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Supplemental Directive 09-09 November 30920

Introduction of Home Affordable Foreclosure Alternaves — Short
Sale and Deed-in-Lieu of Foreclosure

Background

In Supplemental Directive 09-01, the Treasury Depant (Treasury) announced the eligibility,
underwriting and servicing requirements for the Home Affordable Modification Program
(HAMP). Under HAMP, the servicers apply a unifotoan modification process to provide
eligible borrowers with sustainable monthly paynsefor their first lien mortgage loans. While
HAMP program guidelines are intended to reach aadroange of at-risk borrowers, it is
expected that servicers will encounter situationenr@hthey are unable to approve a HAMP
modification request, a HAMP modification is offdrand not accepted by the borrower, or the
borrower falls out of a HAMP modification. In thesestances, the borrower may benefit from
an alternative that helps the borrower transitmmbre affordable housing and avoid the stigma
of a foreclosure.

This Supplemental Directive provides guidance twisers for adoption and implementation of
the Home Affordable Foreclosure Alternatives Pragr@AFA). HAFA is part of HAMP and
provides financial incentives to servicers and ®esrs who utilize a short sale or a deed-in-lieu
to avoid a foreclosure on an eligible loan underMHA Both of these foreclosure alternatives
reduce the need for potentially lengthy and expensive foreclosure proceddiegsptions help
preserve the condition and value of the propertyninyimizing the time a property is vacant and
subject to vandalism and deterioration. In addjtidhese options generally provide a
substantially better outcome than a foreclosure sale foowers, investors and communities.

This Supplemental Directive provides guidance twisers for adoption and implementation of
HAFA for first lien mortgage loans that are not owned or guarantedtbgie Mae or Freddie
Mac (Non-GSE Mortgages). In order for a servicerptoticipate in HAFA for Non-GSE
Mortgages, the servicer must execute a servicarcgmation agreement and related documents
(SPA) with Fannie Mae in its capacity as finaneagént for the United States (as designated by
Treasury) to participate in HAMP on or before Debem31, 2009. In certain circumstances,
Supplemental Directive 09-01 requires participatsggvicers to consider borrowers for other
foreclosure prevention options, including shortesahd deed-in-lieu programs. As a result,
servicers already participating in HAMP must follow the guidance set forth iStipiglemental
Directive, which provides servicers with the optiondetermine the extent to which short sales
or deeds-in-lieu will be offered under this progra®ervicers of mortgage loans that are owned
or guaranteed by Fannie Mae or Freddie Mac shai&t to the HAFA announcement issued by



the applicable GSE. A loan must be HAMP eligible andet the other requirements stated
herein to be eligible for incentive compensatiodemHAFA.

The effective date of this Supplemental DirectigeApril 5, 2010. A servicer may elect to
implement HAFA prior to April 5, 2010, provided thlne servicer is able to collect and report
all required information as described in Reporting Requiremengection of this Supplemental
Directive. Borrowers may be accepted into HAFA $Short Sale Agreement or DIL Agreement,
as described in this Supplemental Directive, isyfekecuted by the borrower and received by
the servicer on or before December 31, 2012.

To help servicers implement HAFA, this Supplemebiaéctive covers the following topics:

I Foreclosure Alternatives

I HAFA Consideration

I Evaluation

I Short Sale

I Deed-in-Lieu

I General Terms and Conditions
I Incentive Compensation

I Standard Form Documents

I Reporting Requirements

I Compliance

Foreclosure Alternatives

In a short sale, the servicer allows the borrowsdist and sell the mortgaged property with the
understanding that the net proceeds from the saleba less than the total amount due on the
mortgage. The short sale must be an arm!s lengtisdrction with the net sale proceeds (after
deductions for reasonable and customary sellingsd®ing applied to a discounted ("short#)
mortgage payoff acceptable to the servicer. The servicer actteptshort payoff in full
satisfaction of the total amount due on the first mgg#ga

In a deed-in-lieu of foreclosure (DIL), the borrower voluntarily transfers ownerghibeo
mortgaged property to the servicer in full satistat of the total amount due on the first
mortgage. The servicer!s willingness to approve and accept a DIL is contingenthgpon
borrower!s ability to provide marketable title, dreand clear of mortgages, liens and
encumbrances. Generally, servicers require theoerrto make a good faith effort to sell the
property through a short sale before agreeing te@iche DIL. However, under circumstances
acceptable to the investor, the servicer may aa&dt. without the borrower first attempting to
sell the property. With either the HAFA short sateDdL, the servicer may not require a cash
contribution or promissory note from the borrowed anust forfeit the ability to pursue a
deficiency judgment against the borrower.

Short sales and DILs are complex transactions imvgleoordination and cooperation among a
number of parties including, but not limited to,\8eers, appraisers, borrowers (sellers), buyers,
real estate brokers and agents, title agencies,ofted mortgage insurance companies and
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subordinate and other lien holders. The HAFA paagrsimplifies and streamlines the use of
short sales and DIL options by incorporating the follgywimique features:

I Complements HAMP by providing viable alternatives bmorrowers who are HAMP-
eligible.

I Utilizes borrower financial and hardship informati@ollected in conjunction with
HAMP, eliminating the need for additional eligibility ansily.

I Allows the borrower to receive pre-approved shde serms prior to the property listing.

I Prohibits the servicer from requiring, as a cowditiof approving the short sale, a
reduction in the real estate commission agreed upthe listing agreement.

I Requires that borrowers be fully released from futiadality for the debt.

I Uses standard processes, documents and timeframes.

I Provides financial incentives to borrowers, servicersianestors.

HAFA Consideration

Each participating servicer must develop a writteficy, consistent with investor guidelines,
that describes the basis on which the serviceroffilr the HAFA program to borrowers. This
policy may incorporate such factors as the seveiitye loss involved, local market conditions,
the timing of pending foreclosure actions and borrowetivration and cooperation.

