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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1

Chapter 37:  Underwriting the Borrower
37.1: Underwriting a Mortgage for sale to Freddie Mac (10/06/06)
Changes to these requirements have been announced and will become effective on 01/02/09.
Freddie Mac purchases Mortgages that meet the standards included in this Single-Family Seller/Servicer Guide (Guide). The conclusion that a Mortgage is acceptable must be based on a determination that the Borrower is creditworthy (acceptable credit reputation and capacity) and the Mortgaged Premises (collateral) is adequate for the transaction. Credit reputation, capacity and collateral are often called the "three Cs" of underwriting. If one of these components is not acceptable or if there is excessive layering of risk across components, the Mortgage is not acceptable for sale to Freddie Mac.

This chapter details Freddie Mac's requirements for determining that the Borrower has acceptable credit reputation and capacity. It also covers layering of risk within the three components and how to determine excessive layering of risk. See Chapter 44 for requirements regarding collateral.

The Seller should be familiar with the definitions in the Glossary for the following terms that are used in this chapter:

	•
	Accept Mortgage


	•
	A-minus Mortgage


	•
	Caution Mortgage


	•
	Indicator Score


	•
	Manually Underwritten Mortgage


	•
	Non-Loan Prospector® Mortgage


	•
	Underwriting Score


	(a)
	Methods of underwriting
Borrower creditworthiness is established and excessive layering of risk is identified by one of the following methods:

•
Submitting the Mortgage to Loan Prospector
In many cases, the most effective way to evaluate Borrower creditworthiness and identify excessive layering of risk is to submit the Mortgage to Loan Prospector. Loan Prospector performs an overall evaluation of the credit risks in the Mortgage file based on the information provided by the Seller and credit repositories and returns a Risk Class of either Accept or Caution on the Feedback Certificate.

A Seller is relieved of the requirements to represent and warrant that the Borrower is creditworthy if:

•
The Seller delivers a Mortgage with a Risk Class of Accept (with a Documentation Level of Accept Plus, Streamlined Accept or Standard Documentation), or

•
The Seller delivers an A-minus eligible Mortgage that complies with all applicable underwriting, product and other requirements of the Seller's Purchase Documents (including Section 2.2.1 and Chapter C33 of the Guide) 

If a Mortgage does not comply with all applicable underwriting, product and other requirements of the Purchase Documents, the Mortgage will be considered a Loan Prospector Mortgage, a Non-Loan Prospector Mortgage or a Manually Underwritten Mortgage, as applicable, depending on the contents of the Mortgage file.

See Section 2.2.1 for additional details regarding Loan Prospector Mortgages.
•
Manually underwriting the Mortgage
Mortgages for which the Seller evaluates the Mortgage data and makes the final determination regarding Borrower creditworthiness and excessive layering of risk are referred to as "Manually Underwritten Mortgages." Manually Underwritten Mortgages are the following:

•
Mortgages that were never submitted to Loan Prospector

•
Mortgages that were submitted to Loan Prospector and received an evaluation status of invalid, ineligible or incomplete

•
Mortgages that were submitted to Loan Prospector, received a Risk Class of Caution and were not eligible as A-minus Mortgages



	(b)
	Borrower creditworthiness
Borrower creditworthiness consists of:

•
Borrower credit reputation, and

•
Borrower capacity to repay the Mortgage

Borrower creditworthiness may be determined by submitting the Mortgage to Loan Prospector or by a manual evaluation of applicable and pertinent information relating to Borrower credit reputation and capacity to repay.

Submitting a Mortgage to Loan Prospector is the most efficient way to determine Borrower creditworthiness.

For an Accept Mortgage eligible for Accept Plus Documentation, Loan Prospector has determined that Borrower creditworthiness is acceptable. The Seller is responsible for ensuring that the amount of stable monthly income submitted to Loan Prospector is the amount stated on the Borrower's application. The Feedback Certificate documents the acceptability of the Borrower's creditworthiness.

For all other Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower is creditworthy provided the amount of stable monthly income used by Loan Prospector is correct and meets the requirements for stable monthly income in Section 37.13, as verified under the applicable verification requirements of this chapter. Additional evaluation of Borrower creditworthiness by the Seller is not required.

For Manually Underwritten Mortgages, the Seller must manually underwrite Borrower creditworthiness as required in this chapter in order to determine that the Borrower is creditworthy. The Seller's conclusion that Borrower credit reputation and capacity are acceptable must be based on the documentation included in the Mortgage file and described on Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the Mortgage file.



