Fannie Mae

COVID-19 Frequently Asked Questions - Selling

Updated: Nov. 30,2020

In response to the COVID-19 national emergency, Fannie Mae andFreddie Mac have provided temporaryguidanceto lenderson
several policy areasto support mortgage originations. These FAQs provide additional information on the temporary policies. We
will be adding more FAQs, therefore we encourage you to checkin frequently for updates - refer to the “NEW” or “UPDATED”
notations after the question.
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Resources

As a reminder, we have published Selling, Appraisal, and Servicing Lender Letters, delivery-related guidance (including FAQs) and
helpfulinformation regarding policies related to COVID-19. Other resources are available on our corporate site.

FAQs
General

Q1. Do Fannie Mae’s existing disaster policiesin the Selling Guide apply to the COVID-19 pandemic?

No, Fannie Mae’s existing policies related to disasters do not apply to loansimpacted by COVID-19. Instead,
lenders can follow the guidancein Lender Letters LL-2020-03, Impact of COVID-19 on Originations and LL-2020-04,
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Impact of COVID-19 on Appraisals. All guidance specific to COVID-19 will be communicated through Lender Letters
and FAQ documents such as this.

Also, note that loansin forbearance due to COVID-19 are not subject to the disaster-related forbearance policies
in A2-3.2-02, Enforcement Relief for Breaches of Certain Representations and Warranties Related to Underwriting
and Eligibility.

Q2. Will Fannie Mae be extending the implementation timeline for the revised Form 1003 and related dataset?

On Apr. 14,2020 we announced that we will extend our implementation timeline for the redesigned URLA and
automated underwriting systems (AUSs) to support the industry during the COVID-19 pandemic. The new
mandate date for the use of the redesigned URLA and AUS specificationsis Mar.1,2021. The extension provides
lenders and other stakeholders additional time to prepare and implement the redesigned URLA (Fannie Mae Form
1003).

Underwriting

Income and Debt - General

Q3. Given the unprecedented and rapid instances of voluntary and mandated business closures, and the concerns over
whether employeeswill continueto be paid, is updated income documentation required prior to closing?

Yes, in some cases income documentation may need to be updated. Refer to Lender Letter LL-2020-03, Impact of
COVID-19 on Originations for details.

Q4. If a recent paystub or bank statement is obtained in lieu of the verbalverification of employment (VOE), and the
documentation evidences reduced hours and/or pay due to the pandemic, what are the nextsteps?

For reduced hours or pay, continue to follow the requirements and guidance in the Selling Guide Chapter B3-3
related toincomesstability and calculation. For example, for declining variableincome, the requirementsand
guidance for declining incometrendsinthe B3-3.1-01, General Income Information are applicable. In those
cases, the reduced amount of declining variableincome can only be used for qualifyingif it has since stabilized
andthereis no reason to believe the borrower will not continue to be employed atthe currentlevel. In no
instance may income be averaged over the period of declination.

Q5. Canl use the requirements forincome while on temporaryleave?
Certain types of temporary leave may beeligible for qualifying. See B3-3.1-09, Other Sources of Income;

Temporary Leave Income. However, please note thatfurloughed borrowers are currently ineligible under the
temporary leave policy. See LL-2020-03.

Q6. If the borrower is furloughed but continues receiving income for a specified period of time, such as four weeks, can
the income be used for qualifying?

No. Thisincomeis notstable, predictable, or likely to continue and therefore does not meet the requirementsin
Selling Guide B3-3.1-01, General Income Information; Continuity of Income

Q7. How should | treat non-mortgage debt (for example, student loans,auto loans,etc.) currently in forbearance or
deferment?
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Q8.

Q9.

Q10.

Regardless of whether the forbearance or deferment is related to COVID-19, lenders must consider the monthly debt
paymentinthe borrower’s DTI. For mortgage loans underwritten using DU, DU will provide guidance on the treatment of
the debt, and lenders do not need to conduct additional analysis. For mortgage loans that are manually underwritten,
lenders must follow Selling Guide B3-5.3-02, Payment History; however, lenders are not required to, and should not,
consider payments missed during the time of a COVID-19-related forbearance to be historical delinquencies or derogatory
credit.

For student loans, if the monthly paymentis provided on the credit report, the lender may use thatamountfor qualifying
purposes. If the credit report does not provide a monthly payment for the student loan, or if the credit report shows $0 as
the monthly payment, the lender must either calculate a qualifying payment per B3-6-05, Monthly Debt Obligations, or use
the mostrecentincome-driven repayment plan payment (with supporting documentation).

What should the lender do wheninformed of a change inthe borrower’s pay structure?

If the lender is notified that the borrower is transitioning to a lower pay structure, it must apply due diligencein
determining the qualifying income amount. For example, if an employer lowers a borrower’s base salary, the
lender must use the lower amountfor qualifying. Or if anemployer reduces a borrower’s potential for variable
income, for example with a decreased bonus payment plan, additional analysis must be conducted to
determine whether the new income amount can be used for qualifying. See B3-3.1-01, General Income
Information.

Can lenders continue to use capital gains and interest and dividendincome for qualifying aborrower?

Yes, however, lenders should apply additional due diligence to capital gainsand interest and dividend income
since itis calculated using a historical view which may not be sustainable given current market volatility. While
two yearsof tax returns arestill required to demonstrate a stable history of capital gainsand interestand
dividends income, lenders must consider the currentvalue of the underlying asset when evaluating incomefor
qualifying purposes.

e Ifthe currentvalue of the assetindicates a reduced amount when compared to historical levels, the
lender must use the lower amount provided itisdeemed stable at the current level.

o If, dueto continued market volatility, the lender cannot determinetheincomeisstable atits current
level, the income should not be used for qualifying purposes.

¢ Intheevent the currentvalue of the underlying assetindicates an increased amount of capital gains or
interest or dividends, the lender should continue to use a two-year average calculated using the
borrower’stax returns.

If the borrower has a federal student loanthatis in a COVID-related automatic forbearance,canthe
monthly payment be excluded from the borrower’s DTl ratio if it has been paid by another party?

In accordance with Selling Guide, B3-6-05, Monthly Debt Obligations, non-mortgage debts paid by others can be excluded

from the borrower’s DTl ratio with documented evidence that the other party has been making the paymentsforat least
12 monthsand the payment history indicates there are no delinquencies.

Given that many student loans were placed into an automatic forbearance status and the other party mayhave missed
payments dueto the forbearance, we will allow exclusion of the monthly student loan paymentif:
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Q11.

Q12.

Q13.

Q14.

Q15.

e the missed paymentsareresolved by theresponsible party (notthe borrower) priorto closing of the new
mortgageloan,

e theresponsible party had been making payments on the studentloan for at least nine months prior to the
automatic forbearance;

e the lender provides borrower documentation evidencingthe studentloanisin a COVID-related automatic
forbearance, and any missed payments have been paid;and

e allother Selling Guide requirements have been met (for example, evidence of 12 total payments, either monthly
orinaggregate, on the omitted debt).

Income - Self-Employed

The borrower is self-employed and owns a business that is closed due to the pandemic. Canthe incomebe used to
qualify?

No, if the business is not operating, theincome may not be used to qualify.

Does the lender need to consider a Paycheck Protection Program (PPP) loan when analyzing a self-employed
borrower?

The PPP is a loan issued by Small Business Administration lenders under the CARES Act. Theseloansare
designed to provide a directincentive for small businesses to keep their workers on the payroll. The existence of
a PPP loan could be helpfulinformation in analyzing the borrower's business. Lenders should apply due
diligence and review the actions of the business and any impact the current situation has taken on the flow of
income.

Does the lender need to consider a PPPloaninthe borrower’s DTI?

Under the CARES Act, PPP loan terms allow deferred payments for a specified period, no personalloan
guarantee, and the potential for all or some portion of the loan to be forgiven. Therefore, no payments would be
expected to be included in the borrower’s liabilities at thistime. Onceit hasbeen determined thatany portion
of the PPP loan must be repaid, follow the Selling Guide requirements for loans paid by a business.

Inlight of the federal income tax filing deadline extension to Jul. 15,2020, if a self-employed borrower has not
filed 2019 income taxreturns,is anaudited Profit and Loss Statement for 2019 required in order to support
qualifyingincome? UPDATED

No. As reflected in LL-2020-03, self-employed borrowers must provide either a 2020 audited yearto date Profitand Loss
Statement ORa 2020 unaudited year to date Profit and Loss Statement along with three months business depository
accountstatements. Lenders must utilize these additional documents along with the standard documentation required
inthe Selling Guide (B3-3.2-01, Underwriting Factors and Documentation for a Self-Employed Borrower) when calculating
the income used to qualify the borrower. Asa reminder, loans with applications on or after Aug. 1,2020 arerequired to
comply with the allowable age of federalincome tax returns contained in Selling Guide B1-1-03, Allowable Age of Credit
Documents and Federal Income Tax Returns.

Is it acceptable to follow DU messaging that permits only the most recent yearindividual and businesstax
returns? UPDATED

Yes. In addition to the year-to-date profitand loss statement and three months business depository account statements,
asapplicable, thelender can continue to follow the DU message for the required level of self-employmentincome
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Q1e6.

Q17.

Q18.

Q19.

Q20.

Q21.

Q22.

documentation. Thelender may find it necessary to obtain additional year(s) of individual and/or business tax returns to
supportthe underwriting decision.