Servicers must evaluate a borrower for a HAMP micalifon priorto any consideration being
given to HAFA options in accordance with the promms of Supplemental Directive 09-01 and
any supplemental HAMP guidance. Borrowers thattriiee eligibility criteria for HAMP but
who are not offered a Trial Period Plan, do notcessfully complete a Trial Period Plan, or
default on a HAMP modification should first be cmiesed for other loan modification or
retention programs offered by the servicer prior to being evaluated for HAFA.

In accordance with the provisions of Supplementak@ive 09-01, a loan meets the basic
eligibility criteria if all of the following conditionsra met:

I The property is the borrower!s principal residence;

I The mortgage loan is a first lien mortgage originate@mobefore January 1, 2009;

I The mortgage is delinquent or default is reasonably forbkeea

| The current unpaid principal balance is equal tless than $729,750and

I The borrower!s total monthly mortgage payment (asnddfin Supplemental Directive
09-01) exceeds 31 percent of the borrower!s gross income.

Pursuant to the servicer!s policy, every potentialigible borrower must be considered for
HAFA before the borrower!s loan is referred to fdosure or the servicer allows a pending

! This amount refers to 1 unit properties. Highmoants apply to 2 to 4 unit dwellingSeeSupplemental Directive
09-01.
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foreclosure sale to be conducted. Servicers munstider possible HAMP eligible borrowers for
HAFA within 30 calendar days of the date the borrower:

I Does not qualify for a Trial Period Plan;

I Does not successfully complete a Trial Period Plan;

I Is delinquent on a HAMP modification by missing at teaa® consecutive payments; or
I Requests a short sale or DIL.

The date and outcome of the HAFA consideration must be documented in the seiilecer!s f
Evaluation

If the servicer determines that a borrower is elegibr a HAFA offer based on its written policy
and this Supplemental Directive, the servicer mokb\v the steps below to determine if a short
sale or DIL offer will be extended to the borrower.

Borrower Solicitation and Response. If the servicer has not already discussed a short sale or
DIL with the borrower, the servicer must proactivelgtify the borrower in writing of the
availability of these options and allow the borrowiel calendar days from the date of the
notification to contact the servicer by verbal ortten communication and request consideration
under HAFA. If the borrower fails to contact thengcer within the timeframe or at any time
indicates that he or she is not interested in tgsens, the servicer has no further obligation to
extend a HAFA offer.

Expected Recovery through Foreclosure and Dispositn. Though not a HAFA requirement,

it is expected that servicers will, in accordanaeghvinvestor guidelines, perform a financial
analysis to determine if a short sale or DIL isha best interest of the investor, guarantor and/or
mortgage insurer. The results of any analysis rbesktained in the servicing file. The HAMP
base NPV model does nptoject investor cash flows from either a shole & DIL and should

be used only to determine borrower eligibility for a HAMP mfiodtion.

Use of Borrower Financial Information. Verified borrower financial information obtained i
conjunction with HAMP may be relied upon to deterena borrower!s eligibility for HAFA. If
financial and hardship information is documentedl arerified, no additional financial or
hardship assessment is required by HAFA. Howemerccordance with investor guidelines, the
servicer may request updated financial informatmevaluate the borrower. If a borrower was
evaluated for HAMP based on verbal financial ddte,servicer may send the borrower a Short
Sale Agreement (SSA) and must require the borroweddliver the financial information
required under HAMP when the borrower returns thecated SSA. The servicer must verify a
borrower!s financial information through documerttatand obtain a signed Hardship Affidavit
prior to approving a short sale or accepting a Dmder HAFA.

Property Valuation. The servicer must, independent of the borrower amdother parties to
the transaction, assess the current value of tbheeply in accordance with the investor!s
guidelines. The servicer may not require the heeroto pay in advance for the valuation, but
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may add the cost to the outstanding debt in acooslaith the borrower!s mortgage documents
and applicable law in the event the short salelari®not completed.

Review of Title. The servicer must review readily available information provided by the
borrower, the borrower!s credit report, the lode @r other sources to identify subordinate liens
and other claims on title to determine if the bareo will be able to deliver clear, marketable
title to a prospective purchaser or the investaithough not required by HAFA, the servicer
may order a title search or preliminary title répofFhe servicer may not charge the borrower in
advance for any cost incurred in the title reviewt may add the cost to the outstanding debt in
accordance with the borrower!s mortgage documerdsapplicable law in the event the short
sale or DIL is not completed.

Borrower Notice. When a HAFA short sale or DIL is not available, teervicer must
communicate this decision in writing to any borrowleat requested consideration. The notice
must explain why a short sale or DIL under HAFA cannot be offered, provide a toll free
telephone number that the customer may call to dssthe decision and otherwise comply with
the notice requirements of Supplemental Directive 0B08,0wer Notices

Short Sale

The HAFA short sale process employs standard fooouchents and defined performance
timeframes to facilitate clear communication betwebe parties to the listing and sale
transaction. Servicers must adhere to the follovguaglelines in connection with the issuance of
an SSA.

Minimum Acceptable Net Proceeds Prior to approving a borrower to participateaitHAFA
short sale, the servicer must determine the miniraocoeptable net proceeds (minimum net) that
the investor will accept from the transaction. HEaervicer must develop a written policy,
consistent with investor guidelines, that descrithesbasis on which the minimum net will be
determined. This policy may incorporate such factors as local market conditionsnanysto
transactional costs of such sales, and the amthattsnay be required to release any subordinate
liens on the property. A servicer!s policy for@®ining the minimum net must be consistently
applied for all loans serviced for that investor. Thieimum net may be expressed as a fixed
dollar amount, as a percentage of the current magkdae of the property, or as a percentage of
the list price as approved by the servicer. Onerdhined, the servicer must document the
minimum net in the servicing file for each propestybject to HAFA. After signing an SSA, the
servicer may not increase the minimum net requirgraatil the initial SSA termination date is
reached (not less than 120 calendar days). Substghanges to the minimum net when the
SSA is extended must be documented.

