and Compliance Unit (see F-4-03, List of
Contacts).

The seller/servicer must also submit the following information to Fannie Mae at any time upon
request:

* unaudited financial statements,

+ audited financial statements other than the annual statements (if reasonably available), or

« any other financial information that Fannie Mae considers necessary and reasonable.

Based on applicable circumstances, Fannie Mae may also impose specific liquidity requirements,
and require increased reporting on a seller/servicer’s liquidity at any time.

The seller/servicer’s failure to timely provide the additional financial reporting upon Fannie
Mae’s request or its failure to comply with liquidity requirements or liquidity reporting may
result in Fannie Mae imposing sanctions or other remedies, including termination or suspension
of the Lender Contract.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 212


mailto:audited_financial@fanniemae.com

Part A, Doing Business with Fannie Mae 07/08/2015
Subpart 3, Maintaining Fannie Mae Servicer Status
Chapter 3, Submission of Operational and Financial Information

Contents of Required Financial Statements

The seller/servicer’s year-end financial statements must meet the following requirements:
* be prepared under GAAP,

* include the opinion of an independent public accountant, and

* be comparative with the previous year’s reports.

If the seller/servicer’s financial statements are consolidated with those of its parent or holding
company, they must include sufficient detail that enables Fannie Mae to review the seller/
servicer’s financial data separately from that of the other companies.

The financial statements must include the following:
* abalance sheet,

* an income statement,

* a statement of retained earnings,

* a statement of additional paid-in capital,

* a statement of changes in financial position, and

all related notes.

If the seller/servicer is a state or federally supervised depository institution, it may submit its
latest published financial statements if audited statements are not available every year provided
that

* it submits a written certification that it does not get yearly audited statements, and
« the published statements are identical to those submitted to its supervising authority.

The seller/servicer must submit a balance sheet, income statement, and statement of changes in
financial position, if they are not included in its published statements.

If the seller/servicer is not a supervised depository institution, but is a HUD-approved mortgagee,
it may submit a copy of the annual financial audit report required by HUD instead of sending
separate financial statements.
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Submission of the Lender Record Information

The seller/servicer must update its Lender Record Information (Form 582) when it submits its
annual financial statements, within 90 days of its fiscal year end. The form must be submitted to
Fannie Mae electronically through Fannie Mae’s website.

After the initial report submission, the servicer must update the Form 582 promptly after the
occurrence of any change in previously submitted information.

Submission of Special Financial Statements and Reports

If the seller/servicer is a mortgage banker (including one that is a subsidiary of a federally
supervised financial institution), housing finance agency, or real estate investment trust, it must
submit a Mortgage Bankers’ Financial Reporting Form (Form 1002) following the end of each
calendar quarter in lieu of Form 582.

The seller/servicer must submit this information within 30 days for the March 31, June 30, and
September 30 reports and within 60 days for the December 31 report.

Each report should include only the financial data related to the quarterly reporting period for
which the report is being submitted.

If the seller/servicer operates under an accounting cycle other than the standard calendar
quarterly cycle, it does not need to change its methodology, but it needs to be sure that the
information submitted with each reporting period includes data for only the quarter required for
that specific report.

Incomplete, inaccurate, or late submissions may affect the servicer’s ability to conduct business
with Fannie Mae. The seller/servicer must provide timely notification to Fannie Mae if
extenuating circumstances prevent the seller/servicer from filing on time.

Failure to Submit Required Financial Reports

Untimely submission of financial statements and/or reports constitutes an inadequate verification
of the servicer’s ability to meet Fannie Mae’s financial and eligibility requirements. If the seller/
servicer fails to timely submit required financial statements and/or reports, Fannie Mae may

+ suspend the seller/servicer’s privileges for selling or servicing mortgage loans or terminate
the Lender Contract if Fannie Mae does not receive the requested financial reports and
information when they are due,
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* exercise any other available and appropriate remedy, including charging a compensatory fee
(see A1-4.2-01, Compensatory Fees Other Than Delays in the Liquidation Process), and/or

 require sellers/servicers to provide special reports related to financial information about their
operations.

If Fannie Mae has not received the financial statements within 120 days of the servicer’s
fiscal year-end, Fannie Mae may decide that it is more appropriate to suspend or terminate the
servicer’s selling and/or servicing arrangements rather than to impose this fee.

UA3-3-03, Required Servicer Rating (11/12/2014)

A servicer that has external servicer ratings as a primary servicer for prime residential mortgage
loans must obtain a rating from at least one of the following agencies and must maintain the
corresponding minimum rating provided in the following table.

Rating Agency Minimum Required Rating
Moody’s SQ3

Standard & Poor’s Average

Fitch RPS3

The servicer of Alt-A or non-prime products must maintain ratings equivalent to the ratings for
prime servicers if the servicer’s Lender Contract does not have any required minimum servicer
ratings. If servicer ratings are available from fewer than three agencies, all available ratings must
comply with the standards above.

UA3-3-04, Reporting Changes in the Servicer’s Organization
(03/18/2015)

The seller/servicer must send Fannie Mae advance written notice of any contemplated major
change in its organization to allow Fannie Mae adequate time to review and analyze the
contemplated change and provide its prior written approval, or notice of non-objection or
objection, where required. The written notice from the seller/servicer must include copies of any
filings with, or approvals from, the seller/ servicer’s state and/or other regulatory authority. The
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servicer must provide the advance written notice to its Fannie Mae Servicing Representative (see
F-4-03, List of Contacts).

Examples of such major changes requiring advance written notice include, but are not limited to,
the following:
1. any mergers, consolidations, or reorganizations;

2. the sale of all or substantially all of the seller/servicer’s assets or the purchase of all or
substantially all of the assets of another Fannie Mae-approved seller or servicer;

3. any substantial change in ownership, regardless of whether it is by direct or indirect means
(indirect means include any change in the ownership of the seller/servicer’s parent, any owner of
the parent, or any other beneficial owner of the seller/servicer that does not own a direct interest
in the seller/servicer);

4. a change in an organization’s legal structure or charter;

5. the change of any senior management personnel;

6. a significant change in the seller/servicer’s financial position;

7. a change in the legal name of the seller/servicer’s organization; or

8. a change in the address of the seller/servicer’s principal place of business.

Items 1, 2, 3, and 4 require Fannie Mae’s prior written approval or notice of non-objection to the
change before the change is made.

If the seller/servicer fails to provide adequate advance written notice of, or obtain prior written
approval or notice of non-objection, where required, for such contemplated change(s), such
failure is a breach of the Lender Contract and Fannie Mae may exercise any available remedies.

The seller/servicer is also required to provide immediate written notice to its Fannie Mae
Servicing Representative (see F-4-03, List of Contacts) if a regulatory agency assumes a
participatory role in the management of the firm’s operations.

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

Announcements Issue Date
Announcement SVC-2015-04 March 18, 2015

I — — — ————I——
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Subpart A4, Setting Up Servicer Operations

jSetting Up Servicer Operations

Introduction

This subpart contains information on setting up servicer operations.

In This Subpart
This subpart contains the following chapters:

A4-1, Establishing and Implementing Internal Operations for All Mortgage Loans and
Acquired Properties . . . ... .t 219
A4-2, Requirements for Delinquent Mortgage Loans and Mortgage Loans at Risk of Default
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Chapter 1, Establishing and Implementing Internal Operations for All Mortgage Loans and
Acquired Properties

Chapter A4-1, Establishing and
Implementing Internal Operations for All
Mortgage Loans and Acquired Properties

Lj Establishing and Implementing Internal Operations for All
Mortgage Loans and Acquired Properties

Introduction

This chapter includes information pertaining to establishing and implementing internal
operations for mortgage loans and acquired properties.

In This Chapter

This chapter includes the following topics:

A4-1-01, Staffing, Training, Procedures, and Quality Control Requirements (11/12/2014). 219
A4-1-02, Establishing Custodial Bank Accounts (03/18/2015) ....................... 231
A4-1-03, Addressing Borrower Inquiries and Disputes (11/12/2014) ................... 237

UA4-1 -01, Staffing, Training, Procedures, and Quality
Control Requirements (11/12/2014)

Introduction

This topic contains the following:

+  Staffing Requirements

*  Training Requirements

»  Establishing Written Policies or Procedures

*  Business Continuity Procedures

¢ Quality Control Procedures

*  Quality Control Procedures for Delinquency Management and Default Prevention
*  Quality Control of Systems
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Staffing Requirements

The servicer must comply with the staffing requirements outlined in the following table.

[0 |The servicer must...

Have sufficient staffing levels and properly trained staff (including third-party
providers of its outsourced servicing activities) to

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

* maintain acceptable performance standards, and

* provide borrowers with assistance when it is requested.

Ensure that its staff is able to effectively communicate with borrowers whose
mortgage loans it services by either

» employing multilingual staff, if applicable, to communicate with the diversity of
borrowers whose mortgage loans it services, or

» making translation services available to the borrower.

Develop an approach to managing delinquent borrowers that
 provides continuity of contact with the borrower, and

+ allows a borrower to contact one individual or a dedicated team of individuals in
the servicer’s organization to obtain accurate information on the various workout
options available to the borrower.

When using a team approach, servicers must provide the borrower with the ability to
request and speak to, or leave a message for, a specific person from the assigned team.

Ensure that the staff

» completes the review of a borrower’s appeal of a mortgage loan modification
determination if different than those responsible for the initial evaluation and
decision on the complete BRP, and

« tracks all information related to appeals in the mortgage loan servicing file.

Fannie Mae encourages the servicer to develop a borrower delinquency management model
that allows a borrower to contact one individual or a dedicated team of individuals in the
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servicer’s organization to obtain accurate information on the various workout options available
to the borrower. If the servicer develops such a model, the individual or dedicated team of
individuals should also be able to handle and resolve borrower issues throughout the delinquency
management process and provide updates on the status of any request for a workout option

and the status of pending foreclosure proceedings. The goal of the model is to ensure that
servicers present all workout options and more effectively move the borrower through the default
prevention process to resolution.

Training Requirements
The servicer must design and implement a training program that includes:
+ the fundamentals of all Fannie Mae workout options programs;

* familiarity with F-2-12, Fannie Mae’s Workout Hierarchy;

* training on an annual basis and as training needs are identified through quality assurance
reviews;

* delivery of continual training programs to all employees and agents on policy changes
communicated through future Announcements, Lender Letters, and any other correspondence
that Fannie Mae may issue; and

* training on compliance with applicable laws and regulations.

Additionally, the servicer’s foreclosure and bankruptcy staff must be knowledgeable about
Fannie Mae’s workout options.

Establishing Written Policies or Procedures

The servicer must have fully documented written policies and/or procedures that address all
aspects of mortgage servicing to ensure that its staff and any outsourcing and third-party vendors
used by the servicer consistently comply with Fannie Mae’s requirements.

The following table describes some of, but not all the requirements for written policies and/or
procedures.

Topic Policy or Procedure Requirements

Oversight of outsourcing and | The servicer must establish policies and
third-party vendors procedures in place to ensure that all
outsourcing firms and third-party vendors used
by the servicer are fully compliant with the
requirements of the Servicing Guide, where
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Topic Policy or Procedure Requirements

applicable, and ensure that any individual or
entity involved in the servicing of mortgage
loans owned by Fannie Mae is not included on
the FHFA’s Suspended Counterparty Program
list available on FHFA’s website. This includes,
but is not limited to, any activity related to
marketing, maintenance, or the sale of Fannie
Mae acquired properties.

Automatically drafting If the servicer uses automatic drafting
payments from the borrower’s |arrangements or allows other nontraditional
bank account payment methods, it must have controls and

procedures in place to ensure that it will still
be able to meet all of Fannie Mae’s applicable
requirements for custodial and remittance
accounting in A4-1-02, Establishing Custodial
Bank Accounts and C-3-01, Responsibilities
Related to Remitting P&I Funds to Fannie
Mae.

Responsibilities for ARM loan | The servicer must establish procedures to
servicing

* ensure that it follows the terms of other
negotiated plans when it makes interest rate
and payment change adjustments,

* monitor the appropriate indexes for any
negotiated ARM plans to ensure that it uses
the latest available value for the index to
determine an interest rate change, and

* ensure prompt referral to the foreclosure
prevention unit to evaluate workout options,
if appropriate.

Notifying the borrower of The servicer must establish and consistently
balloon mortgage loan maturity |apply a policy that specifically addresses the
determination of the “effective receipt date
and time” for requests to refinance balloon
mortgage loans.

Insurance loss events The servicer must have written policies and
procedures to
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Topic Policy or Procedure Requirements

* protect the interests of Fannie Mae and
the borrower when an insurance loss event
occurs,

 determine when a licensed contractor
is required and make those policies and
procedures available to Fannie Mae upon
request, and

* apply any insurance loss proceeds in excess
of the cost to repair.

Automatic termination of The servicer must establish appropriate

conventional mortgage monitoring procedures to ensure that borrower-

insurance purchased mortgage insurance is automatically
terminated when required by Fannie Mae.

Fees assessment for special The servicer must have written policies that

services address the following points:

* the types or categories of fees and, if
known, specific amounts of fees that may
be assessed to borrowers for services that
are above and beyond the ordinary and
customary activities performed by the
servicer covered by its servicing fee and
related income;

* that any fees charged to borrowers (or
reimbursed by Fannie Mae) must be related
to work actually done by the servicer, either
directly or indirectly through third parties,
including affiliates of the servicer;

« that the assessment of any fees (other than
foreclosure and bankruptcy-related fees
that are incurred to enforce the mortgage
loan obligation) are allowed pursuant to the
provisions of Fannie Mae’s Guides, and are
clearly disclosed to borrowers in advance
of the rendering of the service (where
practical) or subsequently (e.g., on monthly
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Topic Policy or Procedure Requirements

statements). (For any service requested by
the borrower for which there are options

or alternatives for free or reduced costs

for similar services (e.g., mail versus fax
charges), such services must be explained to
the borrower before the service is provided.);
and

* that fees may be charged on a repetitive basis
only when required or permitted by Fannie
Mae’s Guides or otherwise clearly supported
by the circumstances relating to a particular
mortgage loan.

Eligible transfers of property | The servicer must implement policies
ownership and procedures to promptly identify and
communicate with the new borrower (including
a widow, executor, or administrator of

the borrower’s estate, or other authorized
representative of the borrower upon
notification of the borrower’s death) in
connection with a property transfer that is

an exempt transaction. These policies and
procedures must allow the new borrower to

* continue making monthly payments, and

* pursue an assumption of the mortgage loan
or a workout option, as applicable.

Post-delivery servicing The servicer must have adequate procedures
transfers relating to the boarding of new mortgage loans
subsequent to acquisition of servicing pursuant
to a servicing transfer to avoid any delayed
application of borrower payments of principal,
interest, taxes, or insurance, if applicable.

Call center operations The servicer must have a written policy

that addresses inbound call coverage for the
customer service, collections, and foreclosure
prevention departments and maintaining
contact method standards and service levels.
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See Call Center Coverage Requirements in
A4-2.1-04, Establishing Contact with the
Borrower for additional information.

Collection procedures The servicer must have procedures in place

to immediately address a one-payment
delinquency to prevent it from becoming more
serious. The servicer must have a policy in
place for collection call campaigns.

Behavioral model tool The servicer must have written policies
and procedures to manage mortgage loans
considered high risk by the model and that
address the utilization of the model, if the
servicer uses such a tool.

Borrower’s appeal of the The servicer must have comprehensive
denial of any mortgage loan  |processes and written policies and procedures
modification to respond to a borrower’s appeal of the denial

of any mortgage loan modification trial period
plan solely in connection with a borrower’s
first complete BRP that is received

* on or after January 10, 2014,

* 90 days or more before a scheduled
foreclosure sale or if a foreclosure sale date
1s unknown, and

» with respect to a mortgage loan secured by a
principal residence.

Forbearance plan The servicer must establish written policies and
procedures that describe how to

* determine borrower’s reemployment status,

* determine when a forbearance plan
requires a payment and how the payment is
determined,
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« cancel any existing HAMP trial mortgage
loan modification determined to be eligible
for a forbearance plan, and

* document the decision-making process when
applying discretion or business judgment.

Unemployment forbearance The servicer must establish written policies and
plan terms procedures that describe how to

* determine the borrower’s employment
status;

* determine when an Unemployment
Forbearance plan requires a payment and
document how the payment amount is
determined;

 terminate any existing HAMP or Fannie
Mae standard mortgage loan modification
Trial Period Plan when a borrower accepts
an offer for an Unemployment Forbearance
plan;

* determine when to apply discretion or
business judgment in the evaluation of a
borrower for Unemployment Forbearance;

* communicate the terms of the
Unemployment Plan with borrowers;

* ensure appropriate documentation in servicer
system notes that reflect, at a minimum,
the dates of communication, names of the
person contacted, and a summary of the
conversation; and

 follow the timelines for reviewing the
Borrower Response Package, sending
appropriate notices, and other requirements
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as described in D2-2-05, Receiving a
Borrower Response Package.

Written correspondence must be retained in an
accessible manner and made available upon
request.

Completing the preforeclosure |The servicer must have written policies and
sale review procedures requiring a review of the mortgage
loan servicing file at least 30 days prior to the
scheduled foreclosure sale.

Foreclosure, conveyance, and |The servicer must have appropriate policies,
claim oversight procedures, and controls to ensure that
foreclosures, conveyances, and claims are
processed in accordance with the provisions of

* the requirements of the FHA, HUD, VA, RD
or the mortgage insurer, and

* any special requirements of Fannie Mae.

Bankruptcy monitoring and The servicer must have written procedures to
management monitor and manage bankruptcy proceedings
effectively.

The servicer must comply with Fannie Mae’s request to review the servicer’s written policies and
procedures, as well as examples of the application of those policies and procedures to specific
instances.

Business Continuity Procedures

The servicer must ensure that it and any subservicers, third-party originators, outsourcing firms,
and or third-party vendors used by the servicer implement and maintain business continuity
procedures to ensure their ability to regain critical business operations in the event of a disruption
or disaster. All parties must have

+ adequate facilities and staff to continue operations in the event of a business disruption or
disaster, and

 adata recovery plan in place that maintains and will restore critical electronic data and
systems in the event of a business disruption or disaster.
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The servicer must implement and maintain business continuity procedures that ensure the
servicer’s ability to regain critical business operations in the event the subservicers, third-party
originators, outsourcing firms, and/or third-party vendors used by the servicer fail to maintain
business continuity, suffer complete business failure, or dissolution.

The procedures must be in a written format, comprehensive, and accessible to critical staff and
must be annually tested and updated. Results of the tests must be provided to Fannie Mae upon
request.

Quality Control Procedures

The servicer must monitor its compliance with Fannie Mae’s requirements through regular
quality control procedures it establishes and conducts. The servicer must maintain adequate
quality control procedures and systems to

« ensure that the mortgage loans are serviced in accordance with sound mortgage banking and
accounting principles and in compliance with Fannie Mae’s Guides;

 guard against misrepresentation and dishonest, fraudulent, or negligent acts by any parties
involved in the mortgage loan servicing process;

 protect against errors and omissions by officers, employees, or other authorized persons;

+ verify and audit routinely the accuracy of the ARM loan adjustment and its facilitation of
timely responses to errors identified by the borrower, the servicer’s regulatory agency, or
Fannie Mae; and

 protect Fannie Mae’s investment in the security properties.

The servicer must perform annual quality control tests to ensure that all outsourcing firms and
third-party vendors used by the servicer are fully compliant with the Servicing Guide. Results of
the quality control tests must be provided to Fannie Mae upon request.

Failure to maintain adequate quality control measures will result in the servicer being in breach
of its Lender Contract.

Quality Control Procedures for Delinquency Management and Default Prevention

The servicer must develop a quality control program that addresses specific aspects of
delinquency management and default prevention. The following table provides some of the
requirements for the servicer’s quality control program.
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[0 |The quality control program must include, but is not limited to, the following...

Monitoring the effectiveness of collection and foreclosure prevention calls to
borrowers.

Conducting periodic reviews of any Behavioral Model Tool to ensure its effectiveness
and make details of the model and any analysis available to Fannie Mae upon request.

Note: Fannie Mae reserves the right to require the servicer to discontinue its
use for Fannie Mae mortgage loans or implement additional measures for
targeting its collection and default management practices.

Determining whether documentation of collection and foreclosure prevention
activities is accurately maintained in the servicer’s mortgage loan servicing system.

Monitoring whether workout options are considered in the preferred order of
F-2-12, Fannie Mae’s Workout Hierarchy.

Determining that all appropriate workout options were considered and documented
prior to the decision to foreclose.

Determining the adequacy of internal controls and procedures in connection with pre-
referral review activities to ensure compliance with these requirements and applicable
law.

Determining whether accurate and timely delinquency status information is submitted
to Fannie Mae.

Determining that all communications with borrowers comply with the requirements
of applicable laws, including debt collection laws such as the Fair Debt Collection
Practices Act, the provisions of the United States Bankruptcy Code, and any
applicable state laws.

Quality Control of Systems

The servicer’s quality control must ensure compliance with Fannie Mae’s requirements and the
legal requirements of each jurisdiction in which it operates, be well-documented, and provide for
a review of the following systems:

* delinquent mortgage loan servicing system,
* system to control and monitor bankruptcy proceedings, and
+ foreclosure monitoring system.

The servicer must
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+ conduct regular testing of compliance with applicable laws in all jurisdictions in which it
operates,

+ regularly review and assess the adequacy of internal controls,

* keep a record of any activity under these internal systems,

* report comprehensive results of all testing to the senior management,

» promptly take appropriate corrective action if these systems identify a problem area, and

» make the comprehensive results of all testing and evidence of correction actions taken and the
related results available for review upon Fannie Mae’s request.
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EJA4-1-02, Establishing Custodial Bank Accounts
(03/18/2015)

Introduction

The servicer must hold in a custodial bank account prior to its remittance to Fannie Mae any
funds it receives for a portfolio mortgage loan or a MBS mortgage loan.

The servicer must provide Fannie Mae with a status of the funds in the custodial account at the
end of each month.

The servicer is responsible for the safekeeping of custodial funds at all times. Even if the servicer
has complied with all of the requirements of the Servicing Guide, Fannie Mae will hold the
servicer responsible for any loss of funds deposited in a custodial account and any damages
Fannie Mae suffers because of delays in obtaining the funds from the custodial account.

The servicer must refer to F-1-03, Establishing and Implementing Custodial Accounts for
requirements for establishing and implementing custodial accounts and drafting arrangements

Also see A2-1-02, Servicer’s Duties and Responsibilities Related to MBS Mortgage Loans for
additional information.

This topic contains the following:

*  Eligible Custodial Depositories

*  Remedies for Ineligible Custodial Depository
* P&l Custodial Accounts

*  T&I Custodial Accounts

* Interest-Bearing Accounts

»  Subservicing Custodial Accounts

*  Use of Clearing Accounts

Eligible Custodial Depositories

All custodial accounts (and clearing accounts) for mortgage loans with a scheduled/scheduled
remittance type must be established in a Federal Reserve Bank, a Federal Home Loan Bank,
or another depository institution provided that such other depository institution meets the
requirements listed in the following table.

Item |The depository institution must...
a. Have accounts that are insured by the FDIC or the NCUSIF.
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Item |The depository institution must...

b. Be rated as “well capitalized” by its federal or state regulator.

c. Have a financial rating that meets at least one of the following criteria:
* Institutions with assets of $30 billion or more must have either

— a short-term issuer rating by S&P of “A-3" (or better) or, if no short-term issuer
rating is available by S&P, a long-term issuer rating of “BBB-" (or better) by
S&P; or

— a short-term bank deposit rating by Moody’s of “P-3” (or better) or, if no short-
term bank deposit rating is available by Moody’s, a long-term bank deposit
rating of “Baa3” (or better) by Moody’s.

* Institutions with assets of less than $30 billion must have a financial rating of either

— 125 (or better) by IDC, or

— C+ (or better) by Kroll.

If a depository institution satisfies the standards in (a) and (b) and has a rating that meets
or exceeds at least one of the applicable ratings specified in (¢) above, it will be an eligible
depository even if it is rated by another organization below the minimum level specified in (c).

The servicer must keep its custodial accounts for mortgage loans with either actual/actual or
scheduled/actual remittance types (or both) in a Federal Reserve Bank, a Federal Home Loan
Bank, or a depository institution that satisfies the standards in (a) and (b) in the previous table,
and has a financial rating of either

* 75 (or better) by IDC, or
* C (or better) by Kroll.

The servicer must monitor these ratings based on the frequency used by the ratings agency for
publishing and updating rating changes to determine the continued eligibility of a depository
institution.

Fannie Mae may require that funds be transferred out of a depository institution — even if the
institution satisfies Fannie Mae’s financial rating criteria — or more quickly than indicated above
if Fannie Mae decides that it is in its best interests or the interests of MBS investors to do so.
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Remedies for Ineligible Custodial Depository

The servicer must notify Fannie Mae within three business days when its custodial depository
fails to meet Fannie Mae’s eligibility requirements. If the servicer’s custodial depository that
holds P&I or T&I funds becomes an ineligible depository by failing to meet Fannie Mae’s
requirements for custodial depositories, Fannie Mae may implement one or more remedies with
respect to the disposition of those P&I and T&lI funds.

The specific remedies that are available to Fannie Mae may vary depending on the magnitude
of P&I and T&I custodial funds the servicer and its affiliates collect and hold on Fannie Mae’s
behalf and the amount of risk to these P&I and T&I funds assessed, as well as other factors
determined by Fannie Mae and include, but are not limited to those described in the following
table.

[0 |Specific remedies for ineligible custodial depository

Transfer funds to an eligible custodial depository.

Move funds to a trust account as directed by Fannie Mae.

Hold P&I and T&I funds in a custodial account in amounts fully insured by the FDIC
or NCUSIF, or other governmental insurer or guarantor acceptable to Fannie Mae.

Require more frequent remittances to Fannie Mae (on a schedule directed by Fannie
Mae) while allowing funds to remain in the ineligible custodial depository account.

P&I Custodial Accounts

The servicer must maintain separate P&I custodial accounts for each remittance type for Fannie
Mae mortgage loans under which the servicer reports. The servicer, at its discretion, is authorized
to maintain multiple P&I custodial accounts per remittance type. For scheduled/scheduled
remittance types, the servicer must establish at least two P&I custodial accounts, to ensure P&I
funds for MBS pools are not commingled with those of portfolio mortgage loans or with other
funds the servicer collects, if applicable.

If the servicer deposits funds for various MBS pools serviced into the same P&I custodial
account, the servicer must maintain detailed accounting records for each pool’s contribution to
the custodial account and be able to identify the portion of the funds that are due from each pool
for its respective P&I remittances.

P&l and T&I funds must not be commingled in the same custodial account, regardless of the
remittance type.
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The funds in the P&I custodial account must relate to mortgage P&I payments due Fannie Mae
that were

* received from the borrower;
* applied from an interest rate buydown account; or
+ advanced by the servicer to cover a scheduled amount, including
— principal curtailments,
— payments in full,
— proceeds from a third-party foreclosure sale, and
— repurchase proceeds.

The servicer also must deposit into the P&I custodial account other funds that are due for
remittance to Fannie Mae including

* guaranty fees,

» guaranty fee buydown charges,

* upfront commitment fees,

* pair-off fees,

» extension fees,

* LLPAs related to mortgage loans in MBS pools, and

* special remittances related to portfolio and MBS mortgage loans or to acquired properties.

The servicer must deposit any excess servicing fee that has been securitized in an MBS P&I
custodial account at the same time the related P&I payment is credited to the P&I custodial
account.

See F-1-03, Establishing and Implementing Custodial Accountsfor additional information.

T&I Custodial Accounts

The servicer is authorized to
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» commingle T&I escrow funds for all remittance types for Fannie Mae mortgage loans in the
same custodial account, or

+ establish multiple T&I custodial accounts for each remittance type, and

* establish separate T&I accounts for the deposit of property (hazard) or flood insurance loss
drafts, partial payments, or unapplied funds.

Funds in the T&I custodial account may not be commingled with P&I funds, the servicer’s
general corporate funds or with funds held by the servicer for other investors.

The servicer may use the T&I custodial account for the following types of funds:
* escrow deposits collected for the payment of escrow related expenses;

« advances the servicer made to cover servicing advances required for payment of foreclosure-
related expenses, as well as the T&I for delinquent mortgage loans;

+ payments that are being held as unapplied pending a determination of their proper application;
and

* interest rate buydown accounts, to the extent that the amount is not yet scheduled for
application to a monthly payment.