Canbusiness tax returns continue to be waived in accordance with B3-3.2-01, Underwriting Factorsand
Documentation for a Self-Employed Borrower?

Yes. Lenders can continue to waive business incometax returns when the requirements of the Selling Guide are met.

What ifthe borrower does not have a business depository account but instead uses a personal checking, money
market or savings account to manage business finances?

When we refer to business depository accounts, we arereferringto asset accounts the business uses to deposit business
revenue and pay business expenses. In some cases, thismay be the borrower’s personal depository accounts used for
business purposes.

What are some examples of additional documentation that could be used to assessthe impact of the pandemicon
business operationsand/or support the information reported on the year-to-date profit and loss statement?

Additional documentation may include, butis not limited to, a year-to-date balance sheet, month-to-month or quarterly
trending analysis, and/oradditional depository account statements.

Lender Letter 2020-03 requires certain additional self-employment income documentation for all loan
applications takenonor afterJun. 11,2020. Ifthe lender did not obtain any type of additional self-employment
income documentation on loan applicationstaken before Jun. 11,2020, is the loan eligible for delivery to Fannie
Mae?

The lender can continue to deliver loans with loan application dates prior to Jun. 11,2020, without the additional level of
documentation provided the lender determines theincome amount used for qualifying purposesis stable and likely to
continue by performing a self-employmentincome analysisin compliance with Selling Guide requirements. Lendersare
encouraged to apply these temporary requirements to existing loansin process.

Do the temporary requirements for self-employed income announcedin Lender Letter 2020-03 apply to the High
Loan-to-Value Refinance Option?

Thetemporary requirements apply to mortgages described in B5-7-03, High LTV Refinance Alternative Qualification Path.

Canthe lender use the year-to-date profit and loss statement to calculate qualifying income?

No. The lender must continue to use the required level of tax return documentationto calculate self-employment
income. The lender must use the profit and loss statement (and other supplemental documentation) to
determinethe current level of stable income. When the current levelis less than the calculated amount, the lender
must adjust the income downward to reflect the current level of stable income. This may be less than the year-
to-dateaveragerepresented on the year-to-date profit and loss statement based on the timeframe the business
wasimpacted.

What options are available if the business depository account statements for the most recent three months do not
support the details in the year-to-date profit and loss statement due to the cyclical nature of the business income?
UPDATED
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Q23.

Q24.

Q25.

Q26.

Q27.

In this case the lender must confirm the cyclical nature of the businessincome and assess theimpact of the pandemic on
business operations. Theloan file mustinclude other supplemental documentation, such as business contractsor

additional depository account statements, to support the continuing nature of the amount of self-employmentincome
used to qualify the borrower.

What are general standards for an audited profit and loss statement?

Audit profit and loss statements should be prepared in accordance with generally accepted accounting principles
in the United States of America (U.S. GAAP) and audited by an independent certified public accountant who
provides an opinion on whether the profit and loss statements are presented fairly, in all material respects, in
accordance with U.S. GAAP.

If loan proceeds from a PPP are reflected in the business depository accounts, can these funds be used to support
the business revenue reported on the year-to-date profit and loss statement?

No. An SBAPPP or any other similar COVID-19related loan or grantis not considered a source of business revenue.

Is itacceptable to exclude the payroll and other expenses (for example, utilities, businessrent) covered by PPP
loan proceeds when assessing current business cash flow?

No.An SBAPPP or any other similar COVID-19related loans are designed to provide short-term relief whereas the
payroll, rent/mortgage payments and utilities are ongoing business expenses; therefore, those expenses must be
considered in the analysis.

Can proceeds from an SBAPPP or any other similarCOVID-19 related loans be considered business assets for the
purpose of funding the transaction?

No, loan proceeds are not considered business assets for the purpose of qualifying the borrower and cannot be used to
fund the down payment, closing costs or satisfy reserve requirements.

How do the temporary self-employment income policiesin LL-2020-03 impact the enforcement relief of
representationsand warranties when self-employment income is calculated using an approved vendor tool as
outlinedin Selling Guide A2-2-04, Limited Waiver and Enforcement Relief of Representations and Warranties for
Mortgages Submitted to DU? UPDATED

The temporary self-employment income policy requirements in LL-2020-03 apply to all borrowers using self-
employmentincometo qualify. Lenders must obtain the additional documentation, such as an audited profit and
loss statement, or an unaudited profit and loss statement and three months’ business depository account
statements and assess the impact to the business and adjustincome accordingly.

e Ifthe lender determinesthat the business has notbeen adversely impacted and theamountofincome
calculated following standard 1084 methodologyis accurate and meets the requirements outlined in Selling
Guide A2-2-04, Limited Waiver and Enforcement Relief of Representations and Warranties for Mortgages
Submitted to DU then rep and warrantrelief will continue to be provided on the accuracy of the calculation of
the amount of self-employmentincome by the tool.

o Ifthe lender determinesthat the business hasbeen adversely impacted and theamount of income calculated
following standard 1084 methodology must be adjusted, rep and warrantrelief does not apply since the lender
must make manual adjustments to the output of the tool.

Thereareno changesforloansthat receive self-employmentincome validationthrough the DU validation service.
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Q28.

Q29.

Q30.

Q31.

Q32.

What are the changes to reviewing a self-employed borrower’s unaudited profit and loss statement and business
depository account statements for loans with application dates on or after December 14,2020? NEW

In addition to now requiring three business depository account statements, we have updated the language to
provide additional clarity by requiring the review of the depository account statements to support the level of
business revenue reported in the current YTD profit and loss statement. This replaces the prior language
(applicable to loans with application dates beginning on Jun. 11, 2020) that required the review to “support
and/or not conflict” with the information presented in the current YTD profit and loss statement. Lenders must

continue to analyze theimpact of the pandemic on the businessincome used in qualifying as outlined in LL 2020-
03

If the lender confirms the business depository account statements support the level of revenue reportedin the
unaudited profit and loss statement, what isrequired related to the review of business expenses? NEW

The lender must continue to consider expenses reported on the profit and loss statement when assessing the
impactof COVID-19 on the business. For example,asstated in Lender Letter 2020-03, if the YTD P&L identifies a
significant imbalance between expenses and revenue that could impact the financial stability of the business,
additional documentation such asan updated business plan may berequired.

Income - Variable

Whenvariable income isused to qualify the borrower(s), can a gap of employment (due to COVID-19) be excluded
from the method of calculation?

Agapinemploymentor areductioninincomedueto COVID-19 cannot be excluded from the calculation, and the
year to date income must continue to be calculated over the entire time period. Refer to B3-3.1-01, General
Income Information.

How do lenders determine stability of variable income when a borrower has beenimpacted by COVID-19?

Income types such as hourly, commission and overtime, are variable by nature. Current Selling Guide policy
requires these income types to be calculated considering the borrower’s history of receipt, the frequency of
payment, and the trending of the amount of income being received. Lenders should also include anyinformation
or knowledge of any currentissues in their analysis of the borrower’s continuance of income source. If the
trending analysis indicates that the currentyear to date income has declined, but the borrower is actively
employed and the lender has no reason to believe that the borrower will not continue to be employed at the
current level, the income can be considered stable. Refer to B3-3.1-01, General Income Information.

Is it acceptable to only use year-to-date income to calculate qualifying variableincome?

When variableincomeis the source of income used in qualifying the borrower (s), lenders must follow the requirements
asoutlined in B3-3.1-01, General Income Information and performa trending analysis. Thisincludes determining the
monthly year-to-dateincome amountandcomparing that to prior years’ earnings to determine the appropriate amount
of qualifying income for the loan transaction.

e Ifthetrendin theamountofincomeisstableorincreasing, theincomeamountshould be averaged.

e Ifthe trend wasdeclining buthassince stabilized and thereis no reason to believe that the borrower will not
continue to be employed atthe currentlevel, the current, lower amount of variableincome must be used (i.e.,
the monthly year to dateincome amount).

e Ifthetrendis declining, theincome may notbe stable. Additionalanalysis must be conducted to determine if
any variableincome should be used.
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Q33.

Q34.

Q35.

Q36.

Q3.

Q38.

Q39.

When the borrower experiencesa gap of employment due to COVID-19 and their source ofincome isvariable, is
there a minimum amount of documented timethe borrower isrequired to be back at work after the gap period?

Unless the lender has knowledgeto the contrary, if the borrower is actively employed, theincome does not have a
defined expiration date and the applicable history of receipt of theincomeis documented (per the specificincome type),
the lender may concludethattheincomeisstable, predictable, and likely to continue. The lender is not expected to
request additional documentation fromthe borrower. Refer to B3-3.1-01, General Income Information for additional
details.

What if an hourly borrower is working less hours now than they worked earlier in the year prior to the COVID-19
impact?

Hourly workers are covered under ourvariableincome policy. Theyear-to-dateincome amount being used willaccount
for a declinein income when determining the amount of income to be used for the trending analysis and when
determining theamount to be used for qualifying purposes.

Employment

Are there acceptable alternativesifa lenderisunable to obtain a verbal (VOE)?

Yes, reference the guidelines and flexibilities announced in LL-2020-03.

If aVOE indicates the borrower is actively employed, but borrower disclosesthey are furloughed, whatare the
next steps?

The income may not be used for qualifying. A borrower who is furloughed or laid off is not considered to be
actively employed. SeeLL-2020-03 fordetails.