Allowable Transaction Costs.In determining the minimum net, the servicer mushsider
reasonable and customary real estate transactss fww the community in which the property is
located and determine which of these costs thecsgroer investor is willing to pay from sale
proceeds. The servicer must describe the costsntigt be deducted from the gross sale
proceeds in the SSA.
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Short Sale Agreement. The HAFA SSA, which is attached as Exhibit A, cug the roles and
responsibilities of the servicer and borrower ie #hort sale listing process and provides key
marketing terms, such as a list price or acceptable salequ®@and the duration of the SSA. The
HAFA Request for Approval of a Short Sale (RASShich must accompany the SSA, is
attached as Exhibit A1. The RASS is submittedhi ¢ervicer when an offer is received to
provide the terms and conditions of the short salé together with the sales contract, provides
settlement instructions to the settlement ageitheEproactively, or at the request of an eligible
borrower, the servicer will prepare and send an &S#e borrower after determining that the
proposed sale is in the best interest of the imvesthe servicer will also provide the borrower a
RASS, pre-populated with contact information fog gervicer, the property address and the loan
number.

In the event that a borrower has an executed sal@sact and requests the servicer to approve a
short sale under HAFA before an SSA has been es@cuhe servicer must evaluate the
borrower for HAFA as described in this Supplemetakctive and must utilize the Alternative
Request for Approval of a Short Sale (Alternative RASS).

While servicers may amend the terms of the SSA tom@ance with investor requirements,
applicable laws or local real estate practice,ratramum the SSA must include the following:

I A fixed termination date not less than 120 calerdtars from the effective date of the
SSA ("Effective Date#). The Effective Date must taex] in the SSA and is the date the
SSA is mailed to the borrower. The term of the 3y be extended at the discretion of
the servicer up to a total term of 12 months, iooadance with the requirements of the
investor.

I A requirement that the property be listed with a licensed real estatesowatdsvho is
regularly doing business in the community where thegmtgps located.

I Either a list price approved by the servicer ordheeptable sale proceeds, expressed as a
net amount after subtracting allowable costs tinat $ervicer will accept from the
transaction.

I The amount of closing costs or other expenses éhacer will permit to be deducted
from the gross sale proceeds expressed as a dollaunt, a percentage of the list price
or a list by category of reasonable closing costs @her expenses that the servicer will
permit to be deducted from the gross sale proceeds.

I The amount of the real estate commission that neapdid, not to exceed 6% of the
contract sales price, and notification if any portion of the commission lmeugéid to a
contractor of the servicer that has been retainedstist the listing broker with the
transaction.

I A statement by the borrower authorizing the servicecommunicate the borrower!s
personal financial information to other partiescliming Treasury and its agents) as
necessary to complete the transaction.

I Cancellation and contingency clauses that mustdaeded in listing and sale agreements
notifying prospective purchasers that the salelgext to approval by the servicer and/or
third parties.
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Notice that the sale must represent an arm!s lengtisaction and that the purchaser may
not sell the property within 90 calendar days afsulg, including certification language
regarding the arm!s length transaction that must bededlin the sales contract.

An agreement that upon successful closing of a sabet acceptable to the servicer, the
borrower will be released from all liability for regraent of the first mortgage debt.

An agreement that upon successful closing of a short sale accdptéideservicer the
borrower will be entitled to a relocation incentiwke$1,500, which will be deducted from
the gross sale proceeds at closing.

Notice that the servicer will allow a portion ofogs sale proceeds to be paid to
subordinate lien holders in exchange for releasdw@hsgatisfaction of their liens.

Notice that a short sale may have income tax caresezes and/or may have a derogatory
impact on the borrower!s credit score and a recongiaion that the borrower seek
professional advice regarding these matters.

The amount of the monthly mortgage payment, if éingt the borrower will be required
to pay during the term of the SSA, which amountthmas exceed 31% of the borrower!s
gross monthly income.

An agreement that so long as the borrower perfannascordance with the terms of the
SSA, the servicer will not complete a foreclosure.sale

Terms under which the SSA can be terminated.

Borrower Obligations. The borrower must sign and return the SSA withincaendar days
from its Effective Date along with a copy of thealreestate broker listing agreement and
information regarding any subordinate liens. Itumeing and signing the SSA the borrower
agrees to:

Provide all information and sign documents requirecetify program eligibility.
Cooperate with the listing broker to actively mdritee property and respond to servicer
inquiries.

Maintain the interior and exterior of the properiy a manner that facilitates
marketability.

Work to clear any liens or other impediments to titlet would prevent conveyance.
Make the monthly payment stipulated in the SSA, if applesabl

Monitoring Marketing Activity / Cause for Terminati on. During the term of the SSA, the
servicer may terminate the SSA before its expiration dueyt@ithe following events:

The borrower!s financial situation improves sigeaintly, the borrower qualifies for a
modification, or the borrower brings the accountent or pays the mortgage in full.

The borrower or the listing broker fails to actgaod faith in listing, marketing and/or
closing the sale, or otherwise fails to abide l®/tdrms of the SSA.

A significant change occurs to the property condition and/or value.

There is evidence of fraud or misrepresentation.

The borrower files for bankruptcy and the Bankryp€@ourt declines to approve the
SSA.
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I Litigation is initiated or threatened that couldeat title to the property or interfere with
a valid conveyance.
I The borrower fails to make the monthly payment $aifmd in the SSA, if applicable.