	(c)
	Layering of risk
For all Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the layering of risk is acceptable. The Seller does not have to make this determination.

For all Caution Mortgages not eligible as A-minus Mortgages, the Seller must manually underwrite the Mortgages in accordance with this chapter. For such Mortgages, there is a strong indication that the layering of risk is excessive and that acceptability and compliance with Freddie Mac requirements is unlikely.

When underwriting a Caution Mortgage, the Seller must analyze all risk factors present in the Mortgage file, including those identified in the Credit Risk Comments and Repository Reason Code Comments sections of the Feedback Certificate, and document in the Mortgage file offsetting factors satisfactory to ensure that the Mortgage is acceptable. The offsets used must provide information not considered by Loan Prospector.

The Seller cannot use the following factors as a basis for concluding that excessive layering of risk is not present because Loan Prospector has already considered them:

•
Total loan-to-value (TLTV) or loan-to-value (LTV) ratio below the maximum allowable financing

•
Qualifying monthly housing expense-to-income ratio, debt-to-housing gap ratio or monthly debt payment-to-income ratio below Freddie Mac's guidelines

•
The level of reserves

•
The type of Mortgage product

•
The type of property securing the Mortgage

•
Fair, Isaac and Co. (FICO) score

or

•
Any combination of these factors

For all other Manually Underwritten Mortgages, the Seller is responsible for determining that the Mortgage is acceptable for sale to Freddie Mac by:

•
Evaluating all risk factors present in the Mortgage file, and

•
Identifying offsetting factors needed to ensure that the Mortgage is acceptable, and

•
Documenting in the Mortgage file those offsetting factors and the overall conclusion of acceptability

The Seller must determine that each component (credit reputation, capacity and collateral) is acceptable and that the overall layering of risk is acceptable. A conclusion that the Mortgage is acceptable cannot be reached by looking only at a single underwriting component or by placing the most weight on a single component, but may result from balancing the weakness of one component against the strength of the other two components. For example, a Borrower with weak capacity may be found to be acceptable because of strong collateral and credit reputation, but a Borrower with weak capacity and weak credit reputation is not acceptable because only collateral is strong.

Even when each of the three components is acceptable, layered risk may make a Mortgage unacceptable. Characteristics specific to the Mortgage request, such as the type of Mortgage product, the purpose of the Mortgage and the property type securing the Mortgage, add layers of risk that must be considered. For instance:

•
An adjustable-rate Mortgage (ARM) or a Balloon/Reset Mortgage adds an additional layer of capacity risk to a Mortgage request that would not be present in a fixed-rate Mortgage

•
A Mortgage made to finance an Investment Property or for a cash-out refinance adds an additional layer of capacity risk to a Mortgage request that would not be present in a Mortgage made to finance an owner-occupied dwelling or a "no cash-out" refinance Mortgage

•
A Mortgage secured by a 2- to 4-unit property or a Condominium Unit adds a layer of collateral risk that would not be present in a Mortgage secured by a 1-unit detached dwelling

Whenever there is evidence of layered risk, more conservative underwriting must be undertaken to assess whether the Mortgage is acceptable for sale to Freddie Mac.

The following chart gives examples of loan characteristics that increase risk in a Mortgage. This list does not identify all possible risk factors or combinations of risks in a Mortgage file; nor is it intended to imply that an individual characteristic is unacceptable. But the chart does illustrate how layering of risk can be assessed. Read vertically, the chart shows how risk may be layered within a component; read horizontally, it shows how risk may be layered across components.
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The Seller must determine that each component and the layering of risk across components are acceptable and document that conclusion in the Mortgage file. Below is an example of how the chart may be used to identify layering of risk.

Example:

A cash-out refinance Mortgage involving maximum financing is acceptable if the Borrower has a very strong credit reputation because the layering of risk across capacity and collateral is within limits. However, if the monthly debt payment-to-income ratio exceeds guidelines, the layering of risk across all components would make the Mortgage unacceptable. See Section 37.12 for additional information on layered risk within the capacity component.



	(d)
	Number of Borrowers
Freddie Mac does not limit the number of Borrowers on the Mortgage or require that they be related. When multiple Borrowers are involved, the overall creditworthiness of each Borrower and all Borrowers collectively must be evaluated. The presence of more than one Borrower on the Mortgage helps to reduce risk.