Does the lender remain responsible for the representations and warranties related to the borrower’s employment
status when using one of the verbal VOE flexibilities?

Yes. Thelender’s representations and warranties related to the borrower’s employment status do not change.
We areallowing certain documentation flexibilities due to the unique circumstances resulting from the COVID-
19 pandemic to address the issue lenders have raised due to disruption of employer operations and their
inability to bereached by phone. Lenders are not required to use these flexibilities if they are notcomfortable
with them.

Assets

Canborrowers still use trust accounts for down payment, closing costs,and reserves?

Yes, lenders can continueto follow the requirementsin the B3-4.3-02, Trust Accounts. In addition, lenders must
apply theage of documentand other requirements and guidancein LL-2020-03 for any market-based assetsin
the trustaccountrequired for the transaction.

Documentation

Does the tax deadline extensionissued as a result of the COVID-19 emergency affectdocumentation
requirements?
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Q40.

Q41.

Lendersshould continueto obtain the mostrecentyear’stax return filed by the borrower asindicatedin B1-1-
03, Allowable Age of Credit Documents and Federal Income Tax Returns. However, lenders are not required to
obtain a copy of the IRS Form 4868 (Application for Automatic Extension of Time to File U.S. Individuallncome
Tax Return) filed with the IRS, until the pointat which the tax deadline extension has expired. Accordingly,
lendersare notrequired to review the total tax liability reported on IRS Form 4868 and compare it with the
borrower’stax liability from the previous two years as a measure of income source stability and continuance.

How do the temporary age of document requirements in Lender Letter LL-2020-03 impact single-closing
construction-to-permanent transactions?

For single-closing construction-to-permanent mortgages with loan applications dated during the timeframe
coveredin LL-2020-03, unless the loan meets the requirements for the extended 18 month timeframe permitted
in the Selling Guide, the 60-dayage of income and asset document requirements stated in the Lender Letter apply
at both the time of the original closing date of the construction loan and the time of conversion to permanent
financing. For loans meeting the 18 month extended timeframe requirements, the age of document requirements
apply atthetime of original loan closing only.

If | provide a lease to verify rental income, doesit have to comply with the Age of Documentation requirementsin
LenderLetter LL-2020-03?

No. Leaseagreementsdo not need to meet the Age of Documentation requirements.

Desktop Underwriter® (DU®) Validation Service

Q42.

Q43.

Why are we temporarily suspending representation and warranty relief for employment validation?

The COVID-19 pandemic has caused job loss,income reduction, and other issuesimpacting businesses and
borrowers. Thischangealongwith the other temporary changesto the DU validation serviceannounced in the
DU Release Notes on Apr.9,2020, including age of documentation requirements and use of market-based
assets, are part of broader measures putinto placeto continueto provide sustainable homeownership
opportunities while managingrisk prudently.

What changes can lendersexpect toseeinDU?

The DU validation service will temporarily suspend representation and warranty relief for employment
validation. The standard DU verbal VOE (VOE) message will appear in the DU Underwriting Findings (Findings)
report, even if an VOI/VOE reportis submitted to DU. The DU Findings report will suppress the DU validation
service message that would normally appear for “employment validated.” This update will apply to all new
casefilescreated in DU on or after May 4,2020.

Verbal VOE message example: Performand document a verbal VOE for each borrower. For all borrowers who
arenotself-employed no morethan 10 business days prior to the note date, or self-employed within 120
calendar days prior to the note date. Direct verification by a third-party employment verification vendor is
acceptable if completed within the sametimeframes, and the information is not more than 35daysold (120
daysold if self- employed) as of the note date. If the borrower isin the military, obtain either a Military Leave and
Earnings Statement within 31 calendardays prior to the note date or a VOE throughthe Defense Manpower Data
Center (https://mla.dmdc.osd.mil/mla/#/home). Lenders also have the option of obtaining the verbal VOE after
the notedate (and prior to delivery of the loan to Fannie Mae), but when using this option must ensure
compliance with the Selling Guide.
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Q44.

Q45.

Q46.

Q47.

Q48.

Q49.

NOTE: Lenders should reference the Selling Guide and Lender Letter LL-2020-03, Impact of COVID-19
on Originations flexibilities to satisfy the verbal VOE requirement message. Employment verification
reports provided by third-party vendors are acceptable for verbal employment verification
requirements.

Canthird-party verification reports still be used for verbal VOE?

Yes. Lenders can still obtain an automated VOE as a way to gain efficiencies in the loan manufacturing process.
Employmentverification reports provided by third-party vendors are acceptable for verbal employment
verification requirements, per the Selling Guide B3-3.1-07, Verbal Verification of Employment.

What loan casefiles will be impacted by this temporary change?

Only loan casefiles created on or after May 4,2020 will beimpacted. Loans created before May 4 and
resubmitted to DU after May 4 will not beimpacted.

How does suspending representation and warranty relief for employment validationimpactincome
validation?

We will continue to offer incomevalidation with representation and warranty relief through DU. When a
borrower’sincomeisvalidated through DU, the lender canrely on DU’sincomevalidation provided the close-by
dateis met. In addition, DU will continue to review the employment status on the VOI/VOE report and will not
validateincomeif thereisanyindication thatemploymentis not active. When incomeisvalidated, lenders must
follow the close-by dates and instructionsissued in the incomevalidation DU messages and the Selling Guide to
obtain representation and warranty relief.

Becauseincomevalidation for aborrower is still dependent on the borrower being employed, lenders should
continueto verify the employment of the borrower as near to closing as possible and in accordance with the
Selling Guide. If the lender discovers that the borrower isno longer employed, the associated incomecan no
longer be considered in the qualification of the borrower, and the employment and associated income
information should be removed fromthe 1003 and the casefile should be resubmitted to DU.

Will DU still process VOE/VOI reports?

Yes. DU will still processVOE/VOI reportsto issueincomevalidation.

What DU message changes can lenders expect?

During thistime, DU will no longer issue the “employmentvalidated” message. Instead, DU will issue the
standard “verbal verification of employment” message for all casefiles. Lenders can expect to see combinations
of the “employment notvalidated,” “income validated,” and “income not validated” messages, along with the
verbalVOE message.

For technology considerations, an Integration Impact Memo will be posted on the Technology Integration page.

What s the planto reinstate employment validation with representation and warranty relief?

We will continue to monitor the economic environment closely. Currently, we expect to reinstate representation
and warranty relief foremploymentvalidation after Jun. 30, 2020.
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Q50.

Q51.

Does the temporary flexibility allowinglenders to use bank statements or other alternatives to verify a borrower’s
employment statusstill apply?

Yes. Theflexibilities outlined in LL-03-2020 under “Verbal verification of employment” continueto apply for
loans with application dates subject to the terms of the Lender Letter.

How should lenders apply the temporary policy on age of documentation to third-party vendor employment or
income verificationreportsthat are not used as part of the DU validation service? UPDATED

Lender Letter LL-2020-03 did not change the age of documentation requirements for third-party vendor
employment verifications. Therefore, lenders must continue to comply with the requirementsin B3-3.1-07,
VerbalVerification of Employment, which require the vendor report date to be no more than 10 days priorto the
note date, and theinformation in the vendor’s database (For example, “current as of” date) to be no morethan
35 days prior to the note date.

Lender Letter LL-2020-03 did update the age of documentation requirements for third-party vendorincome
verifications:

e Forloanapplications prior to Apr. 14,2020, the vendor report date must be no more than 120 days prior
to the note date.

e Forloanapplicationson or after Apr. 14,2020, the information in the vendor’s database (For example,
“currentasof” date) must be no morethan 60 days priorto the note date.

Note: The above guidance does notapply to loans with employment or income validated with the DU
Validation Service. SeeB3-2-02, DU Validation Service for moreinformation.

Temporary Purchase and Refinance Eligibility

Q52.

Q53.

Q54.

For purposes of determining eligibility, is a borrower considered current if they have been making partial payments
during forbearance?

No. To be considered current for purposes of the requirements in LL-2020-03, the borrower must have made all
mortgage payments due in the month prior to the note date of the new transaction by no later than the last
business day of thatmonth, See Selling Guide B3-5.3-03, Previous Mortgage Payment History and LL-2020-03 for
additional details on payment histories.

Can missed payments during forbearance on an existing mortgage loan be refinanced into the new loan
amount?

No. Missed payments during a forbearance maynotbe refinanced into the new loan amountin a limited cash-out
or cash-out refinance transaction. However, if a borrower has initiated a repayment plan or accepted a loss
mitigation solution (for example, payment deferral, modification, etc.) and has made three timely payments, the
entire existing loan amount, including any remaining outstanding payments under a repayment plan, deferred
amountsunder a payment deferral,and anyprincipal forbearance under a modification, may be refinanced into
the new loan. See LL-2020-03 for details.

If the borrower has entered into a repayment plan to resolve missing payments during a forbearance, must
it be completed before they are eligible for a new purchase or refinance transaction?
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Q55.

Q56.

Q57.

Q58.

Q59.

Q60.

Q61.

No. If the borrower hasentered into a repayment plan to resolve missed payments, the borrower is eligible for a
new purchase or refinance transaction after making three timely payments. Alternatively, if the repayment plan
is completed in fewer than three payments, then the borrower is eligible upon completion.

What eligible sources of funds may be used to reinstate a mortgage loan with missed payments?