Interest-Bearing Accounts

All custodial accounts established for P&I funds or T&I funds may be interest-bearing accounts.
All funds in a custodial account must be immediately available on demand, without the servicer
(or Fannie Mae) having to provide advance notice of its intent to withdraw funds or pay a penalty
fee for early withdrawals.

Interest-bearing accounts must meet all federal, state, and local laws and government regulations.
The servicer is responsible for the payment of any penalties related to excess withdrawals if the
servicer chooses to maintain custodial funds in accounts that limit the number of withdrawals
(such as money-market accounts). Funds in a custodial account may not be invested in any
vehicle that

 limits Fannie Mae’s access to the funds,

* requires an advance notice of withdrawal, or
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* requires the payment of a withdrawal penalty.

The servicer must agree to the conditions outlined in the following table when it uses an interest-
bearing account to accumulate funds.

[0 |Conditions for using an interest-bearing account

Within 30 days after interest is credited to the T&I account the servicer must disburse
it from the account, paying any interest related to escrowed funds (less administrative
expenses related to maintenance of the account) to the borrower.

The servicer must pay any expenses, losses, damages, or withdrawal penalties
sustained because the borrower’s escrow funds were not in a demand deposit account.

Subservicing Custodial Accounts

When a subservicing arrangement exists, the subservicer must establish separate custodial
accounts for all Fannie Mae mortgage loans that it either

» subservices for a master servicer, or
+ services directly for Fannie Mae or any other investor.
Note: The use of subservicer custodial accounts does not relieve the master servicer of

its responsibilities for establishing the required custodial accounts and ensuring that the
custodial funds are handled in accordance with Fannie Mae’s requirements.

Use of Clearing Accounts

The servicer may use general ledger or internal operating accounts as clearing accounts provided
that

« the institution is an eligible depository and meets the requirements outlined in Eligible
Custodial Depositories,

» the account is titled to indicate it is custodial in nature and includes “for the benefit of Fannie
Mae” in the account title,

+ the deposits are subsequently recorded in a separate custodial account meeting Fannie Mae’s
custodial requirements within one business day (including any period during which funds were
in a clearing account or general ledger account) of receipt from the borrower, and
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* adequate records and audit trails must be maintained to support all credits to, and charges from
the borrower’s payment records and the clearing accounts.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-04 March 18, 2015

EJA4-1 -03, Addressing Borrower Inquiries and Disputes
(11/12/2014)

Introduction

This topic contains the following:
*  Addressing Borrower Inquiries and Disputes for All Mortgage Loans
*  Managing Texas Section 50(a)(6) Mortgage Loans

Addressing Borrower Inquiries and Disputes for All Mortgage Loans

The servicer must comply with the requirements outlined in the following table when responding
to borrower inquiries and disputes.

[0 |The servicer must...

Promptly respond to all inquiries, especially in the event of a borrower dispute, about
the following:

+ the terms of their mortgage loan,

« the status of their account, or
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[0 |The servicer must...

* any actions the servicer took or did not take in servicing their mortgage loan.

Ensure that all processes to respond to borrower inquiries and resolve allegations of
servicer errors asserted by borrowers are compliant with applicable law, including
timelines for responding to borrowers and any applicable prohibitions on foreclosure
referral or foreclosure sale.

Ensure that borrowers have an effective means to communicate with the servicer to
facilitate resolution of the dispute and resolve disputes without imposing unnecessary
additional fees on borrowers.

Not commence foreclosure proceedings without a thorough review of the
circumstances surrounding an ongoing dispute and reasonable efforts to resolve the
dispute.

The following table describes the information the servicer must provide the borrower when the
borrower makes an inquiry to determine the owner or assignee of his or her mortgage loan.

If the mortgage loan is... Then the servicer must...
a portfolio mortgage loan * indicate the owner of the mortgage loan as
“Fannie Mae”;

* provide the owner contact address of 3900
Wisconsin Ave, NW, Washington, DC,
20016-2892; and

* provide the contact number of the owner as
1-800-7FANNIE (1-800-732-6643).

MBS mortgage loan + indicate the owner of the mortgage loan as
“Fannie Mae in its capacity as Trustee”;

* provide the owner contact address of 3900
Wisconsin Ave, NW, Washington, DC,
20016-2892;

* provide the contact number of the owner as
1-800-7FANNIE (1-800-732-6643);

* provide the six-digit pool number as the Trust
identifier. The Fannie Mae Trust identifier for
structured deals is the designated trust name
(e.g., Fannie Mae REMIC Trust 2005-W2); and
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If the mortgage loan is... Then the servicer must...

» refer the borrower to the Fannie Mae contact
number above for the related Trust identifier for
mortgage loans in PFP pools.

Note: The six-digit MBS pool number
appears in Fannie Mae’s investor reporting
system application under the “VIEW
LOAN” screen.

Servicers must indicate in their communication to borrowers that the owner status of their loan is
based upon the servicer’s review of its records as of a date certain and that loan ownership status
may change from time to time.

Managing Texas Section 50(a)(6) Mortgage Loans

The servicer of a Texas Section 50(a)(6) mortgage loan must comply with the requirements in the
following table.

[1 |The servicer must...

Have adequate procedures to receive and timely respond to borrower inquiries, claims
of defects, and other complaints.

Have processes and procedures in place to timely cure any failures to comply with
applicable law.

If the servicer receives notification of failure to comply with respect to a Fannie Mae

Texas Section 50(a)(6) mortgage loan, it must immediately notify its Fannie Mae Servicing
Representative (see F-4-03, List of Contacts) and, if the notification is in writing, provide Fannie
Mae with a copy of the notification.

A servicer’s failure to cure within 60 days after being notified of a failure to comply may, under
Texas law, result in the forfeiture of all principal and interest due under the Texas Section 50(a)
(6) mortgage loan.
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Chapter A4-2, Requirements for Delinquent
Mortgage Loans and Mortgage Loans at Risk
of Default

L] Requirements for Delinquent Mortgage Loans and
Mortgage Loans at Risk of Default

Introduction

This chapter includes information pertaining to requirements for delinquent mortgage loans and
mortgage loans at risk of default.

In This Chapter
This chapter includes the following topics:

A4-2.1, Establishing Default Management Strategies . ....................couvuon... 241
A4-2.2, Requirements for Default-Related Law Firms . ........ ... .. ... ... ... ... 247
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Section A4-2.1, Establishing Default
Management Strategies

UA4-2.1-01, Preventing Defaults and Managing
Delinquencies (11/12/2014)

Introduction

This topic contains the following:
*  General Responsibilities for Preventing Defaults and Managing Delinquencies

General Responsibilities for Preventing Defaults and Managing Delinquencies

The servicer must take the actions described in the following table in the servicing of Fannie
Mae mortgage loans.

[0 |The servicer must...

Identify and distinguish the pool issue date of a MBS mortgage loan and be familiar
with the varying servicing requirements applicable to those pool issue dates.

Adapt its systems to be able to identify the MBS issue dates for PFP mortgage loans
in MBS pools.

Comply with all specific written direction Fannie Mae issues to an individual servicer
regarding actions to be taken in connection with preventing a foreclosure, including,
but not limited to, actions to be taken in connection with mortgage loan modifications,
short sales, and deeds-in-lieu of foreclosure, with respect to either

+ all mortgage loans purchased or securitized by Fannie Mae, or

* a designated population.

Cooperate with third parties engaged by Fannie Mae to support the servicer in the
fulfillment of the servicer’s obligations that may impose additional requirements.

Establish a practice for servicing delinquent mortgage loans that follows the accepted
standards used by prudent servicers.
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[0 |The servicer must...

Apply the requirements of a borrower Delinquency Management Model that allows a
borrower to contact one individual or a dedicated team of individuals in the servicer’s
organization to obtain accurate information on the various foreclosure prevention
alternatives available to the borrower. If the servicer develops a model for itself or any
other investor, it must apply the requirements of the model to mortgage loans serviced
for Fannie Mae.

Employ collection and foreclosure prevention strategies that are designed to meet the
goal of bringing delinquent mortgage loans current in as short a time as possible.

Ensure that all notices and information provided to the borrower are clear and
understandable.

Be aware of any programs that may assist a borrower in resolving their delinquencies,
or of any counseling agencies that may help them in their debt management and refer
the borrower to those programs or agencies when it is appropriate.

Some of the servicer’s operational requirements for servicing delinquent mortgage loans are
listed in the following table.

[0 |The servicer must have...

An accounting system that immediately alerts the appropriate department that a
mortgage loan is delinquent.

A collection department staff that is familiar with all FHA, HUD, VA, RD, mortgage
insurer, and Fannie Mae procedural and reporting requirements, if applicable.

Counseling procedures to advise borrowers on how to avoid or cure delinquencies.

Guidelines for the individual analysis of each delinquency.

Instructions and adequate controls for the following:
 sending delinquency notices,

* assessing late charges,

* applying or returning partial payments,

* maintaining collection histories, and

+ reporting delinquencies to credit bureaus.

Management review procedures to evaluate the borrower’s actions and the servicer’s
collection efforts before the execution of a workout option or the decision to start
liquidation proceedings.
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UA4-2.1-02, Property Inspection Vendor Management and
Oversight (11/12/2014)

The servicer must refer to the following table for guidelines on managing and overseeing third-
party property inspection vendors.

[1 |The servicer must...

Not enter into or participate in any arrangement with property inspection vendors

 for which the servicer receives a direct benefit for Fannie Mae mortgage loans or
acquired properties that is not passed through to Fannie Mae, or

* that is influenced by an actual or perceived conflict of interest (particularly those
arrangements with affiliates).

Use the most cost-effective and efficient vendors for property inspections related to
any Fannie Mae mortgage loans or acquired properties without regard to arrangements
that could provide a financial benefit directly to servicers.

UA4-2.1-03, Managing Short Sales

All properties being considered for a short sale must be listed on a MLS for a minimum of five
consecutive calendar days, including one weekend (i.e., Saturday and Sunday), prior to the
servicer

* submitting the short sale recommendation to Fannie Mae for review, or
» approving the short sale.

The following table describes the property listing requirements based on geographic location.

If the geographic area in which the property | Then the property must be advertised...
is located is...

covered by MLS on the applicable MLS that covers the
geographic area in which the property is
located.
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If the geographic area in which the property | Then the property must be advertised...
is located is...

not covered by MLS in a manner customary for that real estate
market.

A printed copy of the property listing must be kept in the mortgage loan servicing file.

- A4-2.1-04, Establishing Contact with the Borrower
(11112/2014)

Introduction

This topic contains the following:
*  Call Center Coverage Requirements
*  Requirements for Borrower Contact Attempts

Call Center Coverage Requirements

The following table provides the requirements for call center operations.

[1 |Call Center Coverage Requirements

The average speed to answer an inbound call must be 60 seconds or less.

The monthly Call Blockage Rate must be less than or equal to 1%.

The Call Abandonment Rate must be less than or equal to 5%.

For live chats (that is, electronic question and answer sessions), responses must be
initiated in less than or equal to 5 minutes from a chat inquiry.

On average, emails from borrowers must be responded to within 48 hours of receipt.

The foreclosure prevention department staff must be available during inbound and
outbound collection activity unless collections staff are also well-versed in workout
options.

Requirements for Borrower Contact Attempts

The servicer must attempt to establish QRPC to resolve the mortgage loan delinquency. All
contact attempts must be documented in the mortgage loan servicing file.
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The following table provides the servicer’s responsibilities in its attempts to contact a borrower.

[0 |The servicer must...

Utilize the minimum level of effort and number of attempts discussed in this Guide to
contact the borrower during the various stages of delinquency.

Establish QRPC early in the delinquency, or when default is determined to be
imminent.

Document all contact attempts in the mortgage loan servicing file and provide
evidence to Fannie Mae that it satisfied the QRPC standard upon request.

Vary the days of the week and times of the day of calls to an individual borrower to
achieve adequate outreach, and include some evening and weekend calls.

UA4-2.1-05, Requirements for Collection and Foreclosure
Prevention Strategies Unique to Second Lien Mortgage
Loans (11/12/2014)

The following table lists the responsibilities of the servicer of a second lien mortgage loan in
implementing its collection and foreclosure prevention strategies.

[0 |The servicer must...

Contact the first lien mortgage servicer to determine the following:

* the status of the first lien mortgage loan,

* any previous or ongoing collection efforts employed by that servicer, and

* the borrower’s commitment and performance during those collection efforts.

The servicer must take the information received from the first lien mortgage servicer
into consideration when deciding the collection method it intends to use.

Keep in mind that the servicing of delinquent second lien mortgage loans requires
accelerated follow-up and expedited liquidation decisions if the collection methods
used are not successful.

Begin its telephone contact attempts before it mails the late payment notice,
concentrating particularly during the five- to ten-day period that precedes the due date
of the next installment.
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UA4-2.1-06, Adverse Action Notification Certification
(06/10/2015)

The servicer is authorized to provide a sample adverse action notice and certify using the
Adverse Action Notification Certification (Form 183) that it has a process to send the text pre-
approved by Fannie Mae for every adverse action notice that is sent in accordance with the
requirements of D2-1-02, Using Freddie Mac’s Imminent Default Indicator. The servicer must
send the sample adverse action notice and completed Form 183 to Fannie Mae (see F-4-03, List
of Contacts).

If the servicer chooses to certify using Form 183, the certification will remain valid until the
servicer changes its notice and then must provide Fannie Mae with a new sample adverse action
notice and Form 183.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-09 June 10, 2015
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Section A4-2.2, Requirements for Default-
Related Law Firms

UA4-2.2-01, Selecting and Retaining Law Firms (11/12/2014)

Introduction

The servicer is responsible for selecting qualified, experienced law firms for all jurisdictions to
handle default-related legal services relating to Fannie Mae mortgage loans. Default related legal
services include foreclosure, workout options, bankruptcy and related litigation.

See F-2-05, Firm Minimum Requirements and Compliance with the Housing and Economic
Recovery Act in A2-1-08, Compliance with Requirements and Laws for additional information
regarding requirements for law firm selection. For a Mortgage Release, a servicer is authorized
to select a third-party other than a law firm to prepare documentation; however, the servicer must
select qualified and experienced vendors to complete the services related to this activity.

In order to mitigate risk arising from the concentration of legal work relating to Fannie Mae
mortgage loans, servicers must select and retain an appropriate number of law firms for each
jurisdiction.

Fannie Mae does not allow for the direct referrals of Fannie Mae mortgage loans to trustees for
foreclosure in any jurisdiction.

Fannie Mae retains counsel directly for legal services relating to acquired properties.

This topic contains the following:

*  Managing Legacy Matters

*  Performing Due Diligence When Selecting and Retaining Law Firms
*  Submitting a Servicer Selection Form

*  Law Firm Training and the Limited Retention Agreement

»  The Use of Special Counsel

Managing Legacy Matters

Matters that were referred to law firms that were part of Fannie Mae's retained attorney network
under the previous structure will be considered “Legacy Matters,” and will be governed by the
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pre-existing engagement letters between those law firms and Fannie Mae. The following table
provides additional guidance to servicers handling Legacy Matters.

If the servicer... Then the servicer...

elects to leave Legacy Matters ata law | is responsible for managing and overseeing

firm that it does not select and retain the law firm's performance and compliance in

pursuant to current policy accordance with the requirements of Fannie
Mae's current default-related legal services
structure.

decides to transfer Legacy Matters to law

firms selected and retained pursuant to
current policy * must provide Fannie Mae’ Legal department

with five business days' prior written notice via
email (see F-4-03, List of Contacts), and

must do so at its own expense,

» will be responsible for any errors, omissions, or
delays by the transferee law firm.

Performing Due Diligence When Selecting and Retaining Law Firms

The following table lists the servicer's duties related to law firm selection.

[0 |The servicer must...

Collect data from the law firm.

Conduct appropriate due diligence to evaluate whether the law firm meets Fannie
Mae's minimum requirements as described in F-2-05, Firm Minimum Requirements.

Maintain documentation evidencing its law firm selection process, including how law
firms are

* solicited,

 evaluated, and

» selected.

If the servicer concludes that a law firm does not meet Fannie Mae’s minimum requirements,
or as a result of the due diligence process decides not to retain the law firm, the servicer must
inform the law firm that it has not been selected. Information relating to law firms that are not
selected and retained by the servicer must be maintained for the longer of any retention period
applicable to the servicer or seven years.
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A servicer is not obligated to inform Fannie Mae if the servicer
* determines that a law firm does not meet the minimum requirements, or

» decides not to retain a law firm.

Submitting a Servicer Selection Form

The servicer must submit a Servicer Selection Form (Form 200) to Fannie Mae for each law firm
it wishes to retain to provide default-related legal services for Fannie Mae mortgage loans. By
submitting Form 200, the servicer certifies the law firm’s satisfaction of Fannie Mae’s minimum
requirements and other certain required disclosures. Form 200 must be submitted to Fannie
Mae’s CPM (see F-4-03, List of Contacts).

The following table provides Fannie Mae’s requirements related to the submission of Form 200.

[0 |The servicer must...

Submit a Form 200 for each jurisdiction for which the servicer wishes to retain a law
firm, if the law firm practices in multiple jurisdictions.

Retain all information submitted by a law firm in support of the law firm’s application
or otherwise gathered by the servicer regarding the law firm.

Note: Information relating to law firms that are selected and retained by the
servicer must be maintained as long as the law firm is providing legal services
with respect to Fannie Mae mortgage loans and, thereafter, for the longer of
any retention period applicable to the servicer or seven years.

Make all information available to Fannie Mae upon request.

Within 15 business days following the submission of Form 200, Fannie Mae expects that it
will be in a position to issue a "No Objection" determination, an "Objection" determination, or
request additional information for each Form 200 submitted.

The following table provides the servicer with further instructions based on Fannie Mae's
response to Form 200.

If Fannie Mae... Then the servicer must...

issues an “Objection” determination not retain the law firm to handle Fannie Mae
matters and inform the law firm that it was not
selected.
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If Fannie Mae... Then the servicer must...

issues a “No Objection” determination  |inform the law firm that it must attend Fannie
Mae new law firm training and sign a limited
retention agreement with Fannie Mae in order to
become eligible to receive referrals of Fannie Mae
mortgage loans.

requests additional information provide the requested information as quickly as
possible.

Servicers cannot rely upon the fact that another servicer previously submitted Form 200 with
respect to a law firm and received a “No Objection” determination.

Law Firm Training and the Limited Retention Agreement

All law firms that receive a "No Objection" determination from Fannie Mae must complete
Fannie Mae new law firm training. Law firms only have to attend this training once, regardless
of the number of servicers that select and retain the law firm.

Law firms must also execute a limited retention agreement. The limited retention agreement
will recognize and reflect a joint attorney-client relationship between the law firm, Fannie Mae
and the servicer. It will also provide that it controls in the event that there are any inconsistent
provisions in any agreement between the law firm and the servicer. Servicers may access the
form of the limited retention agreement by logging in to the password-protected portion of
Fannie Mae’s website. Fannie Mae considers the form of the limited retention agreements to be
confidential and proprietary information, and servicers must treat the forms consistent with this
classification.

The Use of Special Counsel

From time to time, servicers retain counsel at their own expense to represent Fannie Mae and/
or the servicer pursuant to their indemnification obligations to Fannie Mae (Special Counsel).
Special Counsel retained and paid by servicers pursuant to their indemnification obligations

to Fannie Mae do not have to be selected and retained pursuant to the guidelines described in
A4-2.2-01, Selecting and Retaining Law Firms. The following table describes the requirements
of the servicer if it retains Special Counsel.

[0 |The servicer must...

Notify Fannie Mae of the retention of Special Counsel.
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[0 |The servicer must...

Ensure that its Special Counsel keeps Fannie Mae updated on the progress of the
matters handled by the law firm.

Ensure that it or the Special Counsel periodically updates the law firm to which the
foreclosure, bankruptcy, or eviction matter was originally referred regarding the status
of the matter for which the Special Counsel was retained.

Once any issues for which Special Counsel was retained are resolved, the servicer must transition
the foreclosure, bankruptcy, or eviction matter back to the law firm to which it was originally
referred for any required further proceedings.

Refer to Indemnification for Losses in A1-1-03, Nature of the Contractual Relationship.

UA4-2.2-02, Law Firm Management and Oversight
(11/12/2014)

Introduction

This topic contains the following:

*  Overview of Law Firm Management and Oversight

«  Establishing Written Policies and Procedures Related to Law Firm Oversight and
Compliance

*  Conducting Law Firm Compliance Reviews and Training

*  Reporting Law Firm Performance to Fannie Mae

*  Escalations of Law Firm and Servicer Issues and Government and Media Inquiries

Overview of Law Firm Management and Oversight

The servicer is fully responsible for managing and overseeing all aspects of the performance
and compliance of any law firm to which it makes a referral, including foreclosure prevention
activities and timeline performance. The servicer must interact with the law firm as necessary
throughout the course of the foreclosure or bankruptcy proceedings in order to ensure that the
matters are completed in a timely manner, in accordance with applicable law, and in accordance
with the requirements of the Servicing Guide, including the requirement that the servicer timely
deliver good and marketable title to Fannie Mae following a foreclosure. The servicer must
obtain, review, and analyze data and reports from the law firms and take appropriate action as
necessary. The servicer is accountable and responsible to Fannie Mae for any delays or losses
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resulting from deficiencies in the law firm’s performance. The servicer must reimburse Fannie
Mae for any losses suffered because a law firm did not meet its responsibilities.

The following table lists the servicer's ongoing responsibilities following referral to a law firm.

O |After referral, the servicer must...

Continue pursuing foreclosure prevention efforts.

Keep the law firm apprised about the status of any workout proposals, bankruptcy
filings, or other events that affect the matter.

Provide any additional documentation, information, or signatures to the law firm, as
needed.

Advance funds to pay attorney fees and costs.

Provide bidding instructions.

File applicable IRS forms related to paying attorney fees.

Monitor timeline performance.

Obtain and review data and reports from law firms and take appropriate actions as
necessary.

Fulfill all of its other servicing obligations.

The servicer must also ensure that the law firm is able to
* process foreclosures and bankruptcies in a timely and efficient manner,
* recognize and facilitate foreclosure prevention whenever possible, and

* quickly obtain relief from the bankruptcy so that foreclosure proceedings may be initiated or
continued, when appropriate.

Establishing Written Policies and Procedures Related to Law Firm Oversight and
Compliance

The servicer must develop and have in place policies and procedures regarding oversight and
compliance relating to law firms handling Fannie Mae default-related matters. The servicer must
have policies and procedures reasonably designed to ensure that the law firms handling of Fannie
Mae default-related matters are in compliance with the Mortgage Default Counsel Retention
Agreement with Fannie Mae, the applicable provisions of the Servicing Guide, and applicable
law.
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Conducting Law Firm Compliance Reviews and Training

The servicer must conduct periodic law firm compliance reviews and training as appropriate. In
determining the frequency of firm compliance reviews, the servicer must consider the overall
risk posed by the firm (legal, reputational, and financial), firm volume, performance, any
changes in staffing ratios or levels, any litigation against the firm alleging systemic issues, any
media coverage regarding the firm, and the prior results of any firm compliance reviews.

Compliance Reviews: The servicer's ongoing compliance monitoring must address the
following minimum elements.

Elements of the servicer’s ongoing compliance monitoring that must be
maintained

Ongoing eligibility under Fannie Mae minimum requirements.

Compliance with the limited retention agreement with Fannie Mae, including the fee
and cost guidelines.

Compliance with the applicable provisions of the Servicing Guide.

Compliance with applicable law.

Law firm capacity.

Reputational risk issues, for example, complaints against the law firm, bar complaints,
sanction proceedings, or investigations by regulatory or law enforcement authorities.

Verification that the law firm has effective controls in place related to information
security, data management, and fraud prevention.

Document custody practices.

Business continuity.

Maintenance of appropriate errors and omissions coverage.

Financial viability.

Adequacy of staffing.

Applicable ratios (attorney to staff; attorney to file, and staff to file) and the law firm’s
management of the ratios.

Training.
Quality of work.

The servicer must make available to Fannie Mae upon request the materials relating to its
performance and compliance monitoring of law firms providing default-related legal services,
including
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* information regarding the servicer's compliance monitoring, including scope and methodology,
* the schedule of law firm compliance reviews conducted,

+ the identity of any vendors used in the law firm compliance reviews,

 any documentation from the law firm compliance reviews, and

+ any findings, reports or remediation plans resulting from the law firm compliance reviews.

Fannie Mae reserves the right to review and require changes to the servicer's compliance process,
as well as to require the servicer to conduct additional compliance activities related to law firms
handling its default matters. In addition, Fannie Mae may require the servicer to change the
scope of its compliance process in connection with Fannie Mae mortgage loans. Fannie Mae

also reserves the right to directly conduct law firm audits and law firm on-site visits as deemed
necessary.

Ongoing Training: The servicer must ensure that law firms receive any necessary training,
including information regarding Fannie Mae requirements, such as Servicing Guide
Announcements that may affect the law firms. Although Fannie Mae may conduct mandatory
law firm training from time to time, the servicer is responsible for ensuring that law firms are
aware of Fannie Mae’s requirements.

Reporting Law Firm Performance to Fannie Mae

The servicer must generate and provide in a timely manner data and reports requested by Fannie
Mae related to, among other things, servicer performance in managing the foreclosure and
bankruptcy processes and oversight of law firm performance and compliance. The servicer must
provide Fannie Mae access, as requested, to data in its servicing systems regarding Fannie Mae
mortgage loans. Fannie Mae will periodically specify the required data and reports on Fannie
Mae’s website.

Escalations of Law Firm and Servicer Issues and Government and Media Inquiries

Within two business days of discovery, or sooner if circumstances warrant, the servicer must
notify Fannie Mae of matters requiring Fannie Mae's attention, including the following:

* any information regarding a law firm that might warrant a suspension of referrals, the transfer
of matters to another law firm, and/or termination of the law firm;

+ information suggesting legal or reputational risk posed by a law firm, e.g., bar complaints,
sanction proceedings, or litigation asserting systemic issues with the law firm or its practices;
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* any actual or suspected data security breach involving the law firm;
 any actual or alleged fraud on the part of a law firm;

+ federal, state, or local governmental inquiries, including Congressional inquiries, that involve
a significant legal or reputational risk issue related to a law firm selected and retained to
perform default-related legal services on Fannie Mae mortgage loans or that involve a
significant legal or reputational risk issue related to default-related practices of the servicer on
Fannie Mae mortgage loans;

* media inquiries related to a law firm selected and retained to perform default-related legal
services on Fannie Mae mortgage loans or default-related practices of the servicer on Fannie
Mae mortgage loans;

 volume or capacity issues with a law firm;
* a breach of the limited retention agreement between Fannie Mae and a law firm;
* any systemic issues with a law firm;

* significant issues with the servicer's process for handling delinquent mortgage loans, e.g., an
issue that causes widespread foreclosure delays or an issue that requires remediation efforts be
taken with respect to mortgage loans in one or more jurisdictions; or

+ any material change in the ownership, partnership, or organization of the law firm after
executing the limited retention agreement, including instances where a named partner leaves
the law firm or a practice group separates from the law firm.

Fannie Mae reserves the right to issue direction to servicers and law firms regarding escalated
matters.

Escalation Process: Escalated matters must be reported to Fannie Mae’s Legal department via
email (see F-4-03, List of Contacts).

The following table provides additional instructions for escalating matters to Fannie Mae.

When the servicer provides Fannie Mae notice of a matter requiring Fannie
Mae’s attention, the servicer must...

Designate in its email one or more points of contact.

Promptly obtain and provide Fannie Mae with any additional information requested
from the law firm.
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UA4-2.2-03, Prohibition Against Servicer-Specified Vendors
for Fannie Mae Referrals, Use of Vendors, and Outsourcing
Companies (11/12/2014)

The servicer cannot directly or indirectly require or encourage law firms to use specified vendors
in connection with Fannie Mae referrals, including, but not limited to

* title companies,
* posting and publication vendors, and
* service of process vendors.

The law firm must be allowed to select vendors of its choice based on its assessment of factors
such as the cost efficiency, quality, reliability, and timeliness of the services provided by the
vendor.

Arrangements with vendors and other service providers, particularly aftiliates, must not be
influenced by an actual or perceived conflict of interest. The servicer and law firm must use the
most cost-efficient and effective vendors to assist in processing foreclosures and bankruptcy
cases without regard to arrangements that could provide a financial benefit directly or indirectly
to the servicer.