However, Loan Prospector can not evaluate more than five Borrowers on a single application. When there are more than five Borrowers the Seller must manually underwrite the Mortgage.


37.1: Underwriting a Mortgage for sale to Freddie Mac (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Freddie Mac purchases Mortgages that meet the standards included in this Single-Family Seller/Servicer Guide (Guide). The conclusion that a Mortgage is acceptable must be based on a determination that the Borrower is creditworthy (acceptable credit reputation and capacity) and the Mortgaged Premises (collateral) is adequate for the transaction. Credit reputation, capacity and collateral are often called the "three Cs" of underwriting. If one of these components is not acceptable or if there is excessive layering of risk across components, the Mortgage is not acceptable for sale to Freddie Mac.

This chapter details Freddie Mac's requirements for determining that the Borrower has acceptable credit reputation and capacity. It also covers layering of risk within the three components and how to determine excessive layering of risk. See Chapter 44 for requirements regarding collateral.

The Seller should be familiar with the definitions in the Glossary for the following terms that are used in this chapter:

	•
	Accept Mortgage


	•
	A-minus Mortgage


	•
	Caution Mortgage


	•
	Credit Score


	•
	Indicator Score


	•
	Manually Underwritten Mortgage


	•
	Non-Loan Prospector® Mortgage


	•
	Noncredit Payment Reference


	•
	Tradeline


	•
	Underwriting Score


	(a)
	Methods of underwriting
Borrower creditworthiness is established and excessive layering of risk is identified by one of the following methods:

•
Submitting the Mortgage to Loan Prospector
In many cases, the most effective way to evaluate Borrower creditworthiness and identify excessive layering of risk is to submit the Mortgage to Loan Prospector. Loan Prospector performs an overall evaluation of the credit risks in the Mortgage file based on the information provided by the Seller and credit repositories and returns a Risk Class of either Accept or Caution on the Feedback Certificate.

A Seller is relieved of the requirements to represent and warrant that the Borrower is creditworthy if:

Effective on or before February 28, 2009
•
The Seller delivers a Mortgage with a Risk Class of Accept (with a Documentation Level of Accept Plus, Streamlined Accept or Standard Documentation), or

•
The Seller delivers a Mortgage with a Risk Class of Caution, eligible for A-minus, that complies with all applicable underwriting, product and other requirements of the Seller's Purchase Documents (including Section 2.2.1 and Chapter C33 of the Guide) 

Effective on or after March 1, 2009
•
The Seller delivers a Mortgage with a Risk Class of Accept (with a Documentation Level of Streamlined Accept or Standard Documentation), or

•
The Seller delivers a Mortgage with a Risk Class of Caution, eligible for A-minus, that complies with all applicable underwriting, product and other requirements of the Seller's Purchase Documents (including Section 2.2.1 and Chapter C33 of the Guide) 

See Section 2.2.1 for additional details regarding Loan Prospector Mortgages.
•
Manually underwriting the Mortgage
Mortgages for which the Seller evaluates the Mortgage data and makes the final determination regarding Borrower creditworthiness and excessive layering of risk are referred to as "Manually Underwritten Mortgages." Manually Underwritten Mortgages are the following:

•
Mortgages that were never submitted to Loan Prospector

•
Mortgages that were submitted to Loan Prospector and received an evaluation status of invalid, ineligible or incomplete

•
Mortgages that were submitted to Loan Prospector, received a Risk Class of Caution and were not eligible as A-minus Mortgages



	(b)
	Borrower creditworthiness
Effective on or before February 28, 2009
Borrower creditworthiness consists of:

•
Borrower credit reputation, and

•
Borrower capacity to repay the Mortgage

Borrower creditworthiness may be determined by submitting the Mortgage to Loan Prospector or by a manual evaluation of applicable and pertinent information relating to Borrower credit reputation and capacity to repay.

Submitting a Mortgage to Loan Prospector is the most efficient way to determine Borrower creditworthiness.

For an Accept Mortgage eligible for Accept Plus Documentation, Loan Prospector has determined that Borrower creditworthiness is acceptable. The Seller is responsible for ensuring that the amount of stable monthly income submitted to Loan Prospector is the amount stated on the Borrower's application. The Feedback Certificate documents the acceptability of the Borrower's creditworthiness.