When a lump sum paymentwas madeto reinstate a mortgage loan on or after the loan application date for the
new transaction, the lender must document the source of funds in accordance with eligible sources of funds in
the Selling Guide Chapter B3-4 Asset Assessment. Any source of funds eligible for down payment and closing costs
may be used for reinstatement, provided the lender documents it in accordance with existing Selling Guide
requirements.

Note that if the lump sum payment was made prior to the loan application date for the new transaction, no
sourcing of fundsis required.

For loss mitigation solutions other than repayment, deferral or modification, what is meant by “full
payments” inaccordance with the program?

If another type of loss mitigation solution has been agreed to by the servicer and the borrower to resolve the
missed payments, three “full payments” must be made in an amount no less than the required payment due under
the terms of the note, or any other agreement that permanently alters the payment amount, such as a Loan
Modification agreement.

What ifa borrower completes a non-retention loss mitigation solution such as a Mortgage Release (deed-
in-lieu of foreclosure) or short sale?

In these cases, the borrower must continue to meet the requirements in Selling Guide B3-5.3-07, Significant
Derogatory Credit Events - Waiting Periods and Re-establishing Credit.

Does the additional due diligencerequired to confirm a borrower’s mortgage is current apply toall
mortgage loans or only mortgage loans in forbearance?

Therequirementto confirmthat mortgage loans are current and do not have unresolved missed payments applies
to every loan on which the borrower is obligated.

If a borrower’s existingmortgage loanis in forbearance, but is current,does the borrower need to exit
forbearance to be eligible for a new purchase or refinance transaction?

No. If the borrower iscurrenton all mortgage loans, there is no requirement to exit forbearance prior to obtaining
anew loan.

What responsibility does the lender haveif the borrower entered forbearance on an existingmortgage
loan after applying for a new loan?

Thelender must follow the guidancein LL-2020-03 to determine whether the existing mortgage loan is current or
if the borrower has entered into and made three full timely payments under a loss mitigation solution as of the
note date of the new mortgage loan.

When a borrower refinances after a payment deferral,is the new loan considered a cash-out refinance
loanor a limited cash-out refinanceloan (LCOR)?
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When a borrower refinances a loan that has a payment deferral and the amount of the deferred payments is
included in the new loan, the new loanis eligible to be sold asan LCORif it otherwise meets all of the requirements
for an LCOR in the Selling Guide. Funds applied to pay off the prior loan, including the deferred portion, are not
considered cash out.

If the borrower has entered a repayment plan or other loss mitigation solution described in Lender Letter
LL-2020-03, must the required three timely paymentsbe consecutive?

Yes. Regardless of the loss mitigation solution, the borrower must make three consecutive monthly payments to
be eligible for the new transaction. If a borrower misses one or more of the three required payments, the loan is
not eligible and the borrower should contact their mortgage loan servicer to discuss the impact of the missed
payment(s) to the loss mitigation solution. See COVID-19 Frequently Asked Questions - Servicing for more details.

What s a reinstatement of a mortgage loan?

Amortgageloan is considered reinstated if the borrower has paid all missed payments and any associated fees or
other expenses in a lump sum paymentin order to return the mortgage loan to a current status under the terms
of the original note. Aborrowerwho isunableto reinstate may pursue a loss mitigation solution.

Canlstillrely onan Approve/Eligible recommendationinDU?

Yes. However, the lender must comply with the additional due diligence requirementsoutlined in LL-2020-03 to
determineif allmortgageloansare currentand thatany missed payments have been resolved. These additional
eligibility requirements are currently not automated in DU and mustbe manually applied.

If the borrower is on a repayment plan on another mortgage loan, does the higher payment amount need
tobe usedin qualifying?

Yes. If the borrower ison a repayment plan temporarily requiring higher payments to repay missed amounts, the
PITIA under the terms of the repayment plan must be used in qualifying. The lender must ensure that the
requirements in LL-2020-03 are met and that the borrower has made 3 payments under the repayment plan
agreementto beeligible for a new purchase or refinance transaction.

Do the temporary eligibility requirements for purchase and refinance transactionsin Lender Letter LL-
2020-03 apply to mortgage loans secured by a property that willbe sold prior to the note date of the new
transaction?

No, aslong asthe lender providesevidence thatthe property was sold and the mortgage loan was paid off prior
to the note date of the new transaction, the additional eligibility requirementsin LL-2020-03 are not applicable.

Is forbearance considered an “other loss mitigation solution” not specifically listed in the table in Lender
Letter LL-2020-03?

No. If a borrower isobligated on a mortgageloanthatisin forbearance butiscurrentand doesnot have missed
payments, the new mortgage loan is eligible for sale to Fannie Mae. If the borrower is obligated on a mortgage
loan thatis in forbearance and the mortgage loanisnot current, the new mortgage loan is noteligible unless the
missed payments on the existing mortgage loan are resolved by meeting the applicable additional eligibility
requirementsin LL-2020-03.
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Q68. Regarding the interim financingfor single-close construction-to-permanentmortgage loans, do I still need
to follow the temporary eligibility requirements for purchase and refinance transactions from LL-2020-
03?

Yes. For loans with application dates on or after Jun.2, 2020, lenders must comply with the requirements in LL
2020-03.

Q69. AccordingtoLL 2020-03, lenders mustconduct additional due diligence to confirm the borrower’s existing
mortgage loans are current. Does the same apply to non-mortgage debt, such as student loans or auto
loans?

No. Lenders only need to conductthe additional due diligence on the borrower’s mortgage debt.

Q70. Isacredit supplement anacceptableform of additional due diligence to determine whether the

borrower’s existing mortgage payments are current?
A credit report supplement may be acceptable to meet the requirements in LL-2020-03, depending on the
information provided in the document, if it demonstrates that the borrower has made all mortgage payments due
in the month prior to the note date of the new loan transaction no later than the last business day of the
month. For example, a supplement that provides confirmation of the date of the last payment made by the
borrower andthe due date of the next payment would be acceptable. Credit reportsupplementsthatonly provide
the currentstatus of the mortgage, such as “current” or “paid as agreed,” or are only reflective of the information
that otherwise appearson the credit report, would not be sufficient to verify that the borrower meets the terms
of LL-2020-03.

Appraisals

Q71. May adesktop or exterior onlyinspection appraisal report completed using the appraisal flexibilities offered by
Lender Letter LL-2020-04, Impact of COVID-19 on Appraisals include photos or other information provided by the
borrower/owner?

Yes. Consistent with USPAP, appraisersare permitted to consider and develop any information deemed
credible. Itisimportantto note, certification #10 has been removed in recognition thatthe appraiser may have
relied on information froman interested party to the transaction (borrower, realtor, property contact, etc.) and
additional verification may not have been possible.

Q72. How will the appraiser be able to obtain subject photos for a desktop appraisal report?

Photos can be obtained from sources such as third-party websites, owners, or listing services, etc.
NOTE: Any userestrictions on photos must be honored.
Q73. Whatifadequate informationis not available for the appraisal?

Appraisers may useinformation in MLS, reach out to the broker, homeowner, public records, and/or other online
tools such assatellite imagery and street views to obtain the necessary property information. A good faith effort
should be used to provideinformation thatthe appraiser believesisreasonable. If adequate informationabout
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the subject property isnot available, the mortgage will not be eligible for sale to us untilthe appraiser has
sufficientinformation to complete the desktop appraisal or an appraisal with an exterior-only inspection.

Why does Fannie Mae allowthe desktop appraisal for purchase but not refinances?

Homes available for purchase are the most likely to have current photos and data concerning the subject
property. Refinances may have very dated information in the MLS, if any atall. Having the appraiser complete an
exterior inspection provides currentinformation about the home’s condition that might not be available
otherwise. Reminder, for refinances of non-Fannie Mae owned loans and all cash-out refinances, we continue to
require a traditional appraisal.

What form should be used for a desktop appraisal obtained in accordance with the temporary COVID-19
flexibilitiesannouncedinLender Letter LL-2020-04?

As noted in LL-2020-04, the following forms can be used to complete a desktop appraisal:

e UniformResidential Appraisal Report (Form 1004)

e Individual Condominium Unit Appraisal Report (Form 1073)

e Individual Cooperative Interest Appraisal Report (Form 2090)

e  Small Residential Income Property Appraisal Report (Form 1025)
e  Manufactured Home Appraisal Report (Form 1004C)

Other desktop appraisalformsare not allowed for a Fannie Mae-eligible loan.

What form should be used for an exterior-only inspection appraisal obtained in accordance with the temporary
COVID-19 flexibilitiesannouncedin Lender Letter LL-2020-04?

As noted in LL-2020-04, the following forms can be used to complete an exterior-only appraisal:

Exterior-Only Inspection Residential Appraisal Report (Form 2055)

e  Exterior-Only Inspection Individual Condominium Unit Appraisal Report (Form 1075)
e  Exterior Only Individual Cooperative Interest Appraisal Report (Form2095)

e Small Residential Income Property Appraisal Report (Form 1025)

e Manufactured Home Appraisal Report (Form 1004C)

Other exterior-only or drive-by appraisal forms are not allowed for a Fannie Mae-eligible mortgage.

Why is Fannie Maerequiring the appraisalinclude the entry “desktop” in the Map Reference field of the appraisal
report?

This helps identify the scope of work completed. Because we are permitting desktop appraisals to be completed
onformsthataretypically used for interior and exterior inspection appraisals, we will be relying on the text in
the Map Referencefield to identify the type of appraisal (desktop) completed. Itis critical that the Map Reference
field show “desktop” when applicable.
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Why is Fannie Maerequiring the appraisalinclude the entry “exterior” in the Map Referencefield of the appraisal
report?