Request for Approval of Short Sale.Within three business days following receipt of an
executed purchase offer, the borrower or the tistimoker must deliver to the servicer a
completed RASS describing the terms of the saleséi@tion. With the RASS, the borrower
must submit to the servicer:

I A copy of the executed sales contract and all adialen

I Buyer!s documentation of funds or buyer!s pre-approvabonmitment letter on
letterhead from a lender.

I All information regarding the status of subordinate liens and/or negotiatitims w
subordinate lien holders.

Approval or Disapproval of Sale. Within ten business days of receipt of the RASS alhd
required attachments, the servicer must indicatapproval or disapproval of the proposed sale
by signing the appropriate section of the RASSraading it to the borrower.

The servicer must approve a RASS if the net salegaas available for payment to the servicer
equal or exceed the minimum net determined by éinéiceer prior to the execution or extension
of the SSA and all other sales terms and conditiortise SSA have been met. Additionally, the
servicer may not require, as a condition of apprg\a short sale, a reduction in the real estate
commission below the commission stated in the SSA.

The servicer may require that the sale closing fa@kee within a reasonable period following
acceptance of the RASS, but in no event may theceerrequire that a transaction close in less
than 45 calendar days from the date of the salesam without the consent of the borrower.

Alternative Request for Approval of Short Sale. If the borrower has an executed sales
contract and requests the servicer to approve @ sale under HAFA before an SSA has been
executed, then the borrower must submit the reqaeketservicer in the form of the Alternative
Request for Approval of Short Sale (Alternative FB)Sattached as Exhibit B. Upon receipt of
the Alternative RASS, the servicer must determine Iiasic eligibility of the borrower as
described in théHAFA Consideratiorsection of this Supplemental Directive. If therroaver
appears to be eligible and was not previously cned for a Trial Period Plan, the servicer
must notify the borrower verbally or in writing tfe availability of a HAMP modification and
allow the borrower 14 calendar days from the datéhe notification to contact the servicer by
verbal or written communication and request comsitiien for a HAMP modification. In
addition, the servicer must verify the borroweritsafhcial information through documentation
and obtain a signed Hardship Affidavit from theroerer prior to approving the short sale.

If the borrower does not wish to be consideredafonodification, the servicer may consider the
Alternative RASS in accordance with this SupplerakBirective without first having to enter

into an SSA with the borrower. If the servicepeagves the short sale, then the loan will qualify
for the HAFA program. A borrower may not partidgan a HAMP Trial Period Plan and agree
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to a HAFA SSA simultaneously. In addition, the segv must collect and report the information
required under Supplemental Directive 09-06 prioreporting any HAFA information required
by this Supplemental Directive.

Deed-in-Lieu

In accordance with investor requirements, serviberge the discretion to accept a HAFA DIL,

which requires a full release of the debt and wanfeall claims against the borrower. The

borrower must agree to vacate the property by a daittain, leave the property in broom clean
condition and deliver clear, marketable title.

Typically, servicers require that the borrower make a good faith effdisttand market the
property before the servicer will agree to acceptila Under circumstances acceptable to the
investor, servicers may agree to accept a DIL withrequiring a marketing period. In either
circumstance, the transaction will be eligible foicantives as described in thecentive
Compensatiosection of this Supplemental Directive if the borrower meets the HAFA eligibility
criteria.

SSA.The SSA contains optional DIL language that may be included or delgtéxd [servicer
prior to execution of the SSA. If the DIL langudgencluded, the investor is obligated to accept
a DIL in accordance with the terms of the SSA d tbrm of the SSA expires without resulting
in a sale of the property. If the servicer offdre DIL option separately from the SSA or without
a marketing period, the servicer must provide theedin-Lieu Agreement form ("DIL
Agreement#), attached as Exhibit C.

DIL Terms. The following terms apply to a HAFA DIL:

I Marketable Title. The borrower must be able to convey clear, mabketttle to the
servicer or investor. The requirements for extisigment of subordinate liens as
described in theRelease of Subordinate Liesgection of this Supplemental Directive
apply to DIL transactions.

I Written Agreement. The conditions for acceptance of a DIL must be niting and
signed by both the servicer and borrower. They may be set forth in the SSA if approved
with the short sale, or in the DIL Agreement.

I Vacancy Date The SSA or DIL Agreement must specify the datevbych the borrower
must vacate the property, which in no event shalkbs than 30 calendar days from the
date of the termination date of the SSA or the dét@ separate DIL Agreement, unless
the borrower voluntarily agrees to an earlier date.

I Relocation Assistance Borrowers who participate in a HAFA DIL transacti are
eligible for $1,500 in relocation assistance ascdleed in thelncentive Compensation
section of this Supplemental Directive.
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General Terms and Conditions

Suspension of Foreclosure Sales.At the servicer!s discretion, the servicer may iabé
foreclosure or continue with an existing forecl@sproceeding during the HAFA process, but
may not complete a foreclosure sale:

While determining the borrower!s eligibility and qualificen for HAMP or HAFA.

While awaiting the timely return of a fully execdt8&SA.

During the term of a fully executed SSA.

Pending transfer of property ownership based orapproved sales contract per the
RASS or Alternative RASS.

I Pending transfer of property ownership via a DILtly date specified in the SSA or DIL
Agreement.

Payment Forbearance The servicer will identify in the SSA, AlternativRASS or DIL
Agreement the amount of the monthly mortgage paynikeay, that the borrower is required to
make during the term of the applicable agreemeditp@mding transfer of property ownership, as
applicable. In no event may the amount of the dwer!s monthly payment exceed the
equivalent of 31% of the borrower!s gross monthigoime. Servicers must develop a written
policy in accordance with investor requirementd idantifies the circumstances under which
they will require monthly payments and how thatmpant will be determined. Any requirement
for the borrower to make monthly payments must be in accordancepytitable laws, rules
and regulations.