For all other Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower is creditworthy provided the amount of stable monthly income used by Loan Prospector is correct and meets the requirements for stable monthly income in Section 37.13, as verified under the applicable verification requirements of this chapter. Additional evaluation of Borrower creditworthiness by the Seller is not required.

For Manually Underwritten Mortgages, the Seller must manually underwrite Borrower creditworthiness as required in this chapter, in order to determine that the Borrower is creditworthy. The Seller may also be required to confirm that the Borrower has the minimum Indicator Score, if applicable, as indicated in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements. The Seller's conclusion that Borrower credit reputation and capacity are acceptable must be based on the documentation included in the Mortgage file and described on Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the Mortgage file.

Effective on or after March 1, 2009
Borrower creditworthiness consists of:

•
Borrower credit reputation, and

•
Borrower capacity to repay the Mortgage

Borrower creditworthiness may be determined by submitting the Mortgage to Loan Prospector or by a manual evaluation of applicable and pertinent information relating to Borrower credit reputation and capacity to repay.

Submitting a Mortgage to Loan Prospector is the most efficient way to determine Borrower creditworthiness.

For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower is creditworthy provided the amount of stable monthly income used by Loan Prospector is correct and meets the requirements for stable monthly income in Section 37.13, as verified under the applicable verification requirements of this chapter. Additional evaluation of Borrower creditworthiness by the Seller is not required.

For Manually Underwritten Mortgages, the Seller must manually underwrite Borrower creditworthiness as required in this chapter, in order to determine that the Borrower is creditworthy. The Seller must confirm that the Borrower has the minimum Indicator Score, if applicable, as indicated in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements. The Seller's conclusion that Borrower credit reputation and capacity are acceptable must be based on the documentation included in the Mortgage file and described on Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the Mortgage file.



	(c)
	Layering of risk
For all Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the layering of risk is acceptable. The Seller does not have to make this determination.

For all Caution Mortgages not eligible as A-minus Mortgages, the Seller must manually underwrite the Mortgages in accordance with this chapter. For such Mortgages, there is a strong indication that the layering of risk is excessive and that acceptability and compliance with Freddie Mac requirements is unlikely.

When underwriting a Caution Mortgage, the Seller must analyze all risk factors present in the Mortgage file, including those identified in the Credit Risk Comments and Repository Reason Code Comments sections of the Feedback Certificate, and document in the Mortgage file offsetting factors satisfactory to ensure that the Mortgage is acceptable. The offsets used must provide information not considered by Loan Prospector.

The Seller cannot use the following factors as a basis for concluding that excessive layering of risk is not present because Loan Prospector has already considered them:

•
Total loan-to-value (TLTV) or loan-to-value (LTV) ratio below the maximum allowable financing

•
Qualifying monthly housing expense-to-income ratio or monthly debt payment-to-income ratio below Freddie Mac's guidelines

•
The level of reserves

•
The type of Mortgage product

•
The type of property securing the Mortgage

•
Fair, Isaac and Co. (FICO) score

or

•
Any combination of these factors

Effective on or before February 28, 2009
For all other Manually Underwritten Mortgages, the Seller is responsible for determining that the Mortgage is acceptable for sale to Freddie Mac by performing a detailed risk assessment. Multiple characteristics that increase risk without sufficient offsetting factors to decrease risk are likely to result in excessive risk layering. An offsetting factor does not need to be established for each risk factor if the overall risk is balanced resulting in acceptable layering of risk.

Effective on or after March 1, 2009
For all other Manually Underwritten Mortgages, the Seller is responsible for determining that the Mortgage is acceptable for sale to Freddie Mac by performing a detailed risk assessment. Multiple characteristics that increase risk without sufficient offsetting factors are likely to result in excessive risk layering. An offsetting factor does not need to be established for each risk factor if the overall risk is balanced.

The Seller's conclusion that a Mortgage has acceptable layering of risk must be documented in the file and at a minimum include:

•
The identified risk factors

•
The identified offsetting factors

•
Documentation of the offsetting factors

•
A written conclusion that the Mortgage does not exhibit excessive layering of risks

The Seller must determine that each component (credit reputation, capacity and collateral) is acceptable and that the overall layering of risk is acceptable. A conclusion that the Mortgage is acceptable cannot be reached by looking only at a single underwriting component or by placing the most weight on a single component, but may result from balancing the weakness of one component against the strength of the other two components. For example, a Borrower with weak capacity may be found to be acceptable because of strong collateral and credit reputation, but a Borrower with weak capacity and weak credit reputation is not acceptable because only collateral is strong.

