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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1
Chapter 22:  General Mortgage Eligibility

22.1: Overview (02/20/08)
This chapter sets forth general eligibility requirements for Home Mortgages offered for sale to Freddie Mac. In addition, specific requirements may apply as set forth elsewhere in the Purchase Documents. The requirements in this chapter are organized by the following topics:

	Topic[image: image2.png]


 
	Section(s)[image: image3.png]


 

	Terms of the Mortgage[image: image4.png]


 
	22.2-22.12

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Security Instrument[image: image6.png]


 
	22.13-22.14

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Third-party originations[image: image8.png]


 
	22.15

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Property securing the Mortgage[image: image10.png]


 
	22.16-22.18, 22.19-22.26

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	State Anti-Predatory Lending Laws and Regulations[image: image12.png]


 
	22.18.1

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Other requirements[image: image14.png]


 
	22.27-22.30

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Credit insurance[image: image16.png]


 
	22.31

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Predatory lending practices[image: image18.png]


 
	22.32-22.33

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 

	Mandatory Arbitration[image: image20.png]


 
	22.34

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
 


22.2: Investment quality Mortgage (10/07/02)
	(a)
	Definition of an investment quality Mortgage
An investment quality Mortgage is a Mortgage that is made to a Borrower from whom repayment of the debt can be expected, is adequately secured by real property and is originated in accordance with the requirements of the Purchase Documents. The Seller warrants that all Mortgages sold to Freddie Mac have the characteristics of an investment quality Mortgage.


22.3: Mortgage valid First Lien; no prior liens; Mortgage not modified (06/22/07)
The Mortgage must be a valid First Lien on the Mortgaged Premises. The Mortgaged Premises must be free and clear of all prior liens and encumbrances and no rights or condition may exist that could give rise to such liens, except for:

	•
	Liens for real estate taxes and special assessments not yet due and payable


	•
	Rights and conditions specified in Section 39.4


The Mortgage must be a legal, valid and binding obligation of the Borrower, enforceable according to its terms and conditions, and free from any right of setoff, counterclaim or other claim or defense. No part of the Mortgaged Premises may have been released from the Mortgage.

The terms of the Mortgage may not in any material manner have been modified, amended or in any way waived or changed, except as permitted by Freddie Mac for Mortgages eligible for sale as Construction Conversion Mortgages or Renovation Mortgages which use Modification Construction Conversion Documentation, Seller-Owned Converted Mortgages, Seller-Owned Modified Mortgages or refinance Mortgages secured by property in New York State that are documented using a New York Consolidation, Modification and Extension Agreement.

22.4: Amortization (05/05/00)
The Note must provide for full amortization by maturity through regular monthly payments. Except as provided for flexible payment loans, amortization must begin no later than 62 days after final disbursement of the Mortgage proceeds.

22.5: Term (06/22/07)
Changes to these requirements have been announced and will become effective on 03/01/09.
For the 15-year program, the original maturity of the Mortgage must not exceed 15 years from the Origination Date. For the 20-year program, the original maturity must be greater than 15 years and must not exceed 20 years from the Origination Date. For the 30-year program, the original maturity of the Mortgage must be greater than 15 years and must not exceed 30 years from the Origination Date. For the 40-year fixed-rate program, the original maturity of the Mortgage must be greater than 30 years and must not exceed 40 years from the Origination Date.

For Construction Conversion Mortgages or Renovation Mortgages, the term must start no later than the Effective Date of Permanent Financing.

22.5: Term (Future effective date 03/01/09)
These requirements will become effective on 03/01/09. View current requirements.
Unless otherwise expressly permitted by the Guide, the original maturity of all Mortgages delivered to Freddie Mac must not exceed 30 years from the Origination Date. For the 15-year program, the original maturity of the Mortgage must not exceed 15 years from the Origination Date. For the 20-year program, the original maturity must be greater than 15 years and must not exceed 20 years from the Origination Date. For the 30-year program, the original maturity of the Mortgage must be greater than 15 years and must not exceed 30 years from the Origination Date. For the 40-year fixed-rate program, which is only eligible for Home Possible® Mortgages secured by 1-unit Primary Residences, the original maturity of the Mortgage must be greater than 30 years and must not exceed 40 years from the Origination Date.

For Construction Conversion Mortgages or Renovation Mortgages, the term must start no later than the Effective Date of Permanent Financing.

22.6: Origination (06/22/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
The Mortgage must be closed before delivery to Freddie Mac. Final disbursement of the Mortgage proceeds constitutes closing of the Mortgage.

The Delivery Date for Mortgages sold through MIDANET®, or the Settlement Date for Mortgages sold through the Selling System, as applicable, must occur no more than 12 months after the Note Date unless:

	•
	The Mortgage is a Mortgage for a Newly Constructed Home. See Sections K33.9(b) and K33.10 for special eligibility requirements for the purchase of Mortgages for Newly Constructed Homes; or


	•
	The Mortgage is a Seller-Owned Modified Mortgage or Seller-Owned Converted Mortgage with a Delivery Date or Settlement Date, as applicable, that is not more than 12 months after the modification or conversion date (Mod/Conv [modification/conversion] Date field on the Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher, as applicable). See Chapter 32 for special eligibility requirements for the purchase of these Mortgages; or


	•
	The Mortgage is a Seasoned Mortgage or a Seasoned Mortgage for a Newly Constructed Home. See Chapter 36 for special eligibility requirements for the purchase of Seasoned Mortgages and Seasoned Mortgages for Newly Constructed Homes.


The Mortgage must be closed in the Seller's name as lender or validly assigned and endorsed to the Seller as a holder-in-due-course. The Seller is fully liable for all warranties and representations made to Freddie Mac, regardless of whether the Seller originated the Mortgage.

22.6: Origination (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
	(a)
	General requirements
The Mortgage must be closed before delivery to Freddie Mac. Final disbursement of the Mortgage proceeds constitutes closing of the Mortgage. The Mortgage must be closed in the Seller's name as lender or validly assigned and endorsed to the Seller as a holder-in-due-course. The Seller is fully liable for all warranties and representations made to Freddie Mac, regardless of whether the Seller originated the Mortgage.

The Delivery Date for Mortgages sold through MIDANET®, or the Settlement Date for Mortgages sold through the Selling System, as applicable, must occur no more than 12 months after the Note Date unless:

•
The Mortgage is a Mortgage for a Newly Constructed Home. See Sections K33.9(b) and K33.10 for special eligibility requirements for the purchase of Mortgages for Newly Constructed Homes; or

•
The Mortgage is a Seller-Owned Modified Mortgage or Seller-Owned Converted Mortgage with a Delivery Date or Settlement Date, as applicable, that is not more than 12 months after the modification or conversion date (Mod/Conv [modification/conversion] Date field on the Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher, as applicable). See Chapter 32 for special eligibility requirements for the purchase of these Mortgage.




	(b)
	Seasoned Mortgages
Seasoned Mortgages may only be sold to Freddie Mac through a negotiated sales transaction through our bulk sales unit.


	(c)
	Collateral documentation; Delivery Dates and Settlement Dates more than 120 days after the Note Date
If the Delivery Date for Mortgages sold through MIDANET, or the Settlement Date for Mortgages sold through the Freddie Mac Selling System (Selling System), as applicable, is more than 120 days after the Note Date, (see Sections K33.9 for requirements for Mortgages for Newly Constructed Homes and Section 32.3(a) for exceptions for Seller-Owned Converted and Seller-Owned Mortgages) the Seller must provide an appraisal update meeting the requirements of Chapter 44, with an effective date no more than 60 days prior to the Delivery Date or Settlement Date, as applicable, with at least an exterior-only inspection that meets the requirements of Chapter 44 to confirm the property value has not declined since the effective date of the original appraisal.

If the property value has declined since the effective date of the original appraisal, the Mortgage is eligible for sale only through a negotiated sales transaction through our bulk sales unit.


22.7: Mortgage insurance premiums (09/10/01)
This section has been deleted. Refer to Section 27.1.1 for information on mortgage insurance premiums.

22.8: Principal amount advanced; no mandatory future advances; outstanding balance (09/10/01)
The full principal amount of the Mortgage must have been disbursed or advanced to the Borrower or disbursed or advanced according to the direction of the Borrower. The Borrower may not have an option under the Security Instrument to borrow additional funds secured by the Security Instrument. The outstanding principal balance of the Mortgage must be as represented by the Seller to Freddie Mac and must be fully secured by the Security Instrument.

22.9: Mortgage not in default (10/07/02)
As of the Freddie Mac Funding Date and during the immediate 12 months before the Delivery Date,

	•
	No part of the Borrower's monthly installment of principal and interest (and, if applicable, monthly Escrow payment) may have been 30 days or more delinquent, as defined in the Glossary of this Guide.


	•
	There may not have been any other default under the terms and conditions of the Mortgage that remained uncured for 30 days or more after notice of the default to the Borrower


All costs, fees and expenses incurred in making, closing and recording the Mortgage must have been paid. Before the Delivery Date, there must not have been any advance of funds by the Seller or any prior holder of the Mortgage, nor by another at the request of the Seller or any prior holder of the Mortgage, to or on behalf of the Borrower to be used by the Borrower for the payment of any monthly installment, principal, interest or other charge payable under the terms of the Mortgage.

22.10: Living trusts and Illinois land trusts (12/14/05)
	(a)
	Conditions for eligibility
A living trust is an eligible Home Mortgage Borrower if it meets the following conditions:

1.

The settlor is the trustee or one of the co-trustees.

2.

The settlor occupies the property either as a Primary Residence or as a second home.

3.

The loan applicants are the settlor in the settlor's individual capacity and the trustee on behalf of the trust.

4.

The loan documents are executed as follows:

•
The Note is executed by both the settlor individually and the trustee on behalf of the trust.

•
The Mortgage is executed by the trustee on behalf of the trust and acknowledged by the settlor using the form prescribed in Exhibit 9.

5.

The title to the property is vested in the trustee on behalf of the trust (or such other manner as is customary in the jurisdiction for living trusts).

6.

The title insurance policy does not list any exceptions arising from the trust ownership of the property.

7.

The Seller must follow the special underwriting requirements for living trusts set forth in Section 22.10(b) and must retain in the Mortgage file either:

•
A complete copy of the trust documents, or

•
In jurisdictions that require a lender to review and rely on an abstract or summary of trust documents instead of the trust agreement, a copy of the abstract or summary

8.

The Seller must comply with the delivery instructions in Section 17.3(d)
An Illinois land trust is an eligible Home Mortgage Borrower if it meets the following conditions:

•
The land trustee must be an institutional corporate entity. (Individuals are not acceptable as trustees.)

•
The land trust beneficiaries must execute the Note and guarantee payment of the Mortgage

•
The Seller must comply with the delivery instructions in Section 17.3(d)



	(b)
	Special underwriting procedures for living trusts
In addition to ordinary underwriting procedures, the Seller must take the following steps when reviewing an application for a Mortgage to a living trust Borrower:

•
Review of trust agreement: The Seller must examine either the trust agreement for the living trust, or if required by the applicable jurisdiction, an abstract or summary of the trust agreement and determine that the living trust addresses each of the following matters:

•
The trustee is authorized to:

•
Borrow money

•
Purchase, construct or encumber realty

•
The settlor has retained power to revoke or alter the trust.

•
There is no unusual risk or impairment of lenders' rights (such as distributions required to be made in specified amounts from other than net income).

•
The beneficiary need not grant written consent for the trust to borrow money, or, if such consent is required, it has been granted in writing for purposes of the Mortgage.
•
Review of deed: The Seller must review the deed conveying the proposed Mortgaged Premises to the trustee or trust to ensure that title is vested in the trustee on behalf of the trust (or is vested in such other manner as is customary in the jurisdiction for living trusts).




22.10.1: Permanent and nonpermanent resident aliens (09/10/01)
A non-U.S. citizen who is lawfully residing in the U.S. as a permanent or nonpermanent resident alien is eligible for a Mortgage on the same terms as a U.S. citizen.

A Mortgage to a non-U.S. citizen who has no lawful residency status in the United States is not eligible for sale to Freddie Mac.

22.11: Mortgage previously sold to GNMA (09/10/01)
A Mortgage previously sold to the Government National Mortgage Association (GNMA) and repurchased from GNMA, or a Mortgage on which a GNMA price differential has been paid, is eligible for purchase by Freddie Mac, provided it meets all of the requirements of the Purchase Documents at the time it is offered for sale to Freddie Mac.

22.12: Biweekly Mortgages and payment plans (09/10/01)
A biweekly Mortgage is a Mortgage on which the Borrower makes a principal and interest payment every two weeks pursuant to either the terms of the Note, a rider or a separate agreement.

A Mortgage originated with a biweekly payment schedule is eligible for sale to Freddie Mac only on a negotiated basis as a biweekly Mortgage.

The Seller/Servicer may offer a biweekly payment plan to a Borrower as part of the Seller/Servicer's origination process. If the plan is in effect or the Borrower has agreed to accept the plan, then the Mortgage is eligible for sale to Freddie Mac only on a negotiated basis as a biweekly Mortgage.

If the Seller/Servicer enters into a biweekly payment plan with the Borrower after the Mortgage has been sold to Freddie Mac, then the Seller/Servicer must comply with the requirements set forth in Section 51.25.

22.13: Execution, acknowledgment and recordation of the Security Instrument (12/16/02)
The Security Instrument must be properly executed, acknowledged, delivered and recorded in all places necessary to perfect a First Lien security interest in the Mortgaged Premises in favor of the mortgagee.

If a Mortgage is registered with the Mortgage Electronic Registration Systems Inc. (MERS) and is originated naming MERS as the original mortgagee of record, solely as nominee for the lender named in the Security Instrument and the Note, and the Lender's successors and assigns, the Seller must ensure that the Security Instrument is properly executed, acknowledged, delivered and recorded in all places necessary to perfect a First Lien security interest in the Mortgaged Premises in favor of MERS, solely as nominee for the lender named in the Security Instrument and the Note, and the lender's successors and assigns.

22.14: Assignment of Security Instrument (04/25/07)
The Seller/Servicer is not required to prepare an assignment of the Security Instrument to the Federal Home Loan Mortgage Corporation (Freddie Mac). However, Freddie Mac may, at its sole discretion and at any time, require a Seller/Servicer, at the Seller/Servicer's expense, to prepare, execute and record, where required, assignments of the Security Instruments to Freddie Mac, if Freddie Mac deems it necessary to protect its interests.

22.15: Wholesale Home Mortgages (08/04/08)
Freddie Mac will purchase Wholesale Home Mortgages under the terms of the Purchase Documents and this section.

	(a)
	Representations and Warranties
A Seller must represent and warrant with respect to each Wholesale Home Mortgage it sells to Freddie Mac that the Seller has management controls in place that:

•
Ensure the Mortgage complies with the terms of the Purchase Documents

•
Correspond to the scope and types of risks associated with its wholesale business. Factors to be considered include, but are not limited to, the:

•
Number of Correspondents and Mortgage Brokers the Seller uses

•
Length of time the business relationship has been established

•
Types of services provided by the Correspondent or Mortgage Broker




	(b)
	Wholesale originations best practices
Freddie Mac offers Discover Gold Through Quality, which includes best business practices for wholesale lending, quality control and fraud prevention. Discover Gold Through Quality is a useful, on-line resource in fulfilling Freddie Mac's requirements for Wholesale Home Mortgages stated in this section. Sellers can access this on-line manual, or any of its three components — Wholesale originations best practices, quality control best practices and fraud prevention best practices — on Freddie Mac's website at http://www.freddiemac.com/dgtq



	(c)
	Delivery Instructions
The Seller is required to deliver the SCC code of 211 (Correspondent Third Party Origination Mortgage) or 212 (Broker Third Party Origination Mortgage), as applicable, on the Form 11 or 13SF for each Wholesale Home Mortgage.


22.16: Occupancy (12/16/02)
A Mortgage will not qualify to be an owner-occupied property Mortgage unless, to the best of the Seller's knowledge and belief, the Borrower is an individual or individuals, and at least one of the Borrowers is, as of the Delivery Date, occupying all or part of the Mortgaged Premises as a Primary Residence. For Manually Underwritten Mortgages and A-minus Mortgages, when the LTV ratio is greater than 90 percent, each Borrower whose income or financial strength was used for qualification purposes must, as of the Delivery Date, occupy all or part of the Mortgaged Premises as a Primary Residence. When the LTV ratio is equal to or less than 90 percent, a nonoccupying Borrower is permitted, but the occupant Borrower must be able to qualify for the Mortgage in accordance with Sections 37.15 and 37.16. Freddie Mac requires that the occupant Borrower make a down payment in accordance with Section 26.7. For Accept Mortgages, a nonoccupying Borrower is permitted when the LTV ratio is equal to or less than 95 percent and the occupant Borrower makes a down payment in accordance with Section 26.7. Freddie Mac does not require a specific room/person ratio for the Mortgaged Premises.

If the Mortgaged Premises is a second home, the Mortgage must conform to the requirements set forth in Section 22.22.

22.17: Type and condition of structure (8/10/05)
The requirements previously contained in this section have moved to Section 44.2(b).

22.18: Location of the Mortgaged Premises (11/7/02)
The Mortgaged Premises must be located in a State, as defined in the Glossary of this Guide.

22.18.1: State Anti-Predatory Lending Laws and Regulations (09/01/08)
Mortgages secured by Mortgaged Premises in the following States that are designated as "high-cost," "high-risk" or similar Mortgages are not eligible for purchase by Freddie Mac:

	•
	Arkansas: Mortgages with Note Dates on or after July 17, 2003 that are "high-cost home mortgages" under the Arkansas Home Loan Protection Act


	•
	Colorado: Mortgages with Note Dates on or after January 1, 2003 that are "covered loans" under the Colorado Consumer Equity Protection Act


	•
	Georgia: Mortgages with Note Dates between October 1, 2002 and March 7, 2003 that are governed by the Georgia Fair Lending Act, and Mortgages with Note Dates on and after March 7, 2003 that are "high-cost home mortgages"


	•
	Illinois: Mortgages with Note Dates on or after January 1, 2004 that are "high-risk home mortgages" under the Illinois High-Risk Home Loan Act


	•
	Indiana: Mortgages with Note Dates on or after January 1, 2005 that are "high cost home mortgages" under the Indiana Home Loan Practices Act


	•
	Kentucky: Mortgages with Note Dates on or after June 25, 2003 that are "high-cost home loans" under the Kentucky Revised Statutes Chapter 360


	•
	Maine: Mortgages with Note Dates on or after September 13, 2003 that are "high rate, high fee loans" under the Maine Consumer Credit Act


	•
	Massachusetts: Mortgages with Note Dates on or after November 7, 2004 that are "high cost home Mortgages" under the Massachusetts Predatory Home Loan Practices Act


	•
	New Jersey: Mortgages with Note Dates on or after November 27, 2003 that are "high-cost home Mortgages" under the New Jersey Home Ownership Security Act of 2002


	•
	New Mexico: Mortgages with Note Dates on or after January 1, 2004 that are "high-cost home mortgages" under the New Mexico Home Loan Protection Act


	•
	New York: Mortgages with initial application dates after April 1, 2003 that are "high-cost home loans" under the New York Bank Law. In addition, Mortgages with Note Dates on or after September 1, 2008 that are "subprime home loans" under the New York Banking Law.