The law firm must obtain Fannie Mae’s prior written approval if it wishes to use a vendor that is
the servicer itself, an outsourcing company, or other third-party vendor utilized by the servicer to
assist in servicing defaulted mortgage loans, or an affiliate of the servicer, outsourcing company,
or third-party vendor. Requests for approval must be directed to Fannie Mae’s Legal Department
via email (see F-4-03, List of Contacts).

The servicer must not enter into or participate in any arrangements with an outsourcing company
or third-party vendor pursuant to which the servicer receives a direct or indirect benefit of any
kind (such as a lower charge for services or a payment) for referring a foreclosure or bankruptcy
matter relating to a Fannie Mae mortgage loan to a particular law firm.

Outsourcing companies or third-party vendors must not be permitted to directly or indirectly
select, or influence the selection of, the law firms to be used on Fannie Mae mortgage loans.

The servicer, its agents, or any outsourcing firm it employs may not charge either directly or
indirectly any outsourcing fee, referral fee, packaging fee, or similar fee in connection with any
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Fannie Mae mortgage loan. This requirement is in place, in part, to deter actual and potential
conflicts of interest that may arise and compromise the overall effectiveness of service provided
to Fannie Mae.

To help ensure compliance with this requirement, Fannie Mae explicitly prohibits the following
parties from directly or indirectly charging any amounts to (or receiving any payments or any
benefits from) law firms or their affiliates in connection with any Fannie Mae mortgage loan or
service provided directly or indirectly with respect to any Fannie Mae mortgage loan except as
Fannie Mae may expressly permit

* the servicer,

* any outsourcing company or other third-party vendor utilized by the servicer to assist in
servicing defaulted mortgage loans (for example, referring loans to foreclosure or bankruptcy,
monitoring law firm performance, or providing administrative support services), and

« any affiliate of the servicer, outsourcing company, or third-party vendor.

Fannie Mae does expressly permit the benefit that servicers may receive from law firms having
access to and utilizing data obtained from the servicer's systems through "direct sourcing"
arrangements.

Any other charges, payments, or benefits from law firms or their affiliates in connection with
Fannie Mae mortgage loans will require Fannie Mae's prior written approval.

The servicer is responsible for ensuring compliance with these requirements. The servicer must
diligently monitor and manage any outsourcing company or vendor it utilizes to assist with the
servicing of defaulted mortgage loans to ensure all Fannie Mae servicing guidelines are fully met
in a timely and cost-effective manner.

UA4-2.2-04, Law Firm Suspensions, Matter Transfers, and
Terminations (11/12/2014)

Introduction

This topic contains the following:

*  Servicer-Directed Suspensions

»  Fannie Mae-Directed Suspensions
*  Implementation of Suspensions
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Servicer-Directed Suspensions

The following table provides instructions for servicers regarding the suspension of referrals,
matter transfers, and termination of law firms.

If... Then the servicer must...

a servicer becomes aware of information |+ notify Fannie Mae within two business days
regarding a law firm handling Fannie or sooner if circumstances warrant as set

Mae default-related matters that might forth in Escalations of Law Firm and Servicer
warrant a suspension of referrals, the Issues and Government and Media Inquiries
transfer of matters to another law firm, in A4-2.2-02, Law Firm Management and
and/or the termination of the law firm Oversight, and

(for example, due to legal, reputational,

or operational risk)  conduct due diligence with respect to the issue.
the servicer intends to suspend referrals, |* provide Fannie Mae with prior notice at least
transfer matters, and/or terminate a law five business days before implementing the
firm decision,

+ provide Fannie Mae with the implementation
plan for the course of action chosen by the
servicer,

 inform the law firm of the decision, and

+ keep Fannie Mae periodically updated with
respect to the status of implementation of the
decision.

The servicer must retain all information relating to
* its due diligence review,
* its decision, and

+ all other information supporting its decision for the longer of any retention period applicable
to the servicer or seven years after the decision.

The servicer must make such information available to Fannie Mae upon request.
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Fannie Mae-Directed Suspensions

Fannie Mae reserves the right to direct the servicer to initiate an investigation of a law firm

if it becomes aware of information that might warrant a suspension of referrals, the transfer
of matters, or termination of the law firm. Fannie Mae may itself conduct due diligence and
investigations as necessary, and may instruct servicers to suspend some or all new referrals, to
transfer some or all of its matters, or to terminate law firms.

In the event of a decision by Fannie Mae to suspend new referrals, transfer matters, or terminate
a law firm, Fannie Mae will inform the servicer of the decision and provide direction regarding
required servicer actions.

Implementation of Suspensions

The servicer is responsible for implementing any suspension, transfer of matters, and/or
termination unless otherwise directed by Fannie Mae.

The servicer must consider all pertinent factors when determining the proper implementation
strategy for any suspension, matter transfers, and/or termination, including

* the capacity of other eligible law firms in the jurisdiction to handle additional capacity and/or
transferred matters,

* the proration of fees between the transferor and transferee law firms,
+ avoiding duplicative fees and costs as a result of any transfer, and

+ the continuing availability of adequate errors and omissions coverage for a law firm as to
which some matters are left for resolution following a suspension of referrals or partial
transfer of matters.

With respect to any required matter transfer, the servicer must take all required steps to
effectuate, manage, and monitor the transfer and report periodically to Fannie Mae regarding

* the identity of each transferee law firm,
+ the identification and quantification of the matters transferred to each transferee law firm, and
* the timing and status of the matter transfer.

The servicer must not charge Fannie Mae or the borrower for any fees or costs associated with
transferring matters, and such amounts must not be added to the borrower’s total indebtedness.
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Fannie Mae reserves the right to manage any suspension, transfer of matters, and/or termination
if it concludes that Fannie Mae's management is necessary to manage legal, reputational, or
operational risks. Servicers must follow all reasonable instructions given by Fannie Mae.
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U Escrow, Taxes, Assessments, and Insurance

Introduction

This part describes how to administer an escrow account to manage taxes, assessments, and
insurance requirements.

In This Part

This part contains the following chapters:

B-1, Escrow Account Administration . . ............. ..ttt 262
B-2, Property (Hazard) Insurance Requirements .. ............ ... ... .. ... ....... 268
B-3, Flood Insurance Requirements ... .......... ... ittt 280
B-4, Additional or Optional Insurance Coverage .. .............covuiuiniinenenan .. 287
B-5, Property (Hazard) and Flood Insurance Loss Events and Claim Settlements . ... ... .. 289
B-6, Lender-Placed INSUrance . . . ...ttt e 297
B-7, Liability and Fidelity/Crime Insurance Requirements for Project Developments. . . . .. 299
B-8, Mortgage InSurance . .. .......... .ttt e 302
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Chapter B-1, Escrow Account
Administration

E_j Escrow Account Administration

Introduction

This chapter describes escrow account administration.

In This Chapter

This chapter contains information on the following topic:

B-1-01, Administering an Escrow Account and Paying Expenses (11/12/2014) .......... 263
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L] B-1-01, Administering an Escrow Account and Paying
Expenses (11/12/2014)

Introduction

Without regard to whether the mortgage loan has an escrow account, the servicer must protect
Fannie Mae’s lien and the property securing the mortgage loan by

* maintaining accurate records on the status of property (hazard) insurance, flood insurance,
borrower-purchased mortgage insurance, real estate taxes, ground rents, other assessments,
and related expenses; and

+ ensuring the timely payment of taxes, insurance premiums, and related charges.

Unless otherwise noted, the following requirements apply whether the mortgage loan is a first
lien mortgage loan that has an escrow account or a second lien mortgage loan where the servicer
chooses to require an escrow account.

When an escrow account is established by the servicer, it must

« assume full responsibility for administering the escrow account in compliance with the
mortgage loan documents and all applicable laws and government regulations, and

* make payments for escrow—related expenses early enough to take advantage of any discount
period to obtain the maximum discounts allowed whenever funds are available in the escrow
account.

This topic contains the following:

»  Paying Interest on an Escrow Account

*  Waiving Escrow Account Requirements

*  Administering an Escrow Account in Connection With a Mortgage Loan Modification
*  Manufactured Home Tax Requirements

*  Paying a Special Assessment

*  Advancing Funds to Cover Expenses

Paying Interest on an Escrow Account

Fannie Mae will not reimburse the servicer when the servicer pays interest on an escrow account,
whether required by law or voluntary.
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Waiving Escrow Account Requirements

The following table outlines requirements to evaluate a request to waive an escrow account.

[0 |The servicer must...

Evaluate whether it is appropriate to waive the escrow account requirement based on
the following:

* the mortgage loan documents and applicable law,
* the borrower’s prior mortgage loan payment history,

* the borrower’s overall credit history,

the LTV ratio of the mortgage loan, and

* the borrower’s financial ability to handle the lump-sum T&I payments.

Deny a request to discontinue escrow requirements for a mortgage loan if the
borrower has

* previously defaulted on the mortgage loan,
* ablemished credit history on other credit obligations, or

* limited cash reserves.

Maintain the following information in the mortgage loan servicing file and make it
available to Fannie Mae upon request:

* the borrower’s written request;
* the servicer’s basis for the waiver decision; and

+ the waiver of escrow deposits disclosure provided to the borrower, if applicable.

The servicer must not waive the individual escrow requirement for

* mortgage insurance premiums for a conventional mortgage loan when premiums are paid
monthly.

* builder’s risk/construction site insurance, taxes, or mortgage insurance for a construction-to-
permanent mortgage loan originated under Fannie Mae’s Native American housing initiative.
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Administering an Escrow Account in Connection With a Mortgage Loan Modification

The following table outlines the escrow requirements when a servicer enters a mortgage loan
modification.

[0 |The servicer must...

Revoke any escrow deposit account waiver and establish an escrow deposit account
in accordance with Fannie Mae’s requirements, unless the mortgage loan modification
is a Streamlined Modification Post Disaster Forbearance (see D2-3.2-09, Fannie Mae
Streamlined Modification Post Disaster Forbearance for additional information) or a
Cap and Extend Modification for Disaster Relief (see D2-3.2-10, Fannie Mae Cap and
Extend Modification for Disaster Relief for additional information) and the borrower
is current on the payments for taxes, special assessments, property (hazard) and flood
insurance premiums, premiums for borrower-purchased mortgage insurance, ground
rents, and similar items.

Analyze an existing escrow account to estimate the periodic escrow deposit required
to ensure that adequate funds are available to pay future charges, taking into
consideration T&I premiums that may come due during any trial period. In the event
the initial escrow analysis identifies a shortage, collect such funds from the borrower
over a 60-month period unless the borrower decides to pay the shortage upfront.
When the servicer calculates the repayment of the escrow shortage over a 60-month
period, any subsequent shortage that may be identified in the next annual analysis
cycle must be spread out over the remaining term of the initial 60-month period.

Ensure the borrower’s monthly mortgage loan payments, including trial period
payments, include an escrow payment. See the applicable mortgage loan modification
program in Section D2—3.2, Home Retention Workout Options for additional
information.

Manufactured Home Tax Requirements

When the property securing the mortgage loan is a manufactured home, the servicer must ensure
the manufactured home and land are taxed as real property and a single tax bill is issued.

If this is not possible, the dwelling must be taxed separately as personal property and the
servicer must adjust its system to escrow for both real and personal property taxes. Fannie Mae’s
requirements for real estate taxes apply equally to personal property taxes applicable to the
dwelling.
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Paying a Special Assessment

When a special assessment is imposed on a property, including by a HOA of a PUD or condo,
the servicer must

* maintain accurate records on the status of a special assessment that could become a lien
against a property.

 advance its own funds to pay the special assessment to protect the priority of Fannie Mae’s
mortgage lien when the HOA notifies the servicer that the borrower is 60 days delinquent in
the payment of the special assessment or charges levied by the association.

When pursuing foreclosure on a property in a PUD or condo project, the servicer must

* determine the amount to clear an HOA’s claim of lien and preserve the priority of the
mortgage lien and pay the minimum amount necessary no later than 30 days after the
foreclosure sale date or acceptance of a Mortgage Release, and

 notify Fannie Mae’s Legal department by submitting a Non-Routine Litigation Form (Form
20) if the HOA refuses to release its claim of lien against a property after reasonable efforts to
reach an agreement.

The servicer must follow the procedures in General Expense Reimbursement Requirements in
F-1-06, Expense Reimbursement to determine the timing and amount of advances, if any, that
Fannie Mae will reimburse.

Advancing Funds to Cover Expenses

The servicer must promptly advance the funds to cover an expense when an escrow account has
insufficient funds to pay the expense in a timely manner. The servicer must require the borrower
to reimburse it for advances because the escrow deposit account did not have sufficient funds to
cover an expense or emergency repairs to the property. Any funds the servicer advances must
stay in the T&I custodial account if and until the borrower remits funds sufficient to cure the
deficit.

The following table outlines the requirements when the servicer waives the escrow account
requirement and the borrower fails to pay the insurance premiums, taxes, or other related
charges.

[0 |The servicer must...

Advance the payment, including any late payment penalties, from its own funds.
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[0 |The servicer must...

Revoke any escrow waiver and establish an escrow account in accordance with Fannie
Mae’s requirements to collect funds to repay the advances and pay future bills.

The servicer must follow the procedures in General Expense Reimbursement Requirements
in F-1-06, Expense Reimbursement to determine how to obtain reimbursement from future
payments, and how to obtain reimbursement from Fannie Mae.
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Chapter B-2, Property (Hazard) Insurance
Requirements

L] Property (Hazard) Insurance Requirements

Introduction

This chapter describes requirements relating to property (hazard) insurance.

In This Chapter

This chapter contains information on the following topics:

B-2-01, Property (Hazard) Insurance Requirements Applicable to All Property Types

(L1/1272004) oo e e e e e e 268
B-2-02, Property (Hazard) Insurance Requirements for Mortgage Loans Secured by a One-
to Four-Unit Property (11/12/2014) . .. .. oo e 272
B-2-03, Property (Hazard) Insurance Requirements for Mortgage Loans Secured by a Unit
in a PUD, Condo, or Co-op (11/12/2014) . . ... ..ot 274

L] B-2-01, Property (Hazard) Insurance Requirements
Applicable to All Property Types (11/12/2014)

Introduction

This topic contains the following:

»  Servicer Responsibilities Related to Property (Hazard) Insurance

*  Property (Hazard) Insurance Policy and Coverage Requirements

*  Property (Hazard) Insurance Carrier Rating Requirements

*  Exceptions to Property (Hazard) Insurance Carrier Rating Requirements
*  Evidencing Acceptable Property (Hazard) Insurance
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Servicer Responsibilities Related to Property (Hazard) Insurance

The servicer must ensure that at all times any required property (hazard) insurance coverage is
maintained to protect Fannie Mae’s interest in the mortgage loan. The following table lists the
servicer’s responsibilities applicable to all mortgage loans owned or securitized by Fannie Mae
unless otherwise noted.

O The servicer must...

Verify the selected insurance carrier, policy amount and type of coverage meet Fannie
Mae’s requirements.

Note: The servicer of a second lien mortgage loan must review a copy of the
first lien mortgage loan insurance policy to determine if there is sufficient
coverage to protect the security of both the first and second lien mortgage
loans.

Ensure requirements contained in any negotiated contract are met.

Ensure property (hazard) insurance premiums are paid. See B-1-01, Administering an
Escrow Account and Paying Expenses for additional information.

Immediately obtain new coverage to meet Fannie Mae’s requirements if the borrower
allows the insurance coverage to lapse. See B-6-01, Lender-Placed Insurance
Requirements for additional information.

Contact its Fannie Mae Servicing Representative (see F-4-03, List of Contacts) to
determine if additional coverage is needed if the insurable improvements of the
property securing a mortgage loan are exposed to hazards that a fire and extended
coverage policy does not protect against.

Change the insurance coverage for a mortgage loan when it is inadequate to protect
Fannie Mae’s interests or, in the instance of lender-placed insurance, causes Fannie
Mae to be overinsured. Examples include properties that become vacant and home
renovation or construction mortgage loans where the renovation or construction work
is completed or the borrower occupies the property. Also, see B-4-02, Builder’s Risk/
Construction Site Insurance for additional information.

Property (Hazard) Insurance Policy and Coverage Requirements

The requirements of a property (hazard) insurance policy for the insurable improvements of the
property securing a mortgage loan are as follows:
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* The coverage must protect against loss or damage from fire, windstorm, hurricane, hail, and
other hazards covered by the standard extended coverage endorsement.

* [f the property (hazard) insurance policy includes such limitations and exclusions, the
borrower must obtain a separate policy or endorsement from another insurer that provides
adequate coverage for the limited or excluded peril.

* The coverage must provide for claims to be settled on a replacement cost basis.

Also see B-2-02, Property (Hazard) Insurance Requirements for Mortgage Loans Secured by a
One- to Four-Unit Property and B-2-03, Property (Hazard) Insurance Requirements for Mortgage
Loans Secured by a Unit in a PUD, Condo, or Co-op for additional information.

Property (Hazard) Insurance Carrier Rating Requirements

The property (hazard) insurance policy for the insurable improvements of the property securing
any first lien mortgage loan must be written by a carrier that meets one of the following rating
requirements, even if it is rated by more than one of the rating agencies.

Rating Agency Rating Category

A.M. Best Company, Inc. Either a “B” or better Financial Strength Rating
in Best s Insurance Reports, or an “A” or better
Financial Strength Rating and a Financial Size
Category of “VIII” or greater in Best s Insurance
Reports Non-US Edition.

Carriers providing coverage for co-op projects must
have a general policyholder’s rating of “A” and a
Financial Size Category of “V” in Best s Insurance
Reports.

Demotech, Inc. “A” or better rating in Demotech s Hazard Insurance
Financial Stability Ratings.

Standard & Poor’s “BBB” or better Insurer Financial Strength Rating in
Standard & Poor’s Ratings Direct Insurance Service.

Exceptions to Property (Hazard) Insurance Carrier Rating Requirements

Fannie Mae continues to accept property (hazard) insurance policies from State Farm Florida
Insurance Company although the company’s A.M. Best Company, Inc. financial strength rating
does not meet Fannie Mae’s rating requirements.
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Fannie Mae accepts the following types of property (hazard) insurance policies if it is the only
coverage that the borrower can obtain:

* Policies underwritten by a state’s FAIR plan, and

* Policies obtained through state or territory insurance plans.

The following are exceptions to Fannie Mae’s rating requirements:

* Mortgage Impairment (or Mortgagee Interest) Insurance - If the servicer is covered by a
mortgage impairment (or mortgagee interest) insurance policy, and the issuer meets either the
A .M. Best Financial Strength Rating or Standard & Poor’s Insurer Financial Strength Rating,
Fannie Mae does not require the servicer to confirm that the borrower’s property (hazard)
insurance coverage is with a firm that meets Fannie Mae’s rating requirements.

» Reinsurance Arrangements - The policies of an insurer that does not meet Fannie Mae’s rating
requirements will be accepted provided all conditions outlined in the following table are met.

0

Conditions for acceptable reinsurance arrangements

The insurer is covered by reinsurance with a company that meets either one of the
A.M. Best Financial Strength Ratings or Standard & Poor’s Insurer Financial Strength
Rating, as listed in Property (Hazard) Insurance Carrier Rating Requirements.

The primary insurer and the reinsuring company are authorized (or licensed, if
required) to transact business within the state where the property is located.

The reinsurance agreement has a “cut-through” endorsement that provides for the
reinsurer to become immediately liable for 100% of any loss payable by the primary
insurer in the event that the primary insurer becomes insolvent.

Both the primary insurer and the reinsuring company execute an Assumption of
Liability Endorsement (Form 858), or any equivalent endorsement that provides
for 100% reinsurance of the primary insurer’s policy and a 90-day written notice to
Fannie Mae of the termination of the reinsurance arrangement.

Note: Form 858 (or the equivalent endorsement) must be attached to each
insurance policy covered by the reinsurance agreement, unless the servicer is
covered by a mortgage impairment (or mortgagee interest) insurance policy.

The reinsurance agreement does not allow contributions or assessments either to
be made against Fannie Mae or to become a lien on the property that is superior to
Fannie Mae’s lien.
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Evidencing Acceptable Property (Hazard) Insurance
The following is acceptable evidence of property (hazard) insurance:

* the original insurance policy or a short form certificate of insurance showing all of the
necessary information and signed by the insurer, or

* data files including sufficient information about the insurance policy, the property, and the
borrower, provided the following requirements are met:

— The data file is equivalent to a printed policy and includes sufficient information to evidence
compliance with Fannie Mae’s requirements.

— The servicer’s errors and omissions insurance policy acknowledges electronic data transfers
and fully protects the servicer and Fannie Mae against losses resulting from erroneous data
files or transfers.

— The servicer can produce legible hard copies of the insurance policies and proof of premium
payments to Fannie Mae upon request.

L] B-2-02, Property (Hazard) Insurance Requirements for
Mortgage Loans Secured by a One- to Four-Unit Property
(11/12/2014)

Introduction

This topic contains the following:

*  Determining Minimum Coverage Amounts

*  Maximum Allowable Deductible Requirements

*  Named Insured and Mortgagee Clause Requirements

Determining Minimum Coverage Amounts
Coverage must equal the lesser of
* 100% of the insurable value of the improvements, as established by the property insurer; or

 the UPB of the mortgage loan (or, if the mortgage loan is a second lien mortgage loan, the
combined UPB of the first lien and second lien mortgage loans), as long as the UPB of the
mortgage loan (or the combined UPBs) equals at least the minimum amount required to
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compensate for damage or loss on a replacement cost basis, which is usually 80% of the
insurable value of the improvements.

The servicer must follow the procedures in Determining Property (Hazard) Insurance Coverage
Amounts in F-1-02, Escrow, Taxes, Assessments, and Insurance for detailed steps to determine
the amount of insurance Fannie Mae requires.

Maximum Allowable Deductible Requirements

The maximum allowable deductible is 5% of the face amount of the policy.

Named Insured and Mortgagee Clause Requirements

In all cases, the insurer must be instructed to send all correspondence, policies, bills, and other
information to the servicer (or to both the first and second lien mortgage loan servicers).

The servicer must name Fannie Mae in the mortgagee clause if coverage or Fannie Mae’s
interest would be impaired by not being named. Otherwise, the mortgagee clause is based on the
mortgagee of record and the mortgage loan type as described in the following tables.

If the mortgagee is... Then...

Fannie Mae the mortgagee clause must read “Fannie Mae,
in care of [insert servicer’s name and address
here].”

the servicer the servicer’s name, followed by the phrase
“its successors and assigns,” must be shown as
the mortgagee.

MERS the mortgagee clause must name the servicer

unless Fannie Mae must be named because the
coverage or its interest would be impaired by
its not being named.

Type of Mortgage Loan Mortgage Clause Requirements

First lien mortgage loan The policy must include (or have attached)

a “standard” or “union” mortgagee clause
(without contribution) in the form customarily
used in the area in which the property is
located.

Second lien mortgage loan The mortgagee clause in the property (hazard)
insurance policy for the first lien mortgage
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Type of Mortgage Loan Mortgage Clause Requirements

loan must be amended to recognize the second
lien mortgage loan and to clearly set out
Fannie Mae’s interest in the policy coverage.

L] B-2-03, Property (Hazard) Insurance Requirements for
Mortgage Loans Secured by a Unit in a PUD, Condo, or Co-op
(11/12/2014)

Introduction

This topic contains the following:

*  Determining Minimum Coverage Amounts

*  Maximum Allowable Deductible Requirements

*  Endorsement Requirements

*  Named Insured and Mortgagee Clause Requirements

*  Acceptable Evidence of Master or Blanket Insurance Policies

*  Notification Requirements for Policy Changes or Cancellation for Condo or Co-op Projects

Determining Minimum Coverage Amounts
The following requirements apply to PUDs, condos, and co-ops.

Insurance must cover 100% of the insurable replacement cost of project improvements, including
the individual units for condo and co-op projects. Extended Replacement Cost coverage,

under which the insurer agrees to pay more than the property’s insurable replacement cost, is
acceptable. An insurance policy that includes either of the following endorsements will ensure
full insurable value replacement cost coverage:

* a Guaranteed Replacement Cost Endorsement and, if the policy includes a coinsurance clause,
an Agreed Value Option or Agreed Amount Endorsement; or

* a Replacement Cost Endorsement and, if the policy includes a coinsurance clause, an Agreed
Value Option or Agreed Amount Endorsement.

If a policy includes a coinsurance clause, and includes an Agreed Amount Endorsement or
selection of the Agreed Value Option which waives the requirement for coinsurance, the policy
coverage will be considered acceptable evidence that the 100% insurable replacement cost

of the project improvements requirement has been met. In addition, when a policy includes a
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coinsurance clause, but the coinsurance provision is not waived, the policy is still eligible if
evidence acceptable to the servicer confirms that the amount of coverage is at least equal to
100% of the insurable replacement cost of the project improvements.

The policy must protect against the perils customarily covered for similar projects, including
those covered by the standard ““all risk” or “special form coverage” endorsement or the “broad
form” covered causes of loss.

The HOA or the co-op corporation must maintain a policy of property insurance with premiums
being paid as a common expense. The following table provides additional requirements
depending on the project type.

Project Type Requirements

PUD Fannie Mae requires individual insurance
policies for each mortgage loan it purchases
or securitizes in a PUD project. See

B-2-02, Property (Hazard) Insurance
Requirements for Mortgage Loans Secured by
a One- to Four-Unit Property for the required
amount of coverage. The servicer must also
have in its possession a copy of any insurance
policy covering the common areas of the PUD
project.

Fannie Mae will accept a blanket insurance
policy in satisfaction of its insurance
requirements for the units if the project’s legal
documents allow for blanket insurance policies
to cover both the individual units and the
common elements.

The policy must cover all of the common
elements belonging to the HOA, including
fixtures, building service equipment, and
common personal property and supplies.

Condo The servicer must verify property (hazard)
insurance, including wind and flood insurance
if applicable, coverage at the project level

as part of its review of a project and ensure
that each condo association is covered by an
individual policy.
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Project Type Requirements

If the master or blanket insurance policy
maintained by an HOA for a condo project
does not cover either the interior of the
condo unit or the improvements made by the
borrower to the interior of the condo unit, the
servicer must ensure the condo unit has an
HO-6 policy.

If an HO-6 policy is required, the insurance
policy must provide coverage, as determined
by the insurer, sufficient to repair the condo
unit to at least its condition prior to a loss
claim event.

Acceptable types of HOA master or blanket
insurance policies include:

+ “Single Entity”,
e “All-in”, and
* “Bare walls”.

The policy must cover all of the general and
limited common elements that are normally
included in coverage, including fixtures,
building service equipment, and common
personal property and supplies belonging to the
HOA.

Additionally, the policy must provide that

* any Insurance Trust Agreement is
recognized;

* the right of subrogation against unit owners
1s waived;

* the insurance is not prejudiced by any acts
or omissions of individual unit owners not
under the control of the HOA; and
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Project Type Requirements

* the policy is primary, even if a unit owner
has other insurance covering the same loss.

Co-op The policy must cover the entire project,
including the units.

Maximum Allowable Deductible Requirements
The maximum allowable deductible is as follows:

 For policies covering the common elements in a PUD project, a PUD unit mortgage loan,
condo projects, or co-op projects, 5% of the face amount of the policy.

+ For blanket insurance policies covering the individual units and the common elements, 5% of
the replacement cost of the unit.

Endorsement Requirements
The required special endorsements for PUD, condo, and co-op projects are as follows:
* An Inflation Guard Endorsement, when it can be obtained.

* A Building Ordinance or Law Endorsement if the enforcement of any building, zoning,
or land-use law will result in loss or damage, increased cost of repairs or reconstruction,
or additional demolition and removal costs. The endorsement must provide for contingent
liability from the operation of building laws, demolition costs, and increased costs of
reconstruction.

Note: Fannie Mae will not require a Building Ordinance or Law Endorsement if it is
not obtainable in the insurance market available to the association.

» A Steam Boiler and Machinery/Equipment Breakdown Coverage Endorsement if the project
has central heating or cooling. An endorsement or separate stand-alone boiler and machinery
policy must provide for the insurer’s minimum liability per accident to at least equal the lesser
of $2 million or the insurable value of the building(s) housing the boiler or machinery.

Named Insured and Mortgagee Clause Requirements

The insurance policy must include the standard mortgagee clause. When the servicer is named as
the mortgagee, its name must be followed by the phrase “its successors and assigns.”
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The following table provides the requirements regarding the name of the insured entity.