Even when each of the three components is acceptable, layered risk may make a Mortgage unacceptable. Characteristics specific to the Mortgage request, such as the type of Mortgage product, the purpose of the Mortgage and the property type securing the Mortgage, add layers of risk that must be considered. For instance:

•
An adjustable-rate Mortgage (ARM) or a Balloon/Reset Mortgage adds an additional layer of capacity risk to a Mortgage request that would not be present in a fixed-rate Mortgage

•
A Mortgage made to finance an Investment Property or for a cash-out refinance adds an additional layer of capacity risk to a Mortgage request that would not be present in a Mortgage made to finance an owner-occupied dwelling or a "no cash-out" refinance Mortgage

•
A Mortgage secured by a 2- to 4-unit property or a Condominium Unit adds a layer of collateral risk that would not be present in a Mortgage secured by a 1-unit detached dwelling

Whenever there is evidence of layered risk, more conservative underwriting must be undertaken to assess whether the Mortgage is acceptable for sale to Freddie Mac.

The following chart gives examples of loan characteristics that increase risk in a Mortgage. This list does not identify all possible risk factors or combinations of risks in a Mortgage file; nor is it intended to imply that an individual characteristic is unacceptable. But the chart does illustrate how layering of risk can be assessed. Read vertically, the chart shows how risk may be layered within a component; read horizontally, it shows how risk may be layered across components.
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The Seller must determine that each component and the layering of risk across components are acceptable and document that conclusion in the Mortgage file. Below is an example of how the chart may be used to identify layering of risk.

Example:

A cash-out refinance Mortgage involving maximum financing is acceptable if the Borrower has a very strong credit reputation because the layering of risk across capacity and collateral is within limits. However, if the monthly debt payment-to-income ratio exceeds guidelines, the layering of risk across all components would make the Mortgage unacceptable. See Section 37.12 for additional information on layered risk within the capacity component.



	(d)
	Number of Borrowers
Freddie Mac does not limit the number of Borrowers on the Mortgage or require that they be related. When multiple Borrowers are involved, the overall creditworthiness of each Borrower and all Borrowers collectively must be evaluated. The presence of more than one Borrower on the Mortgage helps to reduce risk.

However, Loan Prospector can not evaluate more than five Borrowers on a single application. When there are more than five Borrowers the Seller must manually underwrite the Mortgage.


37.2: Creditworthiness of a previous Borrower (3/26/04)
Freddie Mac does not consider the creditworthiness of a previous Borrower who has sold the Mortgaged Premises or whose Mortgage has been assumed by another. For a Mortgage that has undergone an ownership transfer of the Mortgaged Premises, the new owner must be obligated by a written assumption agreement to repay the entire indebtedness and must be fully underwritten and qualified according to the requirements of Chapter 37.

37.3: Underwriting information (11/7/02)
Freddie Mac requirements establish the information that must be analyzed and documented in the Mortgage file and, when applicable, warranted by the Seller for each Mortgage sold to Freddie Mac. All information used to evaluate the creditworthiness of the Borrower must be obtained before the Note Date, or the date of the applicable assumption agreement, and must be supported by documentation in the Mortgage file.

The Seller is responsible for the accuracy and completeness of the data it submits to Loan Prospector®. The Seller is also responsible for documenting information in the Mortgage file. For each Mortgage submitted, or to be submitted, to Loan Prospector, the Seller must consider each application without regard to the Borrower's race, color, religion, national origin, age, sex, marital status, familial status or handicap.

For Manually Underwritten Mortgages, the Seller must evaluate the Borrower's credit reputation, capacity and collateral on a case-by-case basis. Freddie Mac requires that the Seller use objective criteria to evaluate the Borrower's creditworthiness and apply underwriting requirements and guidelines consistently to each Borrower, regardless of race, color, religion, national origin, age, sex, marital status, familial status or handicap. (See also Section 6.2 for equal opportunity compliance requirements.)

When properly applied, Freddie Mac's underwriting requirements and guidelines will result in an evaluation of the Borrower's overall creditworthiness rather than an evaluation that focuses on minor exceptions to specific policies.

