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MORTGAGE LENDING

FANNIE MAE LL-2026-04

Agentic Al Governance Comes to

The governance obligation is arriving. Closing the gap means runtime

governance for the Reasoning Layer

MAUREEN DOYLE-SPARE

annie Mae's new Al requirements move gover-
F nance into the operating obligations of lenders
and servicers. The harder question begins at

runtime.

On August 6, a new Al governance requirement
became operational across an important part of the U.S.

mortgage market.

Fannie Mae's Lender Letter LL-2026-04", published
April 8 and effective 120 days later, establishes a gover-
nance framework for sellers and servicers using artifi-
cial intelligence or machine learning in the origination of
loans sold to or guaranteed by Fannie Mae, or in servic-

ing loans on its behalf.

On their face, the requirements are conventional. Firms
using Al or machine learning must maintain policies and
procedures governing development, implementation,
use, maintenance, measurement, and risk manage-
ment. Those policies must reflect applicable legal
requirements and institutional risk tolerance, assign
ownership, incorporate trustworthy and ethical Al char-

acteristics, and be reviewed at least annually.

Coverage also extends beyond technology developed
inside the institution. Sellers and servicers must govern

subcontractor and vendor use of Al or machine learning
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to a standard no less protective than their own. Fannie
Mae?* can also request information about the types of Al
being used, their purpose and manner of use, and the

safeguards implemented around them.

That is an important development for Al governance in
financial services because it moves the discussion out
of general principles and into an operating relationship.
For affected mortgage firms, Al governance is no longer
simply a developing policy practice. It is part of the
conditions under which Al can be used in origination

and servicing.

Fannie Mae has since carried the same direction into
multifamily lending. Its July Lender Letter 26-05°?
establishes a parallel Al and machine-learning gover-
nance framework for multifamily lenders across origina-

tion, servicing, and asset-management practices.

Taken together, these developments make the direction
fairly clear. Mortgage Al is moving toward explicit insti-

tutional accountability.

The more difficult governance problem begins one
layer deeper, at the Reasoning Layer.

There, an agentic system interprets what an institutional

rule means and commits to that Operational
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Interpretation before it acts. Governing that layer at run-
time, before execution, is the problem a runtime refer-
ence architecture for the Reasoning Layer® sets out to

solve.

Policies govern the system. The
decision still happens at runtime.

Fannie Mae's framework appropriately requires gover-
nance, risk management, ownership, information secu-
rity, business resiliency, and third-party controls. None
of those requirements should be treated as optional or
secondary.

But agentic Al introduces a different operating condition
than the one traditional model governance was built

around.

A conventional model generally produces an output that
enters a downstream decision process. An agentic sys-
tem can instead reason across multiple sources,
resolve how institutional terms apply to a particular
case, invoke tools, and move directly toward execution.
In that environment, operational authority begins to
form during the reasoning process itself.

In mortgage lending, the distinction has direct conse-

quences.

Terms such as income, capacity, collateral value, eligi-
bility, risk rating, exception, approval, hardship, modifi-
cation, and loss mitigation are not merely data fields.
They carry institutionally governed meaning. An auton-
omous system may have access to valid data, operate
through approved tools, satisfy its access permissions,
and still resolve one of those terms in a way the institu-

tion never authorized.

In the underlying Runtime Reference Architecture, this
is the governance surface of Operational Interpretation.
Here the problem is the meaning itself: the system

formed a runtime interpretation that departed from the
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institution’s authorized Reasoning Baseline before
action was taken, even though the model performed
correctly and the security controls held. The architec-
ture distinguishes that single-decision condition as
Runtime Semantic Divergence, which can accumulate
into Agentic Workflow Drift when unresolved interpreta-

tions repeatedly execute.

This is particularly relevant to credit underwriting. That
architecture already treats consumer, commercial,
mortgage, trade finance, and specialized credit as Rea-
soning Layer environments in which terms such as
income, capacity, collateral value, exposure, and
approval authority must resolve against institutionally
authorized definitions, not an implicit framework the

agent assembles.

Fannie Mae's new requirements do not prescribe a
solution to that problem. They should not be repre-
sented as doing so. But they make the underlying gov-

ernance obligation much more concrete.

If an institution must be able to explain how Al is being
used and what safeguards surround it, the quality of
that answer becomes increasingly important as Al
moves from assisting a mortgage workflow to coordi-

nating it.

This is where runtime
governance becomes distinct
from model governance

The revised U.S. interagency model-risk guidance
issued earlier this year is important to this boundary as
well. SR 26-2 places generative and agentic Al models
outside the direct scope of the model-risk guidance
while stating that institutions’ broader risk-management
and governance practices should guide the control of

systems and processes not covered by it.
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Why Now: The Governance Inflection

From executing instructions to resolving operational interpretation in real time.

ERA 1
Deterministic Systems

ERA 2 ERA 3
ML Systems

Agentic Systems

O L 4
SYSTEM i i i isti Runtime semantic resolution
GHARAGTERISTIC Fixed execution logic Statistical outputs i i
GOVERNANCE Traditional controls MRM expansion SCP-type governance
SUFFICIENCY sufficient required required
THE INFLECTION e @
POINTS SEMANTIC AMBIGUITY ENTERS DELEGATED AUTHORITY EMERGES K BLUTIONAUTHURZZATION

From statistical uncertainty
to meaning uncertainty

Systems begin to make decisions
with real-world impact

BECOMES RUNTIME-RESOLVED

Permission to act depends on
context, intent, and state

The shift is not in capability.

It is in what must be governed.

Figure 1. The Governance Inflection: From Output Governance to Runtime Semantic

Governance. Source: Doyle-Spare (2026)°, Agentic Al Systems Governance (Zenodo).