Coverage Type Requirements for Named Insured

Condo Projects The policy must either show the HOA or,

if the condo’s legal documents permit it,

an authorized representative of the HOA,
including its insurance trustee, as the named
insured.

The “loss payable” clause must show the
HOA or the insurance trustee as a trustee for
each unit owner and the holder of each unit’s
mortgage loan.

PUD Common Areas The policy must show the HOA as the named
insured.
Co-op Project Common Areas The policy must show the co-op corporation as

the named insured.

Acceptable Evidence of Master or Blanket Insurance Policies

If a unit in a PUD, condo, or co-op project is covered by a master or blanket policy instead of an
individual policy, the servicer must maintain

« cither a copy of the current master or blanket policy and any endorsements, and a certificate
of insurance showing that the individual unit securing the mortgage loan is covered under the
policy, or

» individual evidence of insurance for each unit.

Notification Requirements for Policy Changes or Cancellation for Condo or Co-op Projects

The following table provides the requirements for notification of policy changes or cancellations.

Project Type Requirements

Condo The policy must require the insurer to notify
in writing the HOA (or insurance trustee) and
each first lien mortgage loan holder named in
the mortgagee clause at least 10 days before
it cancels or substantially changes a condo
project’s coverage.
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Project Type Requirements

Co-op The policy must require the insurer to notify
in writing the co-op corporation (or insurance
trustee) and each first lien mortgage loan
holder named in the mortgagee clause at least
30 days before it cancels or substantially
changes coverage.
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Chapter B-3, Flood Insurance Requirements

L] Flood Insurance Requirements

Introduction

This chapter describes requirements for flood insurance.

In This Chapter

This chapter contains information on the following topics:

B-3-01, Flood Insurance Requirements Applicable to All Property Types (11/12/2014).... 280
B-3-02, Flood Insurance Requirements for Mortgage Loans Secured by a One- to Four-Unit
Property (11/12/2014) . . oot e e e e e 283
B-3-03, Flood Insurance Requirements for Mortgage Loans Secured by a Unit in a PUD,

Condo, or Co-0p (L1/12/2014) . . oot e e e 284

L] B-3-01, Flood Insurance Requirements Applicable to All
Property Types (11/12/2014)

Introduction

This topic contains the following:

»  Servicer Responsibilities Related to Flood Insurance

*  Determining If a Property Requires Flood Insurance

*  Properties Located in the Coastal Barrier Resources System or Otherwise Protected Area
*  Requirements When a Property’s Flood Zone Status Changes

*  Acceptable Flood Insurance Policies

*  Maximum Allowable Deductible Requirements

Servicer Responsibilities Related to Flood Insurance

The following table outlines the servicer’s responsibilities for the maintenance of flood
insurance.
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[0 |The servicer must...

Ensure the property securing the mortgage loan is adequately protected by flood
insurance when required, with no lapses of coverage.

Ensure the flood insurance premiums are paid. See B-1-01, Administering an
Escrow Account and Paying Expenses for additional information.

Actively monitor all flood maps and community status changes and take
appropriate action as changes occur. If a property is remapped into a SFHA, see
When a Propertys Flood Zone Status Changes for additional information.

Provide evidence of flood insurance coverage to Fannie Mae within 10 business
days of the date of Fannie Mae’s request.

Increase the coverage for home renovation or construction mortgage loans, if
necessary, when the renovation or construction work is completed or the borrower
occupies the property. Also see B-4-02, Builder’s Risk/Construction Site Insurance
for additional information.

Determining If a Property Requires Flood Insurance

Flood insurance coverage is required when a mortgage loan is secured by a property located
in an SFHA. The following table describes how to evaluate a property to determine if flood
insurance is required.

If... Then flood insurance...
any part of the principal structure on a is required.

property securing the mortgage loan is located

in an SFHA

the principal structure on a property securing |is not required.
the mortgage loan is not located in an SFHA,
but a detached structure attached to the land
that does not serve as part of the security for
the mortgage loan is located within the SFHA

the principal structure on a property securing |is required for the detached structure unless the
the mortgage loan is not located in an SFHA, |[servicer

but a detached structure attached to the land
that serves as part of the security for the * determines that the principal structure

mortgage loan is located within the SFHA represents sufficient security for the
mortgage loan, and

* releases the detached dwelling from the
security.
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Properties Located in the Coastal Barrier Resources System or Otherwise Protected Area

If a property securing a mortgage loan is located within the Coastal Barrier Resource System or
is within an Otherwise Protected Area and the property is not eligible for federal flood insurance,
private flood insurance is acceptable.

The flood insurance carrier must meet Fannie Mae’s minimum rating requirements as specified
in Property (Hazard) Insurance Carrier Rating Requirements in B-2-01, Property (Hazard)
Insurance Requirements Applicable to All Property Types. The amount of the flood insurance
required and the deductible amount must adhere to Fannie Mae’s flood insurance requirements
based on the property type.

Requirements When a Property’s Flood Zone Status Changes

When a property is remapped into an SFHA, the servicer must take the action described in the
following table.

If the property is located in a... Then the servicer must...

participating community under the NFIP obtain the required coverage within 120 days
after the effective date of the remapping even
if the borrower refuses to obtain the required
coverage or to pay a disputed premium.

non-participating community under the NFIP |work with the borrower to locate a private
insurance carrier and obtain the required
coverage within 120 days after the effective
date of the remapping.

The servicer must follow the procedures in General Expense Reimbursement Requirements
in F-1-06, Expense Reimbursement for information related to flood insurance premium
reimbursement.

Acceptable Flood Insurance Policies
Flood insurance must be in one of the following forms:
+ astandard policy issued under the NFIP,

* apolicy that meets NFIP requirements, such as those issued by licensed property and casualty
insurance companies authorized to participate in the NFIP’s “Write Your Own” program; or

* apolicy issued by a private insurer as long as

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 282



Part B, Escrow, Taxes, Assessments, and Insurance 07/08/2015
Chapter 3, Flood Insurance Requirements

— the terms and amount of coverage are at least equal to that provided under an NFIP policy,
and

— the insurer meets Fannie Mae’s rating requirements as specified in Property (Hazard)
Insurance Carrier Rating Requirements in B-2-01, Property (Hazard) Insurance
Requirements Applicable to All Property Types.

A Policy Declaration page is acceptable evidence of flood insurance.

Maximum Allowable Deductible Requirements

The deductible must be no greater than the NFIP maximums based on the property type.

L] B-3-02, Flood Insurance Requirements for Mortgage
Loans Secured by a One- to Four-Unit Property (11/12/2014)

Introduction

This topic contains the following:
*  Determining Minimum Coverage Amounts
*  Named Insured and Mortgagee Clause Requirements

Determining Minimum Coverage Amounts

The minimum amount of flood insurance required is the lower of

* 100% of the replacement cost of the insurable value of the improvements,
* the maximum insurance available from the NFIP, or

 the UPB of the mortgage loan (or, if a second lien mortgage loan, the combined UPB of the
first lien and second lien mortgage loans).

If Fannie Mae does not have an interest in the first lien mortgage loan and the property securing
a second lien mortgage loan is not covered by a flood insurance policy because the holder of the
first lien mortgage loan did not require flood insurance coverage, the servicer must require the
borrower to obtain a flood insurance policy with coverage in the amount of the lower of

+ the UPB of the second lien mortgage loan, or
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* the maximum coverage available under the NFIP.

Named Insured and Mortgagee Clause Requirements

Refer to Named Insured and Mortgagee Clause Requirements in B-2-02, Property (Hazard)
Insurance Requirements for Mortgage Loans Secured by a One- to Four-Unit Property for
information on the required mortgagee clauses for flood insurance.

L] B-3-03, Flood Insurance Requirements for Mortgage
Loans Secured by a Unit in a PUD, Condo, or Co-op
(11/12/2014)

Introduction

This topic contains the following:
*  Determining Minimum Coverage Amounts
*  Named Insured and Mortgagee Clause Requirements

Determining Minimum Coverage Amounts

When a mortgage loan is secured by a unit in a PUD, condo, or co-op project and any part of the
improvements are in an SFHA, the servicer must verify that the HOA or co-op corporation is
maintaining a master or blanket policy of flood insurance and providing for premiums to be paid
as a common expense.

The following table provides additional requirements depending on the project type.

Project Type Coverage Requirements

PUD The same flood insurance required for other one- to
four-unit properties is required for individual PUD
units. See Determining Minimum Coverage Amounts

in B-3-02, Flood Insurance Requirements for Mortgage
Loans Secured by a One- to Four-Unit Property for the
required amount of coverage.

The policy for a PUD project must cover any common
element buildings and any other common property
located in an SFHA. Flood insurance coverage must be
at least equal to the lesser of
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Project Type Coverage Requirements

* 100% of the insurable value of the facilities, or

* the maximum coverage available under the NFIP.

Condo The HOA must obtain a Residential Condominium
Building Association Policy for each building located
in an SFHA, which must consist of the following three
components:

1. Building coverage, which must equal 100% of the
insurable value of the common elements and property,
including machinery and equipment that are part of the
building;

2. Contents coverage, which must equal 100% of the
insurable value of all contents, including machinery and
equipment that are not part of the building, owned in
common by the association members; and

3. Coverage for each unit, which must be the lesser of
« $250,000, or
* the replacement cost.

If the total required coverage exceeds the maximum
coverage available for condo projects under the NFIP,
coverage equal to the maximum amount available is
acceptable.

If an HOA refuses to obtain the required coverage for
the condo project, a separate policy must be obtained
for each unit. The coverage required for the individual
unit must be based on the coverage requirement for
mortgage loans secured by one- to four-unit properties,
as described in Determining Minimum Coverage
Amounts in B-3-02, Flood Insurance Requirements

for Mortgage Loans Secured by a One- to Four-Unit

Property.

Co-op The co-op corporation must have a separate flood
insurance policy for each building located in an SFHA.
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Project Type Coverage Requirements

The policy must cover the building and any common
elements and property, including machinery and
equipment owned in common by the shareholders of the
CO-0p corporation.

The coverage amount must be at least equal to the
lesser of

* 100% of the insurable value of each insured building,
including all common elements and property; or

* the maximum coverage available under the NFIP.

Named Insured and Mortgagee Clause Requirements

See Named Insured and Mortgagee Clause Requirements in B-2-03, Property (Hazard) Insurance
Requirements for Mortgage Loans Secured by a Unit in a PUD, Condo, or Co-op for information
on the required mortgagee clauses which are the same for flood insurance.
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Chapter B-4, Additional or Optional
Insurance Coverage

UAdditional or Optional Insurance Coverage

Introduction

This chapter describes requirements relating to additional and optional insurance coverages.

In This Chapter

This chapter contains information on the following topics:

B-4-01, Earthquake or Typhoon Insurance (11/12/2014) .. ....... ... ... . ... 287
B-4-02, Builder’s Risk/Construction Site Insurance (11/12/2014) ..................... 288
B-4-03, Mortgage Loan or Credit Life Insurance (11/12/2014) .. ... .. ... .. ... ...... 288

- B-4-01, Earthquake or Typhoon Insurance (11/12/2014)

Earthquake insurance is required for
* insurable improvements of any property securing a mortgage loan in Puerto Rico.

* insurable improvements of masonry construction on any property securing a mortgage loan in
Guam.

A typhoon endorsement is required for any property securing a mortgage loan in Guam.

See Chapter B-2, Property (Hazard) Insurance Requirements for requirements related to the
amount of coverage and maximum allowable deductible.
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L] B-4-02, Builder’s Risk/Construction Site Insurance
(11/12/2014)

When Fannie Mae purchases a mortgage loan that combines construction and permanent
financing into a single transaction before the construction of the property improvements is
completed, builder’s risk/construction site insurance equal to the original mortgage loan amount
must be obtained.

Once the improvements are complete or the borrower occupies the property, whichever occurs
first, Fannie Mae’s standard applicable insurance requirements apply. See Chapter B-2, Property
(Hazard) Insurance Requirements and Chapter B-3, Flood Insurance Requirements for additional
information.

L] B-4-03, Mortgage Loan or Credit Life Insurance
(11/12/2014)

If the servicer acts as a broker or agent in the sale of mortgage loan (or credit) life insurance, or
similar types of insurance, to the borrower, the following apply:

* A credit life insurance policy must require separately identified premium payments on a
monthly or annual basis.

» The servicer must agree to reimburse Fannie Mae for attorney’s fees or any costs that Fannie
Mae incurs if it brings an action on a defaulted mortgage loan and

— the borrower defends against Fannie Mae’s foreclosure or acts to enjoin Fannie Mae from
liquidating the mortgage loan, and

— the defense or the action for injunction is based on an obligation of the servicer (as broker or
agent) or the insurance carrier.
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Chapter B-5, Property (Hazard) and
Flood Insurance Loss Events and Claim
Settlements

L] Property (Hazard) and Flood Insurance Loss Events and
Claim Settlements

Introduction

This chapter describes requirements relating to property (hazard) and flood insurance loss events
and claim settlements.

In This Chapter

This chapter contains information on the following topics:

B-5-01, Insured Loss Events (03/18/2015) ... ... . . i 289
B-5-02, Uninsured Loss Events (11/12/2014) . ... ... .. e 296

L] B-5-01, Insured Loss Events (03/18/2015)

Introduction

This topic contains the following:

»  Servicer Responsibilities

*  Disbursing Insurance Loss Proceeds

*  Requirements for Using a Contractor

*  Applying Insurance Loss Proceeds

»  Depositing the Insurance Loss Proceeds

*  Submitting a Report of Property (Hazard) Insurance Loss Form to Fannie Mae
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Servicer Responsibilities

When a property securing a mortgage loan experiences an insured loss, the servicer’s action
depends upon whether the property can be legally rebuilt, as described in the following table.

If... Then the servicer must...

the property can be legally rebuilt |determine the appropriate actions based on the status
of the mortgage loan at the time the servicer receives
notification of damages, as described below.

the property cannot be legally use any insurance loss proceeds to reduce the outstanding
rebuilt mortgage loan debt.

The following table provides a list of the servicer’s responsibilities when there is an insurable
loss on a property securing a mortgage loan.

[0 |The servicer must...

Obtain complete details on the damage to the property and determine the needed
repairs.

Ensure the proof of loss claim is filed within the time period specified in the insurance
policy and monitor the disbursement of insurance loss proceeds (see Disbursing
Insurance Loss Proceeds for additional information).

Note: If the servicer is unable to establish contact with the borrower, the
servicer must contact the insurance carrier to determine whether the borrower
has filed the proof of loss claim. If the borrower has not filed the claim, the
servicer must file a proof of loss claim under the standard mortgagee clause
and collect the insurance loss proceeds on Fannie Mae’s behalf.

Deposit the non-disbursed funds into an interest-bearing account (see Depositing the
Insurance Loss Proceeds for additional information).

Discuss with the borrower any plans for repairing the property.

Note: If the servicer is unable to establish contact with the borrower or the
property is abandoned, the servicer must ensure the property is maintained and
secured by complying with the requirements in E-3.2-12, Performing Property
Preservation During Foreclosure Proceedings and the Property Maintenance
and Management: Property Preservation Matrix and Reference Guide to
ensure the property is maintained and preserved.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 290



Part B, Escrow, Taxes, Assessments, and Insurance 07/08/2015
Chapter 5, Property (Hazard) and Flood Insurance Loss Events and Claim Settlements

[0 |The servicer must...

Review and approve the final plans for repair, including obtaining the necessary bids
to repair the property.

Monitor and inspect repairs as completed to verify the repairs comply with the final
repair plan.

Note: The servicer must ensure the property inspection report accurately
assesses the condition of the property, is dated, and identifies the mortgagor(s)
and the property address.

Conduct a final inspection to ensure all repairs are completed.

Note: If the mortgage loan is current at the time of the loss event and the
insurance loss proceeds are less than or equal to $10,000, a final inspection is
not required.

Obtain the proper lien releases, if applicable.

If a property inspection reveals an insurable loss event and the proof of loss claim is not filed, is
denied, or is curtailed due to the servicer’s failure to file a timely claim, the servicer must make
Fannie Mae whole for any losses relating to the property damage expenses or fees Fannie Mae
incurs.

Disbursing Insurance Loss Proceeds

If the insurance loss proceeds exceed the sum of the UPB, accrued interest, and advances, then
the servicer must issue the borrower a check for the amount by which the insurance loss proceeds
exceed the UPB, accrued interest, and advances.

If the borrower wants to repair or restore the property, then the servicer must disburse the
insurance loss proceeds in the manner described in the following table for all mortgage loans
where

 a foreclosure sale date has not been scheduled, and

* the property securing the mortgage loan is not abandoned.
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If, at the time the servicer
receives notification of
damages, the mortgage loan
is...

Then the servicer is
authorized to...

And the servicer must...

current or less than 31 days
delinquent

release an initial disbursement
of insurance loss proceeds up
to the greater of $40,000 or
10% of the UPB

disburse the remaining funds
based on periodic inspections
of the progress of the repair
work.

31 days or more delinquent

release an initial disbursement
of insurance loss proceeds

up to the greater of $10,000
or 25% of the insurance loss
proceeds

Note: If the insurance
loss proceeds are

less than or equal to
$2,500, the servicer is
authorized to make the
disbursement in one
payment.

disburse the remaining funds
in increments not to exceed
25% of the insurance loss
proceeds following inspection
of the repairs.

If the borrower wants to repair or restore the property, then the servicer must take the actions
described in the following table when the servicer receives notification of damages and

» a foreclosure sale date has been scheduled, or

* the property securing the mortgage loan is abandoned.

[0 |The servicer must...

Evaluate the borrower for a workout option in accordance with Chapter D2-3, Fannie
Mae's Home Retention and Liquidation Workout Options.

Follow the requirements in E-3.2-12, Performing Property Preservation During

Foreclosure Proceedings and the Property Maintenance and Management: Property

Preservation Matrix and Reference Guide to ensure the property is maintained and

preserved.

Submit a Report of Property (Hazard) Insurance Loss (Form 176) to Fannie Mae.
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Note: There may be circumstances in which the servicer receives an insurance claim
check that includes payments for contents (for example, personal property) or living
expenses. The servicer must immediately release the amount of the insurance claim check
attributable to these items to the borrower.

Requirements for Using a Contractor

The servicer must determine if a licensed contractor is required based on the status of the
mortgage loan when the servicer receives notification of damage to the property and the amount
of the insurance loss proceeds.

Mortgage Loans Current or Less Than 31 Days Delinquent:

The servicer must follow the requirements described in the following table for a mortgage loan
that is current or less than 31 days delinquent at the time the servicer receives notification of
damage to the property.

If the insurance loss proceeds are... Then the servicer...

less than $40,000 is authorized to determine if a licensed
contractor is required to restore or repair the
property.

equal to or greater than $40,000 must ensure a licensed contractor is used to
restore or repair the property.

The following table provides the requirements for releasing the insurance loss proceeds.

If the insurance loss proceeds are... Then the servicer must release the
insurance loss proceeds payable to...

less than or equal to $20,000 only the borrower.

greater than $20,000 the borrower and the contractor.

Note: If the borrower has made advance payments to the contractor, then the servicer
may reimburse the borrower by releasing insurance loss proceeds in excess of $20,000
payable to the borrower only. The servicer must obtain receipts/invoices from the
borrower that confirm the advance payments were made.

Mortgage Loans 31 Days or More Delinquent:

The servicer must take the actions described in the following table for a mortgage loan that is 31
days or more delinquent at the time the servicer receives notification of damages.
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[0 |The servicer must...

Ensure a licensed contractor is used to restore or repair the property.

Release insurance loss proceeds payable to the borrower and the contractor.

Note: If the borrower has made advance payments to the contractor, then the
servicer may release the insurance loss proceeds payable to the borrower only
if the borrower provides the servicer with invoices demonstrating the advance
payments and that the work has been completed.

Evaluate the borrower for a workout option in accordance with
D2-3.1-01, Determining the Appropriate Workout Option.

Applying Insurance Loss Proceeds
If a borrower does not want to repair or restore the property, the servicer must
* follow the requirements in E-3.2-12, Performing Property Preservation During Foreclosure

Proceedings and the Property Maintenance and Management: Property Preservation Matrix
and Reference Guide to ensure the property is maintained and preserved, and

* submit a Form 176 to Fannie Mae.

If the borrower is eligible for a workout option in accordance with Chapter D2—-3, Fannie Mae's
Home Retention and Liquidation Workout Options, the servicer must ensure the borrower has
assigned any insurance loss proceeds to Fannie Mae, if required.

If the borrower is not eligible for a workout option in accordance with Chapter D2-3, Fannie
Mae's Home Retention and Liquidation Workout Options, but the servicer has determined that a
workout option is appropriate, it must submit the case to Fannie Mae for review through HSSN.

If the mortgage loan progresses to foreclosure sale, the servicer must follow the requirements in
E-3.3-04, Issuing Bidding Instructions for determining the foreclosure sale bid amount. After the
foreclosure sale, the servicer must remit the insurance loss proceeds through the Case Remittance
System, using remittance code 332, after the foreclosure sale.

Depositing the Insurance Loss Proceeds

The servicer must deposit the insurance loss proceeds not disbursed to the borrower in an
interest-bearing account. The following table provides a list of account requirements.
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0 |The interest-bearing account must...

Be for the borrower’s benefit.

Yield interest equivalent to the interest the borrower could expect to obtain from a
savings or money market account.

Be in a depository institution that meets Fannie Mae’s eligibility criteria for custodial
depositories (see A4-1-02, Establishing Custodial Bank Accounts for additional
information).

The servicer must pay the accumulated interest to the borrower once the repairs to the property
have been completed, unless the borrower requests an earlier disbursement of the interest.

Submitting a Report of Property (Hazard) Insurance Loss Form to Fannie Mae

The servicer must submit Form 176 to Fannie Mae with the servicer’s recommendation for the
property and insurance loss proceeds if

* the borrower wants to repair or restore the property, but the foreclosure sale date has been
scheduled or the property has been abandoned; or

* the borrower does not want to repair or restore the property.

The servicer must follow the procedures in Submitting a Report of Property (Hazard) or Flood
Insurance Loss in F-1-02, Escrow, Taxes, Assessments, and Insurance for detailed requirements.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-04 March 18, 2015
Announcement SVC-2014-21 December 10, 2014
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U B-5-02, Uninsured Loss Events (11/12/2014)

When a natural disaster or other event results in an uninsured loss to the property, the servicer
must take the steps listed in the following table.

Step |Servicer Action

1 Determine the damage.

2 If the property is abandoned, secure it.

3 Develop plans to repair the property.

4 Send a complete report of the damage to its Fannie Mae Servicing Representative (see

F-4-03, List of Contacts).

Assist the borrower in filing for any disaster relief that may be available.

If the damage is extensive, offer the borrower any reasonable forbearance plan or
mortgage loan modification agreement that the borrower requests in accordance with
Section D2—3.2, Home Retention Workout Options.
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Chapter B-6, Lender-Placed Insurance

L] Lender-Placed Insurance

Introduction

This chapter describes the requirements related to lender-placed insurance.

In This Chapter
This chapter contains the following topic:

B-6-01, Lender-Placed Insurance Requirements (11/12/2014) . ......... ... ... .. ..... 297

L] B-6-01, Lender-Placed Insurance Requirements
(11/12/2014)

If the servicer cannot obtain evidence of acceptable property (hazard) or flood insurance
for a property securing a mortgage loan, the servicer must obtain lender-placed insurance
in compliance with Fannie Mae’s insurance requirements. The following table provides the
servicer’s responsibilities related to lender-placed insurance.

[1 |The servicer must...

Only issue lender-placed insurance coverage after it makes unsuccessful attempts to
obtain evidence of insurance in accordance with applicable law.

Not use a lender-placed insurance carrier that is an affiliated entity, as defined below,
for a lender-placed insurance policy, including any captive insurance or reinsurance
arrangements with an affiliated entity.

Exclude any lender-placed insurance commissions or payments (including any incentive-
based compensation regardless of its designation as commission, bonus, fees, or other
types of payments from the servicer’s lender-placed insurance carrier; for example,
underwriting bonuses or other payments based on insurance loss ratios) earned on a
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[0 |The servicer must...

lender-placed insurance policy by the servicer, broker, or any affiliated entity, as defined
below, from the lender-placed insurance premiums charged to the borrower or submitted
for reimbursement from Fannie Mae.

Provide copies of its lender-placed insurance policy, including any other contractual
arrangements between the servicer and a lender-placed insurance carrier, upon Fannie
Mae’s request.

Provide any documentation or data relating to its lender-placed insurance activities and
lender-placed insurance coverage requested by Fannie Mae within 30 days of Fannie
Mae’s request.

In compliance with applicable law:
 terminate any lender-placed insurance, and

* refund all lender-placed insurance premiums and fees charged during any period of
coverage overlap.

For purposes of lender-placed insurance, an affiliated entity is defined as

 an entity owned or controlled, in whole or in part, by the servicer including, but not limited to,
a subsidiary or joint venture of the servicer;

* an entity that owns or controls, in whole or in part, the servicer (for example, the parent
company of the servicer); or

* an entity that is under common ownership or control with the servicer (for example, two
subsidiaries of the same parent company).

An affiliated entity does not include a publicly traded company where the servicer owns less than
5% of its stock.
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Chapter B-7, Liability and Fidelity/Crime
Insurance Requirements for Project
Developments

E Liability and Fidelity/Crime Insurance Requirements for
Project Developments

Introduction

This chapter describes the requirements relating to liability and fidelity/crime insurance for
project developments.

In This Chapter

This chapter contains the following topics:

B-7-01, Liability Insurance Requirements for Project Developments (11/12/2014) . ....... 299
B-7-02, Fidelity/Crime Insurance Requirements for Project Developments (11/12/2014)... 300

Lj B-7-01, Liability Insurance Requirements for Project
Developments (11/12/2014)

The HOA or co-op corporation for a PUD, condo, or co-op project must maintain a
comprehensive general liability insurance policy covering the entire project, including

» commercial spaces owned by the HOA or co-op corporation, even if the spaces are leased to
others; and

* bodily injury and property damage resulting from the operation, maintenance, or use of the
project’s common areas and elements.
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Additionally, for PUD or condo projects, the policy must also cover all common areas and
elements, public ways, and any other areas under the HOA’s supervision.

The minimum general liability coverage required is $1 million for bodily injury and property
damage for any single occurrence.

If the policy does not include “severability of interest/separation of insureds” in its terms, the
policy must contain a specific endorsement to preclude the insurer’s denial of a unit owner’s
claim because of negligent acts of the HOA or co-op corporation or of other unit owners.

The policy must provide at least 10 days written notice to the HOA or co-op corporation before
the insurer can cancel or substantially modify the policy. For condo and co-op projects, similar
notice also must be given to each holder of a first lien mortgage loan on an individual unit in the
project.

Lj B-7-02, Fidelity/Crime Insurance Requirements for Project
Developments (11/12/2014)

Fannie Mae requires fidelity/crime insurance coverage for all PUD, co-op, or condo projects with
the following exceptions:

* Type A condo projects;
* Type E established PUD projects;

* Type F new PUD projects that consist of detached dwellings only, or those that consist of
both attached and detached dwellings if the mortgage loan Fannie Mae holds is secured by a
detached dwelling; or

* any other PUD, condo, or co-op project consisting of 20 or fewer units.

The HOA or co-op corporation must have blanket fidelity/crime insurance coverage for anyone
who handles or is responsible for funds held or administered by the HOA or co-op corporation.
A management agent that handles funds for the HOA or co-op corporation should be covered by
its own fidelity/crime insurance policy, which should provide the same coverage required of the
HOA or co-op corporation.

The policy must cover the maximum funds in the custody of the HOA or co-op corporation or
its management agent at any time while the policy is in force. Fidelity/crime insurance is not
required if the maximum funds are less than or equal to $5,000.
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If the project’s legal documents require, or another source acceptable to the servicer verifies,

that the HOA or co-op corporation and any management company adhere to certain financial
controls, coverage must at least equal the sum of three months of assessments on all units in the
project, unless this calculated amount is less than or equal to $5,000, in which case fidelity/crime
insurance is not required. In states with statutory fidelity/crime insurance requirements, Fannie
Mae will accept the state fidelity/crime insurance requirements.