37.4: Establishing Borrower credit reputation (07/26/05)
Changes to these requirements have been announced and will become effective on 01/02/09.
Establishing the Borrower's credit reputation is an essential part of determining the Borrower's creditworthiness, as described in Section 37.1.

	(a)
	Establishing Borrower credit reputation through Loan Prospector®
1.
Borrowers with usable Credit Scores
For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that a Borrower's credit reputation is acceptable.
2.
Borrowers without usable Credit Scores
For Accept Mortgages and A-minus Mortgages where not all Borrowers have a usable Credit Score, the following requirements apply.

•
All of the following requirements must be met in order for Loan Prospector to assess a transaction where not all Borrowers have a usable Credit Score:

•
At least one Borrower on the transaction has a usable Credit Score, as determined by Loan Prospector

•
The transaction is a purchase, "no cash-out" refinance or a streamlined refinance Mortgage

•
The Mortgage is secured by a 1-unit property and all Borrowers occupy the property as their Primary Residence

•
Borrowers with a usable Credit Score contribute more than 50% of the total monthly income

•
Borrowers without a usable Credit Score are not self-employed

•
For all Borrowers without usable Credit Scores, any debt that is not reported to the credit repositories must be verified to have a satisfactory payment history and the payment must be included in the monthly debt payment-to-income ratio



	(b)
	Establishing Borrower credit reputation for Manually Underwritten Mortgages
The Seller must determine that each Borrower individually, and that all Borrowers collectively, have acceptable credit reputations. An acceptable credit reputation is established by a history that, when viewed as a whole, evidences a Borrower's willingness to make ongoing payments and ability to manage obligations as agreed.

The acceptable credit reputation of one Borrower cannot be used to offset the unacceptable credit reputation of another.

To establish an acceptable credit reputation, there must be at least a minimum amount of credit history available. There may be situations in which a credit history of short duration is sufficient to demonstrate an acceptable reputation as long as the history contains a sufficient number of payment references. A credit history of short duration adds a layer of risk that must be considered in evaluating the Borrower's credit reputation.

At least one Borrower whose income or assets are used for qualification must have a minimum number of payment references comprised of:

•
At least three Tradelines, whether or not on the credit report, or

•
If a Borrower does not have three Tradelines, at least four Noncredit Payment References or a total of four Tradelines and Noncredit Payment References

To be used to establish a minimum payment history, a Noncredit Payment Reference must have existed for at least 12 months. A documented savings history of at least 12 months may be included as one of the Noncredit Payment References if the history shows periodic deposits (at least quarterly) resulting in a growing balance over the year. Noncredit Payment References may appear on a credit report or may be directly verified. ( Section 37.11(c)3 provides information about documenting Noncredit Payment References.)

As long as a permanent or nonpermanent resident alien Borrower has established the minimum number of payment references required above in the United States, a U.S. credit history may be supplemented with a credit history from a foreign country to establish an acceptable credit reputation. Documentation from a foreign country must meet the standards set forth in Sections 37.10, 37.11(b) and 37.20.


37.4: Establishing Borrower credit reputation (07/26/05)
Changes to these requirements have been announced and will become effective on 01/02/09.
Establishing the Borrower's credit reputation is an essential part of determining the Borrower's creditworthiness, as described in Section 37.1.

	(a)
	Establishing Borrower credit reputation through Loan Prospector®
1.
Borrowers with usable Credit Scores
For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that a Borrower's credit reputation is acceptable.

2.
Borrowers without usable Credit Scores
For Accept Mortgages and A-minus Mortgages where not all Borrowers have a usable Credit Score, the following requirements apply.

•
All of the following requirements must be met in order for Loan Prospector to assess a transaction where not all Borrowers have a usable Credit Score:

•
At least one Borrower on the transaction has a usable Credit Score, as determined by Loan Prospector

•
The transaction is a purchase, "no cash-out" refinance or a streamlined refinance Mortgage

•
The Mortgage is secured by a 1-unit property and all Borrowers occupy the property as their Primary Residence

•
Borrowers with a usable Credit Score contribute more than 50% of the total monthly income

•
Borrowers without a usable Credit Score are not self-employed

•
For all Borrowers without usable Credit Scores, any debt that is not reported to the credit repositories must be verified to have a satisfactory payment history and the payment must be included in the monthly debt payment-to-income ratio



	(b)
	Establishing Borrower credit reputation for Manually Underwritten Mortgages
The Seller must determine that each Borrower individually, and that all Borrowers collectively, have acceptable credit reputations. An acceptable credit reputation is established by a history that, when viewed as a whole, evidences a Borrower's willingness to make ongoing payments and ability to manage obligations as agreed.