	•
	Oklahoma: Mortgages with Note Dates on or after January 1, 2004 that are "subsection 10 mortgages" under the Oklahoma Home Ownership Equity and Protection Act


	•
	Rhode Island: Mortgages with Note Dates on or after December 31, 2006 that are "high cost home loans" under the Rhode Island Home Loan Protection Act


	•
	Tennessee: Mortgages with Note Dates on or after January 1, 2007 that are "high cost home loans" under the Tennessee Home Loan Protection Act of 2006


Such Mortgages are ineligible for purchase by Freddie Mac regardless of whether the Seller/Servicer enjoys preemption based on its federal charter or whether the law provides for an exemption for particular Seller/Servicers based on their federal charters or for particular Mortgages based on their purchase by Freddie Mac or another entity.

In addition, the Seller/Servicer represents and warrants that:

	•
	It has in place policies and procedures based on the requirements of each law identified above to ensure that it does not inadvertently deliver an ineligible Mortgage to Freddie Mac for purchase,


	•
	It has received representations and warranties from any person or entity from which the Seller purchased the Mortgage that they are not "high-cost," "high-risk" or similar Mortgages under the laws identified above, and


	•
	No person, with the intent to avoid the application or evade the provisions of one of the laws identified above, divided a loan transaction into separate parts (by creating a concurrent subordinate lien or other wise) or performed any other subterfuge.


The provisions of this section are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

22.19: General property insurance requirements (10/06/06)
The requirements of Sections 58.1 through 58.9 for property and casualty (including rent loss) insurance must be met at the time a Mortgage is sold to Freddie Mac and continually thereafter for as long as Freddie Mac owns an interest in the Mortgage.

Rent loss insurance is required for:

	•
	Mortgages secured by 2- to 4-unit owner-occupied properties, when rental income from the subject property is used to qualify the Borrower, and


	•
	Investment Property Mortgages when rental income from the subject property is used to qualify the Borrower.


22.20: No circumstances adversely affecting value of Mortgage (11/7/02)
No proceeding may be pending for condemnation of all or any part of the Mortgaged Premises. There may be no circumstances or conditions of which the Seller is aware involving the Mortgage, the Mortgaged Premises or the creditworthiness of the Borrower that would adversely affect the value or marketability of the Mortgage.

22.21: Manufactured Homes (01/02/04)
Refer to Chapter H33 for requirements for Mortgages secured by Manufactured Homes.

22.22: Second home Mortgages (08/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Freddie Mac will purchase Mortgages secured by second homes under the terms of the Purchase Documents and this section.

	(a)
	Eligible and ineligible Mortgages
To be eligible, second home Mortgages must:

•
Comply with Section 23.4 or the maximum LTV, TLTV and HTLTV ratio requirements for certain Mortgage products or offerings found in other Guide chapters

•
Be secured by a 1-unit property owned by an individual who is also the Borrower, occupied by the Borrower for some portion of the year and the property must be:

•
In such a location as to function reasonably as a second home. (i.e., remote in distance from the Borrower's Primary Residence)

•
Suitable for year-round occupancy

•
Available for the Borrower's exclusive use and enjoyment

The property must not be:

•
Subject to any timesharing or other shared ownership arrangement

•
An ineligible property (e.g., a unit in a Condominium Hotel)

•
Subject to any rental pools or agreements that require the Borrower to rent the property, give a management company control over the occupancy of the property, or involve revenue sharing between any owners and the developer or another party.

Freddie Mac's determination of whether a property is a second home is conclusive. A 2-unit property used as a second home is considered an Investment Property and must meet all of the requirements of Section 22.22.1.



	(b)
	Special underwriting requirements
In addition to meeting Freddie Mac's underwriting criteria for a Mortgage secured by a Primary Residence, each second home Mortgage must meet the following requirements:

1.

The Borrower may not be affiliated in any way with the builder, developer or the property seller.

2.

The Borrower must not have individual and/or joint ownership in more than four 1- to 4-unit properties that are financed, including the subject property. Ownership of commercial or multifamily (five or more units) real estate is not included in this limitation.

The ability to deliver second home Mortgages to Freddie Mac when the Borrower owns more than one financed 1- to 4-unit property is a Discretionary Provision as described in Section 12.13 and Exhibit 26, Discretionary Provisions, of the Guide.

3.

Rental income from the Borrower's second home or 1-unit Primary Residence may not be considered as stable monthly income in the credit qualification analysis.

4.

The housing expenses related to a Borrower's current Primary Residence must be used in computing the Borrower's monthly housing expense-to-income ratio.

5.

The monthly housing expense on the second home must be considered in calculating the Borrower's monthly debt payment-to-income ratio.



	(c)
	Other requirements
Form 3890, Multistate Second Home Rider, is required for all Mortgages secured by second homes.


22.22: Second home Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Freddie Mac will purchase Mortgages secured by second homes under the terms of the Purchase Documents and this section.

22.22.1: Investment Property Mortgages (08/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Freddie Mac will purchase Investment Property Mortgages under the terms of the Purchase Documents and this section.

	(a)
	Eligible Mortgages
•
Each Investment Property Mortgage must comply with Section 23.4.

•
If the LTV ratio is greater than 75 percent, the Mortgage must be an Accept Mortgage, an A-minus Mortgage or a Manually Underwritten Mortgage with a minimum Indicator Score of 720.

•
Mortgages with temporary subsidy buydowns are not eligible for delivery as Investment Property Mortgages.



	(b)
	Special underwriting requirements
An Investment Property Mortgage delivered to Freddie Mac must meet the following special underwriting requirements:

•
The Borrower may not be affiliated in any way with the builder, developer or property seller.

•
The expenses related to the Borrower's current Primary Residence must be used in calculating the Borrower's monthly housing expense-to-income ratio.

•
Regardless of whether rental income from the Investment Property is used in qualifying the Borrower for the Investment Property Mortgage, the Borrower must have reserves equal to six monthly payments of PITI that could be used to supplement payments during vacancies and make regular and emergency repairs to the subject property as necessary.

•
The aggregate negative rental income from all rental properties must be treated as an obligation and considered in calculating the Borrower's monthly debt payment-to-income ratio.

•
Borrower Funds must not include gifts from a Related Person or gifts or grants from an Agency as described in Section 26.2.

•
Whenever rental income is to be used in qualifying, the Borrower must have rent loss insurance on the Investment Property for at least six months of gross monthly rent.

•
If rental income is not used for qualifying, the Mortgaged Premises PITI plus operating expenses must be used in calculating the monthly debt payment-to-income ratio.

For Manually Underwritten Mortgages, a bankruptcy, foreclosure or conveyance of a deed-in-lieu of foreclosure within the last seven years that is disclosed on a credit report, disclosed by the Borrower on the application or contained elsewhere in the Mortgage file must always be considered significant derogatory information and must be attributable to extenuating circumstances as defined in Section 37.7. The requirements for extenuating circumstances and reestablishment of an acceptable credit reputation in Section 37.7 must be met. The date of discharge or completion of the foreclosure action must have occurred at least two years before the date of the Mortgage application.



	(c)
	Borrowers owning more than one financed Investment Property
Freddie Mac will purchase Investment Property Mortgages made to Borrowers who own more than one financed Investment Property, provided that the following additional requirements are met:

•
The Borrower on the Investment Property Mortgage being sold to Freddie Mac has individual and/or joint ownership of no more than four 1- to 4-unit properties that are financed, including the subject property. Ownership of commercial or multifamily (five or more units) real estate is not included in this limitation.

•
The Investment Property Mortgage being sold to Freddie Mac is:

•
A fixed-rate, level-payment 15-, 20-, 30- or 40-year Mortgage or

•
A 7/1 or 10/1 ARM, or a 7/6-month or 10/6-month ARM

•
Not an A-minus Mortgage

The ability to deliver Investment Property Mortgages to Freddie Mac when the Borrower owns more than one Investment Property will be a Discretionary Provision as described in Section 12.13 and Exhibit 26 of the Guide.



	(d)
	Additional documentation requirement
An Investment Property Mortgage must be originated using the 1-4 Family Rider, Form 3170. See Exhibit 5, Section VIII for authorized changes to the 1-4 Family Rider for Investment Property Mortgages.

For 5- and 7-year Balloon/Reset Investment Property Mortgages, the occupancy requirement in the Balloon/Reset Addendum and Rider must be deleted.



	(e)
	Postsettlement delivery fees (delivery fees) for Investment Property Mortgages
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of Investment Property Mortgages. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Investment Property Mortgages delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.


22.22.1: Investment Property Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Freddie Mac will purchase Investment Property Mortgages under the terms of the Purchase Documents and this section.

	(a)
	Eligible Mortgages
•
Each Investment Property Mortgage must comply with Section 23.4.

•
Each Investment Property Mortgage must be an Accept Mortgage, an A-minus Mortgage or a Manually Underwritten Mortgage with a minimum Indicator Score as set forth in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements..

•
Mortgages with temporary subsidy buydowns are not eligible for delivery as Investment Property Mortgages.



	(b)
	Special underwriting requirements
An Investment Property Mortgage delivered to Freddie Mac must meet the following special underwriting requirements:

•
The Borrower may not be affiliated in any way with the builder, developer or property seller.

•
The expenses related to the Borrower's current Primary Residence must be used in calculating the Borrower's monthly housing expense-to-income ratio.

•
Regardless of whether rental income from the Investment Property is used in qualifying the Borrower for the Investment Property Mortgage, the Borrower must have reserves equal to six monthly payments of PITI that could be used to supplement payments during vacancies and make regular and emergency repairs to the subject property as necessary.

•
The aggregate negative rental income from all rental properties must be treated as an obligation and considered in calculating the Borrower's monthly debt payment-to-income ratio.

•
Borrower Funds must not include gifts from a Related Person or gifts or grants from an Agency as described in Section 26.2.

•
Whenever rental income is to be used in qualifying, the Borrower must have rent loss insurance on the Investment Property for at least six months of gross monthly rent.

•
If rental income is not used for qualifying, the Mortgaged Premises PITI plus operating expenses must be used in calculating the monthly debt payment-to-income ratio.

For Manually Underwritten Mortgages, a bankruptcy, foreclosure or conveyance of a deed-in-lieu of foreclosure within the last seven years that is disclosed on a credit report, disclosed by the Borrower on the application or contained elsewhere in the Mortgage file must always be considered significant derogatory information and must be attributable to extenuating circumstances as defined in Section 37.7. The Mortgage is ineligible for sale to Freddie Mac when the bankruptcy, foreclosure or conveyance of a deed-in-lieu of foreclosure is attributed to financial mismanagement. The requirements for extenuating circumstances and reestablishment of an acceptable credit reputation in Section 37.7 must be met.



	(c)
	Borrowers owning more than one financed Investment Property
Freddie Mac will purchase Investment Property Mortgages made to Borrowers who own more than one financed Investment Property, provided that the following additional requirements are met:

•
The Borrower on the Investment Property Mortgage being sold to Freddie Mac has individual and/or joint ownership of no more than four 1- to 4-unit properties that are financed, including the subject property. Ownership of commercial or multifamily (five or more units) real estate is not included in this limitation.

•
The Investment Property Mortgage being sold to Freddie Mac is:

•
An eligible fixed-rate, level-payment Mortgage or

•
A 7/1 or 10/1 ARM, or a 7/6-month or 10/6-month ARM

•
Not an A-minus Mortgage

The ability to deliver Investment Property Mortgages to Freddie Mac when the Borrower owns more than one Investment Property will be a Discretionary Provision as described in Section 12.13 and Exhibit 26 of the Guide.



	(d)
	Additional documentation requirement
An Investment Property Mortgage must be originated using the 1-4 Family Rider, Form 3170. See Exhibit 5, Section VIII for authorized changes to the 1-4 Family Rider for Investment Property Mortgages.

For 5- and 7-year Balloon/Reset Investment Property Mortgages, the occupancy requirement in the Balloon/Reset Addendum and Rider must be deleted.



	(e)
	Postsettlement delivery fees (delivery fees) for Investment Property Mortgages
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of Investment Property Mortgages. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Investment Property Mortgages delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.


22.23: Inclusionary zoning (09/09/02)
Freddie Mac considers "inclusionary zoning" to cover any subdivision or project where deed restrictions are placed on a specified number or percentage of the units as a condition of securing zoning approval, density approval, building permits or conversion approval. Such deed restrictions may limit the rights of a Mortgage lender or subject the unit to sale or resale controls. Freddie Mac considers properties subject to such restrictions to be "restricted units." Noncontrolled properties are considered "nonrestricted units."

Freddie Mac will purchase Mortgages secured by units in a subdivision or project covered by inclusionary zoning if the requirements in Section 22.25 are met. By submitting such Mortgages for purchase, the Seller warrants that the requirements have been met.

22.24: Purchase requirements for Mortgages secured by nonrestricted units (09/09/02)
	(a)
	General purchase requirements
Freddie Mac purchase requirements, including all applicable condominium and PUD warranties, must be met.



	(b)
	Presale requirement
If the unit is in a Condominium Project, the Freddie Mac presale requirement described in Chapter 42 applies separately to the nonrestricted and restricted units in the project. Freddie Mac will not purchase Mortgages secured by either nonrestricted or restricted units until the presale requirement is met for both categories.



	(c)
	Market data analysis
In the market data analysis section of the appraisal form, the appraiser must show analysis of three comparable sales, two of which are outside the subdivision or project if it is in the initial-sale stage. The three comparable sales must be sales of units with similar property rights.



	(d)
	Homeowners association assessment
If the unit is in a condominium or PUD project, the homeowners association assessment must be based on the size of the unit or on the ratio of one to the total number of units in the entire project, but may not be based on the sale price of the unit. Exterior maintenance must be the responsibility of the homeowners association and the charges for maintenance must be included in the monthly assessment.



	(e)
	Property insurance payment or condemnation award
The mortgagee must have first claim to any property insurance payment or condemnation award.


22.25: Purchase requirements for Mortgages secured by restricted units (06/22/07)
	(a)
	Previous requirements
The requirements in Section 22.24 must be met.



	(b)
	Right of first refusal
Any right of first refusal must run to the enabling authority or jurisdiction that imposed the inclusionary zoning requirement, with a time period not exceeding 90 days from the date of written notice to the authority or jurisdiction that the restricted unit is being offered for sale.



	(c)
	Ratio restricted/total number of units
The number or percentage of restricted units in the subdivision or project must not exceed 30 percent of the total number of units.



	(d)
	Resale controls
The restricted units must have effective resale controls for a fixed period of time. The controls must be administered by a duly authorized authority of State, local or municipal government or an agent of the authority that has established mechanisms to provide applicant screening and processing on an ongoing basis. The controls may not be administered by the developer.



	(e)
	Property insurance
Property insurance coverage in the amount of the replacement cost is required.



	(f)
	Notice of default or foreclosure
The mortgagee is not required to send notice of default or foreclosure to any third party.



	(g)
	Public land records
Agreements or requirements, i.e., enacted ordinances, statutes, published policies or imposed restrictions, must appear in the public land records for the project in a manner discoverable by a routine title search.



	(h)
	Effect of foreclosure or deed-in-lieu of foreclosure
In the event of foreclosure or deed-in-lieu of foreclosure, any resale restrictions must cease to be effective for the mortgagee and subsequent purchasers of the property.



	(i)
	Payment of financial obligations
Any requirement in the deed restrictions requiring the owner of the property to make payments under certain circumstances or requiring repayment of financial subsidies must state that the payment obligation is subordinate to the lien of the First Lien Mortgage.


22.26: Impact of Contaminated Sites (09/09/02)
If the Seller knows of the existence of a Contaminated Site in the neighborhood where the property is located, it must do all of the following:

	•
	Inform the appraiser of such a site when ordering the appraisal (see Section 44.3)


	•
	Form an opinion on the impact that such a site may have on the investment quality of the Mortgage


	•
	Document the Mortgage file with a description of the site and its location relative to the property and the Seller's opinion on the investment quality of the Mortgage


22.27: Seller authorized to sell Mortgage; Purchase Documents authorized (02/20/08)
The Seller must have the full legal authority, must have taken all action required by law and by its organizational documents and must have obtained any consents required, to sell, transfer and assign a Mortgage to Freddie Mac free and clear of all claims, security interests or other encumbrances.

The Note and the Security Instrument must be enforceable by the Seller. Transfer of the Note and the Security Instrument in whole or in part to any subsequent purchaser must not detract from their enforceability. The Purchase Contract must have been duly authorized, executed and delivered by the Seller and must be valid, binding and enforceable according to its terms and conditions.

Compliance with the terms and conditions of the Purchase Documents by the Seller or the Servicer must not conflict with, result in a breach of or default under or be adversely affected by any terms and conditions of the charter or bylaws or other type of organization constituent documents of the Seller or the Servicer, any agreement or instrument to which the Seller or the Servicer is a party, or any judgment, order or regulation to which the Seller or the Servicer is subject.

Each Seller that is an "insured depository institution," as that term is defined in Section 1813(c)(2) of Title 12 of the United States Code, as amended, acknowledges, agrees, covenants, represents and warrants to Freddie Mac that the Seller's Master Agreements and other applicable Purchase Documents entered into by and between the Seller and Freddie Mac:

	•
	Are in writing or are "records" or "electronic records" as those terms are defined in Section 1.3(a) of the Guide),


	•
	Were executed or authenticated by the Seller and Freddie Mac contemporaneously with the agreement reached by the Seller and Freddie Mac for sale of Mortgages by the Seller to Freddie Mac in return for cash and/or PCs received by the Seller,


	•
	Were approved by the Seller's board of directors or the Seller's officers or employees who were duly authorized by the board of directors to enter into such agreements and board approvals, resolutions and/or delegations of authority are reflected in the minutes of the board, and


	•
	Have been, continuously, from the time of their execution or authentication, official records of the Seller.


22.28: Compliance with law (02/20/08)
The Mortgage and the Servicing of the Mortgage, Mortgage transaction and the Mortgaged Premises must be in compliance with all requirements of all federal, State and local laws, rules and regulations, including, without limitations, truth-in-lending laws, licensing laws, doing-business laws, usury laws and anti-predatory lending and similar laws. Any right of rescission involving the Mortgage under such laws, rules or regulations must have expired.

22.29: Consistency of legal description (06/07/02)
The Mortgage, title insurance policy (or substitute evidence of title), survey, lease, mortgage insurance policy, property insurance policies and all other documents pertaining to the Mortgage or the Mortgaged Premises must each have a legal description consistent with that in the other documents.

22.30: Blanket Mortgages (06/07/02)
When the Mortgaged Premises consist of more than one parcel of real estate, the parcels must be adjoining and the Mortgage must be a valid First Lien on each parcel. In addition, only one parcel may contain a residence. For example, the Mortgage may be secured by one parcel of real estate with a residence and an adjoining parcel which contains either vacant land or a garage; but the adjoining parcel cannot contain another residence.