A Semantic Control Plane® architecture treats that dis-
tinction explicitly. It does not replace model risk man-
agement, information security, workflow orchestration,
or existing lending controls. Those disciplines remain
authoritative at their own surfaces. Instead, the SCP
operates as an Adjacent Governance Surface at the
Reasoning Layer, where an agent resolves the Opera-
tional Interpretation under which execution authority will

be formed.

It begins with an institutionally authorized Reasoning
Baseline. At runtime, the Semantic Layer derives a Run-
time Semantic State from the governable representa-
tions exposed by the workflow. From there, the Seman-
tic Deviation Index, or SDI, measures divergence
between that runtime state and the authorized baseline.
A Deterministic Gate then converts the institution’s cali-
brated tolerance into a defined authorization decision

before execution authority is emitted.
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This is pre-execution assurance, not
post-event monitoring.

For an underwriting workflow, that difference can be
quite practical. An agent may evaluate a borrower
through a valid credit model, retrieve the right docu-
ments, apply authorized tools, and still substitute a gen-
eralized capacity heuristic for the institution's autho-
rized capacity methodology. Those surrounding sys-
tems remain valid. The meaning governing the decision

does not.

In the architecture's credit-underwriting reference case,
that deviation becomes measurable in the Runtime
Semantic State, is evaluated through SDI, and is inter-
cepted by the Deterministic Gate before the approval
proceeds. That decision state is then preserved through
the RSSR and Semantic Audit Trail.

That is the distinction between proving that an Al
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T}}e P}rg-ExecgtiQn Assurance Protocg)l

The Semantic Control Plane verifies resolved meaning against authorized institutional definitions before execution;

only exceptions require human review.

( ILLUSTRATIVE EXAMPLE
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BASELINE = | SEMANTIC STATE (SDI)
. . &
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@ Every Gate decision — permit, permit-with-flag, hold, or mandatory hold —

produces an RSSR that is appe
Evidence preserved regardless of outcome.

ended to the Semantic Audit Trail.

Every decision is evaluated before execution. Autonomy is the default. Human review is the exception.

Figure 2. The Pre-Execution Assurance Protocol, traced through an autonomous credit
underwriting decision. Source: Doyle-Spare (2026)°, Agentic Al Systems Governance (Zenodo).

system was governed and proving that a particular
autonomous decision operated under meaning the

institution authorized.

Fannie Mae’s disclosure
requirement makes the evidence
problem more interesting

There is another part of LL-2026-04 that deserves
attention. Fannie Mae can require a seller or servicer to
disclose the types of Al or machine learning it uses, the
purpose and manner of use, the safeguards surround-
ing it, and other information Fannie Mae considers nec-

essary.

At a basic level, firms can answer that through invento-
ries, policies, model records, vendor documentation,

and control descriptions.

As agentic systems become more autonomous, how-
ever, a second evidence class becomes relevant. A
supervisor, auditor, risk function, or contractual coun-

terparty may eventually need to reconstruct not just
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which system was used, but what happened during the

particular decision.

Under the Runtime Reference Architecture, that evi-
dence separates into three tiers: V-RSR is the verifica-
tion activity at the point of decision, the RSSR the per-
execution governance reconstruction artifact, and the
Semantic Audit Trail the institutional longitudinal record.
Together they preserve the Reasoning Baseline in force,
the Runtime Semantic State, the SDI result, the Gate
decision, and the authorization condition under which

the workflow proceeded.

That is a substantially different evidentiary proposition

from an Al inventory.

It lets an institution establish that safeguards existed
and that they operated against the specific meaning

under which a consequential decision was made.

Third-party AI makes the
boundary even more important

Fannie Mae's requirement that vendor and
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The Governance Evidence Hierarchy

Three tiers of supervisory reconstruction. Per-execution verification, per-execution evidence, institutional record.
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Source: Doyle-Spare (2026), supporting SSRN working papers.
*

Figure 3. The Governance Evidence Hierarchy. Source: Doyle-Spare (2026)°, Agentic Al

Systems Governance (Zenodo).

subcontractor Al governance be no less protective than
the institution's own controls may ultimately become

one of the more important elements of the framework.

Financial institutions increasingly consume intelligence,
models, services, data, and agentic capabilities from
outside their own control boundary. A vendor can be
approved, authenticated, contractually governed, and
technically secure while still supplying context or an
interpretation that changes the meaning used by a

downstream autonomous workflow.

This is where vendor governance and semantic gover-

nance intersect.

An institution remains accountable for the action it
authorizes. It needs a control point at which external
reasoning components are reconciled against institu-
tionally authorized meaning before their outputs

become execution authority.
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The architecture does not require the institution to own
every model. It requires the institution to retain authority
over the Operational Interpretation under which its own

systems act.

That distinction will matter far beyond mortgages.

The direction of travel is
becoming clearer

Fannie Mae has not endorsed a Semantic Control
Plane, SDI, or any particular runtime architecture. LL-
2026-04 is also not a federal banking regulation. It is a
governance requirement imposed through Fannie Mae's
seller and servicer relationship, and it should be

described precisely that way.

Its significance is still considerable.
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Al governance is steadily moving from statements of
principle toward expectations that institutions can iden-
tify where Al is being used, assign accountability, gov-
ern vendors, manage risk, and produce evidence of the

safeguards surrounding deployment.

Agentic Al pushes the next part of that evolution into

the Reasoning Layer.

An institution will increasingly need to know more than
whether the Al system was approved, the model vali-
dated, the tool call authorized, and the workflow exe-
cuted correctly. It will need to establish whether the
operational interpretation under which execution
authority was formed was itself institutionally autho-

rized.

That is the control boundary that begins to matter when
Al stops merely informing the mortgage process and

starts acting inside it. ®
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