The acceptable credit reputation of one Borrower cannot be used to offset the unacceptable credit reputation of another.

To establish an acceptable credit reputation, there must be at least a minimum amount of credit history available. There may be situations in which a credit history of short duration is sufficient to demonstrate an acceptable reputation as long as the history contains a sufficient number of payment references. A credit history of short duration adds a layer of risk that must be considered in evaluating the Borrower's credit reputation.

At least one Borrower whose income or assets are used for qualification must have a minimum number of payment references comprised of:

•
At least three Tradelines, whether or not on the credit report, or

•
If a Borrower does not have three Tradelines, at least four Noncredit Payment References or a total of four Tradelines and Noncredit Payment References

To be used to establish a minimum payment history, a Noncredit Payment Reference must have existed for at least 12 months. A documented savings history of at least 12 months may be included as one of the Noncredit Payment References if the history shows periodic deposits (at least quarterly) resulting in a growing balance over the year. Noncredit Payment References may appear on a credit report or may be directly verified. ( Section 37.11(c)3 provides information about documenting Noncredit Payment References.)

As long as a permanent or nonpermanent resident alien Borrower has established the minimum number of payment references required above in the United States, a U.S. credit history may be supplemented with a credit history from a foreign country to establish an acceptable credit reputation. Documentation from a foreign country must meet the standards set forth in Sections 37.10, 37.11(b) and 37.20.


37.5: Credit Scores (03/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Freddie Mac strongly recommends that the Seller use Credit Scores to underwrite Manually Underwritten Mortgages. A Credit Score used to underwrite a Borrower's credit reputation is referred to as an "Underwriting Score." The Underwriting Score will identify the recommended level of review as outlined in Section 37.6 needed to determine the Borrower has an acceptable credit reputation.

Freddie Mac may require that one Credit Score be identified and delivered for a Mortgage for reasons such as eligibility or pricing. When one Credit Score is required, the Credit Score is referred to as the "Indicator Score." The Indicator Score must be identified in accordance with Section 37.5(e) and must be delivered in accordance with the requirements of Section 37.5(f).

To expand the range of Mortgage products with higher-risk characteristics that Freddie Mac is able to purchase, the eligibility of such Mortgages may be limited to those having a minimum Indicator Score. When a minimum Indicator Score is required, it must be met or exceeded for the Mortgage to be eligible for delivery to Freddie Mac. For example, a minimum Indicator Score is required for high LTV ratio Investment Property Manually Underwritten Mortgages to be eligible for sale to Freddie Mac. The minimum Indicator Score requirements for Mortgages with higher-risk characteristics are noted in the individual chapters or sections for the product offerings and in Exhibit 25, Mortgage Products with Risk Class and/or Minimum Indicator Score Requirements.

For Loan Prospector® Mortgages, Credit Scores are obtained by Loan Prospector and provided with the in-file credit report(s) or merged credit report(s). A minimum Indicator Score, in most cases, is not required for Accept Mortgages and A-minus Mortgages since Loan Prospector has made the determination that the Borrower's credit reputation and the Mortgage product are acceptable. If Exhibit 25, Mortgage Products with Risk Class and/or Minimum Indicator Score Requirements, requires a minimum Indicator Score for Loan Prospector Mortgages, the Indicator Score delivered by Seller will be used to assess whether or not the minimum Indicator Score requirements have been met. If, however, the Seller does not deliver an Indicator Score, then the Indicator Score determined by Loan Prospector will be used to assess whether or not the minimum Indicator Score requirements have been met.

Freddie Mac will also use the Indicator Score delivered by the Seller to determine the Indicator Score/Loan-to-Value delivery fee applicable to a Loan Prospector Mortgage. If, however, the Seller does not deliver an Indicator Score, Freddie Mac will use the Loan Prospector Key Number that Seller delivers to determine the Indicator Score for a Loan Prospector Mortgage. If the Seller delivers neither the Indicator Score nor a Loan Prospector Key Number, the Mortgage will be assessed the 620 Indicator Score/Loan-to-Value delivery fee (see Section 17.2).