Release of Subordinate Lienslt is the responsibility of the borrower to delivetear
marketable title to the purchaser or investor anavdrk with the listing broker, settlement agent
and/or lien holders to clear title impediments. Bkevicer may, but is not required to, negotiate
with subordinate lien holders on behalf of the baser. The servicer, on behalf of the investor,
will authorize the settlement agent to allow up to aggregate of $3,000f the grosssale
proceeds as payment(s) to subordinate mortgage/lieer®idn exchange for a lien release and
full release of borrower liability. Each lien holdan order of priority, may be paid three percent
(3%) of the unpaid principal balance of their loantil the $3,000 aggregate cap is reached.
Payments will be made at closing from the grose pabceeds and must be reflected on the
HUD-1 Settlement Statement. Investors are eligibiencentive reimbursement for up to one-
third of the cost to extinguish subordinate lierssdeescribed in théncentive Compensation
section of this Supplemental Directive.

Release of First Mortgage Lien. The servicer must release its first mortgage \Wéhin ten
business days (or earlier if required by stateooall laws) after receipt of sale proceeds from a
short sale or delivery of the deed and propertg DIL transaction.  Additionally, the investor
must waive all rights to seek a deficiency judgmemd may not require the borrower to sign a
promissory note for the deficiency.

Borrower Fees. Servicers may not charge the borrower any admatigé processing fees in
connection with HAFA. The servicer must pay all offpocket expenses, including but not
limited to notary fees, recordation fees, releass,féitle costs, property valuation fees, credit
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report fees, or other allowable and documentedresgs but the servicer may add these costs to
the outstanding debt in accordance with borrowerdstgage documents and applicable laws in
the event the short sale or DIL is not completedviSers may require borrowers to waive
reimbursement of any remaining escrow, buy dowrd$uor prepaid items, and assign any
insurance proceeds to the investor, if applicablese funds will not be applied to reduce the
total net proceeds from the sale.

Mortgage Insurer Approval. For loans that have mortgage insurance coverage, th
servicer/investor must obtain mortgage insurer aggrior HAFA foreclosure alternatives. A
mortgage loan does not qualify for HAFA unlessrii@tgage insurer waives any right to collect
additional sums (cash contribution or a promissorgnfwom the borrower.

Incentive Compensation

Treasury will provide reimbursements and incentiagset forth below. However, no incentives

will be paid to the borrower, servicer or invesfahe net proceeds from a sale exceed the total
amount due on the first mortgage when title isdfamed. The amount of any contribution paid

by a mortgage insurer or other provider of credihartement shall not be considered in

determining whether the mortgage was paid in fol avhether servicers are eligible for such

incentive compensation.

Borrowers, servicers and investors will be eligibte HAFA incentives upon successful
completion of the short sale or DIL if an SSA, Aftative RASS or DIL Agreement, as
applicable, was executed on or before December2@12. Servicers will be reimbursed by
Treasury upon reporting the completed HAFA trarisactas described in th&®eporting
Requirementsection of this Supplemental Directive. For a slate or DIL, incentives will be
paid as follows:

Borrower Relocation Assistance.Following the successful closing of a short sal®tr, the
borrower shall be entitled to an incentive paymar$1,500 to assist with relocation expenses.
In a short sale transaction, the servicer mustunstihe settlement agent to pay the borrower
from sale proceeds at the same time that all ggagments, including the payoff to the servicer,
are disbursed by the settlement agent. The amuaidtto the borrower must appear on the
HUD-1 Settlement Statement.

If the servicer conducts a formal closing for a i&nsaction and the borrower has vacated the
property, the borrower relocation incentive of fID%nust be paid at closing and reflected on the
HUD-1 Settlement Statement. If at the time of ikclgsthe borrower has not vacated the
property, the servicer must mail a check to therdweer within five business days of the
borrower!s vacancy and delivery of keys to the iservor the servicer!s agent. Similarly, if the
DIL transaction is not conducted as a formal closing, the servicer must rohéci to the
borrower within five business days from the latethe borrower!s execution of the deed or the
borrower!s vacancy and delivery of keys to the isenvor servicer!s agent.
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Servicers will be reimbursed for the full amount bfstincentive payment after the HAFA
transaction is reported as describedRieporting Requirementsection of this Supplemental
Directive.

Servicer Incentive. The servicer will be paid $1,000 to cover admimithe and processing
costs for a short sale or DIL completed in accordanith the requirements of HAFA and the
applicable documents. Investors may elect to playtianal incentive compensation to servicers
which will not affect the HAFA servicer incentive.

Investor Reimbursement for Subordinate Lien Release The investor will be paid a
maximum of $1,000 for allowing a total of up to @3) in short-sale proceeds to be distributed
to subordinate lien holders, or for allowing paymehup to $3,000 to subordinate lien holders.
This reimbursement will be earned on a one-for-tlme¢ching basis. For each three dollars an
investor pays to secure release of a subordinate lien, the investor will be entitledtdlamef
reimbursement. To receive an incentive, subordifian holders must release their liens and
waive all future claims against the borrower. Theviger is not responsible for any future
actions or claims against the borrower by such subordieatédlders or creditors.

Standard Form Documents

Servicers are required to use the HAFA documentsclaed to this Supplemental Directive

substantially the form provided, except that theviser may amend the terms of the SSA or DIL
Agreement in accordance with investor requiremeagplicable laws or local real estate practice
and may customize the forms with servicer specific logos.

Document Retention.Servicers must retain all documents and informateweived during the
process of determining borrower eligibility and gfiedition for HAFA.

For a period of seven years from the date of theua@nt collection, servicers must retain
detailed records of borrower solicitations or borrower-initiated inquregarding HAFA, the
outcome of the evaluation for foreclosure altenesi under HAFA and specific justification
with supporting details if foreclosure alternativesre denied. Records must also be retained to
document the reasons for termination of the SSAxpiration of HAFA transactions without a
completed short sale or acceptance of a DIL.