22.31: Credit insurance (06/07/02)
Freddie Mac will not purchase or securitize any Mortgage if the Borrower obtained a prepaid single-premium credit-life, credit disability, credit unemployment or credit property insurance policy in connection with the origination of the Mortgage, regardless of whether the premium was financed in the Mortgage amount or paid from the Borrower's funds. This prohibition does not apply to credit insurance products where premiums are calculated, earned and paid on a monthly or other regular periodic basis or to prepaid hazard, flood or mortgage insurance policies.

22.32: Predatory lending practices (02/20/08)
Freddie Mac actively opposes predatory lending and has implemented a number of policies designed to combat it. Freddie Mac-approved Seller/Servicers should have policies designed to identify and avoid predatory lending practices.

To further implement certain Freddie Mac anti-predatory lending policies, when selling a Mortgage to Freddie Mac, a Seller represents and warrants that:

	•
	For Mortgages secured by a Primary Residence, points and fees charged in connection with the Mortgage sold to Freddie Mac do not exceed 5% of the original loan amount. For loans with a balance not exceeding $20,000, a maximum of $1,000 may be used in lieu of the 5% limitation.

For purposes of this representation and warranty, points and fees include:

•
Origination fees

•
Underwriting fees

•
Broker fees

•
Finder's fees

•
Charges that a Seller imposes as a condition of making the loan, whether they are paid to the Seller or to a third party

For purposes of this representation and warranty, points and fees do not include:

•
Bona fide discount points

•
Fees paid for actual services rendered in connection with the Mortgage origination, such as attorney's fees, notary's fees, and fees paid for property appraisals, credit reports, surveys, title examinations and extracts, flood and tax certifications and home inspections

•
The cost of mortgage insurance or credit-risk price adjustments

•
The costs of title, hazard and flood insurance polices

•
State and local transfer fees and taxes

•
Escrow deposits for the future payment of taxes and insurance premiums, and

•
Miscellaneous fees and charges that, in total, do not exceed one-quarter of 1% (0.25%) of the loan amount

In addition to the foregoing and in accordance with Guide requirements, for all Mortgages sold to Freddie Mac, Sellers must represent and warrant compliance with the requirements of Sections 6.2, 22.18.1, 22.28 and 22.34.


	•
	For all Prepayment Penalty Mortgages eligible for sale to Freddie Mac, the Seller must represent and warrant compliance with the requirements of Section B33.4.1


	•
	No Borrower who qualified for a lower-cost loan product has been "steered" to a higher-cost loan product. A Seller should offer or direct applicants who seek financing through the Seller's higher-priced subprime or non-prime lending channel toward its standard Mortgage line if the applicants qualify for one of the standard products.


For additional information regarding Freddie Mac anti-predatory lending requirements, see the following locations:
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22.33: HOEPA/Purchase transaction Mortgages (01/01/07)
For Primary Residences, purchase transaction Mortgages with annual percentage rates or total points and fees that exceed the thresholds under the Home Ownership and Equity Protection Act of 1994 (HOEPA) and its implementing regulations are ineligible for purchase by Freddie Mac.

Refinance Mortgages subject to HOEPA are also not eligible for sale to Freddie Mac (see Section 24.2).

22.34: Mandatory Arbitration (02/20/08)
Freddie Mac will not purchase any Mortgage if any of the Mortgage documents – including the Note, any Note addendum, the Security Instrument or any Security Instrument rider – contain a "mandatory arbitration" clause, that is, a clause that obligates the Borrower to submit to arbitration any dispute arising out of or relating in any way to the mortgage transaction.

Freddie Mac's Uniform Instruments do not provide for mandatory arbitration, and the addition of a mandatory arbitration clause is not an authorized change to the Uniform Instruments. No ancillary Mortgage document may contain a mandatory arbitration provision.

[image: image42.png]Bl

‘We make home possible




Freddie Mac Single-Family Seller/Servicer Guide – Volume 1
Chapter 23:  Maximum Loan Amounts and                                           LTV, TLTV and HTLTV Ratios

23.1: Value (06/22/07)
	(a)
	Loan Prospector® Mortgages
For a purchase transaction Loan Prospector Mortgage, "value" is either:

•
The purchase price of the Mortgaged Premises, if supported* by Freddie Mac's Home Value Models, or

•
The lesser of the appraised value of the Mortgaged Premises on the Note Date or the purchase price of the Mortgaged Premises

For a refinance Loan Prospector Mortgage, "value" is either

•
The Borrower's estimate of value if supported* by Freddie Mac's Home Value Models, or

•
The appraised value of the Mortgaged Premises on the Note Date

--------------------------

*

The purchase price or the Borrower's estimate of value is supported if the Feedback Certificate includes the following message:

"Model supports the transaction — value warranty is not required"

--------------------------



	(b)
	Non-Loan Prospector Mortgages
For a purchase transaction Non-Loan Prospector Mortgage, "value" is the lesser of the appraised value of the Mortgaged Premises on the Note Date or the purchase price of the Mortgaged Premises.

For a refinance Non-Loan Prospector Mortgage, "value" is the appraised value of the Mortgaged Premises on the Note Date.



	(c)
	New York State mortgage insurance requirements
Solely for the purpose of determining whether mortgage insurance is required or should be canceled, for Loan Prospector and Non-Loan Prospector Mortgages, the "value" of Mortgaged Premises located in the State of New York, is the appraised value of the Mortgage Premises on the Note Date.

(This definition of the "value" of Mortgaged Premises located in the State of New York applies only to the above-stated mortgage insurance requirements, and is not applicable for any other purposes under the terms of the Purchase Documents.)



	(d)
	Mortgages for Newly Constructed Homes
Value used to determine the loan-to-value (LTV), total LTV (TLTV) and Home Equity Line of Credit (HELOC) TLTV (HTLTV) ratios for Mortgages for Newly Constructed Homes, must be determined in accordance with the requirements in Section K33.12.


23.2: Calculating LTV, TLTV and HTLTV ratios (04/22/08)
Loan Prospector® calculates the loan-to-value (LTV) ratio, total LTV (TLTV) ratio, and Home Equity Line of Credit (HELOC) TLTV (HTLTV) ratio based on the data submitted by the Seller.

For Non-Loan Prospector Mortgages:

	•
	The LTV ratio is obtained by dividing the First Lien Mortgage amount by value, as defined in Section 23.1


	•
	The TLTV ratio is obtained by dividing the sum of the First Lien Mortgage amount and the disbursed amount of the HELOC and any other secondary financing by value, as defined in Section 23.1


	•
	The HTLTV is obtained by dividing the sum of the First Lien Mortgage amount and the total HELOC credit line limit and any other secondary financing by value, as defined in Section 23.1


To determine if a Mortgage meets minimum LTV, TLTV or HTLTV ratio requirements, round each ratio up to the next whole number.

Freddie Mac will calculate the LTV ratio for each Mortgage it purchases based on data delivered by the Seller. Freddie Mac will calculate the LTV ratio to two decimal places and round the result of that calculation up to the next whole number. For example, 94.01% will be rounded up to 95%.

23.3: Maximum original loan amounts for Home Mortgage purchases (01/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
The following maximum original loan amounts apply to Home Mortgages delivered on or after January 1, 2008, or for Mortgages sold to Freddie Mac using the Freddie Mac Selling System (Selling System), Home Mortgages with Funding or Settlement Dates on or after January 1, 2008:

	Number
of Units[image: image43.png]


 
	Maximum Original
Loan Amount[image: image44.png]


 
	Properties in Alaska, Guam,
Hawaii or Virgin Islands[image: image45.png]


 

	1[image: image46.png]


 
	$417,000[image: image47.png]


 
	$625,500[image: image48.png]


 

	2[image: image49.png]


 
	$533,850[image: image50.png]


 
	$800,775[image: image51.png]


 

	3[image: image52.png]


 
	$645,300[image: image53.png]


 
	$967,950[image: image54.png]


 

	4[image: image55.png]


 
	$801,950[image: image56.png]


 
	$1,202,925[image: image57.png]


 


23.3: Maximum original loan amounts for Home Mortgage purchases (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
The following maximum original loan amounts* apply to Home Mortgages delivered on or after January 1, 2008, or for Mortgages sold to Freddie Mac using the Freddie Mac Selling System (Selling System), Home Mortgages with Funding or Settlement Dates on or after January 1, 2008:
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	*
	Mortgages with higher loan amounts may be eligible for sale provided they meet the requirements of Guide Chapter L33, Super Conforming Mortgages.


23.4: Maximum LTV, TLTV and HTLTV ratios (06/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Freddie Mac will purchase Mortgages under the terms of the Purchase Documents and this chapter.

Mortgages requiring payment of postsettlement delivery fees (delivery fees)
Delivery fees will be assessed and billed to the Seller in conjunction with the sale of Mortgages with certain loan attributes, including 2- to 4-unit properties. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Number of Units delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions in Section 17.2.

Delivery fees will also be assessed and billed to the Seller in conjunction with the sale of all Mortgages with certain Indicator Score/Loan-to-Value combinations and certain Loan Prospector® A-minus Mortgages, other Caution Mortgages and Non-Loan Prospector Mortgages with certain Credit Score and LTV ratio combinations.

The Market Condition delivery fee will be assessed in connection with the sale of all Mortgages under flow Purchase Contracts, including Mortgages sold with recourse. This delivery fee applies in addition to any other applicable delivery fees.
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	Note: A minimum Indicator Score may be required for certain Mortgages sold to Freddie Mac. The minimum Indicator Score requirements can be found in Exhibit 25, Mortgage Products with Risk Class and/or Minimum Indicator Score Requirements.

Maximum LTV/TLTV/HTLTV ratios for certain Mortgage products and property types that vary from those shown above may be found in other chapters of the Guide.[image: image152.png]
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	Note: A minimum Indicator Score may be required for certain Mortgages sold to Freddie Mac. The minimum Indicator Score requirements can be found in Exhibit 25, Mortgage Products with Risk Class and/or Minimum Indicator Score Requirements.

Maximum LTV/TLTV/HTLTV ratios for certain Mortgage products and property types that vary from those shown above may be found in other chapters of the Guide.[image: image247.png]


 


23.4: Maximum LTV, TLTV and HTLTV ratios (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Effective March 1, 2009, this section is deleted.

On or after March 1, 2009, you must comply with maximum loan-to-value (LTV)/total LTV (TLTV)/Home Equity Line of Credit TLTV (HTLTV) ratios listed in Section 23.4.1.

Freddie Mac will purchase Mortgages under the terms of the Purchase Documents and this chapter.

The maximum LTV/TLTV/HTLTV ratios for the following may differ from those ratios identified in this section and may be found in the Sections listed below:

	•
	Alt 97® Mortgages – Section D33.2


	•
	Mortgages secured by a Manufactured Home – Section H33.3(e) 


	•
	Initial InterestSM Mortgages – Section J33.10


	•
	Home Possible® Mortgages – Section A34.10


	•
	Super conforming Mortgages – Section L33.3(c)


	•
	Mortgages to Borrowers with a credit history that includes a previous Mortgage foreclosure or a conveyance of a deed-in-lieu of foreclosure – Section 37.7(d)


	•
	Mortgages that use a Streamlined Project Review – Section 42.4


Mortgages requiring payment of postsettlement delivery fees (delivery fees)
Delivery fees will be assessed and billed to the Seller in conjunction with the sale of Mortgages with certain loan attributes, including 2- to 4-unit properties. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Number of Units delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions in Section 17.2.

Delivery fees will also be assessed and billed to the Seller in conjunction with the sale of all Mortgages with certain Indicator Score/Loan-to-Value combinations and certain Loan Prospector® A-minus Mortgages, other Caution Mortgages and Non-Loan Prospector Mortgages with certain Credit Score and LTV ratio combinations.

The Market Condition delivery fee will be assessed in connection with the sale of all Mortgages under flow Purchase Contracts, including Mortgages sold with recourse. This delivery fee applies in addition to any other applicable delivery fees.

	PURCHASE AND "NO CASH-OUT" REFINANCE MORTGAGES**
(Fixed-Rate [Other Than 40-Year Mortgages], ARMs and 5- or 7-Year Balloon/Reset Mortgages)
** See chart below titled "NO CASH-OUT" REFINANCES OF MORTGAGES CURRENTLY OWNED OR SECURITIZED BY FREDDIE MAC for LTV/TLTV/HTLTV ratios and other requirements for a "no cash-out" refinance of a Mortgage currently owned or securitized by Freddie Mac.[image: image248.png]
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	"NO CASH-OUT" REFINANCES of MORTGAGES CURRENTLY OWNED OR SECURITIZED BY FREDDIE MAC*
(Fixed-Rate, ARMs and 5- or 7-Year Balloon/Reset Mortgages)
* The LTV/TLTV/HTLTV ratios in this chart are only allowed with Mortgages originated in accordance with Section 24.5(c) of the Guide.[image: image466.png]
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23.4.1: Maximum LTV, TLTV and HTLTV ratios (Future effective date 03/01/09)
The maximum loan-to-value (LTV)/total LTV (TLTV)/Home Equity Line of Credit TLTV (HTLTV) ratios for the following may differ from those ratios identified in this section and may be found in the Sections listed below:

	•
	Alt 97® Mortgages – Section D33.2


	•
	Mortgages secured by a Manufactured Home – Section H33.3(e) 


	•
	Initial InterestSM Mortgages – Section J33.10


	•
	Home Possible® Mortgages – Section A34.10


	•
	Super conforming Mortgages – Section L33.3(c)


	•
	Mortgages to Borrowers with a credit history that includes a previous Mortgage foreclosure or a conveyance of a deed-in-lieu of foreclosure – Section 37.7(d)


	•
	Mortgages that use a Streamlined Project Review – Section 42.4 


Mortgages requiring payment of postsettlement delivery fees (delivery fees)
Delivery fees will be assessed and billed to the Seller in conjunction with the sale of Mortgages with certain loan attributes, including 2- to 4-unit properties. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Number of Units delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions in Section 17.2.

Delivery fees will also be assessed and billed to the Seller in conjunction with the sale of all Mortgages with certain Indicator Score/Loan-to-Value combinations and certain Loan Prospector® A-minus Mortgages, other Caution Mortgages and Non-Loan Prospector Mortgages with certain Credit Score and LTV ratio combinations.

The Market Condition delivery fee will be assessed in connection with the sale of all Mortgages under flow Purchase Contracts, including Mortgages sold with recourse. This delivery fee applies in addition to any other applicable delivery fees.

	PURCHASE AND "NO CASH-OUT" REFINANCE MORTGAGES**
(Fixed-Rate, ARMs and 5- or 7-Year Balloon/Reset Mortgages)
** See chart below titled "NO CASH-OUT" REFINANCES OF MORTGAGES CURRENTLY OWNED OR SECURITIZED BY FREDDIE MAC for LTV/TLTV/HTLTV ratios and other requirements for a "no cash-out" refinance of a Mortgage currently owned or securitized by Freddie Mac.[image: image492.png]
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	"NO CASH-OUT" REFINANCES of MORTGAGES CURRENTLY OWNED OR SECURITIZED BY FREDDIE MAC*
(Fixed-Rate, ARMs and 5- or 7-Year Balloon/Reset Mortgages)
* The LTV/TLTV/HTLTV ratios in this chart are only allowed with Mortgages originated in accordance with Section 24.5(c) of the Guide.[image: image596.png]
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Note: The minimum Indicator Score requirements for Mortgages sold to Freddie Mac can be found in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements.

23.5: Maximum financing (06/01/08)
Effective June 1, 2008, Section 23.5 is deleted.

23.6: Conversion of construction financing to permanent Mortgages (06/22/07)
Effective May 1, 2007, Section 23.6 is deleted. However, Freddie Mac will purchase construction financing to permanent Mortgages originated prior to May 1, 2007, in accordance with the terms of Section 23.6, Section 17.38 and related sections in effect on April 30, 2007.

On and after May 1, 2007, for information about construction financing that is replaced by permanent financing, see Chapter K33, Mortgages for Newly Constructed Homes.

See Section 17.38 for conversion, delivery and pooling requirements for construction to permanent Mortgages.

23.7: Land contract; contract for deed (10/07/02)
A Mortgage in which the proceeds are used to pay the outstanding balance under a land contract or contract for deed may be considered as either:

	•
	A purchase transaction, provided all of the loan proceeds are used to pay the outstanding balance under the contract, and no loan proceeds are disbursed to the Borrower, or


	•
	A refinance transaction


If the transaction is treated as a purchase, the LTV ratio must be computed based on the lower of the following:

	•
	The appraised value at the time the Mortgage is closed, or


	•
	The total acquisition cost (that is, the purchase price indicated in the original land contract or contract for deed, plus any cost the Borrower has expended for rehabilitation, renovation, refurbishment or energy conservation improvements.) The Seller's Mortgage file must contain sufficient documentation on which to calculate the total acquisition cost.


If the transaction is treated as a refinance, the LTV ratio must be computed based on the appraised value at the time the Mortgage is closed.

(See Section 24.1 for requirements applicable to "cash-out" and "no cash-out" refinance Mortgages.)

23.8: Energy conservation and rehabs (06/22/07)
A Mortgage may finance the purchase of a property that is to be retrofitted, refurbished or improved with energy conservation components. If the Seller considers the cost of such energy conservation improvements in setting the terms of the Mortgage, the purchase price may be considered the price paid for the Mortgaged Premises by the purchaser plus the actual cost of the energy conservation improvements. The appraisal must state the estimated market value after completion of the improvements and be supported by a satisfactory completion certificate. (See Form 442, Appraisal Update and/or Completion Report, for suggested format.)

	(a)
	Energy retrofit not completed before Mortgage delivery
Unless Escrows are established in accordance with the requirements of this Section 23.8(a), all improvements must be completed before delivery of the Mortgage to Freddie Mac. If the energy retrofit has not been completed before delivery of the Mortgage to Freddie Mac, the Seller/Servicer must disburse the funds required for the completion of the improvements into an Escrow account (meeting the requirements of Section 23.8(b)) in the Borrower's name and then deliver the Mortgage to Freddie Mac.

	
	


	(b)
	Seller warranties
By delivering a Mortgage secured by a property that has an incomplete energy retrofit (as described above), the Seller warrants that the following requirements are met:

1.

The improvements will be satisfactorily completed within 120 days after the Delivery Date

2.

An Escrow account in the Borrower's name has been established, and disbursements from that account are controlled by the Seller or the Servicer

3.

The amount of the Escrow account is not less than the funds required to complete the improvements and not more than 10% of the original amount of the Mortgage

4.

An Escrow agreement exists in the Seller's file which includes a description of the energy work to be completed and a provision stating that, in the event of default or if the improvements are not completed within 120 days after the Delivery Date, the Seller or the Servicer must either close the Escrow account and apply the remaining balance in the Escrow account to curtail the Mortgage if the work on the improvements has not begun, or complete the improvements if the work has begun

5.

Upon completion of the improvements, the Seller or the Servicer will have the property inspected and will retain in the Mortgage file a Form 442 certifying completion of the improvements

When completing Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher, the Seller should enter the date of Mortgage funding for "Date of Note," not the anticipated date of final disbursement of the Escrow Funds.
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1
Chapter 24:  Refinance Mortgages

24.1: Introduction to refinance Mortgages (02/20/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
A refinance Mortgage is either:

	1.
	A Mortgage the proceeds of which are used to pay off an existing Mortgage or Mortgages secured by the Mortgaged Premises with the cancellation of the existing promissory note(s) and the execution of a new promissory note by the current Borrower, or


	2.
	A Mortgage secured by Mortgaged Premises previously owned free and clear by the Borrower.


Freddie Mac will purchase refinance Mortgages under the terms of the Purchase Documents and this chapter.