This helps identify the scope of work completed. Because we are permitting exterior-only appraisals to be
completed onformsthataretypically used for interior and exterior inspection appraisals, we will be relying on
the textin the Map Referencefield to identify the type of appraisal (exterior-only) completed. Itis critical thatthe
Map Referencefield show “exterior” when applicable.

Will desktop appraisals stillbe scored by Collateral Underwriter® thesameway?

Yes, desktop appraisals completed on Forms 1004 and 1073 will be scored by Collateral Underwriter justas
traditional appraisals are scored when these forms are used.

Will mortgages with desktop appraisalsbe eligible for representation and warranty relief for value?

Yes. When a desktop appraisalis obtained using Uniform Residential Appraisal Report (Form 1004), or Individual
Condominium Unit Appraisal Report (Form 1073) and submitted to Uniform Collateral Data Portal® (UCDP®), the
appraisalwill be assessed for valuation representation and warranty relief in Collateral Underwriter. All
appraisals with a risk score of 2.5 or less that meet the requirements of the Selling Guide will receive valuation
representation and warranty relief.

How should an appraiserinclude the revised scope of work, statements of assumptions and limiting conditions,
and appraiser’s certifications in the appraisal report?

The modified scope of work, statements of assumptions and limiting conditions, and appraiser’s certifications
addressed in the Lender Letter must be copied and pasted, in its entirety, into a text addendum, with no edits or
alterations. This may be done on a separate textaddendum form, or as part of a general textaddendum.

Must a desktop appraisal or exterior-only inspection appraisal report be submitted “subject to” an extraordinary
assumption?

Therevised scope of work and certification removes the requirement for the appraisal to be submitted “subject
to” an extraordinary assumption. If adequate information about the subject property isnotavailablefroma
credible source, then the desktop or exterior-only inspection appraisal is not acceptable. Appraisers must have
data sourcesthey consider reliable. Theassumption that data sourcesare correctis notconsidered an
extraordinary assumption.

Lender Letter LL-2020-04 saysthat reports for desktop appraisals must include subject photos. Whatphotos are
required?

At a minimum, there must be a front photo of the subject property. Additionally, in order to passthrough
automated review systems used by many lendersand AMCs, it may be necessary for the reportto includeall
photosrequired for an appraisal based on an interiorand exteriorinspection. Insuch cases,an appraiser should
includeall photos thatareavailable.

Exceptfor therequired front photo, for photosthatare notavailable,an appraiser may include a photo of a
statement saying that the photo was not available.

Does an appraisal report haveto include subject property and comparable sales photographs when the reportis
an exterior-only appraisalassignment?
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The appraiser must provide an original photograph of the front of the subject property. For all other
photographs, the appraiser may provide photographs from credible secondary data source(s). Although not
required the presence of a comparable photos page, with images, may be necessary to allow the appraisal
reportto passautomated system requirements.

Are manufactured homes and two- to four-unit properties covered even though thereis no exterior-only appraisal
form to support them?

We will allow lenders to use Interior/Exterior forms for two- to four-unitand manufactured homes with the
appropriate scope of work, statements of assumptions and limiting conditions, and appraiser’s certifications
provided with LL-2020-04.

Manufactured home appraisals require specific,and detailed information from the HUD Certification Label. How
will the appraiser obtain this information for desktop appraisals and exterior-only inspection appraisals?

For exterior-only inspection appraisals, the appraiser may obtain a photo of the HUD Certification Label,
provided they are given permission by the property owner to access the site. For a desktop appraisal, the
appraiser may request the owner or an individualthat has access to the property to provide a photo of the HUD
Certification Label and deliver it via email or other meansto the appraiser.

With both the desktop and drive-by appraisal, the appraiser may request the borrower, owner, or anindividual
thathasaccessto the property interior to provide a photo of the HUD Data Plate. The appraiser will need to
communicate with the lender or AMC to ensure thereis sufficientinformation available to complete the
assignment type ordered.

When obtaining a desktop or exterior only appraisal, does the lender need to document that thatthey attempted
toobtain a traditional appraisaland were not successful due to COVID-19?

No. Lender Letter LL-2020-04, liststhe appraisal types that are suitable for eachtransaction type while
maintaining prudentand responsible lending practices. Lenders delivering mortgages with one of the permitted
flexibilities are not required to provide documentation showing that they could not obtain a traditional
appraisal dueto COVID-19. Lenders are empowered to exercise the flexibilities as described in the lender letter.

How should a lender address markets with “shelter in place” mandates where appraisersare not deemed an
essential workforce?

Lenders may use flexibilities described in our lender letter. Travel restrictions will likely vary from location to
location, and lendersand appraisers should comply with allapplicable requirements in their jurisdiction. There
may beinstances wherean appraisal simply cannot be obtained until circumstances change.

Does an appraisal that includes the revised scope of work, statements of assumptions and limiting conditions, and
appraiser’s certifications provided in Lender Letter LL-2020-04 also need an extraordinary assumption to address
wheninformation was provided by a party that may have a financial interest in the transaction?

No. As stated in LL-2020-04, the appraiser’s certification #10 was removed recognizing that the appraiser may
haveto rely oninformation froman interested party to the transaction (borrower, real estate agent, property
contact, etc.) and additional verification may not be possible. The removal of this certification acknowledges
this could affect the assignment’sresults. If adequate information is not available to complete the appraisal, the
assignment cannotbe completed.
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For purchase transactions, Fannie Mae’s temporary requirements are dependent on mortgage LTV ratios which
may be difficult for lenders to operationalize. Does Fannie Mae have any suggestions on how to manage this
operational challenge?

Each lender will need to operationalize asthey deem appropriate. In cases where the lender is reasonably
certain they will not be able to obtain aninterior and exterior inspection appraisal, some lenders use the sales
contractpricein order to estimate the LTV ratio prior to ordering the appraisal.

What guidance can lenders provide to appraisers who claimitisa violation of USPAP to complete a desktop
appraisal using forms designed for traditional appraisals, like the Form 1004/70?

The Appraisal Standards Board hasissued guidance specific to this topic. They indicate that, with proper
disclosure, the modified appraisal report formdoes notresultin a misleading appraisal reportor aviolation of
USPAP. The published Q&A can befound on The Appraisal Foundation website.

If a desktop appraisal isordered and accepted by the appraiser, may the appraiser expand the scope of work to
include an exteriorinspection of the subject property or comparablesales?In this situation, what identifier would
the appraisalinclude inthe Map Reference field?

Yes. The appraiser isresponsible for determining whatis an adequate scope of work for any assignment and
may choose to expand the scope beyond the minimum requirements. In thisinstance, the appraiser would enter
“desktop” asthisreflects theappraisal type agreed to with the acceptance of the assignment and the minimum
scope of workrequired for the assignment.

Are lenders permitted to submitan appraisal with an exterior-only inspection on forms 1004, 1073, or 2090?

No, the exterior-only inspection appraisals permitted in accordance with the temporary flexibilitiesannounced
in Fannie Mae LL-2020-04 must be completed on the following appraisal forms:

e Exterior-Only Inspection Residential Appraisal Report (Form 2055)

e Exterior-Only Inspection Individual Condominium Unit Appraisal Report (Form 1075)

e  Exterior Only Individual Cooperative Interest Appraisal Report (Form2095)

e Small Residential Income Property Appraisal Report (Form 1025)

e Manufactured Home Appraisal Report (Form 1004C)

Giventhe appraisal flexibilities provided in Lender Letter LL-2020-04, how will Fannie Mae perform post-purchase
quality control reviews on the exterior-only inspection appraisal report and desktop appraisal reports?

When Fannie Mae performs quality control or any other post purchase reviews on these appraisal reports, they
will be based on the modified scopes of work for the exterior-only inspection appraisal reports and desktop
appraisalreports, respectively. The appraiser’s description of the subject property must be complete, and the
opinion of the market value of the subject property must be adequately supported. The review willinclude an
assessment of whether there are property deficiencies, including those impacting safety, soundness, or
structuralintegrity, that were reasonably discoverable in the normal course of business as of the effective date
of the appraisal, given the applicable scope of work.

For new construction appraisals completed using the flexibilitiesin Lender Letter LL-2020-04, does a builder have
to provide bedroom photographs for dwellings that are complete to at least the drywall stage?
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Yes. In addition to the plans, specification and other photograph exhibits, a builder must provide photos of the
bedroomsto theappraiser.

InLender Letter LL-2020-04, Fannie Mae provided appraisal flexibility for new construction purchase transactions
by allowing for completion of “desktop” appraisals. Is thisflexibility available for all new construction purchase
transactions, including second homes?

No. New construction purchase transactions are subject to the requirements provided in LL-2020-04, including
allrequirementsin the permissible appraisal requirements chart. Therefore, second homeswith an LTV greater
than 85% require a traditional appraisal report.

For mortgages that requireinterior and exterior inspection appraisals, would the use of technology like Skype,
FaceTime®, etc. be sufficient to meet the requirement for an appraiser’s physicalinspection?

No. The Uniform Residential Appraisal Report (Form 1004) (along with the 1073, 1004¢, 1025, and 2090) require
the appraiser to certify “I performed a complete visualinspection of the interior and exterior areas of the subject
property.” Virtualinspections are insufficient to comply with our Form 1004 and other interior/exterior appraisal
form requirements.

