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Ann. 07-10: Updates in Response to Interagency Guidance on
Nontraditional Mortgage Product Risks (07/13/07)

Introduction

On October 4, 2006 the Office of the Comptroller of the Currency, the Board of Governors of the
Federal Reserve, the Federal Deposit Insurance Corporation, the Office of Thrift Supervision and
the National Credit Union Administration (collectively referred to as the Federal Banking
Agencies) jointly issued the Interagency Guidance on Nontraditional Mortgage Product Risks (the
Guidance).! The Guidance applies to all institutions regulated by the Federal Banking Agencies,
and was effective upon publication.

1 71 FR 58609

The Guidance applies to "nontraditional mortgage loans," which are mortgage products that
allow borrowers to defer principal and, sometimes, interest. This includes products with an
interest-only (I0) feature and products with the potential for negative amortization (including
those with flexible payment options).

In response to the Guidance, the Conference of State Bank Supervisors and the American
Association of Residential Mortgage Regulators developed similar model guidance, and
encouraged state agencies that regulate residential mortgage lenders and brokers to adopt the
model guidance and apply it to those entities not already subject to the federal Guidance. This
effort is designed to ensure consistent application of underwriting standards, risk management
practices, and consumer protections for all lenders and brokers providing nontraditional
mortgage products to borrowers. To date, numerous states have adopted the model guidance,
and more states are expected to follow.

Fannie Mae is not covered by the Guidance or by comparable state guidance. However, the
Office of Federal Housing Enterprise Oversight (OFHEO), our safety and soundness regulator,
has directed Fannie Mae to take action consistent with the practices referenced in the Guidance.
As a result, Fannie Mae is establishing policies to ensure that nontraditional mortgage products
purchased or securitized by Fannie Mae comply with the Guidance.

In addition, on July 10, 2007, the Federal Banking Agencies published in the Federal Register
the final Statement on Subprime Mortgage Lending (Subprime Guidance)? , which became
effective immediately. OFHEO has directed Fannie Mae to take action consistent with the
practices referenced in the Subprime Guidance. Accordingly, we expect to issue a subsequent
announcement related to the Subprime Guidance in the near future.

2 72 FR 37569

This Announcement outlines recent policy changes applicable to nontraditional mortgage
products and provides information about the additional actions to be taken to ensure Fannie
Mae's compliance with the Guidance. As directed by OFHEO, our standard policies apply to all
mortgage loans delivered, regardless of whether the lender is subject to federal or state
regulation relative to nontraditional mortgage products.

Effective Date

We encourage all lenders to comply with the Guidance as soon as possible. As prescribed by
OFHEQ, all nontraditional mortgage loans with an application date on or after September 13,
2007 that are sold to Fannie Mae, must be in compliance with all aspects of the Guidance.
Lenders are expected to make updates to their systems,. policies, and procedures to ensure
compliance with the Guidance for mortgage loans delivered to Fannie Mae as soon as possible.
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