Freddie Mac offers four types of refinance Mortgages:

	•
	A streamlined refinance


	•
	A "no cash-out" refinance


	•
	A cash-out refinance


	•
	A special purpose cash-out refinance


Within these types, Freddie Mac has special requirements for refinancing certain Mortgages currently owned by Freddie Mac.

This chapter is organized as follows:
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24.1: Introduction to refinance Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
A refinance Mortgage is either:

	1.
	A Mortgage the proceeds of which are used to pay off an existing Mortgage or Mortgages secured by the Mortgaged Premises with the cancellation of the existing promissory note(s) and the execution of a new promissory note and a new Security Instrument by the current Borrower, or


	2.
	A Mortgage secured by Mortgaged Premises previously owned free and clear by the Borrower.


Freddie Mac will purchase refinance Mortgages under the terms of the Purchase Documents and this chapter.

Freddie Mac offers four types of refinance Mortgages:

	•
	A streamlined refinance


	•
	A "no cash-out" refinance


	•
	A cash-out refinance


	•
	A special purpose cash-out refinance


Within these types, Freddie Mac has special requirements for refinancing certain Mortgages currently owned by Freddie Mac.

This chapter is organized as follows:
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	General requirements for all refinance Mortgages[image: image645.png]
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	General requirements for all streamlined refinance Mortgages[image: image647.png]
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	Special requirements for Freddie Mac-owned streamlined refinance Mortgages[image: image649.png]
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	General Requirements for "no cash-out" refinance Mortgages[image: image651.png]
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	General Requirements for cash-out refinance Mortgages[image: image653.png]
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	Requirements for special purpose cash-out refinance Mortgages[image: image655.png]
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	Requirements for Texas Equity Section 50(a)(6) Mortgages[image: image657.png]
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24.2: General requirements for all refinance Mortgages (12/15/06)
For all refinance Mortgages:

	•
	The refinance Mortgage must comply with Section 23.4


	•
	Except for reserves entered into Loan Prospector®, verification of funds is not required


In addition, the refinance Mortgage must not be subject to the Home Ownership and Equity Protection Act of 1994.

See Section 17.18 for conversion, delivery and pooling requirements for refinance Mortgages sold to Freddie Mac.
24.3: General requirements for all streamlined refinance Mortgages (06/22/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
In addition to the requirements of Section 24.2, streamlined refinance Mortgages must meet the following requirements.

	(a)
	Eligibility requirements, eligible Mortgages and ineligible Mortgages
•
The Mortgage being refinanced must be serviced by the Seller originating the new refinance Mortgage

•
The Seller of the new refinance Mortgage must have the Mortgage file for the Mortgage being refinanced containing the original underwriting documentation

•
The Mortgage being refinanced must be seasoned for at least 12 months

•
The Mortgage being refinanced must not be an Initial InterestSM Mortgage

•
On the Note Date, the Mortgage being refinanced met Freddie Mac eligibility requirements and was:

•
An Accept Mortgage, or

•
A Mortgage that was manually underwritten and conformed to Freddie Mac underwriting guidelines as set forth in this Guide, and

•
Not an A-minus Mortgage.

•
The Borrower on the new refinance Mortgage must be the same as the Borrower on the Mortgage being refinanced except that:

•
A Borrower may be added to the new refinance Mortgage

•
A Borrower that contributed no qualifying income, assets or reserves to the Mortgage being refinanced may be omitted
•
A Borrower may be omitted due to divorce or death, provided the Seller:

1.

Obtains and retains in the Mortgage file documentation of the death or divorce, and

2.

Obtains evidence that the remaining Borrower has been making the Mortgage payments, including the payments for any secondary financing, for the most recent 12-month period.
•
The proceeds from the new refinance Mortgage may be used only to:

•
Pay off the first Mortgage, and

•
Pay off a junior lien secured by the Mortgaged Premises, provided:

1.

The junior lien was used in its entirety to purchase the subject property, and

2.

The Seller has documentation in the Mortgage file demonstrating that the full amount of the junior lien was used for the purchase of the subject property, and

•
Pay related Closing Costs, Financing Costs and Prepaids/Escrows, and

•
Disburse cash out to the Borrower (or any other payee) up to 2% of the UPB of the new refinance Mortgage or $2,000, whichever is less.
•
The new refinance Mortgage amount may not exceed:

•
The original Mortgage amount of the Mortgage being refinance, or

•
The total of the original Mortgage amount of the Mortgage being refinanced and the original junior lien amount if the new refinance Mortgage is paying off a junior lien.
•
The loan-to-value (LTV) ratio of the new refinance Mortgage may not exceed:

•
The original LTV ratio of the Mortgage being refinanced, or

•
The original total loan-to-value (TLTV) ratio of the Mortgage being refinanced if a junior lien is being paid off.
•
The Borrower is not required to satisfy an outstanding junior lien, provided that:

•
The junior lien remains subordinate to the lien of the new refinance Mortgage

•
The requirements of this Single-Family Seller/Servicer Guide (Guide) pertaining to secondary financing are met
•
A streamlined refinance Mortgage must be originated for one or more of the following purposes:

•
A reduction in the interest rate of the First Lien Mortgage, or

•
A reduction in the amortization term of the First Lien Mortgage, or

•
To replace an adjustable-rate Mortgage (ARM) or a Balloon/Reset Mortgage with a fixed-rate Mortgage.
•
The principal and interest payment on the new refinance Mortgage must not be more than 20% greater than the principal and interest payment at which the Borrower was qualified for the Mortgage being refinanced
•
A streamlined refinance Mortgage must be secured by:

•
A 1- to 2-unit Primary Residence, or

•
A second home.
•
The new refinance Mortgage must be:

•
A fixed-rate Mortgage, or

•
An adjustable-rate Mortgage (ARM), or

•
A Balloon/Reset Mortgage.
•
The new refinance Mortgage must not be:

•
An Initial Interest Mortgage

•
A special purpose cash-out refinance Mortgage

•
An A-minus Mortgage

•
A Home Possible® Mortgage

•
A Mortgage with negative amortization

•
A Mortgage secured by a Manufactured Home

•
A Mortgage secured by a 3- to 4-unit property

•
An Investment Property Mortgage

•
A Mortgage for a Newly Constructed Home

•
An FHA Mortgage

•
A VA Mortgage

•
A Section 502 GRH Mortgage

•
A Section 184 Native American Mortgage



	(b)
	Special collateral valuation requirements for the new Mortgage
For streamlined refinance Mortgages, the Seller must provide either of the following:

•
If the value of the Mortgaged Premises has not declined since the effective date of the value used to originate the Mortgage being refinanced, the original appraisal or inspection report from the Mortgage being refinanced, or

•
If the value of the Mortgaged Premises has declined since the effective date of the value used to originate the Mortgage being refinanced, a new appraisal or inspection report meeting the requirements of Chapter 44.

When using the appraisal or inspection report from the Mortgage being refinanced, regardless of the original appraisal or inspection performed, the Seller warrants that the value of the Mortgaged Premises has not declined from the value used to originate the Mortgage being refinanced.

Freddie Mac Form 998, Operating Income Statement, is not required for streamlined refinance Mortgages.



	(c)
	Special underwriting requirements
A Borrower will be presumed to be creditworthy under Chapter 37 for the new refinance Mortgage if all of the following conditions are met:

•
The Seller has reviewed the original underwriting file and has made the determination that the Mortgage being refinanced conformed to Freddie Mac eligibility requirements on the Note Date

•
For a Loan Prospector® refinance Mortgage, the Risk Class is Accept, or

•
For a Manually Underwritten refinance Mortgage, the Minimum Indicator Score as identified in accordance with Section 37.5, is a 680 Fair, Isaac and Co. (FICO) score or greater (A Mortgage that does not have an Indicator Score may not be delivered as a streamlined refinance Mortgage.)

•
For a Manually Underwritten refinance Mortgage, the Mortgage payment history on the Mortgage being refinanced indicates that the Mortgage has not been 30 or more days delinquent in the most recent 12 months



	(d)
	Special documentation requirements
At a minimum, employment must be documented by:

•
For an employed Borrower:

•
A verbal verification of employment, or

•
The most recent paystub or salary voucher
•
For a self-employed Borrower and a Borrower receiving non-employed income:

•
Signed pages one and two of the individual Borrower's most recent (one year) federal income tax return, and

•
Signed IRS Form 8821/4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent year




	(e)
	Special delivery and Postfunding quality control requirements
If the Mortgage is selected by Freddie Mac for postfunding quality control review, the Seller must provide both the Mortgage file for the Mortgage being refinanced and the new refinance Mortgage.


24.3: General requirements for all streamlined refinance Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
In addition to the requirements of Section 24.2, streamlined refinance Mortgages must meet the following requirements.

	(a)
	Eligibility requirements, eligible Mortgages and ineligible Mortgages
•
The Mortgage being refinanced must be serviced by the Seller originating the new refinance Mortgage

•
The Seller of the new refinance Mortgage must have the Mortgage file for the Mortgage being refinanced containing the original underwriting documentation

•
The Mortgage being refinanced must be seasoned for at least 12 months

•
The Mortgage being refinanced must not be an Initial InterestSM Mortgage

•
On the Note Date, the Mortgage being refinanced met Freddie Mac eligibility requirements and was:

•
An Accept Mortgage, or

•
A Mortgage that was manually underwritten and conformed to Freddie Mac underwriting guidelines as set forth in this Guide, and

•
Not an A-minus Mortgage.
•
The Borrower on the new refinance Mortgage must be the same as the Borrower on the Mortgage being refinanced except that:

•
A Borrower may be added to the new refinance Mortgage

•
A Borrower that contributed no qualifying income, assets or reserves to the Mortgage being refinanced may be omitted
•
A Borrower may be omitted due to divorce or death, provided the Seller:

1.

Obtains and retains in the Mortgage file documentation of the death or divorce, and

2.

Obtains evidence that the remaining Borrower has been making the Mortgage payments, including the payments for any secondary financing, for the most recent 12-month period.
•
The proceeds from the new refinance Mortgage may be used only to:

•
Pay off the first Mortgage, and

•
Pay related Closing Costs, Financing Costs and Prepaids/Escrows, and

•
Disburse cash out to the Borrower (or any other payee) up to 2% of the UPB of the new refinance Mortgage or $2,000, whichever is less.
•
The new refinance Mortgage amount may not exceed the original Mortgage amount of the Mortgage being refinanced

•
The loan-to-value (LTV) ratio of the new refinance Mortgage may not exceed the original LTV ratio of the Mortgage being refinanced

•
The Borrower is not required to satisfy an outstanding junior lien, provided that:

•
The junior lien remains subordinate to the lien of the new refinance Mortgage

•
The requirements of this Single-Family Seller/Servicer Guide (Guide) pertaining to secondary financing are met
•
A streamlined refinance Mortgage must be originated for one or more of the following purposes:

•
A reduction in the interest rate of the First Lien Mortgage, or

•
A reduction in the amortization term of the First Lien Mortgage, or

•
To replace an adjustable-rate Mortgage (ARM) or a Balloon/Reset Mortgage with a fixed-rate Mortgage.
•
The principal and interest payment on the new refinance Mortgage must not be more than 20% greater than the principal and interest payment at which the Borrower was qualified for the Mortgage being refinanced

•
A streamlined refinance Mortgage must be secured by:

•
A 1- to 2-unit Primary Residence, or

•
A second home.
•
The new refinance Mortgage must be:

•
A fixed-rate Mortgage, or

•
An ARM with an Initial Period equal to or greater than five years, or

•
A Balloon/Reset Mortgage.
•
The new refinance Mortgage must not be:

•
An Initial Interest Mortgage

•
A special purpose cash-out refinance Mortgage

•
An A-minus Mortgage

•
A Home Possible® Mortgage

•
A Mortgage with negative amortization

•
A Mortgage secured by a Manufactured Home

•
A Mortgage secured by a 3- to 4-unit property

•
An Investment Property Mortgage

•
A Mortgage for a Newly Constructed Home

•
An FHA Mortgage

•
A VA Mortgage

•
A Section 502 GRH Mortgage

•
A Section 184 Native American Mortgage




	(b)
	Collateral valuation requirements for the new Mortgage
For streamlined refinance Mortgages, the Seller must provide either an appraisal update or a new appraisal meeting the requirements of Chapter 44.

Freddie Mac Form 998, Operating Income Statement, is required for streamlined refinance Mortgages, as provided in Guide Section 37.14 (b).



	(c)
	Special underwriting requirements
A Borrower will be presumed to be creditworthy under Chapter 37 for the new refinance Mortgage if all of the following conditions are met:

•
The Seller has reviewed the original underwriting file and has made the determination that the Mortgage being refinanced conformed to Freddie Mac eligibility requirements on the Note Date

•
For a Loan Prospector® refinance Mortgage, the Risk Class is Accept, or

•
For a Manually Underwritten refinance Mortgage, the Minimum Indicator Score as identified in accordance with Section 37.5, is a 680 Fair, Isaac and Co. (FICO) score or greater (A Mortgage that does not have an Indicator Score may not be delivered as a streamlined refinance Mortgage.)

•
For a Manually Underwritten refinance Mortgage, the Mortgage payment history on the Mortgage being refinanced indicates that the Mortgage has not been 30 or more days delinquent in the most recent 12 months



	(d)
	Special documentation requirements
At a minimum, employment must be documented by:

•
For an employed Borrower:

•
A verbal verification of employment, or

•
The most recent paystub or salary voucher
•
For a self-employed Borrower and a Borrower receiving non-employed income:

•
Signed pages one and two of the individual Borrower's most recent (one year) federal income tax return, and

•
Signed IRS Form 8821/4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent year



	(e)
	Special delivery and Postfunding quality control requirements
If the Mortgage is selected by Freddie Mac for postfunding quality control review, the Seller must provide both the Mortgage file for the Mortgage being refinanced and the new refinance Mortgage.


24.4: Special requirements for Freddie Mac-owned streamlined refinance Mortgages (06/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
If the Mortgage being refinanced is a First Lien, conventional Mortgage currently owned by Freddie Mac, in whole or in part, or securitized by Freddie Mac, and:

	•
	A Borrower has not been omitted from the Mortgage being refinanced due to death or divorce, and


	•
	Mortgage proceeds from the new refinance Mortgage are not being used to pay off a junior lien


the streamlined refinance Mortgage is eligible for special requirements for Freddie Mac-owned streamlined refinance Mortgages. The new refinance Mortgage must meet the requirements outlined in Sections 24.2 and 24.3 except as modified below.

	(a)
	Special eligibility requirements
There is no minimum seasoning requirement for the Mortgage being refinanced.



	(b)
	Special underwriting requirements
•
For Manually Underwritten refinance Mortgages, a minimum Indicator Score of 620 is required

•
For Manually Underwritten refinance Mortgages, the Mortgage payment history indicates the Mortgage being refinanced has been current for the most recent 90 days and in the most recent 12 months has not been:

•
30 days delinquent more than once, or

•
60 or more days delinquent



	(c)
	Special documentation requirements
Verification of income and employment is not required.


24.4: Special requirements for Freddie Mac-owned streamlined refinance Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
If the Mortgage being refinanced is a First Lien, conventional Mortgage currently owned by Freddie Mac, in whole or in part, or securitized by Freddie Mac, and:

	•
	A Borrower has not been omitted from the Mortgage being refinanced due to death or divorce, and


	•
	Mortgage proceeds from the new refinance Mortgage are not being used to pay off a junior lien


the streamlined refinance Mortgage is eligible for special requirements for Freddie Mac-owned streamlined refinance Mortgages. The new refinance Mortgage must meet the requirements outlined in Sections 24.2 and 24.3 except as modified below.

	(a)
	Special eligibility requirements
There is no minimum seasoning requirement for the Mortgage being refinanced.



	(b)
	Special underwriting requirements
•
For Manually Underwritten refinance Mortgages, a minimum Indicator Score of 620 is required

•
For Manually Underwritten refinance Mortgages, the Mortgage payment history indicates the Mortgage being refinanced has been current for the most recent 90 days and in the most recent 12 months has not been:

•
30 days delinquent more than once, or

•
60 or more days delinquent




	(c)
	Special documentation requirements
Verification of income and employment is not required.



	(d)
	Special Collateral valuation requirements for the new Mortgage
The Seller must provide either of the following:

•
If the value of the Mortgaged Premises has not declined since the effective date of the value used to originate the Mortgage being refinanced, the original appraisal or inspection (with value) from the Mortgage being refinanced, or

•
If the value of the Mortgaged Premises has declined since the effective date of the value used to originate the Mortgage being refinanced, a new appraisal meeting the requirements of Chapter 44.

When using the appraisal or inspection from the Mortgage being refinanced, regardless of the original appraisal or inspection performed, the Seller warrants that the value of the Mortgaged Premises has not declined from the value used to originate the Mortgage being refinanced.

Freddie Mac Form 998, Operating Income Statement, is not required.



	(e)
	Delivery and pooling
See Section 17.18 for conversion, delivery and pooling requirements for Freddie Mac-owned streamlined refinance Mortgages.


24.5: Requirements for "no cash-out" refinance Mortgages (08/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
A "no cash-out" refinance Mortgage must meet the applicable requirements in Sections 24.2 and 23.4.

A "no cash-out" refinance Mortgage is a Mortgage in which the loan amount is limited to the amounts used to:

	•
	Pay off the first Mortgage, regardless of its age; for Construction Conversion Mortgages and Renovation Mortgages, the amount of the Interim Construction Financing secured by the Mortgaged Premises is considered an amount used to pay off the first Mortgage. However, paying off unsecured liens or construction costs paid by the Borrower outside of the secured Interim Construction Financing is considered cash out to the Borrower, if above the $2000 or 2% percent of loan amount limit.


	•
	Pay off any junior liens secured by the Mortgaged Premises, that were used in their entirety to acquire the subject property


	•
	Pay related Closing Costs, Financing Costs and Prepaid items, and


	•
	Disburse cash out to the Borrower (or any other payee) not to exceed 2% of the new refinance Mortgage or $2,000, whichever is less


When a Seller originates a cash-out refinance Mortgage, the Seller holds that Mortgage for less than six months, and that Mortgage is refinanced with a "no cash-out" refinance Mortgage, the refinance Mortgage is ineligible for sale to Freddie Mac as a "no cash-out" refinance Mortgage. The Mortgage must be sold to Freddie Mac as a cash-out refinance Mortgage and will be assessed the Cash-out Refinance Mortgages Indicator Score/Loan-to-Value postsettlement delivery fee (delivery fee), in addition to any other applicable delivery fees.

	(a)
	Subordinate financing
The Borrower is not required to satisfy outstanding junior liens, provided that:

•
The junior liens remain subordinate to the lien of the new refinance Mortgage

•
The junior liens meet the requirements of Section 25.2 pertaining to secondary financing, and

•
A copy of the subordination agreement is maintained in the Mortgage file



	(b)
	Special documentation requirements
If a junior lien was paid off as part of the "no cash-out" refinance transaction, the Seller must maintain documentation in the Mortgage file demonstrating that the full amount of the lien was used for the purchase of the subject property.