Signatures and Electronic DocumentsAll HAFA documentation must be signed by an
authorized representative of the servicer andaeflee actual date of signature by the servicer!s
representative.

Unless a borrower or co-borrower is deceased ari@Wwer and a co-borrower are divorced, all
parties who signed the original loan documentsheirtduly authorized representatives must
execute the HAFA documents. If a borrower and d&a@wewer are divorced and the property
has been transferred to one spouse in the divogcesd, the spouse who no longer has an
interest in the property is not required to exetchieeHAFA documents. Servicers may evaluate
requests on a case-by-case basis when the borrower is unable to sign duensiasicas such
as mental incapacity or military deployment.

|
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Any party to a document utilized in HAFA may, sultjéc applicable law and any investor
requirements or restrictions, prepare, sign andl gae document through electronic means
provided: (a) appropriate technology is used taestan authentic record of the executed
document and the technology otherwise ensureseitigrity, confidentiality and privacy of the
transaction, (b) the document is enforceable ungplicable law, (c) the servicer obtains the
borrower!s consent to use electronic means to emterthe document, (d) the servicer ensures
that the borrower is able to retain a copy of tbeuwinent and provides a copy to the borrower
that the borrower may download, store and prind, @) the borrower, at any time, may elect to
enter into the document through paper means @c@ive a paper copy of the document.

Reporting Requirements

As a condition to receiving the incentive payments offered through HAFAceenare required
to provide periodic HAFA loan level data to Fanriéae, in its capacity as program
administrator. The data submitted must be accu@mplete, timely, and agree with the
servicer!s records. Data will be reported by aisenat key milestones in the transaction:

I Notification & when the SSA or DIL Agreement is signed and weec or updated
following an extension of the marketing terms;

I Short Sale/DIL Loan Set Up& at the transfer of property ownership (closihg short
sale or acceptance of DIL); and/or

I Termination & when the SSA or DIL Agreement expires or whemn $IEA or DIL
Agreement is terminated by the servicer.

Each milestone is a separate data transmissiomastl be reported no later than the fourth
business day of the month following the event. Téwuired data elements are attached to this
Supplemental Directive as Exhibit D. In additiomAFA reporting requirements will be posted
on the servicer web portal at www.hmpadmin.comote also that the reporting information
required under Schedule | and Schedule IV of Supetdal Directive 09-06 must be provided
by the servicer for all HAFA transactions, including #adsat occur prior to April 5, 2010.

The HAFA reporting and payment processes are cilyrender development by Fannie Mae, in
its capacity as program administrator. Subseqgaittance will be provided describing when
the HAFA reporting and processes will be availab®ervicers will not be required to report
HAFA data until the reporting process is in place, but in this intgrmod servicers must
collect and store information on all HAFA transan8aso that the necessary data can be reported
when the processes become available. In additdédsA incentives will not be paid until the
payment process is available; borrowers, serviesmd investors will be reimbursed for all
incentives relating to HAFA transactions closedpto the reporting and payment processes
becoming available.

Credit Bureau Reporting. The servicer should continue to report a "full #ilstatus to the
major credit repositories for each loan under the HAFA programccordance with the Fair
Credit Reporting Act and the Consumer Data Induasyociation!s ("CDIAls#) Metro 2 Format
credit bureau requirements. "Full file# reportingans that the servicer must describe the exact

|
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status of each mortgage it is servicing as of tee basiness day of each month. The Payment
Rating code should be the code that properly ilestwhether the account is current or past due
within the activity period being reported & priorcompletion of the HAFA transaction. Because
CDIA!s Metro 2 format does not provide an Accoumdt8s Code allowable value for a short
sale, a short sale should identified with the répgrof Special Comment Code "AU#. The
information below is consistent with "CDIA Mortgaged Home Equity Reporting Guidelines
in Response to Current Financial Conditions# (M&3920

Reporting should be as follows:

Short Sales
I Account Status Code = 13 (paid or closed/zero balance)
I Payment Rating=0, 1, 2, 3,4,5,0r6
I Special Comment Code = AU (account paid in full for less than the full balance)
I Current Balance = $0
I Amount Past Due = $0
I Date Closed = MMDDYYYY
I Date of Last Payment = MMDDYYYY

Deed-in-Lieu
I Account Status Code = 89 (deed-in-lieu of foreclosure on a defaulted loan)
I Payment Rating=0, 1, 2,3,4,5,0r6
I Current Balance = $0
I Amount Past Due = $0
I Date Closed = MMDDYYYY
I Date of Last Payment = MMDDYYYY

Compliance

Servicers must comply with the HAFA short sale anldl Pequirements specified in this
Supplemental Directive and any subsequent policy guidance. Servicers must have adequate
staffing and resources for responding to borroweguuests for participation, for receiving and
processing HAFA documents in accordance with progguidelines and for ensuring that
inquiries and complaints about HAFA receive fair sideration, along with timely and
appropriate response and resolution.

Treasury has selected Freddie Mac to serve a®itplance agent for HAFA. In its role as
compliance agent, Freddie Mac will utilize Freddie Mac employees and contractangdiact
independent compliance assessments. The scope atslessments will include, among other
things, an evaluation of documented evidence to iconfidherence (e.g., accuracy and
timeliness) to HAFA requirements with respect te tbllowing:

I Assessment of the process for evaluating and apydorrowers for a HAFA short sale
or DIL.
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I Adherence to the standard policies and guidelioesdmpleting HAFA short sales and
DIL and consistent application of same.

I Determining fair market value, recommended listcg@yriapproved sale proceeds and
approved minimum net proceeds, as applicable.

I Guidelines for allowable payoffs to junior lien holders.