If reduced coverage is allowed, the financial controls must take one or more of the following
forms:

* the HOA or co-op corporation or the management company must maintain separate bank
accounts for the working account and the reserve account, each with appropriate access
controls, and the bank in which funds are deposited must send copies of the monthly bank
statements directly to the HOA or co-op corporation;

+ the management company must maintain separate records and bank accounts for each HOA
or co-op corporation that uses its services and the management company must not have the
authority to draw checks on, or to transfer funds from, the HOA’s or co-op corporation’s
reserve account; or

+ two members of the Board of Directors must sign all checks written on the reserve account.
The insurance policy must name the HOA or co-op corporation as the insured and the
premiums must be paid as a common expense by the HOA or co-op corporation. The policy
for a condo or co-op project must provide for at least ten days’ written notice to the HOA or
its insurance trustee before the insurer can cancel or substantially modify the policy. This same
notice must be given to each servicer that services a Fannie Mae-owned mortgage loan in the
condo project.
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Chapter B-8, Mortgage Insurance

__/Mortgage Insurance

Introduction

This chapter describes requirements relating to mortgage insurance.

In This Chapter
This chapter contains the following sections:

B0-8.1, Conventional Mortgage Insurance Requirements . ........................... 303
B0-8.2, FHA Mortgage Insurance Requirements . ............... .. ... ..., 314
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Section B0-8.1, Conventional Mortgage
Insurance Requirements

L] B-8.1-01, Conventional Mortgage Insurance Servicer
Responsibilities (11/12/2014)

The following table outlines the servicer’s responsibilities for maintaining mortgage insurance
coverage.

O

The servicer must...

Obtain mortgage insurance from companies that Fannie Mae deems qualified
mortgage insurers, as listed in Approved Mortgage Insurers and Related Identifiers.

Ensure that the mortgage insurance coverage Fannie Mae requires when it purchases
or securitizes a mortgage loan remains in effect for as long as required by Fannie Mae.

Consult with mortgage insurance providers for specific processes related to obtaining
approvals, reporting, and other operational matters in connection with a workout
option, if applicable.

Pay all renewal premiums promptly.

Comply with all requirements under the Homeowners Protection Act of 1998 or other
applicable law.

Provide mortgage insurers instructions that must

* apply to all mortgage loans insured, or may be insured, by the mortgage insurer and
serviced on behalf of Fannie Mae now or in the future, and

* instruct each mortgage insurer to provide to Fannie Mae any information, data, and
materials requested by Fannie Mae.

The servicer must follow the procedures in Instructing Mortgage Insurers to Release
Data in F-1-02, Escrow, Taxes, Assessments, and Insurance for details on Fannie
Mae’s requirements.

Maintain the borrower-purchased conventional mortgage insurance that was in effect
when Fannie Mae acquired the mortgage loan unless the conditions Fannie Mae
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[0 |The servicer must...

imposes for replacing or cancelling the coverage are met. See B-8.1-03, Replacing
Conventional Mortgage Insurance Policies and B-8.1-04, Termination of
Conventional Mortgage Insurance for additional information.

Lender-purchased mortgage insurance for conventional mortgage loans must be kept
in effect until the mortgage loan is paid in full.

Report rescissions, mortgage insurer-initiated cancellations, and claim denials to
Fannie Mae no more than 30 days from the date of notification of the mortgage
insurance company’s determination to effect a rescission, mortgage insurer-initiated
cancellation, or claim denial.

The servicer must follow the procedures in Notifying Fannie Mae of Mortgage
Insurance Rescissions, Claim Denials, or Cancellations in F-1-02, Escrow, Taxes,
Assessments, and Insurance for details on Fannie Mae’s requirements.

Without Fannie Mae’s prior written approval, the servicer must not enter into any agreement that

» modifies the terms of an approved mortgage insurance master policy on mortgage loans
delivered to Fannie Mae, or

« allows for loss sharing, indemnification, settlement, or similar agreements of any kind between
the servicer and mortgage insurance company that affect Fannie Mae’s interest in its mortgage
loans.

L] B-8.1-02, Paying Conventional Mortgage Insurance
Premiums (05/20/2015)

For conventional mortgage loans with borrower-purchased mortgage insurance, the servicer must
pay the renewal premium either monthly or annually as required. See B-1-01, Administering

an Escrow Account and Paying Expenses and F-1-06, Expense Reimbursement for additional
information.

Payment of the renewal premium for a lender-purchased mortgage insurance policy is the
servicer’s corporate responsibility and must be paid from the servicer’s own funds. The servicer
must not deposit these funds in a Fannie Mae custodial account unless Fannie Mae authorizes the
use of a custodial account for this purpose.
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After a mortgage loan is modified, the servicer must not

* include a factor in the servicing fee for lender-purchased mortgage insurance coverage paid
through annual or monthly renewal premiums, or

 allow an excess servicing fee.

With the exception of a mortgage loan modified under a Fannie Mae HAMP modification (see
D2-3.2-07, Fannie Mae HAMP Modification for additional information), the servicer has the
option of funding the payment of renewal premiums from its own corporate funds or from the
borrower’s escrow account.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-07 May 20, 2015

L] B-8.1-03, Replacing Conventional Mortgage Insurance
Policies (11/12/2014)

The servicer must not replace existing mortgage insurance policies with policies from a

different mortgage insurer or with different policies from the same mortgage insurer, unless the
circumstances of the borrower, the property, or the mortgage loan have changed in a way that
warrants a change in the mortgage insurance coverage. See Approved Mortgage Insurers and
Related Identifiers for the list of acceptable conventional mortgage insurers and the associated
mortgage insurance codes. Fannie Mae will advise the servicer in the case where the servicer
would otherwise seek to replace a mortgage insurance policy where the existing mortgage insurer
stops issuing renewal policies or when Fannie Mae removes an insurer from its list of approved
mortgage insurers.
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L] B-8.1-04, Termination of Conventional Mortgage Insurance
(11/12/2014)

Introduction

This topic contains the following:

*  Automatic Termination of Conventional Mortgage Insurance

*  Borrower-Initiated Termination of Conventional Mortgage Insurance Based on Original
Property Value

*  Borrower-Initiated Termination of Conventional Mortgage Insurance Based on Current
Property Value

*  Terminating the Conventional Mortgage Insurance for a Modified Mortgage Loan

*  Finalizing and Reporting the Mortgage Insurance Termination

*  Performing an Escrow Analysis Upon Termination of Mortgage Insurance

Automatic Termination of Conventional Mortgage Insurance

The servicer must not charge the borrower a fee for processing an automatic termination.

The servicer must take the following steps to terminate the mortgage insurance, as applicable:
1. Determine when the mortgage insurance is due to automatically terminate.

The servicer’s review must determine whether

« a mortgage loan is eligible for automatic termination of mortgage insurance based on the
scheduled termination date (or the mid-point of the amortization period, as applicable), and

* the borrower’s payments are current on that date.

The following table describes the timing of the automatic termination.

If the mortgage loan closed... Then the mortgage insurance is eligible to be
terminated...

on or after July 29, 1999 and is on the applicable termination date, provided the
secured by a one-unit principal borrower’s payments are current on the termination date.

residence or second home
The applicable termination date is

+ the date the principal balance of the mortgage loan is
first scheduled to reach 78% of the original value of the
property, or
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If the mortgage loan closed...

Then the mortgage insurance is eligible to be
terminated...

* the first day of the month following the date the mid-
point of the mortgage loan amortization period is
reached, if the scheduled LTV ratio for the mortgage
loan does not reach 78% before the mid-point.

before July 29, 1999, regardless of
the property type; or

on or after July 29, 1999 and is
secured by a one- to four- unit
investment property or a two- to
four-unit principal residence

on the first day of the month after the date that is the mid-
point of the original amortization period, provided the
borrower’s payments are current on that date.

2. Verify that the borrower’s payments are considered current.

The borrower’s payments are considered current if the payment due in the month preceding the
scheduled termination date, or the mid-point of the amortization period, as applicable, and all
outstanding late charges were paid by the end of the month in which the payment was due.

The following table describes the action the servicer must take depending upon the status of the

borrower’s payments.

If the borrower’s payments are...

Then the servicer...

current and the mortgage loan is
eligible for automatic termination
based on its scheduled amortization

must terminate the mortgage insurance immediately.

current and the mortgage loan is
eligible for automatic termination
based on the mid-point of the
amortization period

must terminate the mortgage insurance no later than the
first day of the month following the mid-point date.

not current

must not terminate the mortgage insurance, even if the
other eligibility criteria for automatic termination are met.

The servicer must

* notify the borrower within 30 days after the
termination date that the mortgage insurance was not
automatically terminated because the payments were

not current, and
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If the borrower’s payments are... | Then the servicer...

 terminate the mortgage insurance immediately if
the borrower’s payments are current at the time of a
subsequent review.

Borrower-Initiated Termination of Conventional Mortgage Insurance Based on Original
Property Value

If the borrower’s written request for termination includes all of the information necessary to
reach a decision, the servicer must take the following steps to evaluate the request:

1. Verify that the LTV ratio, or CLTYV ratio if applicable, of the mortgage loan meets
Fannie Mae’s eligibility criteria.

The following table describes the LTV ratio, or CLTV ratio if applicable, eligibility criteria.

If the mortgage loan is... Then...

a first lien mortgage loan closed the LTV ratio eligibility criterion is met on the date the
on or after July 29, 1999 and is mortgage loan balance is first scheduled to reach 80%
secured by a one-unit principal (or actually reaches 80%) of the original value of the
residence or second home property.

a first lien mortgage loan closed the LTV ratio eligibility criterion is met on the date that
before July 29, 1999 and is secured |the mortgage loan balance actually reaches 75% of the
by a one-unit principal residence  |original value of the property, if the mortgage loan is

or second home delivered under a |seasoned for two or more years, even if the original
negotiated contract that prohibits  |specified term has not elapsed.

the cancellation of mortgage
insurance until a specified term has
elapsed

any other first lien mortgage loan |the LTV ratio eligibility criterion is met on the date

the outstanding principal balance of the mortgage loan
reaches the applicable percentage of the original value of
the property, which is as follows:

* 80% for a mortgage loan secured by a one- unit
principal residence or second home.

* 70% for a mortgage loan secured by a one- to four-unit
investment property or a two- to four-unit principal
residence.
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If the mortgage loan is... Then...

a second lien mortgage loan the CLTV eligibility criterion is met on the date the sum
of the outstanding principal balances of all mortgage
loans secured by the property reaches 70% of the value
of the property at the time the second lien mortgage loan
was originated.

2. Verify that the borrower has an acceptable payment record.
An acceptable payment record is achieved when the mortgage loan

* is current when the termination is requested, which means that the mortgage loan payment for
the month preceding the date of the termination request and all outstanding late charges are
paid;

* has no payment 30 or more days past due in the last 12 months; and
* has no payment 60 or more days past due in the last 24 months.

The 12- and 24-month payment histories must be measured backward from the date indicated as
follows:

» For mortgage loans secured by one-unit principal residences or second homes originated on or
after July 29, 1999, the date is the later of

— the date the balance is first scheduled to reach, or actually reaches, 80% of the original
property value, or

— the date the borrower actually requests termination.
 For all other mortgage loans, the date on which the mortgage insurance terminates.
3. Verify that the value of the property is not less than its value at origination.

The servicer must warrant that the current property value is at least equal to the original property
value. The servicer may choose to order a BPO, a certification of value, or a new appraisal to
verify the current property value, in which case it must select the broker or appraiser, order the
valuation, and receive the results directly.

The servicer must follow the procedures in Verifying Property Value for MI Termination in
F-1-02, Escrow, Taxes, Assessments, and Insurance for details on Fannie Mae’s requirements.

The servicer’s action depends on the current property value as described in the following table.
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If the current value of the Then the servicer...

property is...

at least equal to the original must terminate the mortgage insurance and notify the
property value borrower.

less than the original property value |must deny the borrower’s request for termination unless
the property value is based on a new appraisal and the
borrower pays down the mortgage loan balance to the
point that it satisfies Fannie Mae’s applicable LTV or
CLTV ratio eligibility criterion.

The servicer must notify the borrower if the request for termination is denied and provide the
grounds for denial, including the results of any BPO, certification of value, or appraisal that the
servicer ordered. This notice must be sent within 30 days of the date that

* the servicer received the borrower’s request for termination; or

« the servicer received the BPO, certification of value, or new appraisal, if applicable.

Borrower-Initiated Termination of Conventional Mortgage Insurance Based on Current
Property Value

If the borrower’s written request for termination includes the information necessary to reach a
decision, the servicer must evaluate the request based on the following:

1. Verify the LTV ratio, or CLTYV ratio if applicable, of the mortgage loan meets Fannie
Mae’s eligibility criteria.

Satisfaction that the mortgage loan meets the applicable LTV ratio or CLTV ratio eligibility
criterion must be evidenced by a new appraisal based on an inspection of both the interior and
exterior of the property and prepared in accordance with Fannie Mae’s appraisal standards for
new mortgage loan originations. The servicer must select an appraiser, order the appraisal,
receive the results directly, and send a copy of the appraisal to the borrower.

The following table describes the LTV ratio, or CLTV ratio if applicable, eligibility criteria.

If the mortgage loan is... Then...

a first lien mortgage loan secured |the LTV ratio must be
by a one-unit principal residence or
second home
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If the mortgage loan is... Then...

* 75% or less, if the seasoning of the mortgage loan is
between two and five years.

* 80% or less, if the seasoning of the mortgage loan is
greater than five years.

If Fannie Mae’s minimum two-year seasoning
requirement is waived because the property
improvements made by the borrower increased the
property value, the LTV ratio for the first lien mortgage
loan must be 75% or less.

a first lien mortgage loan secured |the LTV ratio must be 70% or less, regardless of the
by a one- to four-unit investment  |seasoning of the mortgage loan.

property or a two- to four-unit
principal residence

a second lien mortgage loan the CLTV ratio must be 70% or less, regardless of the
seasoning of the mortgage loan.

2. Verify the borrower has an acceptable payment record.
An acceptable payment record is achieved when the mortgage loan

* is current when the termination is requested, which means that the mortgage loan payment for
the month preceding the date of the termination request and all outstanding late charges are
paid;

* has no payment 30 or more days past due in the last 12 months; and
* has no payment 60 or more days past due in the last 24 months.

If a mortgage loan has been assumed, the servicer must not agree to the termination unless the
current borrower has a 24-month payment history for the mortgage loan.

The servicer must notify the borrower if the request for termination is denied and provide the
reasons for denial, including the results of the appraisal the servicer ordered. This notice must be
sent within 30 days after the later of

+ the date the servicer received the borrower’s request for termination, or

+ the date the servicer received the appraisal.

I — — — ————I——
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Terminating the Conventional Mortgage Insurance for a Modified Mortgage Loan

The mortgage insurance termination eligibility criteria must be based on the terms and conditions
of the modified mortgage loan. The servicer must

* use the amortization schedule of the modified mortgage loan and the property value at the time
of the mortgage loan modification, and

+ adhere to applicable state law related to the type of valuation to use to determine the property
value at the time of the mortgage loan modification. A BPO or a new appraisal may be used,
or an AVM as long as the AVM provides a reliable confidence score.

Finalizing and Reporting the Mortgage Insurance Termination

The servicer must automatically terminate the mortgage insurance on the applicable termination
date and must approve a borrower-initiated request for termination if the previously stated
requirements for the applicable type of mortgage insurance termination are met.

The servicer must not collect mortgage insurance premiums as part of the borrower’s mortgage
loan payment more than 30 days after the later of

+ the date the servicer received the borrower’s request for termination (or the scheduled
termination date or the mid-point of the amortization period, as applicable, for an automatic
termination), or

+ the date all eligibility criteria for termination were satisfied.

The following table provides the requirements for finalizing and reporting the termination of the
mortgage insurance.

[0 |The servicer must...

Reduce the borrower’s mortgage loan payment by the amount that was being collected
to pay the mortgage insurance premium within the required time frame, unless the
mortgage insurance premium was financed as part of the mortgage loan amount.

Notify the borrower within 30 days after termination that the mortgage insurance
has been terminated and, if applicable, indicate that no further escrow deposits for
mortgage insurance will be due from the borrower.

Forward any unearned mortgage insurance premium refund to the borrower as soon as
it is received from the mortgage insurer, but no later than 45 days after the mortgage
insurance termination date.
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[0 |The servicer must...

Report the termination of mortgage insurance to Fannie Mae with the next Fannie
Mae investor reporting system reports that it submits after the termination date. See
Reporting Discontinuance of Mortgage Insurance in the Investor Reporting Manual
for additional information.

Performing an Escrow Analysis Upon Termination of Mortgage Insurance

The following table outlines the actions that the servicer must take depending on whether it
performs a new escrow analysis at the time the mortgage insurance is terminated.

If the servicer... Then...
does not perform a new escrow the servicer must advise the borrower that escrow
analysis deposits accumulated to pay off the next mortgage

insurance premium will be considered in the borrower’s
next escrow account analysis.

performs a new escrow analysis the resulting change in the mortgage loan payment

must not equal the amount previously escrowed for the
mortgage insurance premium, should other escrow items
need to be adjusted.

I — — — ————I——
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Section B0-8.2, FHA Mortgage Insurance
Requirements

L] B-8.2-01, FHA Mortgage Insurance Coverage
Requirements (11/12/2014)

The servicer must maintain the FHA mortgage insurance that was in effect when Fannie

Mae acquired the mortgage loan, unless the conditions that Fannie Mae or FHA imposes for
cancelling the coverage are met. See B-8.2-03, Termination or Cancellation of FHA Mortgage
Insurance and FHA Mortgage Insurance Premium for additional information.

When the servicer agrees to cancel the annual FHA MIP, it must reduce the borrower’s monthly
mortgage loan payment by any monthly escrow deposit that was being collected to pay the MIP.

L] B-8.2-02, Conversion of FHA Coinsured Mortgage Loans
to Full Insurance (11/12/2014)

If a current FHA coinsured mortgage loan is not automatically converted to full insurance
when the 60th monthly payment is made, the servicer must contact its Fannie Mae Servicing
Representative (see F-4-03, List of Contacts).

If the servicer cannot continue its coinsurance obligations because of its dissolution or
bankruptcy, it must notify FHA and provide a list of all coinsured mortgage loans in its Fannie
Mae portfolio. The servicer must send Fannie Mae the list of mortgage loans and a copy of
FHA’s acknowledgement that the mortgage loans will be converted to full insurance.
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L] B-8.2-03, Termination or Cancellation of FHA Mortgage
Insurance and FHA Mortgage Insurance Premium
(11/12/2014)

For automatic cancellation of the FHA mortgage insurance premium or for borrower-initiated
cancellation of the FHA mortgage insurance premium based on a partial prepayment, the servicer
must execute the cancellation of FHA mortgage insurance in accordance with applicable FHA
guidelines.

Upon receipt of a borrower’s written request to cancel the FHA mortgage insurance based on the
current property value, the servicer must evaluate the request in accordance with Fannie Mae’s
provisions to terminate conventional mortgage insurance based on the current property value,

as described in Borrower-Initiated Termination of Conventional Mortgage Insurance Based on
Current Property Value in B-8.1-04, Termination of Conventional Mortgage Insurance.

The servicer must not cancel FHA mortgage insurance for any FHA-insured mortgage loan in an
MBS or other Fannie Mae-issued mortgage security pool.

The following table outlines the servicer’s responsibilities if the criteria for canceling FHA
mortgage insurance are satisfied.

[0 |The servicer must...

Notify FHA to cancel the FHA mortgage insurance.

Notify Fannie Mae of the cancellation in accordance with Reporting Discontinuance
of Mortgage Insurance in the Investor Reporting Manual for detailed reporting
requirements.

Retain supporting documentation in the mortgage loan servicing file.
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Part C, Mortgage L.oan Payment Processing,
Remitting, Accounting, and Reporting

L] Mortgage Loan Payment Processing, Remitting,
Accounting, and Reporting

Introduction

This part contains information on mortgage loan payment processing, remitting, accounting and
reporting.

In This Part

This part contains the following chapters:

C-1, Processing Mortgage Loan Payments . ... ............ .. ... ... i, 317
C-2, Servicing ARM Loans . . ... .. 329
C-3, Remitting and ACCOUNtING . . ... ...ttt e e 340
C-4, RePOTHING . . . oottt ettt e e e e e e e 343
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Chapter C-1, Processing Mortgage Loan
Payments

L] Processing Mortgage Loan Payments

Introduction

This chapter contains information on processing mortgage loan payments.

In This Chapter
This chapter contains the following sections:

CO0-1.1, Processing Scheduled Mortgage Loan Payments . .. ......................... 318
CO0-1.2, Processing Unscheduled Mortgage Loan Payments . ......................... 323
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T
Section C(-1.1, Processing Scheduled
Mortgage LLoan Payments

L] C-1.1-01, Servicer Responsibilities for Processing
Mortgage Loan Payments (11/12/2014)

The following table outlines the servicer’s responsibilities for processing payments for any
mortgage loan that Fannie Mae owns or securitizes.

[1 |The servicer must...

Notify the borrower of upcoming payment changes in accordance with the mortgage
loan documents, applicable law or as specifically required by this Servicing Guide.

Apply scheduled payments, including late charges (if applicable) in the order specified
in the security instrument.

Note: When multiple payments are received, each payment must be applied
separately.

Ensure payments for all mortgage loans are credited upon receipt and that each portion
of the payment is accounted for in its records.

Apply all funds as intended by the borrower, when applicable.

Note: Funds intended by the borrower for first lien mortgage loans must not be
reallocated as payment towards any subordinate lien.

Deposit all funds into a custodial account in a financial institution that meets Fannie
Mae’s rating requirements for custodial depositories (or within its own institution if it
qualifies) within 24 hours of receipt.

Follow any specific requirements of FHA, FHA, or VA, when applicable.

Follow any specific requirements of the SCRA, when applicable. The servicer must
follow the procedures in F-1-30, Processing Military Indulgence .

For all mortgage loan modifications with a step interest rate adjustment, the servicer must send
the borrower a notification of the mortgage loan interest rate adjustment. All payment change
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notifications for mortgage loan modifications with a step interest rate adjustment must include
the information shown in the following table.

[0 |Notice Requirements

The amount and effective date of the interest rate increase.

The amount and due date of the borrower’s new monthly payment.

An explanation pursuant to the terms of the modification agreement, that at the end
of the initial fixed-rate term, the interest rate will increase according to the schedule
in the modification agreement until it reaches the interest rate cap. Furthermore, the
explanation should, as applicable, include statements regarding the following:

* how the interest rate cap was set; and

* notification that once the interest rate reaches the interest rate cap, it will be fixed
for the remaining life of the mortgage loan.

A payment schedule table, similar to the one included in the modification agreement,
that outlines the future interest rates and monthly payment amounts (identifying
principal and interest, and estimated escrows) and the effective dates for such
amounts; or the servicer may explain these terms, dates, and amounts.

An explanation that the monthly payment includes an escrow for property taxes,
applicable property insurance, and the other escrowed expenses, which, if changed,
will change the monthly payment.

An explanation of how the new monthly payment was determined.

Servicer contact information and instructions to the borrower to contact the servicer if
the borrower has questions or concerns about the new monthly payment.

The Homeowner’s HOPE™ Hotline Number (1-888—995-HOPE) with an
explanation that the borrower can ask for MHA help.

An explanation that the borrower can seek assistance with household budgeting at
no charge from HUD-approved housing counseling agencies that can be found on
HUD.gov.

Information regarding the availability of additional educational resources at Fannie
Mae’s Know Your Options™ website.

The servicer must send notifications for all mortgage loans with step interest rate adjustments in
compliance with the timing requirements provided in the following table.
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Type of Interest Rate Days Prior to Change At a minimum, the servicer
Adjustment must send...

Mortgage Loan Modification |150 to 90 the first written notification
Initial Step Interest Rate detailing the pending change.
Adjustment 75 to 60 the second written notification

detailing the pending change.

Mortgage Loan Modification [120 to 60 notification detailing the
Subsequent Year Step Interest pending change.
Rate Adjustments

The servicer must follow the procedures in Applying a Mortgage Loan Payment in
F-1-12, Processing Mortgage Loan Payments and Payoffs for specific instructions related to this
topic.

L] C-1.1-02, Processing Payment Shortages or Funds
Received When a Mortgage Loan Modification Is Pending
(11/12/2014)

Introduction

This topic contains the following:

*  Processing and Applying Payments Using Buydown Funds

*  Processing and Applying Payment Shortages

*  Processing Funds Received When a Mortgage Loan Modification Is Pending

Processing and Applying Payments Using Buydown Funds

The servicer must send notification detailing the pending rate increase to the borrower 90 days
prior to the payment change. As long as a mortgage loan is under an interest rate buydown plan,
the servicer must treat the portion of the payment received from the borrower in accordance with
the plan as a full installment.

Processing and Applying Payment Shortages

The servicer of a first lien mortgage loan — and a second lien mortgage loan, provided the first
lien mortgage loan is current — must accept a partial payment and hold it as “unapplied funds”
in a T&I custodial account if all of the requirements in the following table are met.
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The servicer must accept a partial payment if all of the following conditions are
met...

The borrower has a commitment toward repayment of the mortgage loan obligation.

The borrower is not habitually delinquent.

The borrower does not have a history of remitting checks that are returned for
insufficient funds.

The borrower commits to paying the balance of the payment within the next 30 days.

The servicer must accept and apply any borrower payment that includes the full amount for
* principal,

* interest,

* taxes, and

* insurance.

The servicer must accept and apply these funds even though the amount excludes any applicable
late charges, if permitted by applicable law and to the extent that acceptance would not
jeopardize the servicer’s position in legal proceedings; such as foreclosure.

If the interest rate of a mortgage loan has been reduced in accordance with D2-3.4-01, Military
Indulgence, the servicer must waive the collection of late charges during the period for which
the reduced interest rate remains in effect. Also, see D2-3, Fannie Mae's Home Retention and
Liquidation Workout Options for requirements related to waiving late charges for specific
workout options.

Processing Funds Received When a Mortgage Loan Modification Is Pending

During any Trial Period Plan, and if permitted by the applicable loan documents, the servicer
must accept and hold (as unapplied funds in a custodial account) trial period payments received
which do not constitute a full monthly contractual payment. When the total of the reduced
payments held as unapplied funds is equal to a full PITI payment, the servicer must apply all full
payments to the mortgage loan.

When the servicer receives funds from a third party, such as a HFA or similar entity that is
assisting the borrower in qualifying for a mortgage loan modification, the servicer must accept
such funds contingent upon the following:

* neither the servicer nor Fannie Mae will be required to match any assistance provided by the
third party or HFA;
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* the third party or HFA will pay the servicer the full amount of the agreed upon assistance in
one lump-sum payment; and

+ if after the delinquency is cured, the servicer applies the funds as an additional principal
payment, the funds must be applied to the interest-bearing unpaid principal balance.

Any unapplied funds remaining at the end of the Trial Period Plan which do not constitute a
monthly, contractual PITI payment must be applied to reduce any amounts that would otherwise
be capitalized onto the principal balance.

L] C-1.1-03, Automatically Drafting Payments from the
Borrower’s Bank Account (11/12/2014)

When automatically drafting a mortgage loan payment from a borrower’s designated bank
account, the servicer must draft each payment no later than the date the servicer would accept a
mortgage loan payment by other payment methods without penalty.

L] C-1.1-04, Accepting Biweekly Payments from Third-Party
Payment Contractors (11/12/2014)

If a borrower arranges with a third party to make biweekly payments, the servicer must accept
payments made on time and in a sufficient amount.
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Section C(-1.2, Processing Unscheduled
Mortgage LLoan Payments

UC-1 .2-01, Processing Additional Principal Payments
(07/08/2015)

Introduction

This topic contains the following:

*  Processing Additional Principal Payments for Current Mortgage Loans

*  Processing Additional Principal Payments for Delinquent Mortgage Loans
*  Reapplying Principal Payments to Cure a Delinquency

*  Processing Additional Principal Payments at Fannie Mae’s Request

Processing Additional Principal Payments for Current Mortgage Loans

The servicer must immediately accept and apply an additional principal payment (referred to as a
curtailment) identified by the borrower as such for a current mortgage loan.

If, after making a substantial curtailment, the borrower requests that the mortgage loan balance
be re-amortized to reduce the mortgage loan payment, the servicer must

» complete an Agreement for Modification, Re-Amortization, or Extension of a Mortgage (Form
181).

» provide the borrower and the document custodian the completed Form 181.

The servicer must determine, in compliance with applicable law, if the borrower is required
to execute Form 181 and whether any other edits to Form 181 are necessary to ensure that the
mortgage loan maintains its first lien position and is fully enforceable.