24.5: Requirements for "no cash-out" refinance Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
A "no cash-out" refinance Mortgage must meet the applicable requirements in Sections 24.2 and 23.4.

A "no cash-out" refinance Mortgage is a Mortgage in which the loan amount is limited to the amounts used to:

	•
	Pay off the first Mortgage, regardless of its age; for Construction Conversion Mortgages and Renovation Mortgages, the amount of the Interim Construction Financing secured by the Mortgaged Premises is considered an amount used to pay off the first Mortgage. However, paying off unsecured liens or construction costs paid by the Borrower outside of the secured Interim Construction Financing is considered cash out to the Borrower, if above the $2000 or 2% percent of loan amount limit.


	•
	Pay off any junior liens secured by the Mortgaged Premises, that were used in their entirety to acquire the subject property


	•
	Pay related Closing Costs, Financing Costs and Prepaid items, and


	•
	Disburse cash out to the Borrower (or any other payee) not to exceed 2% of the new refinance Mortgage or $2,000, whichever is less


	(a)
	Subordinate financing
The Borrower is not required to satisfy outstanding junior liens, provided that:

•
The junior liens remain subordinate to the lien of the new refinance Mortgage

•
The junior liens meet the requirements of Section 25.2 pertaining to secondary financing, and

•
A copy of the subordination agreement is maintained in the Mortgage file




	(b)
	Special documentation requirements
If a junior lien was paid off as part of the "no cash-out" refinance transaction, the Seller must maintain documentation in the Mortgage file demonstrating that the full amount of the lien was used for the purchase of the subject property.



	(c)
	Special requirements for Freddie Mac–owned "no cash-out" refinance Mortgages
If the Mortgage being refinanced is a First Lien, conventional Mortgage currently owned by Freddie Mac in whole or in part or securitized by Freddie Mac, the "no cash-out" refinance Mortgage may be eligible for higher loan-to-value (LTV)/ total LTV (TLTV)/Home Equity Line of Credit TLTV (HTLTV) ratios as provided in Section 23.4, provided that the requirements of this section and Section 24.2, as applicable, are met and:

•
The proceeds of the new refinance Mortgage may not pay off a junior lien secured by the Mortgaged Premises, and

•
Proof of the Freddie Mac loan number of the existing Mortgage is provided in the Mortgage file.

Super conforming Mortgages that are Freddie Mac-owned "no cash-out" refinance Mortgages are not eligible for the higher LTV/TLTV/HTLTV ratios permitted by this section.



	(d)
	Delivery and pooling
See Section 17.18 for conversion, delivery and pooling requirements for "no cash-out" refinance Mortgages.


24.6: Requirements for cash-out refinance Mortgages (08/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
A cash-out refinance Mortgage must meet the applicable requirements in Sections 23.4 and 24.2.

A cash-out refinance Mortgage with an LTV ratio greater than 70% must be an Accept Mortgage, an A-minus Mortgage, or a Manually Underwritten Mortgage with a minimum Indicator Score of 720.

A cash-out refinance Mortgage is a Mortgage in which the use of the loan amount is not limited to specific purposes.

The Borrower must have owned the subject property for at least six months prior to the Note Date of the cash-out refinance Mortgage.

A Mortgage placed on a property previously owned free and clear by the Borrower is always considered a cash-out refinance Mortgage.

When a Seller originates a cash-out refinance Mortgage, the Seller holds that Mortgage for less than six months, and that Mortgage is refinanced with a "no cash-out" refinance Mortgage, the refinance Mortgage is ineligible for sale to Freddie Mac as a "no cash-out" refinance Mortgage. The Mortgage must be sold to Freddie Mac as a cash-out refinance Mortgage and will be assessed the Cash-out Refinance Mortgages Indicator Score/Loan-to-Value postsettlement delivery fee (delivery fee), in addition to any other applicable delivery fees.

	(a)
	Postsettlement delivery fees (delivery fees) for cash-out refinance Mortgages
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of certain cash-out refinance Mortgages. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Cash-Out Refinance Mortgages Indicator Score/Loan-to-Value delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.


24.6: Requirements for cash-out refinance Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
A cash-out refinance Mortgage must meet the applicable requirements in Sections 23.4 and 24.2.

A cash-out refinance Mortgage must be an Accept Mortgage, an A-minus Mortgage or a Manually Underwritten Mortgage with a minimum Indicator Score set forth in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements, to be eligible for delivery.

A cash-out refinance Mortgage is a Mortgage in which the use of the loan amount is not limited to specific purposes.

The Borrower must have owned the subject property for at least six months prior to the Note Date of the cash-out refinance Mortgage.

A Mortgage placed on a property previously owned free and clear by the Borrower is always considered a cash-out refinance Mortgage.

	(a)
	Postsettlement delivery fees (delivery fees) for cash-out refinance Mortgages
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of certain cash-out refinance Mortgages. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Cash-Out Refinance Mortgages Indicator Score/Loan-to-Value delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.



	(b)
	Delivery and pooling
See Section 17.18 for conversion, delivery and pooling requirements for cash-out refinance Mortgages.


24.7: Requirements for special purpose cash-out refinance Mortgages (04/08/05)
Changes to these requirements have been announced and will become effective on 01/02/09.
A cash-out refinance Mortgage where the owner of a property uses the proceeds of the refinance transaction to buy out the equity of a co-owner is a special purpose cash-out refinance Mortgage. A special purpose cash-out refinance Mortgage must meet the applicable requirements in Sections 23.4 and 24.2. The loan amount of a special purpose cash-out refinance Mortgage is limited to amounts used to buy out the equity of the co-owner, which may include:

	•
	Paying off the first Mortgage, regardless of age


	•
	Paying off junior liens secured by the Mortgaged Premises


	•
	Paying related Closing Costs, Financing Costs and Prepaids 


In addition, the following conditions must be met:

	•
	The Borrower and the co-owner receiving the buy-out proceeds must have jointly owned the property for a minimum of 12 months prior to the initial loan application (parties who inherited an interest in the property are exempt from this requirement)


	•
	The Borrower and the co-owner receiving the buy-out proceeds must provide evidence that they occupied the subject property as their Primary Residence (parties who inherited an interest in the property are exempt from this requirement)


	•
	The Borrower and the co-owner receiving the buy-out proceeds must provide a written agreement, signed by all parties, stating the terms of the property transfer and the disposition of the proceeds from the refinancing transaction


	•
	The Borrower who retains sole ownership of the property may not receive any of the proceeds from the refinance transaction


A special purpose cash-out refinance Mortgage is not eligible to be a streamlined refinance Mortgage.

	(a)
	Subordinate financing
The Borrower is not required to satisfy outstanding junior liens secured by the Mortgaged Premises provided that:

•
The junior lien remains subordinate to the lien of the new refinance Mortgage

•
The junior lien meets the requirements of Section 25.2 pertaining to secondary financing, and

•
A copy of the subordination agreement is maintained in the Mortgage file 




	(b)
	Special documentation requirements
The Seller must retain the following in the Mortgage file:

•
Documentation evidencing that the Borrower and the co-owner jointly occupied the Mortgaged Premises as their Primary Residence, if applicable

•
A copy of the written agreement stating the terms of property transfer and the disposition of the refinance proceeds 



	(c)
	Postsettlement delivery fee
The cash-out refinance delivery fee indicated on Exhibit 19, Postsettlement Delivery Fees, will not be assessed or billed to a Seller for a special purpose cash-out refinance Mortgage.


24.7: Requirements for special purpose cash-out refinance Mortgages (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
A cash-out refinance Mortgage where the owner of a property uses the proceeds of the refinance transaction to buy out the equity of a co-owner is a special purpose cash-out refinance Mortgage. A special purpose cash-out refinance Mortgage must meet the applicable requirements in Sections 23.4, 24.2 and the minimum Indicator Score requirements in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements.

The loan amount of a special purpose cash-out refinance Mortgage is limited to amounts used to buy out the equity of the co-owner, which may include:

	•
	Paying off the first Mortgage, regardless of age


	•
	Paying off junior liens secured by the Mortgaged Premises


	•
	Paying related Closing Costs, Financing Costs and Prepaids 


In addition, the following conditions must be met:

	•
	The Borrower and the co-owner receiving the buy-out proceeds must have jointly owned the property for a minimum of 12 months prior to the initial loan application (parties who inherited an interest in the property are exempt from this requirement)


	•
	The Borrower and the co-owner receiving the buy-out proceeds must provide evidence that they occupied the subject property as their Primary Residence (parties who inherited an interest in the property are exempt from this requirement)


	•
	The Borrower and the co-owner receiving the buy-out proceeds must provide a written agreement, signed by all parties, stating the terms of the property transfer and the disposition of the proceeds from the refinancing transaction


	•
	The Borrower who retains sole ownership of the property may not receive any of the proceeds from the refinance transaction


A special purpose cash-out refinance Mortgage is not eligible to be a streamlined refinance Mortgage.

	(a)
	Subordinate financing
The Borrower is not required to satisfy outstanding junior liens secured by the Mortgaged Premises provided that:

•
The junior lien remains subordinate to the lien of the new refinance Mortgage

•
The junior lien meets the requirements of Section 25.2 pertaining to secondary financing, and

•
A copy of the subordination agreement is maintained in the Mortgage file 




	(b)
	Special documentation requirements
The Seller must retain the following in the Mortgage file:

•
Documentation evidencing that the Borrower and the co-owner jointly occupied the Mortgaged Premises as their Primary Residence, if applicable

•
A copy of the written agreement stating the terms of property transfer and the disposition of the refinance proceeds 



	(c)
	Postsettlement delivery fee
The cash-out refinance delivery fee indicated on Exhibit 19, Postsettlement Delivery Fees, will not be assessed or billed to a Seller for a special purpose cash-out refinance Mortgage.



	(d)
	Delivery and pooling
See Section 17.18 for conversion, delivery and pooling requirements for special purpose cash-out refinance Mortgages.


24.8: Requirements for Texas Equity Section 50(a)(6) Mortgages (06/17/08)
Changes to these requirements have been announced and will become effective on 03/01/09.
	(a)
	Overview; limitations
This section details requirements for Texas Equity Section 50(a)(6) Mortgages.

The provisions of this chapter are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

The Seller must obtain Freddie Mac's approval to sell Texas Equity Section 50(a)(6) Mortgages. The Seller should request this approval by calling its account manager or (800) FREDDIE.

The Servicer must be eligible to service Texas Equity Section 50(a)(6) Mortgages in accordance with Sections 51.3(d), 51.11(c) and related Servicing provisions. If a Seller does not have either a Tier 1 or Tier 2 rating on its Servicer Performance Profile in both the investor reporting and remitting and default management categories at the time the Mortgage is sold to Freddie Mac, it must enter into a Concurrent Transfer of Servicing with an eligible Servicer in accordance with Chapter 56.



	(b)
	Eligible Mortgages
Texas Equity Section 50(a)(6) Mortgages must have the following characteristics:

•
15-, 20- 30- or 40 year terms

•
First Lien

•
Fixed interest rate, fully amortizing, with a level payment

•
Conventional whole Mortgages

Texas Equity Section 50(a)(6) Mortgages may not be Balloon/Reset Mortgages or ARMs.

A Texas Equity Section 50(a)(6) Mortgage must be one of the following, depending on the applicable facts:

•
A cash-out refinance Mortgage, as described in Section 24.6, or

•
A "no cash-out" refinance Mortgage as described in Section 24.5, or

•
A streamlined refinance Mortgage, as described in Sections 24.3 and 24.4.

A Texas Equity Section 50(a)(6) Mortgage may not be a special purpose cash-out refinance Mortgage.

The generally accepted commercial terms used to describe Mortgages originated under Article XVI of the Texas Constitution ("cash-out refinance", "rate-term refinance") may not correspond to the meaning given the same or comparable terms when used in Chapter 24. Sellers must understand the distinctions between Freddie Mac's refinance definitions in Chapter 24 and the provisions of Section 50(a)(6) and determine when Section 50(a)(6) applies, regardless of the definitions of cash-out and "no cash out" refinance transactions used in Chapter 24.

The Seller is responsible for determining whether the proposed refinance of a Mortgage secured by the Borrower's homestead in the State of Texas is a Mortgage that must be originated pursuant to Section 50(a)(6) of Article XVI of the Texas Constitution.



	(c)
	Mortgaged Premises; appraisal; fair market value
Each Mortgage must be secured by a Mortgaged Premises that is:

•
A 1-unit Primary Residence,

•
Located in the State of Texas,

•
The Borrower's homestead, and

•
A residential property, not a farm, ranch or used for any agricultural purposes.

The Seller must provide an appraisal that meets the requirements of Chapter 44 and that complies with Section 50(a)(6)(Q)(ix) and Section 50(h) of Article XVI of the Texas Constitution. In the event the new refinance Mortgage is a streamlined refinance Mortgage, the Seller must obtain a new appraisal and may not use the original appraisal from the Mortgage being refinanced.

The Seller and the owner of the homestead must execute a written acknowledgment of the "fair market value" of the homestead property as of the date the extension of credit is made. The appraisal report must be attached to the acknowledgment.



	(d)
	Loan-to-value (LTV) and total loan-to-value (TLTV) ratios
The maximum LTV and TLTV ratios for Texas Equity Section 50(a)(6) Mortgages must not exceed 80% and must be lower if necessary to comply with the provisions of Sections 23.4 and 24.5 for "no cash out" and cash out refinances, as applicable.



	(e)
	Texas Equity Uniform Instruments and other documents
Texas Equity Section 50(a)(6) Mortgages must be originated using the most recent version of the following special Fannie Mae/Freddie Mac Texas Home Equity Uniform Instruments:

1.

Security Instrument
Texas Home Equity Security Instrument (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3044.1 01/01 (rev. 10/03)
2.

Note
Texas Home Equity Note (Texas Equity - Fixed Rate - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3244.1 01/01 (rev. 10/03)
3.

Borrower Affidavit
Texas Home Equity Affidavit and Agreement (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3185 01/01 (rev. 12/07).

The affidavit must be recorded together with the Security Instrument and any applicable riders.
4.

Condominium Rider
Texas Home Equity Condominium Rider (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3140.44 01/01, if the property is a Condominium Unit
5.

Planned Unit Development (PUD) Rider
Texas Home Equity Planned Unit Development Rider (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3150.44 01/01, if the property is in a PUD

Seller may access the Fannie Mae/Freddie Mac Texas Home Equity Uniform Instruments via the Internet at http://www.freddiemac.com/uniform.

The Seller must prepare, obtain and/or provide any and all other documentation that the Seller determines is necessary to originate Texas Equity Section 50(a)(6) Mortgages in compliance with all applicable laws.



	(f)
	Special representations and warranties
Seller represents and warrants that:

1.

Neither the Seller nor its Correspondents or Mortgage Brokers has been found by any federal regulatory agency to have engaged in the practice of refusing to make loans because the applicants for the loans reside in a certain area or the property proposed to secure the loans is located in a certain area

2.

All refinance Mortgages that fall within the provisions of Section 50(a)(6) of the Article XVI of the Texas Constitution have been originated as Texas Equity Section 50(a)(6) Mortgages and comply with Section 50(a)(6) of Article XVI and related provisions of the Texas Constitution, as amended, and all other applicable laws

In connection with this representation and warranty, Freddie Mac recommends that the Seller obtain advice from Texas legal counsel that confirms that the Seller's lending and servicing policies, procedures, and practices are in compliance with Section 50(a)(6) of Article XVI of the Texas Constitution, all other applicable Texas Constitutional provisions, statutes, court decisions, regulations and rules and applicable State and federal law.

3.

The estate or interest in the Mortgaged Premises is vested in the Borrower. There is no defect in the Borrower's title to the Mortgaged Premises

4.

The Mortgage is a valid and enforceable First Lien on the Mortgaged Premises




	(g)
	Specific remedies
Any action taken, or not taken, in connection with the origination of a Texas Equity Section 50(a)(6) Mortgage that results in any of the following (even if such action is a result of lender's effort to cure a failure to comply with the provision of the Section 50(a)(6)) is a breach of the representations and warranties in this Section 24.8 and Freddie Mac shall be entitled to any of the remedies stated in Section 6.12, including the right to require the Seller to repurchase the Mortgage immediately upon Freddie Mac's request, at a price determined in accordance with Section 72.3 of the Guide:

•
A forfeiture of any principal or interest due under the Mortgage

•
The invalidation of the Mortgage as a First Lien

•
The abatement of accrual of interest and the Borrower's obligations under the Mortgage

•
A reduction in the principal amount of the Mortgage

•
Any modification of the amount, interest rate, term or other provision of the Mortgage



	(h)
	Delivery and pooling
See Section 17.18 for conversion, delivery and pooling requirements for Texas Equity Section 50(a)(6) Mortgages.



	(i)
	Related provisions
In addition to the requirements in this section, other requirements related to Texas Equity Section 50(a)(6) Mortgages are described in the following locations:
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24.8: Requirements for Texas Equity Section 50(a)(6) Mortgages (Future effective date 03/01/09)
These requirements will become effective on 03/01/09. View current requirements.
	(a)
	Overview; limitations
This section details requirements for Texas Equity Section 50(a)(6) Mortgages.

The provisions of this chapter are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

The Seller must obtain Freddie Mac's approval to sell Texas Equity Section 50(a)(6) Mortgages. The Seller should request this approval by calling its account manager or (800) FREDDIE.

The Servicer must be eligible to service Texas Equity Section 50(a)(6) Mortgages in accordance with Sections 51.3(d), 51.11(c) and related Servicing provisions. If a Seller does not have either a Tier 1 or Tier 2 rating on its Servicer Performance Profile in both the investor reporting and remitting and default management categories at the time the Mortgage is sold to Freddie Mac, it must enter into a Concurrent Transfer of Servicing with an eligible Servicer in accordance with Chapter 56.



	(b)
	Eligible Mortgages
Texas Equity Section 50(a)(6) Mortgages must have the following characteristics:

•
15-, 20- or 30- year terms

•
First Lien

•
Fixed interest rate, fully amortizing, with a level payment

•
Conventional whole Mortgages

Texas Equity Section 50(a)(6) Mortgages may not be Balloon/Reset Mortgages or ARMs.

A Texas Equity Section 50(a)(6) Mortgage must be one of the following, depending on the applicable facts:

•
A cash-out refinance Mortgage, as described in Section 24.6, or

•
A "no cash-out" refinance Mortgage as described in Section 24.5, or

•
A streamlined refinance Mortgage, as described in Sections 24.3 and 24.4.

A Texas Equity Section 50(a)(6) Mortgage may not be a special purpose cash-out refinance Mortgage.

The generally accepted commercial terms used to describe Mortgages originated under Article XVI of the Texas Constitution ("cash-out refinance", "rate-term refinance") may not correspond to the meaning given the same or comparable terms when used in Chapter 24. Sellers must understand the distinctions between Freddie Mac's refinance definitions in Chapter 24 and the provisions of Section 50(a)(6) and determine when Section 50(a)(6) applies, regardless of the definitions of cash-out and "no cash out" refinance transactions used in Chapter 24.