Appraisersare free to voluntarily deploy this technology as a means of augmenting the exterior-only (in
combination with a drive by inspection from the street) and/or desktop appraisal flexibilities we announced for
COVID-19. Appraisers must describe these as either “desktop” or “exterior”, as the case may be.

Using the COVID-19 appraisalflexibilities for a desktop appraisalreport, what information must the appraiser
include inthe Map Reference field?

For a desktop appraisalreport, the Map Reference field must ONLY contain “desktop.” No other entries may be
included in thisfield. It is the lender’s responsibility to ensure the appraisalisaccurately reported.

Using the COVID-19 appraisal flexibilities for an exterior-only appraisalreport, what information must the
appraiserinclude inthe Map Referencefield?

For an exterior-only appraisal report, the Map Reference field must ONLY contain “exterior.” No other entries
may beincluded in this field. It is the lender’s responsibility to ensure the appraisalisaccurately reported.

Can*“virtual” inspections provided by a vendor or homeowner be used to complete the Completion Report
(1004D) required to removerecourse on Homestyle® Renovation loans?

No. We require an independent on-site inspection by the appraiser for a Homestyle Renovation loan to qualify
for recourseremoval.

As a lender, we used the flexibilities in Lender Letter LL-2020-04 and engaged a desktop appraisal. However, the
appraiser expanded the scope of work and viewed the subjectand comparable sales from the street. The appraisal
report alsoincluded interior photos provided by the borrower.What should the appraiser enter into the Map
Reference field?

On a desktop assignment, nothing precludes the appraiser from expanding the scope of work; however, the Map
Referencefield must reflect “desktop” asit represents the minimum scope of work.
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InLender Letter LL-2020-04, we stated that when an appraisalis completed “subject to repairs or alterations”a
signed letter from the borrower confirming that the work was completed is allowed. Can the requirements of this

letter be provided via email?

Thelender is responsible for ensuring this letter and supporting documentation isin the mortgagefile. The
borrower and lender can use electronic means of communication, forexample email, to transmit the signed
letter and verification documentation.

Does DU identify Fannie Mae-owned loans?

Lender Letter LL-2020-04 specified temporaryflexibilities that lenders may apply to limited cash-out refinance
transactions when the loan being refinanced is owned by us. To assist lenders in applying these flexibilities,
beginning Apr. 11,2020, DU will issue a new message stating that the borrower's existing loan has been
identified by DU asa Fannie Mae loan. This message will be issued on limited cash-out refinance loan casefiles
when DU findsan active Fannie Maefirst mortgage loan for the subject property address, and also confirms that
the Social Security number (SSN) of at least one of the borrowers on the loan casefile matches one of the SSNs
on the existing loan.

May l use an appraisal waiver if| obtained an exterior-only or desktop appraisal?

No. Fannie Mae policy for appraisal waivers prohibits the execution of an appraisal waiver fora loan transaction
for which the lender has obtained an appraisal. Thisincludes exterior-only or desktop appraisals using the COVID-
19 appraisal flexibilities. We encourage lenders to review the DU Underwriting Findings report to determine
appraisalwaiver eligibility priorto orderingan appraisal.

Does the copy of the executed UCC-1 financing statement provided to the document custodian for a cooperative
share loan need to have anoriginalfiling stamp?

Yes. In states wherea UCC-1 is used to record security interestin a co-op’s stock(s) or share(s), Fannie Mae policy
requires that lenders provide document custodians the original executed or a copy of the UCC-1 financing
statement that bears the file stamp of the relevant filing office(s) to be certified by the document custodian.
Unrecorded originals or copies of UCC-1 financing statements that do not bear the file stamp of the relevant
office(s) may not be certified by document custodians. We have not provided COVID-19 related flexibilities for co-
op share loan documentation. Refer to Co-op Share Loan Documentation Requirements on our website for
additionalinformation.

Is the use of the new Fannie Mae 1004 Desktop (Freddie Mac 70D) or Fannie Mae 1004 Hybrid (Freddie Mac 70H)
acceptable when completing an appraisal using COVID-19 appraisal flexibilities?

No.Although the 1004 Desktop (70D) and 1004 Hybrid (70H) are now available, they will only be used in a few
instances for testing purposes and are not acceptable for use with the COVID-19 appraisal flexibilities. Appraisers
should continue using the eligible forms for desktop appraisals using COVID-19 appraisal flexibilities as provided
in LL-2020-04 (Forms 1004/70, 1073/465,2090, 1025/72,and 1004C/70B).

If a lender took advantage of the COVID-19 appraisal flexibilities and obtained a desktop appraisal, can that appraisal
be reused for a subsequent refinance transaction?

No. The temporary COVID-19 appraisal flexibilities only permit a desktop appraisal to be used for a purchase

transaction, and Selling Guide B4-1.2-02, Appraisal Age and Use Requirements requires that to be able to reuse an
appraisalfor a subsequenttransaction, the new transaction must be a no-cash outrefinance.
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If a lender took advantage of the COVID-19 appraisal flexibilities and obtained an exterior-only appraisal, can that
appraisal be reused for a subsequent refinance transaction?

Yes. The exterior appraisal may be reused for a limited cash out transaction only while the temporary COVID-19
appraisalflexibilities are permitted i.e. the DU casefile creation date for the subsequent transaction must be prior
to expiration of the COVID-19 flexibilities described in the Lender Letter LL-2020-04. The subsequent transaction
must meet both the Lender Letter and Selling Guide requirements including the age of appraisal, appraisal
updates, and use of an appraisal for subsequenttransactions per Selling Guide B4-1.2-02, Appraisal Age and Use
Requirements.

When using the appraisal flexibilities provided in LL-2020-04, may appraisers make assumptions concerning
relevant characteristics of the subject property, such asinterior condition, without a datasource?

No.When completing an exterior-only or adesktop appraisal the appraiser must have adata source for all relevant
characteristics, including interior condition, and reference the source used in the report. For example, it is
unacceptableto assumethe condition of the property is “average” or “similarto the exterior of the home”.

The Appraiser’s Certifications, approved for use with desktop and exterior-only appraisals prepared using the
COVID-19 flexibilities, require the appraiser to report the condition of theimprovements in factual, specific terms.
The appraiser may rely on subject property information from third-party data sources.

As previously communicated in LL-2020-04 and COVID-19 FAQs, if there is insufficient information about the
property to complete the appraisal assignment, the mortgageis not eligible for sale to Fannie Mae.

Power of Attorney (POA)

Q110.

Canaclosing agent or other affiliated party sigh loan documents on the borrower’sbehalfusing a POA?

Yes. We have expanded the transaction typesthatareeligible for a party with a connection to the transaction to
serve asattorney-in-fact, including an employee of the title insurance company providing the titleinsurance
policy. In addition to limited cash-out refinances (which are currently permitted in the Selling Guide), this
exception now also appliesto purchasetransactions.

All related requirementsin B8-5-05, Requirements for Use of a Power of Attorney must be metincluding the on-
line, interactive internet session, the express statements required in the POA, and the prohibition against the
attorney-in-fact being an employee of the lender.

In addition:

e For purchaseand limited cash-outrefinance transactions, when the attorney-in-factis an employee of
the insuring titleinsurer or isan employee of the policy-issuing agent of the insuring title insurer, such
title insurer must haveissued a closing protection letter (or similar contractual protection) forthe
transaction for such policy issuing agent.
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e For purchasetransactions, the attorney-in-fact or agent may not be the property seller, any relative of
the property seller, or any direct or indirect employee or agent of the property seller, unless they are
also a relative of the borrower.

The POA Job Aid contains detailed information on additional flexibilities and new requirements outlined in LL-
2020-03forloans with documents signed subject to a power of attorney.

If applicable lawrequiresacceptance of a power of attorney, do the provisions of the Selling Guide and Lender
Letter LL-2020-03 on powers of attorney apply?

Under Selling Guide B8-5-05, Requirements for the Use of a Power of Attorney, and as noted in LL-2020-03,
requirements of applicable law regardinga lender’s obligation to allow use of a power of attorney always have
priority over thetermsof Fannie Mae policy. If a power of attorney is used because the lender determines such
use is required by applicable law, the lender mustincludein the mortgage loan file a written statement that
explains the circumstances. Such statement must be provided to the document custodian with the power of
attorney.

Itis not always possible to obtain a closing protection letter, for example, as in the state of New York. What
specific documentation would a lender be required to obtain?

Therearea number of states where closing protection letters are not permitted by insurance regulators. In
these cases, an alternative contractualindemnity that provides equivalent protection against title agent misuse
of the power of attorney or funds must be confirmed. This caninclude, for example, indemnity provisionsin the
agreement between the lender and the settlement provider, or an employee fidelity bond maintained by the
title insuranceagency. Insomestates, there are statutory protection schemes; these would also meet the
requirements of the lender letter.

The guidance inLender Letter LL-2020-03 introduces a newrequirement for purchase transactions closing subject
to a power of attorney, requiring borrower confirmation of the loan terms with the borrower. When does this
requirement apply?