For additional contractual information as it pertains to curtailments, see Fannie Mae’s Selling
Guide Topic B2—1.4—-05: Principal Curtailments.

The servicer must follow the procedures in Processing a Curtailment in F-1-12, Processing
Mortgage Loan Payments and Payoffs for detailed instructions related to applying a curtailment
for a current mortgage loan.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 323


https://www.fanniemae.com/content/legal_form/181w.doc
https://www.fanniemae.com/content/legal_form/181w.doc
https://www.fanniemae.com/content/legal_form/181w.doc
https://www.fanniemae.com/content/legal_form/181w.doc
https://www.fanniemae.com/content/legal_form/181w.doc

Part C, Mortgage Loan Payment Processing, Remitting, Accounting, and Reporting 07/08/2015
Chapter 1, Processing Mortgage Loan Payments, Processing Unscheduled Mortgage Loan
Payments

If a curtailment is received on a modified mortgage loan that has a principal forbearance; the
servicer must first apply the curtailment to the interest-bearing UPB, then to the principal
forbearance. If the curtailment amount is greater than or equal to the interest-bearing UPB, the
curtailment must first be applied to the principal forbearance portion, then to the interest-bearing
UPB.

Processing Additional Principal Payments for Delinquent Mortgage Loans

In the case of a delinquent mortgage loan, any additional principal payments identified as
such must first be applied toward curing the delinquency. If there are any remaining funds, the
servicer must then apply them as an additional principal payment.

Reapplying Principal Payments to Cure a Delinquency

At the borrower’s request, the servicer is authorized to reapply principal prepayments to cure a
delinquency if the mortgage loan is either

* a portfolio mortgage loan; or

* a participation pool mortgage loan (which is not a mortgage loan that has been pooled to back
an MBS issue, including PFP mortgage loans); and as long as all of the following conditions

apply:
— the borrower submits a written request;

— the reapplication of the principal prepayment does not result in the mortgage loan balance
being higher than it would have been had the original amortization schedule for the
mortgage loan been followed;

— the borrower has not previously received modification assistance program funds from an
HFA. See D2-3.1-05, Interacting with Housing Finance Agencies and Hardest-Hit Fund
Programs for additional information; and

— the borrower agrees to submit any additional funds that are needed to supplement the
prepayment so that the total delinquency can be cured. If the borrower cannot raise the
additional funds, the servicer is authorized to combine the reapplication of a principal
prepayment with a workout option. See D2-3, Fannie Mae’s Home Retention and
Liquidation Workout Options for additional information.
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Processing Additional Principal Payments at Fannie Mae’s Request
Upon receipt of Fannie Mae’s request to reduce the UPB of a mortgage loan for a partial release

of security, a condemnation award, or insurance proceeds sent to the servicer, the servicer must
process the funds as an additional principal payment.

Related Announcements

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

Announcements Issue Date
Announcement SVC-2015-10 July 8, 2015
Announcement SVC-2015-07 May 20, 2015

L] C-1.2-02, Processing Short Sale Proceeds (11/12/2014)

The servicer must follow the procedures in Remitting Short Sale Proceeds in F-1-31, Remitting
and Accounting to Fannie Mae to ensure that the short sale proceeds are remitted timely and
accurately.
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UC-1 .2-03, Processing Payments in Full (11/12/2014)

Introduction

The servicer must provide payoff statements to the borrower or his or her agent, when requested.
The servicer must also collect and remit sufficient funds to Fannie Mae to satisfy the debt and
ensure the proper accounting and reporting of the mortgage loan payoff, once received.

The servicer must follow the procedures in Satisfying the Mortgage Loan and Releasing the Lien
in F-1-12, Processing Mortgage Loan Payments and Payoffs for additional instructions related to
payoff processing.

This topic contains the following:
*  Applying Funds Remaining in an Interest Rate Buydown Plan Account
*  Collecting and Accounting for HomeSaver Advance Notes

Applying Funds Remaining in an Interest Rate Buydown Plan Account

The servicer must apply any funds remaining after payoff in an interest rate buydown plan
account in accordance with the applicable mortgage loan agreement. If the servicer is holding

the remaining buydown funds, it must include them with its remittance of the payoff proceeds.
The servicer must follow the procedures in Applying Funds Remaining After Payoff in an Interest
Rate Buydown Account in F-1-12, Processing Mortgage Loan Payments and Payoffs for specific
instructions for applying buydown funds after payoff of the mortgage loan.

Collecting and Accounting for HomeSaver Advance Notes

The servicer must be able to identify whether the borrower on a first lien mortgage loan currently
has an HSA note, and reference it in any payoft statement it issues for the first lien mortgage
loan.

In the event of a sale or transfer of the property, this reference must remind the borrower that the
HSA note is due and payable in full.

In the event of a refinance, this reference must clearly
 remind the borrower that the HSA note must continue to be paid, and

« state that payoff of the HSA note is not required to release the first lien mortgage loan.
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If the borrower or servicer of the first lien mortgage loan needs information related to an HSA
note (such as where to send a payment), the servicer may send a request for information to
Fannie Mae’s CPM (see F-4-03, List of Contacts). The servicer must be able to promptly redirect
any HSA note payments received to the party designated by Fannie Mae.

L] C-1.2-04, Satisfying the Mortgage Loan and Releasing the
Lien (11/12/2014)

Introduction

Once payoff funds are received, the servicer must take all actions necessary to satisfy a mortgage
loan and release the lien in a timely manner.

In addition, the servicer must determine and execute the appropriate satisfaction documents for
the payoff of an electronic mortgage loan, based on the requirements of the state in which the
security property is located.

For specific instructions, the servicer must follow the procedure Satisfying the Mortgage Loan
and Releasing the Lien in F-1-12, Processing Mortgage Loan Payments and Payoffs.

This topic contains the following:
»  Satisfying the Mortgage Loan When Fannie Mae Is the Mortgagee of Record
»  Satisfying the Mortgage Loan When Fannie Mae Is Not the Mortgagee of Record

Satisfying the Mortgage Loan When Fannie Mae Is the Mortgagee of Record

The servicer that does not have a limited power of attorney (or that has a power of attorney that
does not cover release and satisfaction documents) must send any required release or satisfaction
documents to Fannie Mae for execution, whether or not Fannie Mae is holding the custody
documents.

Satisfying the Mortgage Loan When Fannie Mae Is Not the Mortgagee of Record

If Fannie Mae is not the mortgagee of record for a mortgage loan, the servicer must execute any
required satisfaction documents in its own name (or in MERS’ name, if applicable for a MERS-
registered mortgage loan).
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L] C-1.2-05, Charging for a Release of Lien (11/12/2014)

The servicer must not charge the borrower a fee for releasing, reconveying, or discharging
Fannie Mae’s lien against the property, unless all of the conditions listed in the following table

apply.

[0 |Conditions under which a release of lien fee may be charged

The fee is paid to a third party for services rendered. For example, fees paid to a
recorder of deeds, a notary public, or a trustee under a deed of trust (even if the trustee
is the servicer’s affiliate or subsidiary).

Such fees are not prohibited by the mortgage loan instrument, or the mortgage insurer
or guarantor.

The amount of the fee is consistent with other fees permitted by the mortgage insurer
or guarantor, if applicable.

The servicer must follow the procedures in Requesting Reimbursement for Recordation Fees in
F-1-06, Expense Reimbursement in order to seek reimbursement from Fannie Mae.
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Chapter C-2, Servicing ARM Loans

jServicing ARM Loans

Introduction

This chapter describes servicing of ARM loans.

In This Chapter

This chapter contains the following sections:

C0-2.1, Processing ARM Loan Payments .. ............ .. ... ... . i, 330
C0-2.2, Processing Corrections to Errors .. ......... ... i 334
C0-2.3, Processing ARM Loan COonversions . . ... .........uuuuimenrenenennnnan... 337

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 329



Part C, Mortgage Loan Payment Processing, Remitting, Accounting, and Reporting 07/08/2015
Chapter 2, Servicing ARM Loans, Processing ARM Loan Payments

Section C0-2.1, Processing ARM Loan
Payments

U C-2.1-01, Responsibilities for ARM Loan Servicing
(11/12/2014)

The following table provides a list of the servicer’s responsibilities related to servicing ARM
loans.

[0 |The servicer must...

Enforce each ARM loan according to the terms specifically described in its mortgage
loan instrument. These may be modified or supplemented by any additional terms
specified in a negotiated contract issued in connection with Fannie Mae’s purchase or
securitization of the mortgage loan. See also Fannie Mae’s Balloon Mortgage Loan
Servicing Manual.

Use its own funds to satisfy any shortage resulting from untimely interest rate or
payment adjustments.

Reimburse Fannie Mae if the servicer makes an error that causes the amount of
negative amortization to exceed the maximum allowed and Fannie Mae is adversely
affected by this breach of the mortgage loan terms.

L] C-2.1-02, Notifying the Borrower Regarding Interest Rate
and/or Payment Changes (11/12/2014)

Introduction

This topic contains the following:

*  General Requirements for All ARM Change Notices

*  Additional Notice Requirements Specific to Plans with Payment Caps
*  When the Interest Rate Changes More Frequently Than the Payment
*  When the Payment Changes More Frequently Than the Interest Rate
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General Requirements for All ARM Change Notices

The servicer of an ARM loan must notify the borrower before the effective date of any change
to the mortgage loan interest rate or monthly payment in accordance with applicable law and the
mortgage loan security instrument. When the interest rate and the monthly payment change at
different intervals, separate notices are required for each change.

All ARM notices must comply with the disclosure requirements set forth in the TILA and the
individual mortgage loan documents.

Additional Notice Requirements Specific to Plans with Payment Caps

In addition to the information noted in General Requirements for All ARM Change Notices,
notices for ARM plans that have payment change limitations must also include all of the
information listed in the following table.

[0 |Notice Requirements

The monthly payment required to fully amortize the mortgage loan, if different from
the new monthly payment amount.

The difference between a full payment amount and a limited-payment amount.

The borrower’s option to choose the limited-payment amount, and if applicable:
* any limitations on his or her right to exercise this option;

* the effect that his or her failure to exercise this option will have on future options;
and

 the amount of negative amortization that will occur if the option is exercised.

The date by which the borrower must notify the servicer if he or she chooses to pay
the limited-payment amount.

Note: Notices for mortgage loans that have an option to convert to a fixed rate mortgage
loan must also include an explanation of this option and the requirements for its
execution.

When the Interest Rate Changes More Frequently Than the Payment

The following table provides a list of additional information that must be included in the notice
for an interest rate change for ARM plans in which the interest rate changes more frequently than
the payment.
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[0 |Notice Requirements

The method used to determine the full payment amount and why the monthly payment
will not be changed to that amount (if applicable).

The amount of any negative amortization that will occur until the next interest change
date when the monthly payment is not being changed to keep pace with the mortgage
loan interest rate.

If the servicer gives the borrower an option of limiting the payment increase, the notice must also
include all of the details listed in the following table.

[0 |Notice of the option to limit the payment increase

An explanation of why the offer is being made.

The method used to determine the limited payment amount.

The amount of negative amortization that will occur if the borrower chooses to limit
the payment increase.

The limited payment amount and the date on which it will become effective.

The date by which the borrower must notify the servicer if he or she chooses to pay
the limited payment amount.

A request that the borrower indicate his or her acceptance of the offer by signing and
returning the notice to the servicer for inclusion in its permanent records.

The date the next payment change will occur if the borrower chooses the limited
payment amount.

When the Payment Changes More Frequently Than the Interest Rate

The following table provides a list of additional information that must be included in the notice
for a payment change when the monthly payment changes more frequently than the interest rate.

[0 |Notice Requirements

The amount of any negative amortization that will occur (when the monthly payment
is not sufficient to fully amortize the mortgage loan), until the next payment change
date.

The date the monthly payment will change if the negative amortization limit will be
reached before the next scheduled payment change.

When the notice also serves as notification of an interest rate change, it must also explain the
additional details noted in the following table.
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[0 |Notice of interest rate change

The difference between a full payment amount and a graduated-payment amount.

The borrower’s option to choose the graduated-payment amount if the full payment
amount represents more than a 7.5% increase over the previous monthly payment
amount.

The amount of negative amortization that will occur if the borrower requests a
subsequent graduated-payment period.

Note: Notices for mortgage loans that have an option to convert to a fixed rate mortgage
loan must also include an explanation of this option and the requirements for its
execution.
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Section C(-2.2, Processing Corrections to
Errors

L] C-2.2-01, Identifying and Disclosing Adjustment Errors
(11/12/2014)

Introduction

The servicer must verify all previous interest rate and payment adjustments were correctly
handled for a mortgage loan before it corrects an identified adjustment error.

When the servicer confirms either an individual ARM adjustment error, or the cumulative effect
of several ARM adjustment errors; the servicer must make arrangements within 60 days to

* correct the error(s) in its and Fannie Mae’s records,

* adjust the borrower’s current interest rate and/or monthly payment without waiting for the next
scheduled interest rate and/or monthly payment adjustment date (taking into consideration
Fannie Mae’s policy on the applicability of any interest rate or payment caps specified in the
mortgage loan documents), and

+ notify the borrower about the effect of the correction.

If the servicer is unable to resolve an ARM adjustment error within 20 days of having received a
borrower inquiry concerning the matter, it must send the borrower an interim response.

The servicer must not report the correction of an ARM adjustment error or make an effort to
correct an erroneous remittance until it has discussed the specifics of the correction with its
Fannie Mae Investor Reporting Representative, (see F-4-03, List of Contacts).

The servicer must follow all applicable procedures in Correcting ARM Adjustment Errors in
F-1-01, Servicing ARM Loans.

This topic contains the following:
*  Re-Amortizing the Mortgage Loan
*  Calculating the New, Correct Monthly Payments
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Re-Amortizing the Mortgage Loan

Once the servicer verifies the correct interest rate or monthly payment for each adjustment date
that has occurred, it must re-amortize the mortgage loan to determine whether the borrower has
been overcharged or undercharged.

The mortgage loan must be re-amortized from the date of the first erroneous adjustment through
the date the LPI was applied.

The servicer must follow the procedures in Re-amortizing the Mortgage Loan in
F-1-01, Servicing ARM Loans to complete the re-amortization.

Calculating the New, Correct Monthly Payments

The servicer must determine whether the borrower’s monthly payment needs to be changed as

a result of any ARM adjustment error. If the net effect of correcting an adjustment error is an
undercharge, it cannot be collected from the borrower, nor can the UPB of the mortgage loan be
changed to offset it.

The servicer must follow the procedures in Calculating the New Monthly Payment After an
Adjustment Error and Determining the Amount of an Under- or Overcharge Related to an
Adjustment Error in F-1-01, Servicing ARM Loans to calculate the correct monthly payment.

L] C-2.2-02, Assuming Responsibility for Conversion Notice
Errors (11/12/2014)

If a borrower questions why the servicer did not provide notification of an upcoming opportunity
to exercise a conversion to a fixed rate mortgage loan option and the borrower was entitled to
such notification under Fannie Mae’s policy, the servicer must immediately offer the borrower
the option of converting, provided that the borrower met the eligibility criteria on the option date.

The servicer must follow the procedures in Correcting Conversion Notice Errors in
F-1-01, Servicing ARM Loans to verify the correct interest rate.
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L] C-2.2-03, Determining Whether to Provide a Refund or
Credit for Overcharges (11/12/2014)

The servicer must credit the borrower’s account for any net overcharge by reallocating the
borrower’s actual monthly payments between principal and interest, or by reducing the UPB of
the mortgage loan when the overcharge is related to an incorrect interest rate only.

When the overcharge is related to an incorrect monthly payment, credits may be used instead of
cash refunds when

* the servicer has advanced funds to cure an escrow overdraft,
 the mortgage loan is delinquent,

* the adjustment error is an interest rate change error only, or
* the adjustment error is a payment change error only.

The servicer must establish its own procedures to ensure compliance with all of Fannie Mae’s
policies regarding the correction of adjustment errors for all mortgage loans it services for Fannie
Mae, regardless of whether they were originated under standard or negotiated ARM plans.

The servicer must follow the applicable procedures in either Refunding or Crediting Overcharges
Resulting from an Incorrect Monthly Payment and an Incorrect Interest Rate, or Refunding or
Crediting Overcharges Resulting from an Incorrect Monthly Payment in F-1-01, Servicing ARM
Loans.
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Section C(-2.3, Processing ARM Loan
Conversions

L] C-2.3-01, Processing ARM Conversions to Fixed Rate
Mortgage Loans (11/12/2014)

Introduction

This topic provides requirements for processing ARM loan conversions to fixed rate mortgage
loans.

The servicer must also follow the procedures in F-1-01, Servicing ARM Loans in order to
complete the conversion of an ARM loan to a fixed rate mortgage loan.

This topic contains the following:

*  Determining Eligibility Criteria for Converting a First Lien ARM to a Fixed Rate Mortgage
Loan

*  Completing the Conversion

Determining Eligibility Criteria for Converting a First Lien ARM to a Fixed Rate
Mortgage Loan

To be eligible for conversion to a fixed rate mortgage loan, the servicer must confirm that an
ARM loan

* is current (or must be brought current by the conversion date),
* has an LTV ratio of 95% or less, and
* satisfies any other conditions specified under a negotiated contract.

If the mortgage loan has negatively amortized, the servicer must obtain a new appraisal to
determine

* the current LTV of the property, and
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» whether the borrower will have to pay any funds to reduce the UPB to the amount required to
achieve an LTV ratio equal to 95% of the current value of the property.

Completing the Conversion

The following table provides a list of all items required before the servicer can complete the
conversion of an ARM to a fixed rate mortgage loan.

[0 |The servicer must have...

Received any required appraisal report.

Received from the borrower
+ any amount required to reduce the UPB, if applicable;
» any other items as specified in a negotiated contract; and

» asigned agreement acknowledging the changes to the mortgage note necessary to
provide for the new fixed interest rate.

Sent Fannie Mae’s DDC the original agreement, if Fannie Mae is holding the original
note as a custody document.

Performed any other actions as specified in the negotiated contract.

L] C-2.3-02, Notifying Fannie Mae of Conversions for
Portfolio Mortgage Loans (11/12/2014)

The servicer must provide information about an ARM loan conversion when it submits

its monthly investor reporting system reports to Fannie Mae. The servicer must report this
information in compliance with the reporting time frames provided in the /nvestor Reporting
Manual.

Fannie Mae may charge a compensatory fee to servicers who fail to report an ARM conversion
in a timely manner. See also A1-4.2-01, Compensatory Fees Other Than Delays in the
Liquidation Process.
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L] C-2.3-03, Repurchasing Converted MBS Mortgage Loans
and Redelivering Them to Fannie Mae (11/12/2014)

If the borrower exercises the conversion option for an ARM that is in an MBS pool, the servicer
must repurchase the mortgage loan from the pool in the month preceding the month the mortgage
loan begins to accrue interest at the new fixed rate. The servicer must have received all executed
conversion documents before it repurchases the mortgage loan.

After the servicer repurchases the converted mortgage loan from the MBS pool, it must
determine whether it is able to redeliver the converted mortgage loan to Fannie Mae using the
post-conversion disposition option specified in the original MBS contract.

The servicer must follow the procedures in Repurchasing Converted MBS Mortgage Loans and
Redelivering Them to Fannie Mae in F-1-01, Servicing ARM Loans for detailed instructions.
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Chapter C-3, Remitting and Accounting

L] Remitting and Accounting

Introduction

This chapter describes requirements related to remitting and accounting.

In This Chapter
This chapter contains the following topics:

C-3-01, Responsibilities Related to Remitting P&I Funds to Fannie Mae (11/12/2014) . . . .. 340
C-3-02, Remitting Payoff Proceeds (11/12/2014) ... ... . i 342

L] C-3-01, Responsibilities Related to Remitting P&l Funds to
Fannie Mae (11/12/2014)

Introduction

The servicer must remit all funds that are due to Fannie Mae for that month under the schedule

established for each remittance type and, if applicable, remittance cycle. If the servicer does not
remit funds due to Fannie Mae on or before the remittance due date, Fannie Mae may impose a
compensatory fee.

The servicer must follow the procedures in F-1-31, Remitting and Accounting to Fannie Mae and
Fannie Mae’s Investor Reporting Manual for detailed instructions.

This topic contains the following:

*  Remitting to Fannie Mae for Delinquent MBS Mortgage Loans

*  Remitting to Fannie Mae for Delinquent Portfolio Mortgage Loans

*  Remitting to Fannie Mae for Biweekly Payments

*  Remitting to Fannie Mae for Mortgage Loans with Interest Rate Buydowns
*  Processing Over-Remittances
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Remitting to Fannie Mae for Delinquent MBS Mortgage Loans

The servicer must remit interest to Fannie Mae on scheduled/actual remittance type mortgage
loans and must remit principal and interest on scheduled/scheduled remittance type mortgage
loans regardless of whether it actually receives payments from the borrower. For a delinquent
mortgage loan, the servicer must advance the remittance until the delinquent mortgage loan is
reclassified as actual/actual remittance or removed from the MBS pool.

Remitting to Fannie Mae for Delinquent Portfolio Mortgage Loans

The servicer of portfolio mortgage loans and most participation pool mortgage loans that Fannie
Mae holds in its portfolio must advance interest on delinquent mortgage loans only through the
third month of delinquency.

Remitting to Fannie Mae for Biweekly Payments

Actual/actual biweekly loan activity must be reported to Fannie Mae daily as received. For
MBS pools that consist of biweekly payment mortgage loans, the servicer must deposit the
difference between the interest collected from the borrowers and the interest due on the pool into
its designated draft account.

The servicer must remit funds to Fannie Mae for a mortgage loan with biweekly payments when

+ a full installment of P&I has accumulated for a mortgage loan that has an actual/actual
remittance type, or

* the biweekly payment is scheduled to be remitted (whether or not it was collected from the
borrower) for a mortgage loan that has a scheduled/actual or scheduled/scheduled remittance

type.

Remitting to Fannie Mae for Mortgage Loans with Interest Rate Buydowns

If the servicer holds the buydown funds, the servicer must remit to Fannie Mae the interest
buydown funds along with the payment received from the borrower as a full contractual payment
each month.

If Fannie Mae holds the buydown funds for a first lien mortgage loan that it purchased for its
portfolio, Fannie Mae will automatically apply funds that it holds toward the interest due each
month; therefore, the servicer must adjust its individual mortgage loan records to reflect the
application of Fannie Mae’s portion of the payment.
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The servicer must return any money it has held in association with an interest buydown to Fannie
Mae, when either

* the buydown term ends, or

+ the mortgage loan is liquidated, whichever occurs first.

Processing Over-Remittances

The servicer must exercise due diligence to ensure that it discovers over-remittances as soon as
possible. Once the servicer discovers an over-remittance, it should promptly notify Fannie Mae
by submitting a documented claim for a refund.

Over-remittances for MBS mortgage loans must be appropriately adjusted from subsequent
remittances for the same MBS pool.

L] C-3-02, Remitting Payoff Proceeds (11/12/2014)

The servicer must determine the appropriate schedule and the correct amount of funds due to
Fannie Mae based on the mortgage loan’s remittance type and remittance cycle.

The servicer must follow the applicable procedures in F-1-31, Remitting and Accounting to
Fannie Mae.

Funds to pay off a balloon mortgage loan must be remitted to Fannie Mae under the standard
procedures for remitting payoffs for mortgage loans that have the same remittance type as the
balloon mortgage loan. See also Fannie Mae’s Balloon Mortgage Loan Servicing Manual for
additional information.
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Chapter C-4, Reporting

! Reporting

Introduction

This chapter describes requirements related to reporting.

In This Chapter

This chapter contains the following sections:

C0-4.1, Credit Bureau Reporting Requirements .. .......... ... ... ... ... .. ... ... 344
C0-4.2, IRS Reporting Requirements . . ............ ittt 346
C0-4.3, Investor Reporting Requirements . ............ .. ... ... i .. 349
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Section C0-4.1, Credit Bureau Reporting
Requirements

U C-4.1-01, Notifying Credit Repositories (11/12/2014)

The following table outlines the servicer’s responsibilities related to credit bureau reporting for
mortgage loans that Fannie Mae holds in its portfolio or in an MBS.

[0 |The servicer must...

Provide a complete and accurate “full-file” status report for all mortgage loans to each
of the four major credit repositories describing the exact status of each mortgage loan
as of the last day of each month in accordance with credit bureau requirements as
provided by the Consumer Data Industry Association.

Statuses that must be reported include the following:
* new originations;
* current mortgage loans;

* delinquent mortgage loans, including 30—, 60—, 90+ day delinquencies,
forbearances, modifications; and

* liquidated mortgage loans, including short sales, Mortgage Releases, foreclosures,
law enforcement property seizures and forfeitures under applicable state or federal
law, and charge offs.

Verity the appropriate codes for full-file reporting with each of the four major credit
repositories since each repository may use different codes for identifying the same
mortgage loan statuses.

The servicer must follow all procedures in Reporting to Credit Repositories in F-1-34, Reporting
to Third Parties as well as “CDIA Mortgage and Home Equity Reporting Guidelines in Response
to Current Financial Conditions” for further information and instructions.
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U C-4.1-02, Suspending Credit Bureau Reporting
(11/12/2014)

The servicer must suspend reporting the status of a mortgage loan to credit bureaus even though
payments are past due as long as the delinquency is directly attributable to an extensive natural
disaster and occurs during an active forbearance, repayment plan, or Trial Period Plan where the
borrower is making the required payments as agreed.

I — — — ————I——
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Section C(0-4.2, IRS Reporting Requirements

UC-4.2-01, Filing IRS Forms 1099-A, 1099-C and 1099-MISC
(11/12/2014)

Introduction
This topic provides information related to filing reports with the IRS.

The servicer must also follow all procedures in Reporting to the IRS in F-1-34, Reporting to
Third Parties for specific instructions pertaining to this topic.

This topic contains the following:

»  Servicer Responsibilities

*  Reporting via Magnetic Media

*  Fannie Mae Exceptions to IRS Form 1099-C Reporting

Servicer Responsibilities

The IRS requires that information returns be filed when Fannie Mae (or a third party) acquires an
interest in a property in full or partial satisfaction of the secured debt, or when Fannie Mae has
reason to know that a property has been abandoned. The servicer must file IRS Forms 1099-A
and 1099-C in accordance with IRS requirements on Fannie Mae’s behalf for

+ portfolio mortgage loans (including participation pool mortgage loans if Fannie Mae’s
percentage ownership is 50% or greater) that Fannie Mae holds in its portfolio, and

* MBS mortgage loans (including mortgage participations if the securitized portion of the whole
mortgage loan is 50% or greater) that are not serviced under the regular servicing option.

The servicer must satisfy the reporting requirements for the “owner of record” (instead of on
Fannie Mae’s behalf) for

* participation pool mortgage loans held in Fannie Mae’s portfolio if Fannie Mae’s ownership
interest is less than 50%,

* mortgage participations in MBS pools if the securitized portion of the whole mortgage loan is
less than 50%, and
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« most MBS mortgage loans serviced under the regular servicing option.

However, if the servicer did not perform its regular servicing obligation to purchase a delinquent
MBS mortgage loan before the property was acquired, the servicer must file the information
return on Fannie Mae’s behalf.

For purposes of filing these reports:

» Fannie Mae (or the “owner of record”) acquires an interest in the property when any
redemption period that follows a foreclosure sale ends without redemption rights being
exercised (or when Fannie Mae accepts a Mortgage Release);

+ a third party — including the servicer of a first lien mortgage loan secured by a property that
also has a subordinate lien, if the servicer bids an amount that is less than that required to
satisfy both the first and second lien mortgage debts — acquires an interest in the property at
the foreclosure sale; and

» abandonment occurs when the servicer has “reason to know” from all facts and circumstances
concerning the status of the property” that the borrower intended to discard or has permanently
discarded the property from use.

The servicer will have an additional three months before its reporting obligation arises if
it expects to begin foreclosure proceedings within the three months after it determines that
abandonment has occurred.

If the IRS penalizes Fannie Mae because a servicer failed to file a required form—or filed an
incorrect or late form—the servicer must reimburse Fannie Mae for any penalty fees the IRS
assesses (unless it can document that it met the filing requirements).

When a form is filed on Fannie Mae’s behalf, the servicer must show Fannie Mae’s name,
address, federal identification number (52-0883107), and include a legend stating that the
information is being reported to the IRS.