I Use of standard documents and document retention.

I Completion of borrower, servicer and investor incentive payments.

The review will also confirm the existence and evaluate tleetefeness of the servicer!s quality

assurance program; such evaluation will include¢hevt limitation, the timing and size of the

sample selection, the scope of the quality assureewtews, and the reporting and remediation
process.

There will be two types of compliance assessmemisite and remote. Both on-site and remote
reviews will include the following activities (amgnothers): notification, scheduling, self-
assessments, documentation submission, interviewseviews, and reporting.

For on-site reviews, Freddie Mac will strive to yide the servicer with (i) a 30-day advance
notification of a pending review and (ii) subsequeanfirmation of the dates of the review;
however, Freddie Mac reserves the right to arrivéha servicer!s site unannounced. Freddie
Mac will request the servicer to make available whoentation, including, without limitation,
policies and procedures, management reports, inand a risk control self assessment ready
for review. Moreover, Freddie Mac may request add#l loan files during the review.
Interviews will usually be conducted in-person.

During the review window, Freddie Mac will review loan files and other requested
documentation to evaluate compliance with HAFA tertdpon the completion of the review,
Freddie Mac will conduct an exit interview with teervicer to discuss preliminary assessment
results.

For remote reviews, Freddie Mac will request the iservto send documentation, including,
without limitation, policies and procedures, marragat reports, loan files and a risk control self
assessment within 30 calendar days of the requneatldition, time will be scheduled for phone
interviews, including a results summary call attexr compliance review is completed to discuss
preliminary results.

The targeted time frame for publishing the serveessessment report is 30 calendar days after
the completion of the review. Treasury will receaveopy of the report five business days prior

to the release of the report to the servicer. Thaliebe an issue/resolution appeal process for

servicer assessments. Servicers will be able tongutbncerns or disputes to an independent
guality assurance team within Freddie Mac.

A draft rating and implication methodology for tbempliance assessments will be published in
a subsequent Supplemental Directive and servicedbick will be solicited prior to the
finalization of the methodology.

|
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ExhibitAl& ShortSale Agreement

[Namédof!Servicer] ! ! ! ! ! [Naméof!Borrower]
[Addresdof!Servicer] ! ! ! ! ! [NamédoflCd'Borrower]
! ! ! ! ! ! ! ! [AddresdofiBorrower]
[Loar#]!! ! ! ! !
[ServicelFAX] ! ! ! ! ! ! [BorrowerPhone]

I I I

[ServicelEmail] ! ! ! [BorrowerEmail]
I

tDate]!
|

| | | | | | | | | | I

Deat[borrowerlandico'borroweriname(s)]t

|

Iflyoularellookindfor!helplsellindyourhomelandavoidindforeclosurelthelfederalgovernmenthadintroducedthe!

HomeAffordablelForeclosuréAlternatived(HAFAProgranito'helplyou !Adyourimortgagéservicerlwelare!

offeringlyoulthelopportunitylto!participatein'thisiprogrambylutilizingHAFA shortisaldoption.!!!!

|

HoméAffordablelForeclosuréAlternativedProgram !ShortSald!

Allshort!saleislspecificallydesignedto!helplborrowerdwholarelunabléto!afforditheir'firstimortgagdandwantito!

selltheirlhomeltolavoidforeclosureleveniflthelsaldpricelmaynot!payloffithelamountowedon!their'mortgage!Al

shortisaldrequiredalnumberoflpartied(you jthelbuyerlyourlreallestatebroker andsometimedmortgage
insurancécompanie&andotherllenders)to!workltogetherto!makethisloption!successfulHoweverlit!couldbelal
goodsolutioniforlyouricurrentsituation!

|

HowlDoeda!ShortSaléWork?

b Pre'SalesWe lwilllstartlbylapprovindallist!pricelforlyourlhomelor!givelyoulthelacceptablésaldproceedd(the!
minimumlamountthat!'we!mustreceivéafterlsalescosts)fromlthelsaldoflyourlhome!Welwilllalsdidentify'the!
saledcostd(brokedcommissiongndclosindcosts)that!maybeldeductedfrom!thelfinallsaledprice !Youthen!
listlyourlpropertyl(likelanylhomelsale)with!allocalreallestatebrokerat!thelapprovedprice !!!

b Offer$When lyoulgetlaniofferlonlyourlhome lyoulwill'submitthe!requireddocumentatiodandwelwilllapprove
thelsaldiflitlislinllinelwith!'whatwelagreedto.!!

b ClosingOncelthelsaldcloseswelwilllreleaseyoulfrom!alliresponsibilitieffor!repayindyourimortgage!Plus!
youlwill'receivé%1,500'help!paylsomeoflyourimovindexpensed(Thdcheckwilllbelpaiditolyoulby'the!
settlementagentadpartlofithelclosing.)nltheleventtherelislanyimoneyleftloverfrom!the!saldafterpayind
thelentirelamountyoulowelonlthe!mortgagépludthelapprovedsaldcostslyoulwillinot!beleligibleto!receive
the!%?1,500!!

|

TdParticipatdinlthe!ShortSaléProgram

Pleasénote therelisinolguaranteethat!lyourthomewill!'sellunderthis!program!andyoularelresponsibléfor!

determiningwhetheryoulwant!to!sellyourthomelfor!thelpricelanditermsidescribedin'thislletter.!'Thefollowing!

pageddetaillyourresponsibilitiedadditionalinformationlon!the!shortisaldprocesgandthe!TermdandConditions.

Additionally lthis!letter Iconstitutedanlagreementbetweenluslandlyoul(!lAgreement")lsolpleaséreadit carefully!

andicompletely.!!

|

Iflyoulagreéto'theltermslofithe!Agreementandwant!to!proceedwith!alshortlsalelyoulmusticomplete!sigriand!

returnithe!Agreementbackto!uslIflyoulhavedquestionslpleasdcontactusldirectlylbetweenthe!hourdof![insert!

hours]at![insertitoll'freelnumber.]

|

Sincerely!