Exceptfor situations described in the next sentence, the requirement for borrower acknowledgement (in person
or via telephone conversation or a video conference system) of his or her understanding of the loan terms
appliesto all purchasetransactions, regardless of who is serving as attorney-in-fact. However, for purchase (as
well aslimited cash-out refinance transactions) where the attorney-in-factis a person “connected to the
transaction” listed in B8-5-05, Requirements for the Use of a Power of Attorney, then the existing processesin
B8-5-05are mandatory, and thereis no need for any further borrower acknowledgment.

The new borrower acknowledgment requirements only apply to borrowers signing by a power of attorney. If a
borrower signs personally, and another borrower signsvia a power of attorney, then no acknowledgement by
any borrower signing personally is required by LL-2020-03.

What, specifically, needs to be reviewed with the borrower during the borrower acknowledgement conversation,
and what is meant by the acknowledgment being “memorialized”?

The purpose of the borrower acknowledgement provision is to confirm orally after receiving the Closing
Disclosurethatthe borrower understands both the key features of the loan and that the attorney-in-fact hasthe
ability to contractually bind the borrower to the transaction - including the purchase of a home - on the same
basisasif they had signed themselves.

© 2020 FannieMae 11.30.2020 Page22 of30



Key features of the loan would include such things as principal amount, interest rate and adjustment provisions
(if applicable), first payment date, loan term, and initial loan payment (P&l and PITIA).

The conversation reflecting the acknowledgment by the borrower(s) must be documented either in a written
record created by the lender or settlementagentor in a recording capturing the conversationwith the borrower.
If documented in writing, there is no expectation that the borrower sign the memorialization. In either case, the
lender must retain the acknowledgement in the loan fileand makeitavailable to uson request.

Notarization

Q115.

Q116.

Q117.

Q118.

Was there a methodology for determining the states that are acceptable in the remote online notarization (RON)
grid originally published in LL-2020-03 and subsequently published in the Selling Guide, A2-4.1-03, Electronic
Records, Signatures,and Transactions in Oct. 2020?

For states without an express and currently effective RON statute, we assessed the overall likelihood of that
state’s recognition of valid RON acts performed out of state, and looked ata number of factors, including
governors’ executive orders, applicable state laws, and applicability of the Full Faith and Credit clause of the
U.S. Constitution (and any exceptionsto its application). The state list was aligned with Freddie Mac.

The passage of a federallaw is also contemplated in the language and would potentially supersede the need for
state-by-state analysis.

Cana lenderuse RON to closeloansthat include wet-ink signed documents,includingnotes that are not
eMortgages?

Yes, lenders may employ RON methods to sign and notarize loan documentsin accordance with thetermsand
conditionsin A2-4.1-03, Electronic Records, Signatures, and Transactions in transactions where the transaction
includes a promissory note (and other closing documents) thatare wet-ink signed. Asa reminder, sellerscan
only deliver electronically signed eNotes if they have previously been approved by Fannie Mae.

Further, note that powers of attorney may be notarized using RON methods and the POA Job Aid contains
detailed information on these requirements outlined in LL-2020-03.

Cansubordination documents be remotely notarized?

Yes, subordination documents can be remotely notarized provided the lender follows the requirementsin the
A2-4.1-03, Electronic Records, Signatures and Transactions.

Are lenders permitted to deliver loans where the notarizations have been performed via use of audio-video
technology (for example, Zoom, Skype,or FaceTime®) to help facilitate what would otherwise be a traditional
paper-based closing?

Yes. Lenders may sell loans with loan documentsthat have been notarized using audio-visual technology (such
asZoom, Skype, or FaceTime®) to facilitate an in-person ink-signed notarization (a remotein-person
notarization or “RIN”), on thefollowing terms and conditions:

e TheRIN hasbeen expressly authorized under applicable law.

e TheRINis performedin accordance with and s legally valid under the laws and regulations of the state
in which the notarization is performed, at the time it was performed.
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e Theborrower or person whose signatureis being notarized and the notary are physically located in the
state where the notarialactis performed.

e Theloanis nota Texas Section50(a)(6) loan.
e Theloanis delivered with a Special Feature Code 920 identifyingtheloan asa RIN.

e Ifthe loandocumentisrequired to berecorded, then the county recorder in the state and county where
the property islocated mustaccept the RIN document for recording.

e Thelender makesallselling representations and warranties per the Selling Guide, including
representations and warranties related to:

o cleartitle and firstlien enforceability;
o compliancewith lawsand responsible lending practices; and

o requirementsregardingtitleinsurance,includingthosein B7-2-04, Special Title Insurance Coverage
Considerations. If the notarized documentisa security instrumentor an amendmentto a security
instrument, the RIN must comply with the title requirementsin B7-2-04 and the titleinsurance
company may not take any exception for the RIN.

Lenders may also wish to refer to the RIN Job Aid that reflects minimum standards that Fannie Mae believes
represent prudent closing processes when using RIN that we encourage (but do not require) lenders to follow.

Closing and Title

Q1109.

Q120.

Q121.

Q122.

Q123.

Cana borrower waive the right to rescind on a refinance transaction?

Fannie Mae does not set requirements around rescission periods. If a lender choosesto allow a borrower to
waive the rescission period, they must follow and comply with applicable regulatoryrequirements.

Do lenders still need to have each borrower whose income (regardless of income source) is used to qualify for the
loanto complete and sign a separate IRS Form4506-T at or before closing?

Yes, lenders arestill required to have each borrower whoseincome (regardless of income source) is used to
qualify for the loan to complete and sign a separate IRS Form 4506-T at or before closing. Refer to B3-3.1-06,
Requirementsand Uses of IRS Request for Transcript of TaxReturn Form 4506-T.

Are there any changes to the signature requirements for the promissory note?

No. In accordance with A2-4.1-03 ElectronicRecords, Signatures, and Transactions, unless the lender is
approved to deliver eNotes, we require that the original wet-ink signed promissory note be in the possession of
the document custodian when the loan is certified for our purchase.

Does Fannie Mae permit an electronic signature by a borrower on a promissory note that isnot an eMortgage?

No, a wet-ink signatureis required for all promissorynotes, unless the promissory noteis an electronic note sold
in accordance with Selling Guide A2-4.1-03, Electronic Records, Signatures, and Transactions. Lendersthatare
approved to deliver eMortgages mayrefer to the Guide to Delivering eMortgages to Fannie Mae for additional
information.

What are Fannie Mae’srequirements concerning “gap coverage” in lenders’ title insurance policies?
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The Selling Guide Chapter B7-2 requires a loan titleinsurance policy that satisfies Fannie Mae’s requirements,
written on the 2006 ALTA loan titleinsurance formor local equivalent, be obtained by a lender beforea
mortgage loanissold to Fannie Mae.

The2006 ALTA form includes “gap coverage” in Covered Risk 14 for matters arising between the date a mortgage
loanis closed and when the mortgageisrecorded. Similarly, if title insuranceis obtained on an alternate form,
the Selling Guide requires coverage be provided for the period between the closing date of theloan and the date
when the mortgageisrecorded.

Lenders must continueto ensure that no unacceptable titleimpediments or policy exceptions exist in
accordancewith B7-2-05, Title Exceptions and Impediments.

Quality Control

Q124.

Q125.

Q126.

Q127.

Q128.

If my company is not having issues performingreverifications at thistime, do | have toimplement these
flexibilities?

No. Onlyimplement the flexibilities offered in Lender Letter LL-2020-03, Impact of COVID-19 on Originations if
needed by your firm.

Inlieuof afield review, how should the QC reviewer evaluate the appraisal?

In conjunction with this relief, Fannie Mae has developed a checklist to help your QCreviewer appropriately
evaluatethis population of appraisals.

Am| required to use the checklist developed by Fannie Mae to evaluate theappraisalin lieuof a field review?

Use of the checklistis not mandatory but provides recommended areasto focus your QCreverification review of
the appraisal.

By completing the checklistin lieu of a field review, do we receiverelief from representations and warranties?

No, this processis designed as an alternative to the post close QCfield review and as such does not provide any
new or additional relief from representations and warranties.

What ifl cannot obtain tax transcriptsthat are required as part of my post-closing QC process?

If verbal or electronic reverifications cannot be completed, lenders can complete the file review without the
reverification. However, lenders must:

e internallytrackallloansthatdid nothavea successful reverification attempt during this time, and

e conducta special discretionary sample of such mortgages and performthe required reverifications on
the sample population upon the expiration of the flexibilities contained in LL-2020-03,

As a reminder, thereporting requirements of D1-3-06, Lender Post-Closing Quality Control Reporting, Record
Retention, and Audit continue to apply with respectto this special discretionary sample(s).

© 2020 FannieMae 11.30.2020 Page25 of30



Q129.

Q130.

Q131.

Q132.

Q133.

Q134.

Reminder: Lenders should prioritize execution of IRS Form 4506-T in the special discretionary sample(s) based
on the expiration date of the IRS Form 4506-T.

Lender Letter LL-2020-03 requires a special discretionary selection if we utilize the reverification flexibilities. Is
there arequired sample size?

This sample should take into consideration the lender’s assessment of the risks, business sourceand

volume. Ensurethesamplesize selected is meaningful relative to therisk evaluation. Asa reminder,
reverificationsarea critical element of the post close QC processin assessing the factualness of information that
was replied upon in making the lending decision.

Do the flexibilitiesprovidedin Lender LetterLL-2020-03 apply to QC Vendors?

QCVendorsactasagentsfor lendersand should only adopt these flexibilities based on guidance from their
lender customer.

Will a loan entering early payment default status result in an automatic repurchase request?