The Seller is responsible for determining whether the proposed refinance of a Mortgage secured by the Borrower's homestead in the State of Texas is a Mortgage that must be originated pursuant to Section 50(a)(6) of Article XVI of the Texas Constitution.



	(c)
	Mortgaged Premises; appraisal; fair market value
Each Mortgage must be secured by a Mortgaged Premises that is:

•
A 1-unit Primary Residence,

•
Located in the State of Texas,

•
The Borrower's homestead, and

•
A residential property, not a farm, ranch or used for any agricultural purposes.

The Seller must provide an appraisal that meets the requirements of Chapter 44 and that complies with Section 50(a)(6)(Q)(ix) and Section 50(h) of Article XVI of the Texas Constitution. In the event the new refinance Mortgage is a streamlined refinance Mortgage, the Seller must obtain a new appraisal and may not use the original appraisal from the Mortgage being refinanced.

The Seller and the owner of the homestead must execute a written acknowledgment of the "fair market value" of the homestead property as of the date the extension of credit is made. The appraisal report must be attached to the acknowledgment.



	(d)
	Loan-to-value (LTV) and total loan-to-value (TLTV) ratios
The maximum LTV and TLTV ratios for Texas Equity Section 50(a)(6) Mortgages must not exceed 80% and must be lower if necessary to comply with the provisions of Sections 23.4 and 24.5 for "no cash out" and cash out refinances, as applicable.



	(e)
	Texas Equity Uniform Instruments and other documents
Texas Equity Section 50(a)(6) Mortgages must be originated using the most recent version of the following special Fannie Mae/Freddie Mac Texas Home Equity Uniform Instruments:

1.

Security Instrument
Texas Home Equity Security Instrument (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3044.1 01/01 (rev. 10/03)
2.

Note
Texas Home Equity Note (Texas Equity - Fixed Rate - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3244.1 01/01 (rev. 10/03)
3.

Borrower Affidavit
Texas Home Equity Affidavit and Agreement (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3185 01/01 (rev. 12/07).

The affidavit must be recorded together with the Security Instrument and any applicable riders.
4.

Condominium Rider
Texas Home Equity Condominium Rider (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3140.44 01/01, if the property is a Condominium Unit
5.

Planned Unit Development (PUD) Rider
Texas Home Equity Planned Unit Development Rider (Texas Equity - First Lien) Fannie Mae/Freddie Mac UNIFORM INSTRUMENT Form 3150.44 01/01, if the property is in a PUD

Seller may access the Fannie Mae/Freddie Mac Texas Home Equity Uniform Instruments via the Internet at http://www.freddiemac.com/uniform.

The Seller must prepare, obtain and/or provide any and all other documentation that the Seller determines is necessary to originate Texas Equity Section 50(a)(6) Mortgages in compliance with all applicable laws.



	(f)
	Special representations and warranties
Seller represents and warrants that:

1.

Neither the Seller nor its Correspondents or Mortgage Brokers has been found by any federal regulatory agency to have engaged in the practice of refusing to make loans because the applicants for the loans reside in a certain area or the property proposed to secure the loans is located in a certain area

2.

All refinance Mortgages that fall within the provisions of Section 50(a)(6) of the Article XVI of the Texas Constitution have been originated as Texas Equity Section 50(a)(6) Mortgages and comply with Section 50(a)(6) of Article XVI and related provisions of the Texas Constitution, as amended, and all other applicable laws

In connection with this representation and warranty, Freddie Mac recommends that the Seller obtain advice from Texas legal counsel that confirms that the Seller's lending and servicing policies, procedures, and practices are in compliance with Section 50(a)(6) of Article XVI of the Texas Constitution, all other applicable Texas Constitutional provisions, statutes, court decisions, regulations and rules and applicable State and federal law.

3.

The estate or interest in the Mortgaged Premises is vested in the Borrower. There is no defect in the Borrower's title to the Mortgaged Premises

4.

The Mortgage is a valid and enforceable First Lien on the Mortgaged Premises




	(g)
	Specific remedies
Any action taken, or not taken, in connection with the origination of a Texas Equity Section 50(a)(6) Mortgage that results in any of the following (even if such action is a result of lender's effort to cure a failure to comply with the provision of the Section 50(a)(6)) is a breach of the representations and warranties in this Section 24.8 and Freddie Mac shall be entitled to any of the remedies stated in Section 6.12, including the right to require the Seller to repurchase the Mortgage immediately upon Freddie Mac's request, at a price determined in accordance with Section 72.3 of the Guide:

•
A forfeiture of any principal or interest due under the Mortgage

•
The invalidation of the Mortgage as a First Lien

•
The abatement of accrual of interest and the Borrower's obligations under the Mortgage

•
A reduction in the principal amount of the Mortgage

•
Any modification of the amount, interest rate, term or other provision of the Mortgage



	(h)
	Delivery and pooling
See Section 17.18 for conversion, delivery and pooling requirements for Texas Equity Section 50(a)(6) Mortgages.



	(i)
	Related provisions
In addition to the requirements in this section, other requirements related to Texas Equity Section 50(a)(6) Mortgages are described in the following locations:
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1
Chapter 25:  Secondary Financing and Other Financing Agreements
25.1: Purchase Mortgages with secondary financing (06/17/08)
Freddie Mac will purchase first lien Mortgages with secondary financing under the terms of the Purchase Documents and this chapter.

	(a)
	Maximum LTV, TLTV and HTLTV ratios
Mortgages with secondary financing must comply with the loan-to-value (LTV), total loan-to-value (TLTV), and Home Equity Line of Credit (HELOC) total loan-to-value (HTLTV) ratio limits specified in Section 23.4 or as specified for a particular product.



	(b)
	Maturity date
For financing other than HELOCs, the maturity date or amortization basis of the junior lien must not be less than five years after the Note Date of the first lien Mortgage delivered to Freddie Mac, unless the junior lien is fully amortizing. If the junior lien contains a balloon or call provision within the five-year period, the first lien Mortgage is ineligible for purchase.

If the secondary financing is an Employer Assisted Homeownership (EAH) Benefit, the terms of the secondary financing must permit the Borrower to continue making payments on the loan in the event the Borrower no longer works for the employer and may not require repayment in full unless:

•
The Borrower terminates his or her employment for any reason, or

•
The employer terminates the Borrower's employment for any reason other than long-term disability, the elimination of the employee's position or reduction-in-force 

Refer to Section 25.1(d) if the secondary financing is a Home Equity Line of Credit (HELOC).



	(c)
	Scheduled payments
The terms of the secondary financing must provide for regular monthly payments sufficient to meet the interest due; interest may not accrue.

If the secondary financing is an EAH Benefit and the monthly payment of principal and interest or interest only begins on or after the 61st monthly payment under the first lien Mortgage or if repayment of the principal is due only upon sale or default, the amount of the monthly payment may be excluded from the monthly housing expense-to-income ratio and monthly debt payment-to-income ratio. Otherwise, the required monthly payment must be included in both the ratios.



	(d)
	Home Equity Line of Credit (HELOC)
Secondary financing that is a HELOC must meet the requirements set forth below. See Section 23.2 for directions on calculating TLTV and HTLTV.

With respect to the maturity date for Mortgages with a HELOC, the terms of the HELOC may provide for a balloon or call option within the first five years after the Note Date of the First Lien Mortgage.

For Loan Prospector® Mortgages, the Seller must submit both the limit of the Home Equity Line of Credit and the disbursed amount of the Home Equity Line of Credit to Loan Prospector.

For Alt 97® Mortgages, the secondary financing cannot be a Home Equity Line of Credit.



	(e)
	Postsettlement delivery fees (delivery fees) and other delivery instructions for Mortgages with secondary financing
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of certain Mortgages with secondary financing. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Secondary Financing delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.

See Form 11, Mortgage Submission Schedule, and Form 13SF, Mortgage Submission Voucher, for delivery instructions.

The Secondary Financing delivery fee will not be assessed on a Mortgage with an Affordable Second®. Affordable Seconds are described in Section 25.1(g).

For each Mortgage sold to Freddie Mac with secondary financing, the Seller must deliver the source and amount of the secondary financing on Form 11 or Form 13SF, as applicable.



	(f)
	General requirements
Terms of any secondary financing must be disclosed to the appraiser and to the MI. The terms of the secondary financing that must be disclosed include, but are not limited to, the Note Rate and the institution or individual providing the financing.

The Seller may not indicate a value needed to support the transaction, or provide any information to the appraiser about an expected loan-to-value ratio.

Payments on the secondary financing must be included in the Borrower's monthly housing expense.



	(g)
	Affordable Seconds
Secondary financing secured by a lien junior to a Home Possible Mortgage, or evidenced by Land Use Restrictions or other recorded documentation is permitted if the secondary financing meets all of the following requirements:

•
Source
The Affordable Second must be provided by an Agency under an established, ongoing, documented secondary financing or financial assistance program.
•
Maturity Date
The terms of the Affordable Second must not require balloon payments due before the maturity or payment in full of the first lien Mortgage.

If the Affordable Second is an EAH Benefit, the terms of the secondary financing must permit the Borrower to continue making payments on the loan in the event the Borrower no longer works for the employer and may not require repayment in full unless:

(i)

The Borrower terminates his or her employment for any reason, or

(ii)

The employer terminates the Borrower's employment for any reason other than long-term disability, the elimination of the employee's position or reduction-in-force 
•
Scheduled Payments
The interest rate applicable to the Affordable Second must not be higher than the interest rate applicable to the first lien Mortgage. Interest accruals, which are added to principal, may not increase the TLTV ratio beyond the maximum TLTV ratio allowed for the first lien Mortgage at any time during the term of the first lien Mortgage.

If monthly payments on the Affordable Second are required and begin before the 61st monthly payment under the first lien Mortgage, such monthly payments must be included in the Borrower's monthly housing expense-to-income ratio and monthly debt payment-to-income ratio. If monthly payments on the Affordable Second begin on or after the 61st monthly payment under the first lien Mortgage or if repayment of the entire Affordable Second amount is due only upon sale or default, the amount of the Affordable Second monthly payment may be excluded from both ratios.
•
Participation in appreciation
If the Affordable Second documents provide for the Agency or its designee to participate in the appreciation of the Mortgaged Premises, the Agency's share of appreciation, as a percentage, must not exceed the principal amount of the Affordable Second divided by the value of the Mortgaged Premises on the Note Date. For example, if the Affordable Second amount is 5% of value, the maximum appreciation share is 5%.
•
Land use
Any Land Use Restrictions included in the Affordable Second documentation must:

•
Be subject to and subordinate to the first lien Mortgage, and

•
Either terminate upon payment in full of the Affordable Second or satisfy the requirements of Section 22.25.
•
Financing Structure
The Affordable Second financing cannot be a HELOC.




25.2: Refinance Mortgages with secondary financing (12/15/06)
Freddie Mac will purchase first lien refinance Mortgages with existing junior liens (including home equity lines of credit) that are not paid off from the proceeds of the refinance Mortgage if the following requirements are met:

	•
	The existing junior lien must be subordinated to the first Mortgage established by the refinance


	•
	The junior lien must have scheduled payments sufficient to meet the interest due


	•
	Junior liens subordinated to Home Possible® refinance Mortgages must meet the requirements for Affordable Seconds in Section 25.1(g)


	•
	The requirements of Section 23.4 must be met


Refer to Sections 25.1(e) and 25.1(f) for delivery and general requirements. Refer to Chapter 24 for other specific requirements pertaining to refinance Mortgages.

New junior liens created at the time of the refinance Mortgage must comply with the requirements of Section 25.1.

25.3: Interested party contributions (03/14/08)
	(a)
	Types of interested party contributions and eligibility requirements
Freddie Mac will purchase Mortgages that include interested party contributions under the terms of the Purchase Documents and this section.

Interested parties include, but are not limited to, the builder, developer, seller of the property and real estate agent.

Funds from the Seller, originating lender, an employer, a municipality, a nonprofit organization and, except as stated below, a Related Person are subject to the interested party contributions requirements if the contributing party is affiliated with any of the interested parties as stated above.

Funds from an interested party must be included in the calculation of interested party contributions, even if they are provided through a third party.

A gift, including a gift of Equity, from a Related Person who is also the seller of the property is not subject to the requirements of this section, provided that:

•
The Related Person is not, and has no affiliation with, the builder, real estate agent or any other interested party to the transaction and

•
All of the requirements pertaining to gifts as stated in Sections 26.2 and 37.20 are met.

If a temporary subsidy buydown plan is involved, the plan also must meet the requirements of Section 25.4..

Interested party contributions may include either or both:

•
Financing concessions

•
Sales concessions




	(b)
	Financing concessions
Freddie Mac considers financing concessions to be funds originating from an interested party to the transaction that are used to:

•
Reduce permanently the interest rate on the Mortgage

•
Fund a buydown plan to temporarily subsidize the Borrower's monthly payment on the Mortgage (see Section 25.4)

•
Make contributions in any way related to the Mortgage Financing Costs, Closing Costs, or Prepaids/Escrows

Based on "value" as defined in Section 23.1, the maximum financing concessions allowed for Mortgages secured by Primary Residences and second homes are:

•
9% of value for Mortgages with LTV ratios or, if there is secondary financing, TLTV ratios less than or equal to 75%

•
6% of value for Mortgages with LTV ratios or, if there is secondary financing, TLTV ratios greater than 75% up to and including 90%

•
3% of value for Mortgages with LTV ratios or, if there is secondary financing, TLTV ratios greater than 90%

For Mortgages secured by Investment Properties, the maximum financing concession allowed is 2% regardless of the LTV ratio.

The amount of any contributions in excess of the limitations set forth above will be considered a sales concession.



	(c)
	Sales concessions
Freddie Mac considers financing concessions in excess of the limitations in Section 25.3(b) and contributions such as vacations, furniture, automobiles, securities or other give-aways granted by any interested party to the transaction to be sales concessions.

For purposes of determining the value of the Mortgaged Premises, the dollar amount of any sales concessions must always be deducted from the purchase price. The LTV ratio is then calculated using the lower of the reduced purchase price (after the reduction for all sales concessions has been made) or the appraised value (use the reduced appraised value, if necessary, in accordance with the special underwriting requirements below) of the Mortgaged Premises.



	(d)
	Unplanned buydowns
In calculating the total value of financing concessions, Freddie Mac does not include amounts paid as an "unplanned buydown."

An unplanned buydown is comprised of any funds paid at closing by an interested party to reduce the effective interest rate on the Borrower's Mortgage to a rate closer to or equal to the rate specified in the sales contract. Unplanned buydowns arise from an increase in Mortgage market interest rates between the date of the sales contract and the Note Date. Typically, unplanned buydowns arise in transactions involving properties that are newly constructed. For example, if prevailing interest rates in the Mortgage market rise during construction, the builder may increase the amount of his financing concessions, using funds from his profit margin to maintain the sales contract financing terms.

In order for a financing concession to be considered an unplanned buydown, the following conditions must be met:

•
The sale price of the property must be fixed in the sales contract and the transaction must be closed at that price

•
The terms of the financing must be specified in the sales contract. The interest rate must be either specified in the contract or sufficiently identified so as to be fixed (for example, prevailing VA rate) in the contract

•
The amount paid as an unplanned buydown must have been caused by an increase in Mortgage market interest rates between the date of the sales contract and the Note Date

•
Any unplanned buydown that is a temporary subsidy buydown plan must comply with the provisions of Section 25.4
The following items are not unplanned buydowns and must not exceed the limitations specified in Section 25.3(b) above:

•
Costs and charges to which the property seller agreed in the sales contract

•
Costs and charges resulting from financing terms contained in the sales contract that were more favorable to the Borrower than market conditions that existed as of the date of the sales contract



	(e)
	Special underwriting requirements
For Loan Prospector® Mortgages, the Seller must ensure that the data submitted to Loan Prospector accurately reflects the presence of any financing and sales concessions.

The appraisal report must demonstrate the effect any financing or sales concessions have on the final estimate of market value for the subject property. Comparable property sales that are affected by financing or sales concessions must be adjusted to reflect the market at the time of the comparable sale, regardless of whether the subject property is being sold with similar financing.

In cases where the appraisal report does not clearly and adequately reflect the presence and effect of any financing and/or sales concessions, the Seller must deduct the cost of these contributions from the value provided by the appraiser. The LTV ratio is then calculated using the lower of the reduced appraised value (after the downward adjustment has been made) or the purchase price (use the reduced purchase price, if necessary, in accordance with Section 25.3(c)).



	(f)
	Special documentation requirements
All interested party contributions must be documented in the Mortgage file and be clearly shown on the HUD-1 form or settlement statements, as appropriate.

When the HUD-1 closing statement discloses financing concessions that exceed Freddie Mac's limits and an unplanned buydown was involved, the Mortgage file must contain a written analysis and documentation evidencing that the unplanned buydown met each of the conditions in Section 25.3(d).



	(g)
	Delivery requirements
See Form 13SF, Mortgage Submission Voucher, for special delivery instructions for calculating the LTV ratio.


25.4: Temporary subsidy buydown plans (06/01/08)
Freddie Mac will purchase Mortgages with temporary subsidy buydown plans (buydown plans) under the terms of the Purchase Documents and this section. Buydown plans allow the Borrower to benefit from temporary subsidies of the monthly payment of principal and interest.

	(a)
	Eligibility
Buydown plans are not permitted for Mortgages with the following characteristics:

•
6-month adjustable-rate Mortgages (ARMs); 3/6-month and 5/6-month ARMs; 1-year ARMs; 3/1 and 5/1 ARMs (except for 5/1 ARMs with a 2/2/5 cap structure that are Home Possible® Mortgages)

•
Cash-out refinance Mortgages

•
"No cash-out" refinance Mortgages with a buydown plan funded from Premium Financing

•
Investment Property Mortgages

•
Alt 97® Mortgages

•
Initial InterestSM Mortgages

Home Possible Mortgages may have buydown plans in accordance with Section A34.5.

For any Mortgage with a buydown plan, the initial interest rate may not be more than three percentage points below the Note Rate. Also, the buydown plan may not extend for more than three years after the first scheduled payment date.



	(b)
	Special underwriting requirements for Limited Buydown Mortgages
For a Limited Buydown Mortgage, the initial interest rate is:

•
Temporarily reduced to no more than two percentage points below the Note Rate

•
Increased by no more than one percentage point annually for no more than two years
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Borrower qualification:
•
For a Primary Residence, the monthly housing expense-to-income ratio may be calculated using the monthly payment at the initial interest rate

•
For a second home, the monthly debt payment-to-income ratio must be calculated using the Note Rate

•
If reserves are required, the reserves must be calculated using the Note Rate

See Section A34.5 for special underwriting requirements for Home Possible Mortgages that are Limited Buydown Mortgages.