Reporting via Magnetic Media

The servicer that is able to report IRS Forms 1099-A information on magnetic media must do so
on Fannie Mae’s behalf. However, a servicer must file the 1099-C electronically on Fannie Mae’s
behalf.

Fannie Mae Exceptions to IRS Form 1099-C Reporting

The servicer must not file an IRS Form 1099-C for mortgage loans that Fannie Mae has assigned
(or will assign) to vendors for collection. Fannie Mae will provide a list of accounts to servicers
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via email for which they must not send the IRS Form 1099-C. Notification will take place no
later than January 5th of the year following the calendar year in which the foreclosure sale
occurs.
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Section C0-4.3, Investor Reporting
Requirements

L] C-4.3-01, Servicer Responsibilities Related to Investor
Reporting (11/12/2014)

The following table outlines the servicer responsibilities related to reporting to Fannie Mae.

[1 |The servicer must...

Use an automated format to report all loan-level transactions on its entire mortgage
loan portfolio following the end of each monthly reporting period using Fannie Mae’s
investor reporting system.

Ensure the transactions are reported in sufficient time for Fannie Mae to receive the
notifications

* by the second business day of the month following the cut-off date for the reporting
period in which the activity occurred for removal transactions, or

* by 5 p.m. eastern time on the third business day of the month following the cut-off
date for the reporting period for all other transactions.

Note: Failure to comply with this deadline may result in compensatory fees or
other actions. See A1-4.2-01, Compensatory Fees Other Than Delays in the
Liquidation Process.

Reconcile the investor reporting system reports it receives from Fannie Mae to its
internal records and make available to Fannie Mae upon request.

Reconcile the actual mortgage loan balances for all scheduled/scheduled remittance
type mortgage loans that are in any given MBS pool to the aggregate security balance
for that pool (or, if the mortgage loans are in a Fannie Majors® multiple pool, for the
servicer’s portion of the multiple pool).

Perform a thorough review and correct all transactional errors and data discrepancies,
if applicable.
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The servicer must see Fannie Mae’s Investor Reporting Manual for additional reporting
instructions, an explanation of proper reporting codes, and for the correct use of formulas and
calculations.
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jProviding Solutions to a Borrower

Introduction

This part contains information on providing solutions to borrowers.

In This Part
This part contains the following subparts:

Subpart D1, Assisting the Borrower with Property-Related Issues and Legal Actions. . .. .. 352
Subpart D2, Assisting a Borrower Who is Facing Default or in Default. .. ............. 399
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Subpart D1, Assisting the Borrower with
Property-Related Issues and Legal Actions

UAssisting the Borrower with Property-Related Issues and
Legal Actions

Introduction

This subpart contains information on assisting the borrower with property-related issues and
legal actions.

In This Subpart

DI1-1, Requests for the Release, or Partial Release, of Property Securing a Mortgage Loan

.......................................................................... 353
D1-2, Servicing Rehabilitation or Renovation Mortgage Loans .. ..................... 364
D1-3, Providing Assistance to a Borrower Impacted by a Disaster .. .................. 370
D1-4, Transfers of Ownership . ....... ... i 375
D1-5, Call Provision Enforcement . .. ...... ... ... .. .. . . .. . . . . 392
D1-6, Addressing Notices of Liens, Legal Action, Property Forfeitures or Seizures, or Other

ACLIONS .« . ot 395
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Chapter D1-1, Requests for the Release,
or Partial Release, of Property Securing a
Mortgage Loan

L] Requests for the Release, or Partial Release, of Property
Securing a Mortgage Loan

Introduction

This chapter contains information on requests for the release, or partial release, of property
securing a mortgage loan.

In This Chapter

This chapter contains the following topic:

D1-1-01, Evaluating a Request for the Release, or Partial Release, of Property Securing a
Mortgage Loan (11/12/2014) . . . .ot e e e e 354
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L] D1-1-01, Evaluating a Request for the Release, or Partial
Release, of Property Securing a Mortgage Loan (11/12/2014)

Introduction

This topic provides information related to evaluating a request for the release, or partial release
of property securing a mortgage loan.

The servicer must also follow the procedures in Processing a Request for the Release of Property
Securing a Mortgage Loan in F-1-04, Evaluating a Request for the Release, or Partial Release,
of Property Securing a Mortgage Loan for detailed requirements related to processing a request
for the release of property securing a mortgage loan. The requirements for the various types of
releases of property securing a mortgage loan are described as follows.

This topic contains the following:

»  Evaluating a Request for the Release of a Beneficial Easement or the Grant of a
Burdensome Easement

»  Evaluating a Request for the Lease of Oil, Gas, or Mineral Rights

*  Evaluating a Request for the Partial Release of Real Property

*  Evaluating a Request for the Partition of Real Property

*  Evaluating a Request for the Substitution of Property Securing a Mortgage Loan

*  Evaluating a Request for the Partial or Total Taking of Property Securing a Mortgage Loan
by Condemnation or Eminent Domain

Evaluating a Request for the Release of a Beneficial Easement or the Grant of a
Burdensome Easement

When a borrower requests a release or grant of an easement, the servicer must ensure that the
borrower submits all of the information listed in the following table with the Application for
Release of Security (Form 236).

[0 |Information that must accompany Form 236

The purpose for granting the easement or the justification for releasing the
easement.

The intended use of the easement, if the request is for the granting of an easement.

The anticipated effect(s) of granting or releasing the easement.
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Information that must accompany Form 236

released.

A survey or plat showing the location of the easement that is being proposed or

easement.

The amount of any cash consideration to be paid for granting or releasing the

requested.

Whether the subordination of Fannie Mae’s mortgage lien to an easement is being

Request for the Release of a Beneficial Easement: The servicer must evaluate the request for
the release of a beneficial easement based on whether or not the release will have a detrimental
effect on the value of the property securing a mortgage loan. The following table describes the
servicer's action based upon the impact to the property securing a mortgage loan.

If the servicer has determined that releasing
a beneficial easement...

Then the servicer...

will not have a detrimental effect on the value
of the property securing a mortgage loan

and will not restrict the borrower's use of the
property securing a mortgage loan

is authorized to approve the request to release
the easement on Fannie Mae's behalf.

will have a detrimental effect on the value of
the property securing a mortgage loan

must approve the request to release the
easement if the borrower agrees to apply

* part of the cash consideration to make
any past due mortgage loan payments, if
applicable; and

* any additional amount required to reduce
the mortgage loan balance to an amount that
results in the mortgage loan retaining its
current LTV ratio.

has potential long-term negative implications
that could affect the value of the property
securing a mortgage loan at a later date

must decline the request to release the
easement.

Note: The servicer may contact
Fannie Mae’s CPM (see F-4-03, List
of Contacts) if it prefers to discuss
the situation with Fannie Mae before
making a final decision or if it has

information that there are mitigating
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If the servicer has determined that releasing
a beneficial easement...

Then the servicer...

circumstances that suggest that the
easement should be released.

Request for the Grant of a Burdensome Easement: The servicer must evaluate the request
for the granting of a burdensome easement based on the extent to which granting a burdensome
easement interferes with either the use or value of the property securing a mortgage loan, which

depends on the following:

* the degree and quantity of rights that are released with the easement;

» the community’s customs, attitudes, and prevalent practices regarding such easements; and

» the manner and extent of the use of the easement.

The servicer is authorized to approve any request for a customary public utility easement as long

as

* A subsurface utility easement does not extend under the house or other improvements to the

property.

* An above-surface utility easement for distribution purposes that runs along any of the property
lines or easements for drainage purposes that run along the rear property line if the easements
do not extend more than 12 feet from the property line, do not interfere with any of the
improvements or use of the property, and do not present a health or safety hazard.

The servicer must evaluate requests for other types of easements based on the specific
circumstance of the request, as described in the following table.

If the servicer has determined that granting
a burdensome easement...

Then the servicer...

will not adversely affect the value of the
property securing a mortgage loan

is authorized to approve the request to grant the
easement on Fannie Mae's behalf.

will adversely affect the value of the property
securing a mortgage loan

must only approve the request to grant the
easement if any cash consideration is applied to
the outstanding mortgage loan debt.

has potential long-term negative implications
that could affect the value of the property
securing a mortgage loan or impact Fannie
Mae's ability to foreclose on the mortgage loan

must decline the request to grant the easement.
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If the servicer has determined that granting | Then the servicer...
a burdensome easement...

Note: The servicer may contact
Fannie Mae’s CPM (see F-4-03, List
of Contacts) if it prefers to discuss
the situation with Fannie Mae before
making a final decision or if it has
information that there are mitigating
circumstances that suggest that the
easement should be granted.

If a request to grant a burdensome easement includes subordinating the mortgage lien to the
easement, the servicer is authorized to agree on Fannie Mae's behalf to subordinate the mortgage
lien to the easement if

+ the easement is the type that is customary in the area and does not interfere with the property
owner’s use or enjoyment of the property, and

* any cash consideration is applied to the outstanding mortgage loan debt in accordance with the
mortgage loan documents.

Evaluating a Request for the Lease of Oil, Gas, or Mineral Rights

When a borrower wants to lease oil, gas, or mineral rights to the property, the servicer must
ensure that the borrower submits a copy of the proposed lease agreement with Form 236.

Before agreeing to a lease of oil, gas, or mineral rights, the servicer must consider the extent to
which the subject property and neighboring properties may be affected by the exercise of the
rights covered in the lease. In particular, the following should be taken into consideration:

» The extent to which the rights granted by the lease infringe on the property owner’s rights.
For example, if the lease permits removal of deposits by directional exploration from an area
outside of the property, there may be little or no adverse effect, depending on the location
of the exploration area and the attitude of the community. On the other hand, if the lease
allows for complete ingress and egress to explore any part of the property or to store or install
equipment on it, the property may no longer have any real value as a residential property.

* Any hazards, nuisances, or damages that may result from the exercise of the rights granted
by the lease. In mineral areas where subsidence from directional mining may be a problem,
the potential extent of a hazard or nuisance can be determined by reviewing the past history
of such operations in the locality and taking into consideration the property’s subsurface soil
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structure and the extent and depth of the proposed mining. In oil-producing areas, hazards,
nuisances, and damages can result from drilling operation, ingress and egress, storage,
pipeline transportation, fire, explosion, or gusher wells. The effect of these potential hazards
or nuisances on the value of the property would depend on their intensity and closeness and
the community’s attitude toward such hazards or nuisances. For example, in areas in which oil
exploration is a major part of the economy, the risk may be considered acceptable, whereas it
might be unacceptable in areas in which such exploration has a minor effect on the economy.

The servicer must determine whether the leasing of oil, gas, or mineral rights meets the following

conditions:

 granting of oil, gas, or mineral leases is customary in the area;

+ exercise of the lease does not have a material impact on the value of the property securing a

mortgage loan;

« exercise of the lease does not prevent use of the property as a residence; and

« exercise of the lease does not expose the residents to health or safety hazards.

The following table describes the servicer’s action based upon whether or not granting of the

lease meets these conditions.

If the leasing of oil, gas, or mineral rights...

Then the servicer...

meets all of the conditions

is authorized to approve the lease on Fannie
Mae’s behalf and waive Fannie Mae’s interest
in any royalties under the current terms of the
lease.

meets at least one, but not all of the conditions

must submit the following to Fannie Mae’s
CPM (see F-4-03, List of Contacts):

* Form 236,
* a copy of the proposed lease agreement, and

* its recommendation.

does not meet any of the conditions

must deny the request.

Note: The servicer may contact
Fannie Mae’s CPM (see F-4-03, List
of Contacts) if it prefers to discuss
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If the leasing of oil, gas, or mineral rights... |Then the servicer...

the situation with Fannie Mae before
making a final decision.

Evaluating a Request for the Partial Release of Real Property

The servicer is authorized to approve partial releases of security on Fannie Mae’s behalf if all of
the conditions in the following table are satisfied.

[0 |Conditions required to approve a partial release of security

The mortgage loan must be current.

The mortgage loan must not have been

« greater than 30 days past due more than once in the most recent 12-month
period, or

 otherwise in default under the terms of the mortgage loan over the most recent
12-month period.

The priority of Fannie Mae’s mortgage lien must not be impacted by any claims
of subordinate lienholders.

The reduction in the value of the remaining property must not be greater than the
amount of any cash consideration.

Note: Requests for partial release that involve no cash consideration are
acceptable as long as the value of the remaining property is enhanced, or
is at least not diminished, by the release. A BPO or the servicer’s own
estimate of the value of the property to be released is acceptable unless
the estimated value of the property to be released is $10,000 or more, in
which case the servicer must obtain an appraisal that shows the value of
the property securing a mortgage loan before and after the release.

Note: Fannie Mae will not reimburse the servicer for the cost of the
property valuation.

Any cash consideration paid for the release, less the expense of obtaining the
release, must either be

+ applied to the outstanding mortgage loan debt, if required to satisfy Fannie
Mae’s LTV ratio requirements (see below); or

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 359



Part D, Providing Solutions to a Borrower 07/08/2015
Subpart 1, Assisting the Borrower with Property-Related Issues and Legal Actions
Chapter 1, Requests for the Release, or Partial Release, of Property Securing a Mortgage Loan

0 |Conditions required to approve a partial release of security

* used for proposed property improvements after the release.

The ratio of the UPB, as reduced by any available cash consideration, to the
value of the property securing a mortgage loan after the release must not be
higher than the LTV ratio of the mortgage loan immediately before the release.

If the servicer is uncertain about whether all of the conditions have been met or if it has
information that there are mitigating circumstances for permitting the release even though all of
the conditions have not been met, the servicer may contact Fannie Mae’s CPM (see F-4-03, List
of Contacts).

Evaluating a Request for the Partition of Real Property

The servicer has the authority to approve a partition of real property on Fannie Mae’s behalf if all
of the conditions in the following table are satisfied.

Conditions required to approve a release in connection with a partition of
real property

The mortgage loan must be current.

The mortgage loan must not have been

« greater than 30 days past due more than once in the most recent 12-month
period, or

+ otherwise in default under the terms of the mortgage loan over the most recent
12-month period.

The priority of Fannie Mae’s mortgage lien must not be impacted by any claims
of subordinate lienholders or any encumbrances or title.

The ratio of the UPB of the mortgage loan to the new value of the property
securing a mortgage loan must not be higher than the original LTV ratio of the
mortgage loan.

The partition of the property satisties the subdivision laws of the county or
jurisdiction, if applicable, and complies with all zoning requirements or codes.

If the servicer is uncertain about whether all of the conditions have been met or if it has
information that there are mitigating circumstances for permitting the release even though all of
the conditions have not been met, the servicer may contact Fannie Mae’s CPM (see F-4-03, List
of Contacts).
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If the mortgage loan consists of multiple borrowers and the request for the partition of real
property includes a request to release the borrower who has possession of the partitioned
property from liability under the mortgage loan, the servicer is authorized to approve the request
if the borrower who retains possession of the property securing a mortgage loan has the financial
ability to make the mortgage loan payments.

Evaluating a Request for the Substitution of Property Securing a Mortgage Loan

The servicer must submit all requests for the substitution of property securing a mortgage loan,
along with its recommendation, to Fannie Mae’s CPM (see F-4-03, List of Contacts). Prior to
submitting the request to Fannie Mae, the servicer must take the actions listed in the following
table.

Actions the servicer must take prior to submitting the request to Fannie
Mae

Ensure that the borrower submits a plat map with Form 236 showing the
proposed location of the improvements, walks, driveways, utilities, as well as
footings, foundations, and slab details, after the relocation.

Determine that the release and substitution of property securing a mortgage
loan satisfies the subdivision laws of the county or jurisdiction, if applicable,
and complies with all zoning requirements or codes.

Obtain an appraisal for the property securing the mortgage loan as it will exist
following completion of the move of the improvements to the new location,
which must be based on the assumption that all requirements of the move have
been met.

If Fannie Mae approves the substitution of property securing a mortgage loan, the servicer must
take the actions described in the following table.

If Fannie Mae agrees to the substitution of property securing a mortgage
loan, the servicer must...

Advise the borrower that he or she

* is solely responsible for financing the costs of the relocation, unless Fannie
Mae agrees to absorb some of the costs;

* bears all risks of damage to the house or failure to complete the move; and

+ must obtain flood insurance coverage, if the new lot or location is in a
Special Flood Hazard Area for which Fannie Mae requires flood insurance.
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If Fannie Mae agrees to the substitution of property securing a mortgage
loan, the servicer must...

See Chapter B-3, Flood Insurance Requirements for Fannie Mae’s flood
insurance requirements.

Verify that all building code and zoning requirements are met in connection
with the relocation.

Ensure that Fannie Mae’s mortgage lien

* remains a good and valid lien of the same priority during and after the move
to a new lot,

* 1s extended to cover the new lot before the move and is a good and valid lien
of the same priority on the new lot, and

 is released from the old lot after the move.

Evaluating a Request for the Partial or Total Taking of Property Securing a Mortgage
Loan by Condemnation or Eminent Domain

The servicer must do and pay for whatever is necessary to protect Fannie Mae’s interest in the
property securing the mortgage loan when there is a legal proceeding that may significantly
impact Fannie Mae’s interest. The servicer must follow the procedures in Protecting Fannie
Mae's Rights Regarding Taking of Property by Condemnation or Eminent Domain in

F-1-04, Evaluating a Request for the Release, or Partial Release, of Property Securing a
Mortgage Loan to protect Fannie Mae’s interest in the property and Fannie Mae’s rights under
the security instrument.

The servicer must refer to the terms of the security instrument to determine how compensation
awards are to be distributed in the event of either a partial taking or total taking of a property
securing a mortgage loan. However, the terms of the security instrument permit some flexibility
in determining how the proceeds should be applied if the borrower has abandoned the property or
does not acknowledge a specific offer to award compensation or settle a claim.

The servicer is authorized to agree to a Form 236 related to a partial or full taking of the property
if the compensation award is sufficient to fully satisfy the mortgage debt. However, if the
mortgage loan debt will not be fully satisfied in connection with a full taking of the property,

the servicer should contact Fannie Mae’s CPM (see F-4-03, List of Contacts) to determine

the action Fannie Mae wants it to take. If the borrower has abandoned the property or fails to
respond within 30 days to the servicer’s notification that the government has offered to pay a
compensation award or settle a claim for damages in connection with a condemnation or taking
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by eminent domain, the servicer may disburse the proceeds without contacting the borrower.
Generally, the servicer must apply the proceeds to reduce the mortgage loan debt unless there is
only a partial taking of the property securing a mortgage loan and foreclosure proceedings have
been initiated. In such cases, the servicer must contact Fannie Mae’s CPM (see F-4-03, List of
Contacts) to determine how to apply the proceeds, as Fannie Mae may prefer to use the proceeds
to restore or repair the property.
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Chapter D1-2, Servicing Rehabilitation or
Renovation Mortgage Loans

L] Servicing Rehabilitation or Renovation Mortgage Loans

Introduction

This chapter contains information on servicing rehabilitation or renovation mortgage loans.

In This Chapter

This chapter contains the following topic:

D1-2-01, Rehabilitation or Renovation Mortgage Loans (11/12/2014) .................. 364

L] D1-2-01, Rehabilitation or Renovation Mortgage Loans
(11/12/2014)

Introduction

This topic contains the following:

»  Servicer’s Responsibilities for Rehabilitation or Renovation Mortgage Loans

*  Administering Accounts for Rehabilitation or Renovation Mortgage Loans

»  Servicer’s Responsibilities upon Completion of Rehabilitation or Renovation Work

Servicer’s Responsibilities for Rehabilitation or Renovation Mortgage Loans

The following table lists the servicer’s responsibilities when Fannie Mae purchases a
rehabilitation or renovation mortgage loan before completion of the home improvements or
repair work.

[0 |The servicer must...

Exercise all approval and oversight responsibilities that are customary to ensure
that clear title to the property is maintained.
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[0 |The servicer must...

Administer the rehabilitation or renovation account, as described in greater detail
below.

Ensure that the rehabilitation or renovation work is completed in a timely
manner.

Ensure that the rehabilitation or renovation work is completed in accordance
with the plans, specifications, and the contractor’s estimated bids. The three key
documents used to document the terms of the rehabilitation work are as follows:

» The plans and specifications, which fully describe all of the work to be done
and provide an indication of when various jobs or stages of completion will be
scheduled (including both the start and completion dates).

* The rehabilitation or construction contract between the borrower and the
contractor which sets out the specific work the contractor agrees to perform,
states the agreed-upon costs of the rehabilitation or renovation work, identifies
all subcontractors and suppliers, and includes an itemized description that
establishes the schedule for completing each stage of the work and the
corresponding payments to the contractor. It also provides the contractor's
agreement to complete the work in compliance with the contract and all
applicable government regulations (such as building codes and zoning
restrictions) and to obtain the necessary building permits (including a
certificate of occupancy, if required).

* The rehabilitation or construction loan agreement between the borrower
and the lender which states the terms and conditions of the loan prior to the
completion of the work. It also includes the details about the timetable for
completing the rehabilitation or construction work; details about the use
of proceeds of the rehabilitation or renovation loan (and any amount the
borrower has to provide from his or her own funds), the method and timetable
for payment of the funds to the contractor and the borrower; procedures
for documenting requests for disbursements, establishing and maintaining
contingency reserves, and processing change orders; and details about
conditions that apply to repayment of the loan, completion requirements, and
resolution of disputes.

Require the borrower to submit a HomeStyle Change Order Request (Form
1200), or a similar form, to provide a detailed description of the change(s), the
cost of the change(s), and the estimated completion date(s) before approving any
change a borrower wants to make to the original plans and specifications.
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[0 |The servicer must...

contractors.

Ensure that all rehabilitation or renovation work is performed by licensed

Manage the release of funds to pay for the completed work.

Refer to the HUD guidelines for specific requirements for government-insured
rehabilitation or renovation mortgage loans, if applicable.

If the servicer’s action or lack of action affects Fannie Mae’s ability to acquire clear title to the
property, Fannie Mae may require the servicer to repurchase the mortgage loan.

Administering Accounts for Rehabilitation or Renovation Mortgage Loans

The following table describes the funds that the servicer must ensure are included in the
rehabilitation or renovation account, as applicable.

Types of funds held
in a rehabilitation or
renovation account

Description

A Contingency Reserve

An amount equal to 10% of the total costs for the rehabilitation
or renovation work, which the servicer must only release to cover
required, necessary, and unforeseen repairs or deficiencies that
are discovered during the rehabilitation or renovation.

Construction Related Costs

Documented charges that may be considered part of the
rehabilitation or renovation work include, but are not limited to,
the following:

* property inspection fees,

* fees for the title update,

* architectural and engineering fees,

* independent consultant fees,

* costs for required permits,

 fees for review of rehabilitation or renovation plans,
 appraisal fees, and

 fees charged for processing construction draws.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 366



Part D, Providing Solutions to a Borrower 07/08/2015
Subpart 1, Assisting the Borrower with Property-Related Issues and Legal Actions
Chapter 2, Servicing Rehabilitation or Renovation Mortgage Loans

Types of funds held Description
in a rehabilitation or
renovation account

Mortgage Loan Payments  |If the property is a principal residence that cannot be occupied
during the rehabilitation or renovation period, the servicer must
use this amount to fund mortgage loan payments that become due
during the rehabilitation or renovation construction period.

Note: The servicer must ensure that this represents only
those payments that come due during the period that
the property cannot be occupied and that the amount

funded does not exceed six full mortgage loan payments
of PITIA.

The following table lists the servicer’s responsibilities for administering accounts for
rehabilitation or renovation mortgage loans.

[0 |The servicer must...

Deposit all of the applicable rehabilitation or renovation costs into an interest-
bearing rehabilitation or renovation account at the time that the mortgage loan
closes. The servicer may commingle the rehabilitation or renovation escrow
accounts for different borrowers in the same custodial account.

Note: If there is an increase in costs during the rehabilitation or
renovation period, the borrower or the servicer must fund the amount
of the increase. The servicer must ensure that the borrower obtains the
additional funds in a manner that will not affect the priority of Fannie
Mae’s lien.

Ensure that the rehabilitation or renovation account

* is a custodial account that satisfies Fannie Mae’s criteria for custodial
accounts and depositories as outlined in A4-1-02, Establishing Custodial
Bank Accounts, and

* includes all required funds previously described to pay for the rehabilitation
or renovation.

Pay or credit all interest earned on the rehabilitation or renovation account,
less any administrative expenses involved in maintaining the account, to the
borrower.
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[0 |The servicer must...

Release funds from the rehabilitation or renovation account to the contractor and
the borrower only when

* any rehabilitation or renovation work has been completed, and in accordance
with the agreed upon schedule; and

« after receipt of a specific request.

Servicer’s Responsibilities upon Completion of Rehabilitation or Renovation Work

The following table provides the servicer’s responsibilities upon completion of the rehabilitation
or renovation work.

Following completion of the rehabilitation or renovation work, the servicer
must...

Obtain a HomeStyle Completion Certificate (Form 1036), or a similar
certification of completion, from a rehabilitation or renovation consultant,
architect, or appraiser to confirm that the rehabilitation or renovation was
completed in accordance with the plans and specifications.

Obtain an endorsement to the title insurance policy, concurrent with the date of
the last disbursement of funds, to extend its effective date through the date the
rehabilitation or renovation was completed, ensuring the continuance of Fannie
Mae’s first-lien priority.

Note: When the property is in a state in which contractors’,
subcontractors’, or materialmen’s liens have priority over mortgage
liens, the servicer must obtain all necessary lien releases or take any
other action that may be required to ensure that the title to the property is
clear of all liens and encumbrances.

Obtain a certification regarding the property insurance to confirm that the
coverage has been increased, if necessary, to comply with Fannie Mae’s
standard property (hazard) and flood insurance requirements. See Chapter
B-2, Property (Hazard) Insurance Requirements and Chapter B-3, Flood
Insurance Requirements for Fannie Mae’s applicable property insurance
coverage requirements.

Use all funds remaining in the rehabilitation or renovation account that were
not deposited separately by the borrowers to reduce the UPB of the mortgage
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- Following completion of the rehabilitation or renovation work, the servicer
must...

loan. However, in some cases, unused contingency funds can be used to make
additional improvements or repairs to the property.
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Chapter D1-3, Providing Assistance to a
Borrower Impacted by a Disaster

L] Providing Assistance to a Borrower Impacted by a
Disaster

Introduction

This chapter contains information on providing assistance to borrowers impacted by a disaster.

In This Chapter

This chapter contains the following topics:

D1-3-01, Evaluating the Damage Caused by a Disaster (11/12/2014) . ................. 370
D1-3-02, Providing Relief to a Borrower Who Is Affected by a Disaster (11/12/2014) .. ... 371

L] D1-3-01, Evaluating the Damage Caused by a Disaster
(11/12/2014)

Introduction

This topic contains information on evaluating damage caused by a disaster.

Disasters caused by earthquakes, floods, hurricanes, or other catastrophes caused by a person
or event beyond the borrower’s control result in devastation in terms of property damage and
destruction.

The following table describes the servicer’s requirements when it becomes aware that a property
has incurred damage as the result of a disaster.
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[0 |The servicer must...

Determine the extent and nature of the damage and its effect on the borrower’s
ability to continue making his or her monthly payments.

Determine whether the property is adequately insured against the damage.

Counsel the borrower on the availability of appropriate workout options and
federal disaster relief that might be available through FEMA. See Chapter D2-3,
Fannie Mae's Home Retention and Liquidation Workout Options for additional
information on available workout options.

Ensure that any applicable property insurance claims are filed and settled
promptly, and that the property is repaired fully.

L] D1-3-02, Providing Relief to a Borrower Who Is Affected by
a Disaster (11/12/2014)

Introduction

This topic contains the following:

»  Servicer’s Responsibilities When Granting Disaster Relief

*  Granting Disaster Relief

*  Offering a Forbearance Plan and Determining a Subsequent Workout Option After a
Disaster Event

*  Initiating or Suspending Legal Proceedings

Servicer’s Responsibilities When Granting Disaster Relief

The following table describes the servicer’s requirements when providing relief to borrowers
affected by a disaster.

[0 |The servicer must...

Evaluate each mortgage loan that is or becomes delinquent as a result of the borrower
incurring damages or expenses related to the disaster on a case-by-case basis.

Waive any late charges if the borrower’s payment is late because he or she

* incurred additional expenses or loss of income due to the disaster, or

* needs additional time to receive a pending insurance settlement.
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[0 |The servicer must...