No, we will follow existing QC practices to review any sampled loan against the requirements of the Selling Guide
and any other agreementsin place atthe time of delivery to us. Remedies for any identified defects will be
issued in accordance with the Guide.

When should a lender take advantage of the temporary reverification flexibility announcedin Lender Letter LL-
2020-03?

Thisflexibility is offered for lenders that may not have the ability to mail manual reverifications or the electronic
servicethey utilizeis notavailable for processing during the coronavirus pandemic. In such case, a lender can
complete the file review without attempting the reverification, provided the lender meetsthe tracking and
sampling requirements set forth in LL-2020-03.

Are IRS Form 4506-T requests included in the temporary flexibility announcedin Lender Letter LL-2020-03 for
reverifications that are typically mailed?

Yes, Form 4506-T requests areincluded.

How should lenders treat IRS Form 4506-T requests that are “in process” but have been delayed?

An IRS Form 4506-Tthat has been delayed should be treated as a reverification flexibility; however, when the IRS
resumesoperationsand the tax transcriptis obtained, a lender may remove the loan fromthe special
discretionary sample selection required for reverification flexibilities.

Selling Loans in Forbearance

Q135.

Does Fannie Mae purchaseloansthat are inforbearance?
Yes, certain loansthatgo into forbearance after loanclosing and before sale to us becameeligible for sale

beginning May 1,2020. Refer to Lender Letter LL-2020-06, Selling Loans in Forbearance Due to COVID-19 for
eligible note and delivery dates, and all eligibility and delivery requirements.
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Q136.

Q137.

Q138.

Q139.

Q140.

What are the scenariosunder which a lender should self-reporta loaninforbearance?

If a lender discoversa loan wasin forbearance after the loan datawas submitted to Loan Delivery but prior to
the sale date (the date funds or the security is swapped), the lender must self-reportthe loan. These situations
include:

e Theloanwassold before LL-2020-06 was published or prior to May 1.

e Theloandata wasdelivered after May 1 butdid notinclude the SFC 919 because the borrower wentinto
forbearance whiletheloan wasin Fannie Mae acquisitions processing.

e Theloandata wasdelivered after May 1 and the sale was consummated, but the loan data did not
includethe SFC919.

How does a lender self-report loans to FannieMae?

All self-reporting takes placein Loan Quality Connect™. Thisincludes creating and submitting the self-report,
uploading all supporting documentation, and trackinga loan's status as we decide how to proceed. To facilitate
the self-reporting processfor COVID-19 loans, we added “COVID forbearance” to the self-report reason menuin
Loan Quality Connect.

As a reminder, the lender must notify us within 30 days of identifying loans not eligible for delivery. RefertoD1-
3-06, Lender Post-Closing Quality Control Reporting, Record Retention, and Audit, for all of our self-reporting
requirements.

A Job Aid on how to self-reportis available to assist lenders with this process.

Are loans in forbearance eligible for the concurrent sale of servicing through the Servicing Marketplace
(SMP)?

Yes, butforbearance eligibility will vary by servicer. Some servicers may not purchase servicingforloansin
forbearance. Lenders should confirmwith their SMP servicers whether they are acceptingservicingon loansin
forbearanceand review their servicer rate sheets for any adjustments or exclusions for SFC919.

Are loans in forbearance eligible for the concurrent sale of servicing through the Servicing Execution Tool
(SET)?

Loansinforbearanceareineligible for salethrough SET.

If aloan goes into forbearance on the sale date of the loan, does the lender owe the LLPA?

Yes. If the forbearancebeginsanytime onthesaledate of the loan, the LLPAis due to Fannie Mae. (See the Job
Aid for how to self-report thisaction to us.) For whole loans, the sale dateis the date that Fannie Mae sends funds
via wire transfer to the lender. For MBS, the sale date is the date that Fannie Mae issues MBS securities to the
lender or to the investor designated by lender (also known as the settlement date) and takes ownership of, and
title to, the loan. See Receiving Sale Proceeds or Securities in the C1-2-01, General Information on Delivering Loan
Data and Documents. For additional guidance on loans or pools in an Early Funding transaction contact your
Capital Markets’ representative.
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Q141.

Q142.

Q143.

Is aloan subject to the temporary requirements of Lender Letter LL-2020-06 if the borrower went into
forbearance after the note date, did not missany mortgage payments, and the forbearance subsequently
ended before the loan was sold to Fannie Mae?

Theloanisnot subject to therequirements of LL-2020-06, and is eligible for standard sale terms and conditions if
the lender verifiesand documents in the loan file the following requirements:

e Theforbearance plan ended or wasterminated.
e Theborrower did not missany payments before sale to Fannie Mae.

e Theborrower did not experience a changein circumstance or financial hardship afterthe note date.

As a reminder, the loan must meet all requirements of the Selling Guide.

If, as aresult of a QC review on a loan delivered under the temporary flexibilities describedin Lender
Letter LL-2020-06, Fannie Maediscovers that the borrower went into forbearance after closing but lost
their employment on or before the day of closing, willthe lender have to repurchase the loan?

If a borrower was not employed on the note date, the loan would be ineligible regardless of the temporary
flexibilities in LL-2020-06. We would cite a significant defect and the loan would be subject to repurchase unless
therewas other eligibleincome documented and the loan satisfies our qualification requirements. Our standard
QC process includes an opportunity for lenders to provide additional information or documentation in the
rebuttal process.

I delivered a loanthat does not meet the sale requirementsfor a loaninforbearance outlinedin Lender
Letter LL-2020-06. How willthese be handled?

Lenders mustself-reportany loan thatdid not meet the requirements for the sale of loan in forbearance set forth
in LL-2020-06 in accordance with self-reporting provisions set forth in Selling Guide D1-3-06, Lender Post-Closing
Quality Control Reporting, Record Retention, and Audit. (Also see Q. “How does a lender self-report loans to
Fannie Mae?” foradditional information about self-reporting,)

Fannie Mae will require the responsible party (“lender”) to remedy the loan as described below.

Delivery Date Scenario Remedy

The loan meets all of the eligibility requirements
Prior to of LL-2020-06, includingnote date, loan purpose,

5/1/2020 and pay history requirements, exceptthatthe

deliverydate was priorto 5/1/20.

The lender may elect to pay the
applicable LLPAidentifiedin LL-2020-
06 or repurchasethe loan.

Prior to The loan does not meet note date, loan purpose, The lender ¢ hasethe |
5/1/2020 or pay history requirements of LL-2020-06. €lendermustrepurchasethe foan.
Onor after The loan does not meet note date, loan purpose, The lend ¢ hasethe |
5/1/2020 or pay history requirements of LL-2020-06. €lendermustrepurchasethe foan.

The remedies set forth above are subject to the following conditions:
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Q144.

Q145.

Q146.

Q147.

Q148.

Q149.

Q150.

¢ In the scenario where the lender may elect a remedy, that remedy must be applied to all loans meeting
those conditions and must be applied equally across both Fannie Mae and Freddie Mac.

¢ Allwholeloandeliveries are subject to the premium recapture requirements outlined in the Selling Guide,
C1-1-01, Execution Options (Premium Pricing Recapture).

e For repurchased loans, Fannie Mae will require indemnification for losses arising from investor claims
dueto prepayment.

I delivered a loanthat meets the salerequirements for a loanin forbearance outlinedin Lender LetterLL-
2020-06, but I did not include SFC 919. How willthis be handled?

The lender must self-report any loan inforbearance that meets the requirements of LL-2020-06 but did not contain
SFC919. Fannie Mae will work with you to make the necessary data corrections and apply the appropriate LLPA.

Will Fannie Mae offer any repurchase alternativesfor loans in forbearance that do not meet the eligibility
requirements of Lender Letter LL-2020-06, where the only identified remedy isrepurchase?

No. Other than the specific instances where an LLPA is identified as a remedy, there will be no repurchase
alternatives offered.

How do I make my election to repurchase or pay the LLPA?

Lendersshould contact their Fannie Mae account team to make their respective election. Your account team wil
provide guidance on formalizing your remedy election.

Canl change my election?

Given the need for close coordination of this decision between the GSE’s, once you have made your decision that
will be your final election for loans impacted by LL-2020-06. Any loan that is self-reported subsequently or
identified in a subsequent QC review is subject to your initial remedy election.

Inthe instance where I may choose either repurchase or the LLPAto remedy the defect,aml able to elect
different remedies for loans sold to Fannie Mae or Freddie Mac?

No.You must elect the sameremedy for all loansin the scenariowhere an election is possible regardless of which
GSE theloan wassold to.

Will my election for self-reported loans apply to loans that are discovered by Fannie Mae throughitsQC
process?

Yes. Thesameremedieswillapply to loansidentified by Fannie Mae though its QC process. If QCidentifies other
significantdefects for loanssold priorto 5/1 andthe lender elected to pay the LLPA, those significant defects could
resultin repurchase.

How do | calculate potentialinvestor claims if| decide to repurchase loans instead of paying an LLPA?

Thereisno pre-defined criteria or calculationfora claimamount froman investor. Investors can evaluate several
factorson which they believe thatthey have been financially harmed due to an event, like a loan repurchase. You
may contactyour Fannie Mae account teamto discuss.
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Q151. Whendoes forbearance end?

Forbearance endson the scheduled last day of the forbearance term, unless the servicer and borrower agreeto
shorten the forbearanceterm, in which case the forbearance ends on the agreed-upondate.
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