	(c)
	Special underwriting requirements for Extended Buydown Mortgages
Freddie Mac will purchase Extended Buydown Mortgages with initial interest rates that are:

•
Temporarily reduced no more than three percentage points below the Note Rate

•
Increased by no more than one percentage point annually for more than two but no more than three years
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Borrower qualification:
•
For a Primary Residence with an LTV ratio equal to or less than 80%, the monthly housing expense-to-income ratio may be calculated using the monthly payment at the initial interest rate

•
For a Primary Residence with an LTV ratio greater than 80%, the monthly housing expense-to-income ratio must be calculated using the monthly payment at the second year interest rate

•
For a second home, the monthly debt payment-to-income ratio must be calculated using the Note Rate

•
If reserves are required, the reserves must be calculated using the Note Rate

See Section A34.5 for special underwriting requirements for Home Possible Neighborhood Solution® Mortgages that are Extended Buydown Mortgages.



	(d)
	Delivery requirements for Mortgages with a buydown plan
See Section 17.20 for information on the delivery and pooling requirements for Mortgages with a buydown plan.



	(e)
	Special documentation requirements for Mortgages with temporary subsidy buydown plans:
1.
Application of buydown funds
The Borrower must agree in writing that the buydown funds in the buydown account will be automatically applied each month to reduce the monthly payment of principal and interest to the extent provided under the subsidy buydown agreement. The buydown agreement must provide that the Borrower will not be relieved of the obligation to make the full monthly Mortgage payments required by the terms of the Mortgage Note if, for any reason, the buydown funds are not available or the buydown funds are not paid.

The Mortgage file must contain a copy of the buydown plan and must clearly show the Seller's calculations of the total cost of the temporary subsidy buydown, any interested party contribution and the annual percentage increase in the Borrower's monthly principal and interest payment.
2.
Custodial Account requirements for buydowns
Each subsidy buydown must be fully funded at origination. See Sections 77.6(b) and 77.14(b) for Custodial Account requirements for temporary subsidy buydown plans.

The buydown plan must state that the Borrower will not assign, transfer or close the account, or withdraw buydown funds, except as permitted by the terms of the buydown plan.
3.
References
No references to the buydown plan are permitted in the Note and Security Instruments.
4.
Interest rate and monthly payments
The interest rate and monthly payments shown in the Note must be calculated without reference to the temporary buydown subsidy. In no event may the temporary subsidy buydown plan change the terms of the Note or Mortgage.
5.
Servicing requirements
If the Mortgage is foreclosed, the funds in the buydown account must be used to reduce the Mortgage debt. If the Mortgage is paid in full, the funds must be distributed in accordance with the buydown agreement. If the property is sold and the Mortgage is assumed by the purchaser, the funds may continue to be used to reduce the Mortgage payments under the original terms of the buydown plan.




25.5: Shared equity plans (10/06/00)
Freddie Mac does not approve individual shared equity plans. Freddie Mac will, however, consider purchasing Mortgages using such plans if the following requirements are met:

	•
	The Seller must obtain a Mortgage application, financial statements and credit reports for both the Owner-Occupant and owner-investor


	•
	The Freddie Mac credit guidelines are satisfied


	•
	The shared equity plan is a written agreement, a copy of which is retained in the Mortgage file


The Seller warrants the following:

	1.
	A minimum down payment of at least 5% was made from the Owner-Occupant's cash or other equity


	2.
	The owner-investor made an additional down payment of at least 5%


	3.
	Both the Owner-Occupant and owner-investor signed the Note and Security Instrument


	4.
	Both the Owner-Occupant and owner-investor are individuals, i.e., not corporations, limited partnerships, partnerships or trusts


	5.
	No agreement requiring sale of the property or buyout of either owner's interest may be in effect within seven years of the date of the Note and Security Instrument


	6.
	The seller of the property or other interested party to the transaction (such as a builder or a real estate broker or agent) is not a party to the agreement


	7.
	The Seller or the Servicer is able to service the Mortgage according to all the requirements of Volume 2
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1
Chapter 26:  Equity and Cash
26.1: Borrower Funds (09/09/02)
All funds paid by the Borrower in connection with the property purchase or Mortgage financing must be from cash or other equity. 

26.2: Cash (12/15/06)
"Cash" is considered to be any of the following:

	1.
	Funds on deposit in the Borrower's checking, savings, money market or certificate of deposit account or other depository account.


	2.
	A gift that is from a Related Person of the Borrower, that does not have to be repaid and is documented according to Section 37.20. A gift of Equity from a Related Person is allowed provided it meets the requirements of this Section and Section 37.20. If a gift from a Related Person is used with a Mortgage with a loan-to-value (LTV) ratio greater than 80%, the gift is permitted only if the Borrower has made a down payment of at least 5% from other sources of cash or other Equity unless provided for otherwise in this Single-Family Seller/Servicer Guide (Guide).


	3.
	A gift or grant from an Agency that does not have to be repaid, is given pursuant to an established program and meets the requirements of Section 37.20 provided the agency is not an interested party (as described in Section 25.3) and the funds were not obtained from an interested party either directly or through a third party. This source of gift does not require a 5% down payment from other sources of cash or other Equity.


	4.
	Proceeds of a loan fully secured by the Borrower's owned assets


	5.
	Proceeds from the sale of the Borrower's assets


	6.
	A cash deposit toward the purchase, the source of which is verifiable


	7.
	Funds disbursed from a trust if documented according to Section 37.20


	8.
	Funds on deposit in an Individual Development Account (IDA) meeting the requirements of Sections 26.6 and 37.20 and matching funds provided by an Agency


	9.
	Funds on deposit in a Community Savings System that are deposited by the Borrower and documented according to Section 37.20


	10.
	Pooled funds on deposit from Related Persons who reside with the Borrower meeting the requirements of Section 26.4, if they are verified and documented according to Section 37.20


	11.
	For purchase transactions, proceeds from an unsecured loan meeting the requirements of Section 26.6.1 that is an Employer Assisted Homeownership (EAH) Benefit meeting the requirements of Section 26.6.2. If an unsecured loan is used with a Mortgage with a loan-to-value (LTV) ratio greater than 80%, the unsecured loan is permitted only if the Borrower has made a down payment of at least 5% from other sources of cash or other Equity unless provided for otherwise in this Guide.


	12.
	The amount charged by a Borrower on a credit card to pay fees associated with the Mortgage application, credit report and appraisal reports, or a cash advance taken by the Borrower on a revolving credit card account or an unsecured line of credit to pay these fees, subject to the requirements in Section 26.6.4


None of the following is considered to be cash:

	1.
	Proceeds of a personal or unsecured loan, except for an unsecured loan that is an EAH Benefit as described in Section 26.2 (number 11) and Section 26.6.1


	2.
	A gift that must be repaid in full or in part


	3.
	A cash advance on a revolving charge account or unsecured line of credit, except as provided in Section 26.2 (number 12)


	4.
	Cash for which the source cannot be verified (cash on hand), except for Home Possible® Mortgages as described in Section 26.6.3


26.3: Other equity (09/09/02)
"Other equity" is considered to include:

	•
	The current appraised value of the lot owned by the Borrower on which the improvement was constructed


	•
	The net proceeds of the trade-in of the Borrower's previously owned home documented by an appraisal of the Borrower's previously owned residence and a copy of the trade-in contract. The Borrower's equity in the previously owned home is determined by subtracting any outstanding liens on the previously owned residence, plus any transfer costs, from the lesser of the appraised value of the previously owned residence or its trade-in price as shown in the trade-in contract, or


	•
	Sweat Equity is credit for labor performed or material furnished by the Borrower on the Mortgaged Premises. Credit will not be given for Sweat Equity unless there is at least a five percent down payment in cash or one of the types of other Equity described in this subsection. Such credit must be fully explained and verifiable. Any labor performed or any material furnished must be completed in a skillful, workmanlike manner in order to support the appraised value. Completion in a skillful, workmanlike manner must be certified by the appraiser.


	•
	The portion of prior rental payments credited toward the purchase price under a documented rental/purchase agreement, not to exceed the difference between the market rent and actual rent paid. In such cases, the appraiser must determine the market rent. This form of other equity does not require a five percent cash down payment by the Borrower. The Seller's file must contain a copy of the rental/purchase agreement and evidence of rent paid. (See Section 37.11.)


26.4: Pooled funds (06/10/05)
Pooled funds are funds on deposit provided by the Borrower and other member(s) of a group of Related Persons who:

	•
	Have resided together for at least one year, and


	•
	Will continue residing together in the new residence, and


	•
	Are "pooling" their funds to buy a home


Pooled funds must be verified and documented by the Seller in accordance with the requirements of Section 37.20.

Funds provided by Related Persons who do not reside with the Borrower are subject to the requirements for gifts in Section 26.2.

In addition, the Borrower must attest, by an affidavit executed at application, to the:

	•
	Source of pooled funds


	•
	Fact that the pooled funds are not borrowed


	•
	Relationship between the contributing Related Person and the Borrower (For example, the affidavit might state that the Related Person is the Borrower's uncle or that the Related Person is the cousin of the Borrower's spouse.)


The Borrower must also attest that the Related Person:

	•
	Has resided with the Borrower for the past year


	•
	Intends to continue residing with the Borrower in the new residence for the foreseeable future


The affidavit need not be notarized or acknowledged but must be kept in the Mortgage file.

26.5: Reserves (07/10/00)
"Reserves" are those assets remaining after Borrower Funds have been paid.

Of the following assets, 100 percent may be used to calculate Borrower reserves:

	•
	Stocks, Bonds, Mutual Funds, U.S. Government Securities and other securities that are traded on an exchange or marketplace generally available to the public (such as the NYSE, NASDAQ, Midwest SE, CBOT, or OTC) whose price can be readily verified through financial publications. The Seller must verify that the security is owned by the Borrower


	•
	Cash Value Life Insurance (rather than face value) that is verified. The Borrower must be the owner of the policy and not the beneficiary


	•
	Personal IRA and SEP-IRA accounts that are owned by the Borrower and verified


	•
	The Borrower's portion of undistributed trust funds meeting the requirements of Section 37.20


The following assets may be used for reserves subject to certain considerations:

	•
	401(k), KEOGH, 403(b) and other IRS-qualified employer plans may be counted as reserves up to the vested amount less the minimum federal income tax withholdings required by the IRS. The lender need not reduce the vested amount by any IRS penalty (sometimes called "excise tax")


	•
	Savings Bonds may be counted at 100 percent of face value if mature. If the bonds are not mature, the amount counted toward reserves is based on the redeemable value at the time of underwriting. Schedules showing redeemable value are available from the U.S. Treasury or most financial institutions that redeem U.S. Savings Bonds.


Examples of assets that are not eligible to be reserves include:

	•
	Nonfinancial assets such as collectibles, coins, stamps, and art work that would require appraisal and/or liquidation


	•
	Stocks issued by, or notes/loans receivable from, a privately held company


26.6: Individual Development Account (IDA) (08/21/06)
Individual Development Accounts (IDA) must meet the definition contained in the Glossary and the following requirements of either Option A or Option B.

	•
	Option A (no Recapture):

•
Matching funds may be counted as cash for the partial or total of the down payment, Closing Costs, financing costs and Prepaids/Escrows

•
Document the savings plan and regular payments made by the Borrower and the matching organization according to the requirements of Section 37.20
•
Allow for up to a 4-to-1 match by an Agency's funds

•
Borrower must satisfy any vesting requirements of the matching IDA program




	•
	Option B (used when there is a Recapture provision):

•
Allow the matching funds to be included as a gift or grant after the Borrower has made the initial down payment from Borrower Funds as required by the specific Mortgage product

•
Document the savings plan and regular payments made by the Borrower and the matching organization according to the requirements of Section 37.20
•
Allow for up to a 3-to-1 match by an Agency's funds

•
Borrower must satisfy any vesting requirements of the matching IDA program




26.6.1: Unsecured loans (06/10/05)
	(a)
	Requirements
An unsecured loan is a loan that meets all of the following:

1.

Is not documented in the local jurisdiction's land records and is not secured by the Mortgaged Premises

2.

Does not contain provisions that allow or could result in negative amortization

3.

Has a maturity date that:

a.

Does not exceed the maturity date of the Mortgage, and

b.

Is at least five years after the Note Date of the Mortgage, unless the unsecured loan is fully amortizing

4.

Has an interest rate that is no greater than the Note Rate on the Mortgage

5.

Is not a cash advance from a credit card or unsecured line of credit

6.

Has its source, terms and conditions documented on the Form 65, Uniform Residential Loan Application

7.

Has its terms documented in the Mortgage file

8.

For purchase transactions, the required minimum down payment or Borrower Contribution from Borrower Funds or from Borrower Personal Funds, as applicable, is satisfied

9.

If used in connection with a purchase transaction, the lender is not an interested party to the transaction (as described in Section 25.3), and did not obtain funds from an interested party to the transaction

10.

If the loan is an Employer Assisted Homeownership (EAH) Benefit, its terms permit the Borrower to continue making payments on the loan in the event the Borrower no longer works for the employer and may not require repayment in full unless:

a.

The Borrower terminates his or her employment for any reason, or

b.

The employer terminates the Borrower's employment for any reason other than long-term disability, the elimination of the employee's position or reduction-in-force

Funds from a Community Savings System above the amount the Borrower has contributed may be considered an unsecured loan if the conditions above are satisfied.



	(b)
	Underwriting; documentation
For purchase transactions, if the monthly payment of principal and interest or interest only begins on or after the 61st monthly payment under the first lien Mortgage or if repayment of the loan is due only upon sale or default, the amount of the monthly payment may be excluded from the monthly debt payment-to-income ratio; otherwise, the required monthly payments must be included in calculating the monthly debt payment-to-income ratio. For refinance transactions, see Section 37.16 for instructions on calculating the monthly debt payment-to-income ratio.

For purchase transactions, the Mortgage file must contain written evidence of the transfer of the unsecured loan proceeds, if they are not verified in the Borrower's account.


26.6.2: Employer Assisted Homeownership (EAH) Benefit (06/01/08)
	(a)
	General requirements
An EAH Benefit may be used as a source of funds for down payment, Closing Costs, Financing Costs, Prepaids/Escrows and reserves if the terms of the EAH Benefit comply with the following:

1.

The EAH Benefit is provided to an employee from the employer pursuant to an established, ongoing and documented employer benefit program, provided (i) the employer is not an interested party (as described in Section 25.3) and (ii) the funds were not obtained from an interested party either directly or through a third party

2.

The Mortgage is secured by a 1- to 4-unit Primary Residence




	(b)
	Types of benefits
The EAH Benefit may be any of the following structures:

1.

A grant, meeting the requirements in Section 26.2 (number 3)

2.

Matching funds from a Individual Development Account (IDA) meeting the requirements in Section 26.2 (number 8) and Section 26.6
3.

A fully repayable, deferred payment or forgivable unsecured loan meeting the requirements of Section 26.2 (number 11) and Section 26.6.1
4.

Fully repayable, deferred payment or forgivable secondary financing meeting the requirements in Sections 25.1(a), 25.1(b), 25.1(c), 25.1(e) and 25.1(f)
5.

A fully repayable, deferred payment or forgivable Affordable Second meeting the requirements of Sections 25.1(a) and 25.1(g)



	(c)
	Related provisions
In addition to the requirements in this Section 26.6.2, other requirements related to EAH Benefits are described in the following locations:
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26.6.3: Cash on hand (12/15/06)
For Home Possible® Mortgages, cash on hand may be used as Borrower Personal Funds if the following conditions are met:

	•
	The Seller reasonably concludes, and can support, that the Borrower is a cash-basis individual and that the cash on hand is not borrowed and could have been saved by the Borrower. A cash-basis individual is an individual who does not use checking, savings or other similar accounts but may be a limited user of credit (i.e., revolving or installment debt).

The following support the Seller's conclusion:

•
The alternative documentation or monthly receipts do not indicate that the Borrower has checking, savings or similar accounts

•
The credit report does not show more than three Tradelines for the Borrower

•
The updated credit report does not show any new accounts or a substantial increase to an existing account that approximates, or exceeds, the amount of cash on hand provided by the Borrower

•
The Monthly Budget and Residual Income Analysis Form ( Exhibit 23, Monthly Budget and Residual Analysis Form) confirms that the total monthly residual income available for savings is a positive number



	•
	The Mortgage file contains the following documents:

•
A completed Monthly Budget and Residual Analysis Form or another document containing the same information

•
Copies of six months' cash receipts (such as rent or utility receipts) or other alternative documentation (e.g., direct verifications, money order receipts, wire transfers) meeting the requirements of Section 37.11(c) to verify that all recurring obligations, including the payment of revolving and installment debt, are paid in cash

•
A credit report, obtained at the time of loan application, meeting the requirements of Section 37.10
•
Copies of three months' statements for any open revolving account that reveal cash advances are not the source of Borrower Funds. Any cash advances must be explained and documented (i.e., a cash advance used in an emergency situation)

•
An updated credit report, obtained approximately one week before closing, that reveals no new accounts or substantial increases to balances on already existing accounts




26.6.4: Credit card charges, cash advances or unsecured line of credit (12/15/06)
The amount charged by a Borrower on a credit card to pay fees associated with the Mortgage application, credit report and appraisal reports, or a cash advance taken by the Borrower on a revolving credit card account or an unsecured line of credit to pay these fees may be used as Borrower Funds if the following conditions are met:

	•
	The maximum amount charged or advanced may not exceed one percent of the Mortgage amount. While charges for the credit report and appraisal are not required to be included in the one percent limitation, the total amount charged by the Borrower on a credit card or taken as a cash advance for the credit report and appraisal may not exceed $500.00


	•
	The amount charged or advanced must be included in the Borrower's total outstanding debt and the repayment of such amount must be included when determining the Borrower's monthly debt payment-to-income ratio as described in Section 37.16


	•
	The Borrower has sufficient funds to pay these fees; however, the Borrower is not required to pay off these charges at closing


Refer to Section 17.43 for instructions on delivering Mortgages where Borrower uses a credit card, cash advance or unsecured line of credit to pay fees associated with the Mortgage application process.

26.7: Required Funds (07/10/00)
The documentation for each Mortgage file must verify sufficient cash or other Equity to meet the Borrower Funds required, including:

	•
	Down payment (including earnest deposit)


	•
	Prepaids/Escrow items, if paid by the Borrower


	•
	Closing Costs, if paid by the Borrower


	•
	Financing Costs, if paid by the Borrower


When a Mortgage includes a non-occupying Borrower, and the LTV ratio is greater than 80%, the occupant Borrower must make the first 5% down payment from the occupant Borrower Funds.

When someone other than the Borrower is paying any of the items listed above, the file must contain documentation showing the amount being paid and who paid it. If the payments are made by an interested party to the transaction, the source and dollar amount must satisfy the requirements of Section 25.3.
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1
Chapter 27:  Mortgage Insurance and Late Charges

27.1: Mortgage insurance (02/20/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Mortgage insurance issued by a mortgage insurer (MI) that, as of the Delivery Date, is a Freddie Mac-approved MI (see Exhibit 10, Freddie Mac-Approved Mortgage Insurers) is required on each conventional Mortgage Freddie Mac purchases that has a loan-to-value (LTV) ratio of more than 80%. The LTV ratio is obtained by dividing the original loan amount by the value, as defined in Section 23.1. The "value" of Mortgaged Premises located in the State of New York, as used solely for the purpose of determining whether mortgage insurance is required or should be canceled, is the appraised value of the Mortgaged Premises on the Note Date of the Mortgage. (This definition of the "value" of Mortgaged Premises located in the State of New York applies only to the above-stated mortgage insurance requirements, and is not applicable for any other purposes under the terms of the Purchase Documents. In particular, this definition of "value" is not applicable in determining the LTV ratios for the required percentage of mortgage insurance coverage.)