[ServicelName]!

|
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I Thedifferencébetweenthe!remainindamountof!principalyoulowelandthelamountthat!welreceivefrom!the!
salémustbelreportedto!the!lnternalRevenuéServicdIRSpn!Form1099Ciaddebtiforgivenesdinisomd
caseddebtiforgiveneskouldbeltaxedadincome!Thdamountwelpaylyoulfor'movingexpensesnayalsdbe!
reportediadincome!Welsuggesithat!youlcontactthe!llRSorlyourltaxipreparetto!determingiflyoumayhave
anyitax!liability.!!!

I Welwilllfollow!standardindustrylpracticdandreport'to!the!majoricreditireportinglagencie&hat!your!
mortgageéwadsettledfor!lesdthanithelfulllpayment!Welhavenolcontrollover lor'responsibilityfor'thelimpact
oflthislreportlonlyouricreditiscore!Tdlearnmorelaboutthe!potentialimpactoflalshortisaldonlyouricredit,lyou!
maylwant!to!golto!http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cr@4.shtm!

[InsertoptionalDeedin"Liedlanguagéiflapplicablet
IflbylthelterminationldateloflthislAgreementlyoulhavecompliedwith!alllyourresponsibilitietbut!arelunabléto!sell
yourlhome lwelwilllallowlyou'to!conveyownershigoflyourhomeandalllreallpropertylsecuredbylyourimortgage
loan!(youn!Property").\Whilelthislaction Jcalledaldeed'in"lieulof!foreclosurelwillinot!allowtyoulto'keepyour!
Propertylit'willlpreventyoulfrom!goindthroughlalforeclosurésaldandit!willlreleaseyoulfrom!alliresponsibilityto!
repaythe!mortgagedebt.!Additionallylyoulwill'stilllbeleligibldto!receivé%1,5000helplwithlyourimoving
expenses.

|

YouandalllotherloccupantémustivacateyourlPropertylandprovidecleatandmarketablétitle lwithlalgeneral
warrantyldeedor!localequivalentby![inseridatelat!least30/daydaftertheldateloflthislAgreemenL Y oumustleave
thelhousein!broomiclearicondition Jfreeloflinteriorlandexterioritrash ldebridor'ddamagelandalllpersonal
belongingdmustbelremovedfrom!the!PropertyThdyardmustbelclearlandneatiandyoumustdelivedalllthelkeyd
andcontrols)sucHadgaragédooriopenersltolus.!Youmaylbelrequiredto!sigristandardpre'closinddocumentsad
wellladattendlalclosindoflthelconveyanc®flyourlPropertywherelalllborrowerdonlthe!mortgageémustbelpresent!
|

Youmustialsdbelablelto!delivermarketablétitle ifreeloflanylotherlliens!Welwilllallowlup'to'threelpercent(3") !of!
thelunpaidprincipalbalancéofleacHsubordinatélien linlorderlof!priority,!not'tolexceed3,00n!aggregatéor!alll
subordinatéliensto!beldeductedfrom!thelsaldproceeddto!payisubordinatédlieniholderdto!releasétheirlliens!Wel
requireleachsubordinatdlientholderto!releaseyoulfrom!personalliability!for!thelloandin!orderifor!thelsalédto!
qualifyfor'thislprogram!but!weldolnot!takelanylresponsibilityforlensurindthat!thellienlholderddolnot!seekto!
enforcepersonalliabilitylagainstyou.IThereforelwelrecommendthat!youltakelstepdto!satisfylyourselfthat!the!
subordinatélienlholderdreleaseyoulfrom!personalliability !

|

Byisignindthislletter,lyoularelagreeindnot!only!tolalshortisaldbutlalsdto!aldeedin'lieulofiforeclosuréiflalshort
saldisinot!successfullflyoulhaveanylquestiongabouttheldeedin"lieulof!iforeclosurelpleasdcalludbeforelsigning
andreturningithislletter.]!












PLEASREADTHISAGREEMENTAREFULIBEFOREOUSIGNBECAUSHIAFFECTEOUR_ EGARIGHTS.







Termdof!Salé[Alllblankdto!belcompletedby!Borrower]:!




http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cr@4.shtm!

H. Paymentinstructiond&PayofffunddandalfinalHUD1!SettlementStatemenimustibelreceivedbylthe!
Servicelwithin!48hourdoflclosindinlaccordancévith!thelattachedwiringlinstructions![[includée
instructiong!

I.  Closindinstructiond&[includéproprietaryiclosindinstructionsliflanyj!

!

!

Iflyoulhavelquestions!pleasdcontactiusidirectly!betweenlthelhourslof![insert!hours]at![insert!toll lfreelnumber.]!
]

! Pl

Signaturéof!lServicelRepresentative ! ! I Titlet

PrintedNaméof!ServicelRepresentative I Datd















Termdof!Salé[Alllblankdto!belcompletedby!Borrower]:!




http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cr@4.shtm!
H. Paymentinstructiond&PayofffunddandalfinalHUD1!SettlementStatemenimustibelreceivedbylthe!
Servicelwithin!48hourdoflclosindinlaccordancévith!thelattachedwiringlinstructions![[includée
instructiong!
Closindinstructiond&[includéproprietanyclosindinstructionsliflany]!

Iflyoulhavelquestions!pleasédcontactiusidirectly!betweenlthe!hourslof![insert!hours]at![insert!toll freelnumber.]!
!
! Il

Signaturéof!ServicelRepresentative ! ! I Titlettnm

PrintedNaméof!ServicelRepresentative I Datd









http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cre4.shtm!
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