Temporarily suspend the reporting of delinquencies to the credit bureaus if it is
aware that the delinquency is attributable to a hardship as a result of the disaster. See
C-4.1-02, Suspending Credit Bureau Reporting for additional information.

Ensure that the specific action that it takes does not jeopardize Fannie Mae’s ability
to recover damages under any applicable property insurance policy.

Contact its Fannie Mae Servicing Representative (see F-4-03, List of Contacts)
if it needs assistance in determining how a policy should be applied or if it has
determined that a departure from Fannie Mae’s policies is warranted.

Refer to FHA, VA, or RD guidelines to determine appropriate procedures for
extending relief to a borrower who has a government-insured or government-
guaranteed mortgage loan.

Granting Disaster Relief
The servicer must grant disaster relief when

* the servicer is unable to contact a borrower who may have been impacted by a catastrophe that
was caused by nature or a person other than the borrower, and

* the servicer has determined that such an event may adversely affect either
— the value or habitability of a property securing a mortgage loan, or
— the borrower’s ability to make further payments or payment in full on a mortgage loan.

The servicer must receive Fannie Mae’s approval before granting disaster relief that exceeds 90
days.

The servicer must follow the procedures in F-1-32, Reporting a Delinquent Mortgage Loan via
HomeSaver Solutions Network for reporting a mortgage loan receiving disaster relief to Fannie
Mae.

Offering a Forbearance Plan and Determining a Subsequent Workout Option After a
Disaster Event

When the servicer’s review of the facts and circumstances indicates that the borrower’s
employment or income is seriously affected by a disaster event, the servicer is authorized to offer
a forbearance plan in accordance with the following table.
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If, when the disaster And, during the disaster relief | Then the servicer is
occurred, the mortgage period, the servicer... authorized to offer a
loan was... forbearance plan term of up
to...
achieved QRPC 6 months.

Note: If the borrower
is unable to provide

a complete BRP

at the end of the
initial 6 months

of forbearance,

the servicer may

current, less than or equal
to 90 days delinquent, or
performing on an active

Trial Period Plan offer a successive
forbearance up to

six months in length,
but not to exceed

12 months, without
obtaining a complete

BRP.
did not achieve QRPC 3 months.
greater than 90 days achieved QRPC 6 months.
delinquent did not achieve QRPC 3 months.

The servicer must use its discretion to determine the appropriate duration of the forbearance plan
based on the extent of damage to the property and/or the financial impact to the borrower. The
servicer must obtain Fannie Mae’s prior written approval to offer a forbearance plan term that
exceeds those outlined in the table. The forbearance plan must otherwise adhere to the terms as
described in Standard Forbearance Plan Terms in D2-3.2-01, Standard Forbearance Plan.

After a forbearance plan is granted, the servicer must continue to work with the borrower to
determine what additional steps can be taken (for example, application of insurance claim
settlements to repair the property). The servicer must evaluate the mortgage loan for a workout
option prior to the expiration of the forbearance plan (see Chapter D2-3, Fannie Mae's Home
Retention and Liquidation Workout Options for additional information on available workout
options.)

If the borrower converts from an active Trial Period Plan to a forbearance plan, the borrower
may subsequently be eligible for a Fannie Mae workout option upon completion of the
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forbearance plan. If the borrower is eligible for a mortgage loan modification, the servicer must
commence a new Trial Period Plan.

Initiating or Suspending Legal Proceedings

If the servicer has any doubt about the effect of the disaster on the condition of a property or

the borrower’s employment or income status, it must suspend any legal proceedings already in
process until it can determine the accurate status, and make its final decision on the appropriate
course of action based upon its findings. The servicer must receive Fannie Mae’s approval before
granting disaster relief that exceeds 90 days.

The servicer must not initiate or complete foreclosure proceedings related to a property that has
been destroyed until it evaluates the economic feasibility of pursuing the foreclosure.

If, as the result of the disaster, comparable alternative housing at reasonable rates is not available
in the immediate vicinity of the borrower's current residence, the servicer must take the actions
outlined in the following table.

Step |Servicer Action

1 Contact the designated eviction attorney to discuss whether or not to begin or
complete eviction proceedings.

2 If Fannie Mae and the eviction attorney agree not to pursue eviction
proceedings, offer the borrower a month-to-month lease, at whatever rent the
borrower can reasonably afford, to enable the borrower to remain in a property
that Fannie Mae has acquired by foreclosure or a deed-in-lieu of foreclosure.

3 Execute a lease agreement with the borrower that
« stipulates that all legal rights to the property are vested in Fannie Mae, and
« waives his or her right to an advance notice of eviction, if state law allows the

borrower to grant such a waiver.

Note: The servicer should work with the eviction attorney, as well as
with a local attorney, to ensure that the language and form of the lease
agreement comply with the requirements of the jurisdiction.
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Chapter D1-4, Transfers of Ownership

jTransfers of Ownership

Introduction

This chapter contains information on transfers of ownership.

In This Chapter
This chapter contains the following sections:

D1-4.1, Information Relating to Transfers of Ownership Applicable to All Mortgage Loans

.......................................................................... 384
D1-4.3, Information Relating to Transfers of Ownership on Government Mortgage Loans. 390
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Section D1-4.1, Information Relating to
Transfers of Ownership Applicable to All
Mortgage Loans

Lj D1-4.1-01, Determining Whether a Transfer of Ownership
Is Permitted (11/12/2014)

Introduction

This topic contains information on determining whether a transfer of ownership is permitted.

For purposes of enforcing the due-on-sale (or due-on-transfer) provision, if any, in the security
instrument, the servicer must consider all of the following situations to be a transfer of
ownership:

* the purchase of a property “subject to” the mortgage loan,
* the assumption of the mortgage loan debt by the property purchaser,

+ any exchange of possession of property under a land sales contract or any other land trust
device, and

* in cases in which an inter vivos revocable trust is the borrower, any transfer of a beneficial
interest in the trust.

When the servicer receives a request for a statement of account in connection with a possible
transfer of ownership of a property, or if the servicer learns after the fact that a transfer has
occurred, the servicer must take the actions listed in the following table.

[0 |The servicer must...

Review the mortgage loan instruments to determine whether the mortgage loan is
subject to enforcement of the due-on-sale (or due-on-transfer) provision.

Investigate any questionable changes to determine whether a transfer of ownership has
occurred.
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[0 |The servicer must...

Determine whether any action needs to be taken to enforce the due-on-sale (or due-on-
transfer) provision.

The statement of account that the servicer issues in connection with a possible transfer must
clearly state the items listed in the following table.

[0 |The statement of account must clearly...

State Fannie Mae’s right to enforce the due-on-sale (or due-on-transfer) provision, if
applicable.

Describe Fannie Mae’s policy regarding enforcement of due-on-sale (or due-on-
transfer) provisions.

Describe any exceptions or limiting conditions to the policy.

L] D1-4.1-02, Allowable Exemptions Due to the Type of
Transfer (11/12/2014)

Introduction

This topic contains information on allowable exemptions due to the type of transfer.

Unless the previous borrower requests a release of liability, the servicer must process the
following exempt transactions without reviewing or approving the terms of the transfer:

* A transfer of the property to
— the surviving party in the event of the death of a joint tenant or a tenant by the entirety;

— ajunior lienholder as a result of a foreclosure or acceptance of a deed-in-lieu of foreclosure
for the subordinate mortgage loan;

— one of the borrowers if the property is jointly owned by unrelated co-borrowers, as long as
the borrower who is gaining full ownership of the property continues to occupy it and the
transfer occurs after at least 12 months have elapsed since the mortgage loan was closed,

— arelated or unrelated natural person, provided the transferee acknowledges in writing that
he or she
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o is assuming all of the obligations under, and will be bound by the note and the security
interest; and

o will occupy the property with the transferor as his or her principal residence.

A transfer of the property (or, if the borrower is an inter vivos revocable trust, a transfer of a
beneficial interest in the trust) to

— arelative of the deceased borrower (or, in the case of an inter vivos revocable trust
borrower, to a relative of the individual who established the trust), as long as the transferee
occupies the property;

— the spouse, child(ren), parent(s), brother(s) or sister(s), grandparent(s), or grandchild(ren)
of the borrower (or, in the case of an inter vivos revocable trust borrower, of the individual
who established the trust), as long as the transferee occupies the property;

— a spouse of the borrower (or, in the case of an infer vivos revocable trust borrower, of the
individual who established the trust) under a divorce decree or legal separation agreement or
from an incidental property settlement agreement, as long as the transferee will occupy the

property;

— an inter vivos trust (or, if the borrower is an inter vivos revocable trust, into a new trust) as
long as the borrower (or the individual who established the original inter vivos revocable
trust) will be the beneficiary of the trust and the occupant of the property.

» The granting of a leasehold interest that has a term of three or fewer years and does not
provide an option to purchase the property. If the lease has a renewal option that would allow
the term to extend beyond three years, this exemption does not apply.

 The creation of a subordinate lien, as long as it does not relate to a transfer of occupancy
rights.

 The creation of a purchase money security interest for household appliances.

The servicer must determine that the transferee’s credit and financial capacity is acceptable under
current Fannie Mae underwriting guidelines (see the Selling Guide for additional information) if
the previous borrower requests a release of liability. The following table provides the servicer's
requirements for evaluating a request for a release of liability.

If the servicer... Then the servicer...

has determined that the transferee is capable of |is authorized to approve the release of liability.
assuming the mortgage loan obligation and the
mortgage loan
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If the servicer... Then the servicer...
 does not have mortgage insurance, or

 has mortgage insurance and the mortgage
insurer agrees to the release

has determined that the transferee is capable of |must deny the request for the release of
assuming the mortgage loan obligation but the |liability, although the transfer may still be
mortgage loan has mortgage insurance and the |processed without a release of liability.
mortgage insurer does not agree to the release

Note: The denial must state the
mortgage insurer’s decision as its
reason for not approving the request.

has determined that the transferee is not must deny the request for release of liability,
capable of assuming the mortgage obligation |although the transfer may still be processed
without a release of liability.

The servicer must follow the procedures in Obtaining MI Approval for a Conventional Mortgage
Loan in F-1-28, Processing a Transfer of Ownership for information on obtaining mortgage
insurer approval and in Completing a Transfer of Ownership in F-1-28, Processing a Transfer

of Ownership for detailed requirements related to executing the assumption (or assumption and
release) agreement.

The servicer must notify the applicable property insurance companies, tax authorities, the
mortgage insurer, and any other interested parties when it processes a transfer of ownership.

If the mortgage loan is delinquent and the new property owner is unable to bring the mortgage
loan current, the servicer must evaluate him or her for all available workout options in
accordance with Chapter D2-2, Requirements for Contacting a Borrower and Chapter D2-3,
Fannie Mae's Home Retention and Liquidation Workout Options. If the servicer determines that
a workout option is appropriate, it must submit its recommendation to Fannie Mae via HSSN for
written approval. The servicer must follow the procedures in Requesting Approval for a Workout
Option for a New Property Owner in F-1-35, Requesting Fannie Mae’s Approval via HomeSaver
Solutions for requesting Fannie Mae’s prior approval via HSSN.
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Li D1-4.1-03, Allowable Exceptions Due to State Law
Restrictions (“Window-Period” Mortgage Loans) (11/12/2014)

Introduction

This topic contains information on allowable exceptions due to state law restrictions (“window-
period” mortgage loans).

The Garn-St. Germain Depository Institutions Act of 1982, which authorized enforcement of
due-on-sale (or due-on-transfer) provisions, exempted certain mortgage loans that were already
subject to state law restrictions on due-on-sale (or due-on-transfer) enforcement. Mortgage loans
originated or assumed between the time the state enacted its restrictions and the date the Garn-
St. Germain Depository Institutions Act went into effect are “window-period” mortgage loans.
A list of the states having window-period mortgage loans, the term of the exemption, and Fannie
Mae’s specific enforcement policy related to a fixed-rate first lien mortgage loan or a second lien
mortgage loan secured by a property located in one of these states are shown below:

» Michigan: Mortgage loan may be assumed at a blended rate, in accordance with state law.
Window period runs from January 5, 1977, to October 15, 1982. Restrictions are in effect for
the full term of the mortgage loan.

* New Mexico: Mortgage loan may be assumed with a 2% increase in the existing interest rate,
subject to any maximum limitation specified in the state law. Window period runs from March
15, 1979, to October 15, 1982. Restrictions are in effect for the full term of the mortgage loan.

» Utah: Mortgage loan may be assumed with a 1% increase in the existing interest rate and an
additional 1% increase five years later. Window period runs from May 12, 1981 to October 15,
1982. Restrictions are in effect for the full term of the mortgage loan.

The servicer must verify whether a mortgage loan is a “window-period” mortgage loan. If the
mortgage loan is a “window-period” mortgage loan, the servicer is authorized to approve a
transfer of ownership as long as the criteria listed in the following table are satisfied.

Criteria required to approve a transfer of ownership on window-period mortgage
loans

The purchaser’s credit and financial capacity are acceptable under Fannie Mae’s current
underwriting guidelines. See the Selling Guide for additional information.
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Criteria required to approve a transfer of ownership on window-period mortgage
loans

The mortgage insurer approves the transfer and the mortgage insurer’s specified
conditions are satisfied, if applicable. The servicer must follow the procedures in
Obtaining MI Approval for a Conventional Mortgage Loan in F-1-28, Processing a
Transfer of Ownership for information on obtaining mortgage insurer approval.

Note: If the mortgage insurer denies the transfer or imposes conditions for approval, the
servicer must inform the parties involved in the transaction of the mortgage insurer’s
decision as its reason for not approving the request or the imposition of conditions for
approval.

When the state law allows an increase in the mortgage loan interest rate, the servicer should
determine the new rate for a whole mortgage loan or a participation pool mortgage loan by
adding the allowable increase to the existing mortgage loan interest rate, unless the state law
requires a different method. That new interest rate for the mortgage loan should be used to
evaluate the purchaser’s financial ability. The servicer must not change the interest rate if the
mortgage loan is in an MBS pool, even though the state law would permit an increase.

If the transfer of ownership is not approved or the required eligibility criteria are not satisfied and
the transfer of ownership occurs, the servicer must take all steps necessary to enforce the due-on-
sale (or due-on-transfer) provision. If the funds required to satisfy the mortgage loan debt are not
received after the mortgage loan is accelerated, the servicer must initiate foreclosure proceedings.

The servicer must follow the procedures in Completing a Transfer of Ownership in
F-1-28, Processing a Transfer of Ownership for detailed requirements related to executing an
assumption (or assumption and release) agreement.

The servicer must notify the applicable property insurance companies, tax authorities, and any
other interested parties. If the purchaser did not provide a new property insurance policy, the
servicer must obtain an endorsement to the existing property insurance policy.

- D1-4.1-04, Transfers of Ownership by Grant Deed
(11/12/2014)

Introduction

This topic contains information on transfers of ownership by grant deed.

Printed copies may not be the most current version. For the most current version, go to the online version at
https://www.fanniemae.com/singlefamily/servicing. 381



Part D, Providing Solutions to a Borrower 07/08/2015
Subpart 1, Assisting the Borrower with Property-Related Issues and Legal Actions

Chapter 4, Transfers of Ownership, Information Relating to

Transfers of Ownership Applicable to All Mortgage Loans

The servicer must not consent to any transfer of ownership by a grant deed involving a party that
indicates its services will relieve the borrower of his or her mortgage loan debt. The following
table lists the servicer’s responsibilities if it learns that the borrower has been contacted by such a
party proposing the execution of a grant deed.

[0 |The servicer must...

Explain to the borrower that the transfer of ownership will not be acknowledged, that
the borrower will not be relieved of the mortgage obligation, and that foreclosure
proceedings may be initiated if the property is transferred.

Work with a borrower who has experienced a hardship to determine whether any
workout options are appropriate. See Chapter D2-3, Fannie Mae's Home Retention and
Liquidation Workout Options for additional information.

The servicer must contact its Fannie Mae Servicing Representative (see F-4-03, List of Contacts)
if it is contacted by a party about accepting a short payoff for a property that it obtained through
the borrower’s execution of a grant deed. Under no circumstances should the servicer negotiate
the short payoff. Fannie Mae generally will advise the servicer either to accept a Mortgage
Release or to initiate foreclosure proceedings.

The servicer must follow the procedures in Responding to a Title Transferred via Grant Deed in
F-1-28, Processing a Transfer of Ownership for transfers of ownership by a grant deed.

L] D1-4.1-05, Enforcing the Due-on-Sale (or Due-on-Transfer)
Provision (11/12/2014)

Introduction

This topic contains information on enforcing the due-on-sale (or due-on-transfer) provision.

Unless the transfer of ownership is an exempt transaction or involves a property that secures a
“window-period” mortgage loan, the servicer must accelerate the debt.

The servicer must send any notices required under the terms of the mortgage loan before it
accelerates the debt. If the funds required to satisfy the debt are not received, the servicer should
then begin foreclosure proceedings.
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When the servicer learns that a transfer of ownership has occurred, it should notify the

property purchaser that the mortgage loan is due and payable. For a whole mortgage loan or a
participation pool mortgage loan held in Fannie Mae’s portfolio, the servicer should provide 30
days notice to the purchaser to pay the mortgage loan balance in full or to apply and qualify for a
new mortgage loan. If neither is received within 30 days, the servicer should institute foreclosure
proceedings. Under certain circumstances, Fannie Mae may consider the following alternatives:

» Waiver for mortgage loans in default. See Allowing a Delinquent Mortgage Loan to Be
Assumed in D1-4.2-02, Conventional Mortgage Loans That Include a Due- on-Sale (or Due-
on-Transfer) Provision for information on mortgage loan assumptions.

* Optional repurchase of certain mortgage loans. See A1-3-01, Requirements for Voluntary
Repurchase for additional information.

 Potential litigation. If the legality of the due-on-sale (or due-on-transfer) provision is
questioned or litigated, see D1-6-02, Handling Notices of Liens, Legal Action, Other Actions
Impacting Fannie Mae’s Interest for Fannie Mae’s requirements for handling the action.

U D1-4.1-06, Charging Fees for Transfers of Ownership
(11/12/2014)

Introduction

This topic contains information on charging fees for transfers of ownership.

The servicer’s fee for processing a transfer of ownership for a conventional mortgage loan should
be $100 unless the property seller requests a release of liability or the property purchaser’s credit
must be evaluated for a mortgage loan that includes a due-on-sale (or due-on-transfer) provision
that permits an assumption under certain conditions. In these instances, the servicer may charge a
fee equal to 1% of the UPB of the mortgage loan, subject to a minimum of $400 and a maximum
of $900, as long as its costs warrant such fees.

The servicer must advise Fannie Mae of any fees it collects for a transfer of ownership as part of
the monthly activity information it provides through the Fannie Mae investor reporting system.
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Section D1-4.2, Information Relating to
Transfers of Ownership on Conventional
Mortgage Loans

Lj D1-4.2-01, Conventional Mortgage Loans that Do Not
Include a Due-on-Sale (or Due-on-Transfer) Provision
(11/12/2014)

Introduction

This topic contains information on conventional mortgage loans that do not include a due-on-sale
(or due-on-transfer) provision.

If a mortgage loan not subject to a due-on-sale (or due-on-transfer) provision is modified under
the HAMP, the servicer must obtain the borrower’s agreement that the HAMP modification will
cancel the assumability feature of that mortgage loan. See D1-4.2-02, Conventional Mortgage
Loans That Include a Due- on-Sale (or Due-on-Transfer) Provision for additional information.

For all other mortgage loans that are not subject to a due-on-sale (or due-on-transfer) provision,
there are no restrictions on the transfer of ownership. However, the servicer must determine that
the purchaser’s credit and financial capacity is acceptable under current Fannie Mae underwriting
guidelines if the previous borrower requests a release of liability. The following table provides
the servicer’s requirements for evaluating a request for a release of liability.

If the servicer... Then the servicer...

has determined that the purchaser is capable of |is authorized to approve the release of liability.
assuming the mortgage loan obligation and the
mortgage loan

» does not have mortgage insurance, or

* has mortgage insurance and the mortgage
insurer agrees to the release
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If the servicer... Then the servicer...

has determined that the purchaser is capable of |must deny the request for the release of
assuming the mortgage loan obligation but the |liability, although the transfer may still be
mortgage loan has mortgage insurance and the |processed without a release of liability.
mortgage insurer does not agree to the release

Note: The denial must state the
mortgage insurer’s decision as its
reason for not approving the request.

has determined that the purchaser is not must deny the request for release of liability,
capable of assuming the mortgage obligation |although the transfer may still be processed
without a release of liability.

The servicer must follow the as in Obtaining MI Approval for a Conventional Mortgage Loan
in F-1-28, Processing a Transfer of Ownership for information on obtaining mortgage insurer
approval and in Completing a Transfer of Ownership in F-1-28, Processing a Transfer of
Ownership for detailed requirements related to executing the assumption (or assumption and
release) agreement.

The servicer must notify the applicable property insurance companies, tax authorities, the
mortgage insurer, and any other interested parties. If the purchaser did not provide a new
property insurance policy, the servicer must request the insurer to prepare an endorsement to the
existing property insurance policy to name the new borrower. The servicer must also obtain a
new mortgage insurance policy for an insured mortgage loan or an agreement that extends the
previous coverage to the new borrower.

L] D1-4.2-02, Conventional Mortgage Loans That Include a
Due- on-Sale (or Due-on-Transfer) Provision (11/12/2014)

Introduction

This topic contains the following:

*  Determining When to Refer to the Participating Lender’s Policy

*  Non-Exempt Transactions: Exceptions for Certain Loan Types if the Purchaser is
Creditworthy

*  Allowing a Delinquent Mortgage Loan to Be Assumed
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Determining When to Refer to the Participating Lender’s Policy

The servicer must refer to the participating lender’s policies for the following mortgage loans as
Fannie Mae’s policies do not apply:

* Participation pool mortgage loans held in portfolio that were purchased from a supervised
lender under commitments dated before August 1, 1983.

» Concurrent sales participation pool mortgage loans in which it holds a majority interest.

Non-Exempt Transactions: Exceptions for Certain Loan Types if the Purchaser is
Creditworthy

The servicer is authorized to allow transfers of ownership for the following first lien mortgage
loans if all of the criteria listed below are satisfied:

» All ARMs and GPARMs, except for the following:
— those closed under ARM Plans 975, 1029, and 1103;

— those that have extended fixed-rate periods (ARM Plans 659, 660, 661, 750, 751, 1423,
1437, 2724, 2725, 2726, 2727, 2728, 2729, 3223, 3224, 3225, 3226, 3227, 3228, 3252
(except as limited for those plans that may be used for Texas Section 50(a)(6) mortgage
loans), if the transfer would take place during the fixed-rate period); and

— those that have been converted to fixed-rate mortgage loans.

* Fixed-rate portfolio mortgage loans that Fannie Mae purchased under commitment contracts
dated before November 10, 1980 unless

— the purchase of the property is financed directly or indirectly with wraparound or secondary
financing from an institutional lender, or

— Fannie Mae has pooled a mortgage loan originally held as a portfolio mortgage loan to back
an MBS. Fannie Mae will notify the servicer when it does this.

The servicer must determine that all of the criteria listed in the following table are satisfied to
approve a transfer of ownership.

[0 |Criteria required to approve a transfer of ownership to a creditworthy purchaser

The purchaser’s credit and financial capacity are acceptable under Fannie Mae’s current
underwriting guidelines. See the Selling Guide for additional information.
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[0 |Criteria required to approve a transfer of ownership to a creditworthy purchaser

The mortgage insurer approves the transfer and the mortgage insurer’s specified
conditions are satisfied, if applicable. The servicer must follow the procedures in
Obtaining MI Approval for a Conventional Mortgage Loan in F-1-28, Processing a
Transfer of Ownership for information on obtaining mortgage insurer approval.

Note: If the mortgage insurer denies the transfer or imposes conditions for approval, the
servicer must inform the parties involved in the transaction of the mortgage insurer’s
decision as its reason for not approving the request or the imposition of conditions for
approval.

Before approving a transfer of ownership for a pledged-asset mortgage loan, the servicer must
determine that the pledged asset will remain in place through the assignment of the original
pledged asset or the substitution of a new asset of equivalent value. The servicer must contact its
Fannie Mae Servicing Representative (see F-4-03, List of Contacts) to discuss the acceptability
of a substitute asset or any other alternative the purchaser proposes.

As second lien mortgage loans are not assumable under the existing terms, if the servicer of a
second lien mortgage loan is notified that a prospective purchaser wishes to assume a second
lien mortgage loan, it must advise the servicer of the first lien mortgage loan, the borrower, and
the proposed property purchaser that the second lien mortgage loan debt will be accelerated if
the transfer takes place. This is true even if Fannie Mae holds the first lien mortgage loan and
allows it to be assumed under its existing terms. If the servicer learns of the transfer after the
fact, it should notify all parties that the second lien mortgage loan is in default and that steps
will be taken to accelerate the debt. The servicer must then contact its Fannie Mae Servicing
Representative (see F-4-03, List of Contacts) for approval of the acceleration.

If the transfer of ownership is not approved or the required eligibility criteria are not satisfied and
the transfer of ownership occurs, the servicer must take all steps necessary to enforce the due-on-
sale (or due-on-transfer) provision. If the funds required to satisfy the mortgage loan debt are not
received after the mortgage loan is accelerated, the servicer must initiate foreclosure proceedings.

The servicer must follow the procedures in Completing a Transfer of Ownership in
F-1-28, Processing a Transfer of Ownership for detailed requirements related to executing the
assumption (or assumption and release) agreement.

The servicer must notify the applicable property insurance companies, tax authorities, and any
other interested parties. If the purchaser did not provide a new property insurance policy, the
servicer must request the insurer to prepare an endorsement to the existing property insurance
policy to name the new borrower.
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Allowing a Delinquent Mortgage Loan to Be Assumed

If someone is interested in purchasing a property that secures a delinquent mortgage loan with an
enforceable due-on-sale (or due-on-transfer) provision, the servicer must take the actions listed in
the following table.

[0 |The servicer must...

Obtain a complete BRP from the existing borrower to determine his or her inability to
continue making payments on the mortgage loan. See F-1-25, Processing a Forbearance
Plan for information on obtaining a complete BRP.

Ensure that the property purchaser qualifies for the mortgage loan in accordance with
Fannie Mae’s underwriting guidelines in place at the time of qualification. See the
Selling Guide for additional information.

Order an appraisal or an interior BPO for the subject property. Also see
D1-4.1-05, Enforcing the Due-on-Sale (or Due-on-Transfer) Provision for additional
information.

Obtain the mortgage insurer’s written approval, if applicable. The servicer must
follow the procedures in Obtaining MI Approval for a Conventional Mortgage Loan
in F-1-28, Processing a Transfer of Ownership for information on obtaining mortgage
insurer approval.

Follow the procedures in Requesting Approval for the Assumption of a Delinquent
Conventional Mortgage Loan in F-1-35, Requesting Fannie Mae’s Approval

via HomeSaver Solutions to determine whether Fannie Mae is willing to forego
enforcement of the due-on-sale (due-on-transfer) provision.

Repurchase an MBS mortgage loan from the MBS pool before the assumption is
finalized, if applicable.

If approved by Fannie Mae, the servicer must document each approved assumption with an
assumption agreement, or by an assumption and release agreement if a release of liability
was agreed to, and record the agreement if required by state law. The servicer must follow
the procedures in Completing a Transfer of Ownership in F-1-28, Processing a Transfer of
Ownership for detailed requirements related to executing the assumption (or assumption and
release) agreement.

As a condition of approving the assumption, the servicer may charge the property purchaser an
assumption fee equal to 1% of the UPB of the mortgage loan (as long as that amount falls within
a range from $400 to $900). If the servicer knows that the property purchaser has the financial
means to pay the servicer’s out-of-pocket expenses related to the assumption, it may pass these
costs on to the purchaser.
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Section D1-4.3, Information Relating to
Transfers of Ownership on Government
Mortgage Loans

Lj D1-4.3-01, Transfers of Ownership on FHA and VA
Mortgage Loans (11/12/2014)

Introduction

This topic contains information on transfers of ownership on FHA and VA mortgage loans.

The servicer must evaluate and process the transfer of ownership for an FHA or VA mortgage
loan in compliance with applicable regulations and procedures. When a transfer of ownership
occurs for an FHA or VA mortgage loan that is not subject to a due-on-sale provision, the
servicer must notify the applicable property insurance companies, tax authorities, FHA or VA (as
applicable), and any other interested parties. If the new borrower does not provide his or her own
property insu