The required mortgage insurance must be in full force and effect as of the Delivery Date. Mortgage insurance coverage must not be subject to any exclusion besides those exclusions stated in the MI's master policy. Coverage must run to the benefit of Freddie Mac for a whole loan or a participation loan insured under a participation policy, or to the Seller for any other insured participation loan. No action may have been taken, or no action may have failed to be taken, that would impair the rights of Freddie Mac or the Seller. Participation policies with provisions inconsistent with this section or that impose premium payment or reporting requirements on Freddie Mac are not acceptable.

The insurance must remain in force until canceled in accordance with the requirements of Sections 61.2 through 61.4.3 or pursuant to applicable law. The Seller warrants that the Borrower has been given all disclosures required by law, including, but not limited to, the Homeowners Protection Act of 1998 (HPA), as amended, relating to the terms on which Borrower-paid mortgage insurance may be canceled. This includes all disclosures required by the HPA at loan origination to describe the Borrower's mortgage insurance cancellation rights under the HPA.

Mortgage insurance coverage must continue to be carried with the MI that insured the Mortgage when it was delivered to Freddie Mac, except as provided for in Section 61.7.

Freddie Mac's mortgage insurance coverage level options
Certain Mortgages require MI coverage levels that are different than those listed below. Those requirements are indicated in the individual sections where they apply.

	(a)
	Standard mortgage insurance coverage
The standard required coverage levels for mortgage insurance are listed below.
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If the mortgage insurance premium is financed, see Section 27.1.1 for the LTV ratio calculation.

--------------------------
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*

If the mortgage insurance premium is financed, see Section 27.1.1 for the LTV ratio calculation.

--------------------------


	(b)
	Flexible mortgage insurance options
Freddie Mac's flexible mortgage insurance options provide alternatives to standard mortgage insurance coverage. These options include:

•
Custom mortgage insurance (Custom MI)

•
Reduced mortgage insurance (Reduced MI)

Flexible mortgage insurance is available only for Accept Mortgages. The premiums for flexible mortgage insurance may not be financed as part of the principal amount of the Mortgage. The lender-paid mortgage insurance option may not be used in conjunction with a flexible mortgage insurance option. Flexible mortgage insurance options may not be used for 40-year fixed-rate Mortgages.

A special postsettlement delivery fee (delivery fee) will be assessed and billed to the Seller in conjunction with the sale of Mortgages with certain flexible mortgage insurance options. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Flexible Mortgage Insurance Options delivery fee and other delivery fees. Postsettlement delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.

All Mortgages sold to Freddie Mac with flexible mortgage insurance may be delivered through the Cash, Guarantor or MultiLender Swap programs and may be pooled with other conventional/conforming loans.

1.
Custom mortgage insurance
Freddie Mac will purchase an Accept Mortgage with the applicable Custom MI coverage level if:

•
The Feedback Certificate indicates the Mortgage is eligible for Custom MI

•
The Mortgage is secured by a Primary Residence or second home

The following minimum coverage levels apply regardless of the Mortgage term:
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2.
Reduced mortgage insurance
Freddie Mac will purchase an Accept Mortgage with Reduced MI coverage if:

•
The Feedback Certificate indicates the Mortgage is eligible for Reduced MI

•
The Mortgage is:

•
level-payment, fully amortizing fixed-rate

•
amortizing over a period greater than 20 years

•
secured by a 1-2 unit Primary Residence

•
either a purchase money transaction, or a "no cash-out" refinance with respect to which the Mortgage being refinanced was owned by Freddie Mac

The following minimum coverage levels apply:
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27.1: Mortgage insurance (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Mortgage insurance issued by a mortgage insurer (MI) that, as of the Delivery Date, is a Freddie Mac-approved MI (see Exhibit 10, Freddie Mac-Approved Mortgage Insurers) is required on each conventional Mortgage Freddie Mac purchases that has a loan-to-value (LTV) ratio of more than 80%. The LTV ratio is obtained by dividing the original loan amount by the value, as defined in Section 23.1. The "value" of Mortgaged Premises located in the State of New York, as used solely for the purpose of determining whether mortgage insurance is required or should be canceled, is the appraised value of the Mortgaged Premises on the Note Date of the Mortgage. (This definition of the "value" of Mortgaged Premises located in the State of New York applies only to the above-stated mortgage insurance requirements, and is not applicable for any other purposes under the terms of the Purchase Documents. In particular, this definition of "value" is not applicable in determining the LTV ratios for the required percentage of mortgage insurance coverage.)

The required mortgage insurance must be in full force and effect as of the Delivery Date. Mortgage insurance coverage must not be subject to any exclusion besides those exclusions stated in the MI's master policy. Coverage must run to the benefit of Freddie Mac for a whole loan or a participation loan insured under a participation policy, or to the Seller for any other insured participation loan. No action may have been taken, or no action may have failed to be taken, that would impair the rights of Freddie Mac or the Seller. Participation policies with provisions inconsistent with this section or that impose premium payment or reporting requirements on Freddie Mac are not acceptable.

The insurance must remain in force until canceled in accordance with the requirements of Sections 61.2 through 61.4.3 or pursuant to applicable law. The Seller warrants that the Borrower has been given all disclosures required by law, including, but not limited to, the Homeowners Protection Act of 1998 (HPA), as amended, relating to the terms on which Borrower-paid mortgage insurance may be canceled. This includes all disclosures required by the HPA at loan origination to describe the Borrower's mortgage insurance cancellation rights under the HPA.

Mortgage insurance coverage must continue to be carried with the MI that insured the Mortgage when it was delivered to Freddie Mac, except as provided for in Section 61.7.

Freddie Mac's mortgage insurance coverage level options
Certain Mortgages require MI coverage levels that are different than those listed below. Those requirements are indicated in the individual sections where they apply.

	(a)
	Standard mortgage insurance coverage
The standard required coverage levels for mortgage insurance are listed below.
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If the mortgage insurance premium is financed, see Section 27.1.1 for the LTV ratio calculation.

--------------------------
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If the mortgage insurance premium is financed, see Section 27.1.1 for the LTV ratio calculation.

--------------------------


	(b)
	Flexible mortgage insurance options
Freddie Mac's flexible mortgage insurance options provide alternatives to standard mortgage insurance coverage. These options include:

•
Custom mortgage insurance (Custom MI)

•
Reduced mortgage insurance (Reduced MI)

Flexible mortgage insurance is available only for Accept Mortgages. The premiums for flexible mortgage insurance may not be financed as part of the principal amount of the Mortgage. The lender-paid mortgage insurance option may not be used in conjunction with a flexible mortgage insurance option. Flexible mortgage insurance options may not be used for 40-year fixed-rate Mortgages.

The flexible mortgage insurance options are not permitted for super conforming Mortgages.

A special postsettlement delivery fee (delivery fee) will be assessed and billed to the Seller in conjunction with the sale of Mortgages with certain flexible mortgage insurance options. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Flexible Mortgage Insurance Options delivery fee and other delivery fees. Postsettlement delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.

All Mortgages sold to Freddie Mac with flexible mortgage insurance may be delivered through the Cash, Guarantor or MultiLender Swap programs and may be pooled with other conventional/conforming loans.

1.
Custom mortgage insurance
Freddie Mac will purchase an Accept Mortgage with the applicable Custom MI coverage level if:

•
The Feedback Certificate indicates the Mortgage is eligible for Custom MI

•
The Mortgage is secured by a Primary Residence or second home

The following minimum coverage levels apply regardless of the Mortgage term:
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2.
Reduced mortgage insurance
Freddie Mac will purchase an Accept Mortgage with Reduced MI coverage if:

•
The Feedback Certificate indicates the Mortgage is eligible for Reduced MI

•
The Mortgage is:

•
level-payment, fully amortizing fixed-rate

•
amortizing over a period greater than 20 years

•
secured by a 1-2 unit Primary Residence

•
either a purchase money transaction, or a "no cash-out" refinance with respect to which the Mortgage being refinanced was owned by Freddie Mac

The following minimum coverage levels apply:
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27.1.1: Mortgage insurance premiums (08/21/06)
Changes to these requirements have been announced and will become effective on 01/02/09.
Mortgage insurance premiums may be paid as follows:

	•
	Monthly, annually, as a single premium, or a combination of these


	•
	Financed premiums as described below


	•
	Lender-paid premiums as described below


For Borrower-paid mortgage insurance premiums, the Borrower must pay the mortgage insurance premium by a single payment at closing or through monthly Escrow payments. A Mortgage that includes a Borrower-paid mortgage insurance premium in the Note Rate is not eligible for sale to Freddie Mac.

Lender-paid mortgage insurance premiums for annual- and monthly premium programs must be included in the Servicing Spread included in the Note Rate on the Mortgage (see Section 27.1.1(b)). Mortgages with single-premium lender-paid mortgage insurance do not require an adjustment to the Minimum Servicing Spread.

	(a)
	Financed premiums
For purposes of this section, the following definitions apply:

•
Base LTV ratio: The LTV ratio calculated using the Mortgage amount without the financed mortgage insurance premium

•
Gross (higher) LTV ratio: The LTV ratio calculated using the Mortgage amount which includes the financed mortgage insurance premium

Mortgages for which the mortgage insurance premium is included as part of the principal amount of the Mortgage (that is, a financed premium) are eligible for purchase using the Base LTV ratio provided the Mortgage complies with the requirements below.

1.
For Accept Mortgages, all of the following apply:
•
The Base LTV ratio must not exceed the lesser of 95% or the LTV ratio specified in Section 23.4
•
The Gross LTV ratio must not exceed 95%

•
The Mortgaged Premises must be a 1-unit Primary Residence or second home

•
The Mortgage is a fixed-rate, fully amortizing Mortgage, 7-year Balloon/Reset Mortgage or an adjustable-rate Mortgage (ARM)

•
The amount of coverage meets the standard coverage level requirements in Section 27.1 using the Base LTV ratio

•
The mortgage insurance premium must be paid with a single-premium payment, (i.e., monthly premium payments are not eligible)
2.
For Caution Mortgages and Non-Loan Prospector® Mortgages, all of the following apply:
•
The Base LTV ratio must not exceed the lesser of 90% or the LTV ratio specified in Section 23.4
•
The Gross LTV ratio must not exceed 95%

•
The Mortgage Premises is a 1-unit Primary Residence or second home

•
The Mortgage is a fixed-rate, fully amortizing Mortgage, 7-year Balloon/Reset Mortgage or an ARM

•
The amount of coverage meets the standard coverage level requirements in Section 27.1 using the Base LTV ratio

•
The mortgage insurance premium must be paid by a single premium payment (that is, monthly premium payments are not eligible)

Financed mortgage insurance premium endorsement
The mortgage insurance policy must include an endorsement, generally referred to as the "financed mortgage insurance premium endorsement." This endorsement states that adjustments will be made to the claim calculation to meet the required exposure level for the Base LTV ratio.

Delivery requirements for Mortgages with financed mortgage insurance premium
See Section 17.24 for delivery requirements.

Any applicable postsettlement delivery fees will be assessed based on the Mortgage's Gross LTV ratio and the unpaid principal balance (UPB), which includes the financed mortgage insurance premium.



	(b)
	Lender-paid mortgage insurance
Freddie Mac will purchase Mortgages with single-, annual- or monthly premium lender-paid mortgage insurance as follows:

1.
For annual and monthly premiums:
•
The Mortgage is a fixed-rate, fully amortizing Mortgage (other than a Balloon/Reset Mortgage) or a non-convertible ARM or is a fixed-rate or adjustable-rate Initial InterestSM Mortgage

•
For monthly and annual-premium programs, premium payments are made from the Servicing Spread compensation. To ensure that the Servicer receives sufficient Servicing compensation after premium payments are made, the Minimum Contract Servicing Spread must be no less than the sum of the Minimum Servicing Spread plus the amount necessary to pay the mortgage insurance premium when due.

•
Coverage will be maintained for the life of the Mortgage. A change in mortgage insurer may be allowed if approved by Freddie Mac (see Chapter 61).

•
The Mortgage is sold under the Guarantor or MultiLender Swap program

2.
For single premiums:
•
The Mortgage is a Mortgage eligible for purchase under the Purchase Documents

•
Coverage will be maintained for the life of the Mortgage. A change in mortgage insurer may be allowed if approved by Freddie Mac (see Chapter 61).

•
The originating lender or the Seller must pay the entire mortgage insurance premium prior to the Delivery Date 

See Section 17.25 for delivery requirements for Mortgages with lender-paid mortgage insurance.


27.1.1: Mortgage insurance premiums (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Mortgage insurance premiums may be paid as follows:

	•
	Monthly, annually, as a single premium, or a combination of these


	•
	Financed premiums as described below


	•
	Lender-paid premiums as described below


For Borrower-paid mortgage insurance premiums, the Borrower must pay the mortgage insurance premium by a single payment at closing or through monthly Escrow payments. A Mortgage that includes a Borrower-paid mortgage insurance premium in the Note Rate is not eligible for sale to Freddie Mac.

Lender-paid mortgage insurance premiums for annual- and monthly premium programs must be included in the Servicing Spread included in the Note Rate on the Mortgage (see Section 27.1.1(b)). Mortgages with single-premium lender-paid mortgage insurance do not require an adjustment to the Minimum Servicing Spread.

	(a)
	Financed premiums
For purposes of this section, the following definitions apply:

•
Base LTV ratio: The LTV ratio calculated using the Mortgage amount without the financed mortgage insurance premium

•
Gross (higher) LTV ratio: The LTV ratio calculated using the Mortgage amount which includes the financed mortgage insurance premium

Mortgages for which the mortgage insurance premium is included as part of the principal amount of the Mortgage (that is, a financed premium) are eligible for purchase using the Base LTV ratio provided the Mortgage complies with the requirements below.

Financed mortgage insurance premiums are not permitted for super conforming Mortgages.

1.
For Accept Mortgages, all of the following apply:
•
The Base LTV ratio must not exceed the lesser of 95% or the LTV ratio specified in Section 23.4
•
The Gross LTV ratio must not exceed 95%

•
The Mortgaged Premises must be a 1-unit Primary Residence or second home

•
The Mortgage is a fixed-rate, fully amortizing Mortgage, 7-year Balloon/Reset Mortgage or an adjustable-rate Mortgage (ARM)

•
The amount of coverage meets the standard coverage level requirements in Section 27.1 using the Base LTV ratio

•
The mortgage insurance premium must be paid with a single-premium payment, (i.e., monthly premium payments are not eligible)
2.
For Caution Mortgages and Non-Loan Prospector® Mortgages, all of the following apply:
•
The Base LTV ratio must not exceed the lesser of 90% or the LTV ratio specified in Section 23.4
•
The Gross LTV ratio must not exceed 95%

•
The Mortgage Premises is a 1-unit Primary Residence or second home

•
The Mortgage is a fixed-rate, fully amortizing Mortgage, 7-year Balloon/Reset Mortgage or an ARM

•
The amount of coverage meets the standard coverage level requirements in Section 27.1 using the Base LTV ratio

•
The mortgage insurance premium must be paid by a single premium payment (that is, monthly premium payments are not eligible)

Financed mortgage insurance premium endorsement
The mortgage insurance policy must include an endorsement, generally referred to as the "financed mortgage insurance premium endorsement." This endorsement states that adjustments will be made to the claim calculation to meet the required exposure level for the Base LTV ratio.

Delivery requirements for Mortgages with financed mortgage insurance premium
See Section 17.24 for delivery requirements.

Any applicable postsettlement delivery fees will be assessed based on the Mortgage's Gross LTV ratio and the unpaid principal balance (UPB), which includes the financed mortgage insurance premium.



	(b)
	Lender-paid mortgage insurance
Freddie Mac will purchase Mortgages with single-, annual- or monthly premium lender-paid mortgage insurance as follows:

1.
For annual and monthly premiums:
•
The Mortgage is a fixed-rate, fully amortizing Mortgage (other than a Balloon/Reset Mortgage) or a non-convertible ARM or is a fixed-rate or adjustable-rate Initial InterestSM Mortgage

•
The Mortgage is not a super conforming Mortgage

•
For monthly and annual-premium programs, premium payments are made from the Servicing Spread compensation. To ensure that the Servicer receives sufficient Servicing compensation after premium payments are made, the Minimum Contract Servicing Spread must be no less than the sum of the Minimum Servicing Spread plus the amount necessary to pay the mortgage insurance premium when due.

•
Coverage will be maintained for the life of the Mortgage. A change in mortgage insurer may be allowed if approved by Freddie Mac (see Chapter 61).

•
The Mortgage is sold under the Guarantor or MultiLender Swap program

On and after March 1, 2009, the Seller must obtain Freddie Mac's approval to sell Mortgages with annual or monthly premium lender-paid mortgage insurance to Freddie Mac. The Seller should request this approval by calling its account manager or (800) FREDDIE.
2.
For single premiums:
•
The Mortgage is a Mortgage eligible for purchase under the Purchase Documents

•
Coverage will be maintained for the life of the Mortgage. A change in mortgage insurer may be allowed if approved by Freddie Mac (see Chapter 61).

•
The originating lender or the Seller must pay the entire mortgage insurance premium prior to the Delivery Date 

See Section 17.25 for delivery requirements for Mortgages with lender-paid mortgage insurance.


27.2: Commissions, fees or other compensation on insurance (06/07/01)
The Seller warrants that in connection with the placement or renewal of any mortgage insurance, including insurance on any other Mortgages it owns, to the Seller's knowledge, the insurer (including its parent company or any affiliate thereof) has not caused or permitted any consideration or thing of value (other than the protection provided by its mortgage insurance) to be paid to or received by any of the following:

	•
	The Mortgage lender


	•
	Any officer, director or employee of the lender or any member of their immediate families


	•
	Any insurance agency, corporation (other than the insurer), partnership, trust or other business entity (including any service corporation, whether organized for profit or otherwise) in which the lender or any of its officers, directors, employees or their immediate family members have financial interest, or


	•
	Any designee, trustee, nominee or other agent or representative of any of the foregoing


This requirement applies to any commission, fee or other compensation on all mortgage insurance presently in force or to be placed in the future.

27.3: Late charges (06/07/01)
The Uniform Single Family Note provides blanks for inserting the amounts of late charges and the grace period after which such charges are assessable. Any amount and period stated must be permissible under applicable law.

For Mortgages purchased by Freddie Mac, the Seller agrees to collect late charges only on monthly installments more than 15 days late. If the 15-day period ends on a weekend or holiday, it is extended to the next Business Day. The Seller also agrees not to collect late charges of more than 5% of the late principal and interest payment. The Seller may retain any late charge collected as additional Servicing compensation.

If the late charge stated in the Note is more than 5% of the principal and interest payment and/or is to be assessed on a monthly installment late 15 days or less, the Seller agrees to notify the Borrower in writing of Freddie Mac's late charge and grace period requirements and to retain a copy of the written notification in the Mortgage file for each Mortgage purchased by Freddie Mac.

27.4: Prepayment charges (06/07/01)
This section has been deleted.
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