For all Non-Loan Prospector Mortgages, the Seller must identify and deliver an Indicator Score. (See Section 37.5(f) for Indicator Score delivery requirements.) If no Borrower has a usable Credit Score, and an Indicator Score is required for the Mortgage to be eligible, there can be no Indicator Score for the Mortgage and it is not eligible for sale to Freddie Mac.

If no Borrower has a usable Credit Score and an Indicator Score is not required for the Mortgage to be eligible, see Section 37.5(f) for delivery requirements. Freddie Mac will not assess an Indicator Score/Loan-to-Value delivery fee or a CS/LTV postsettlement delivery fee (A-minus fee) for Mortgages when the Seller determines there is no usable Credit Score due to insufficient information or inaccurate information that is delivered in accordance with Section 37.5(f). An Indicator Score does not indicate that the Borrower's credit reputation is acceptable. Even when the Indicator Score for the Mortgage exceeds the minimum required, the Seller must determine that each Borrower individually, and that all Borrowers collectively, have an acceptable credit reputation.

The methods used to obtain, select and identify both Underwriting Scores and Indicator Scores are described in Sections 37.5(d) and 37.5(e).

	(a)
	Types of Credit Scores
The most common type of Credit Score is developed by Fair, Isaac and Co (FICO), a national credit scoring company, and is called a FICO Bureau score. Freddie Mac has identified a strong correlation between Mortgage performance and FICO Bureau scores (FICO score). FICO scores range from 300 to 850. The lower the FICO score, the greater the risk of default.

FICO scores are known as:

•
Equifax BEACONSM
•
Trans Union EMPIRICA®
•
Experian/Fair, Isaac Model




	(b)
	Obtaining FICO scores
FICO scores can be obtained by requesting a credit reporting company (often called consumer reporting agency or bureau) to provide them as part of the required credit report. FICO scores can also be ordered directly from any of the following three repositories:

•
Equifax Credit Information Services

•
Experian Information Systems and Services

•
Trans Union Credit Information Company

Whenever an Indicator Score is required or Underwriting Scores are used to underwrite the Borrower's credit reputation, the Seller must request FICO scores and accompanying reason codes, for each Borrower from at least two of the credit repositories.

It is unusual for a Borrower who reports credit obligations on the application not to have a FICO score. If no FICO score is received for such a Borrower, the Seller must re-check the information provided when ordering the FICO scores and resubmit a request if an error is identified.

The Seller must obtain FICO scores no more than 120 days prior to the Note Date or assumption agreement date. See Section K33.9(b) and K33.10 for exceptions for Mortgages for Newly Constructed Homes.



	(c)
	Usable FICO scores
The Seller must determine that each FICO score received is usable. For a FICO score to be usable it must be based on sufficient, accurate information. Too little information, or information that is significantly inaccurate, makes the FICO score unusable for Mortgage underwriting. This is important both to ensure that the FICO score is adequately indicative of a Borrower's credit reputation and to ensure fairness for Borrowers in using Credit Scores to evaluate their overall credit reputation.

•
Insufficient information
Although FICO scores may be generated if a repository's file includes only one Tradeline, the Seller must not use any FICO score based on fewer than three Tradelines. This is important both to ensure that the FICO score is adequately indicative of a Borrower's credit reputation and to ensure fairness for Borrowers in using Credit Scores to evaluate their overall credit reputation.

Because a merged credit report or Residential Mortgage Credit Report (RMCR) may show more Tradelines than were included in the particular repository's file used to generate the FICO score, the Seller should request that the credit reporting company indicate on the credit report the number of Tradelines that were used to create each FICO score. Alternatively, the Seller may wish to obtain the in-file report used to create each FICO score and use the in-file report to determine if the FICO score was based on at least three Tradelines.
•
Inaccurate information
If the credit reporting company reports that the repository file used to create a FICO score contains inaccurate information about a Borrower's credit history, the Seller must determine if the inaccuracy is significant and, if so, it must disregard that FICO score and explain the decision on Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the Mortgage file. However, minor discrepancies in the balances owed or payment amounts on open accounts belonging to the Borrower are not to be considered significant. FICO scores based on information that includes minor discrepancies must be used to select an Underwriting Score for each Borrower and identify an Indicator Score for the Mortgage.

The Seller must disregard FICO scores based on significant inaccuracies. Significant inaccuracies include:

•
Public records information on a bankruptcy, foreclosure, judgment or collection that does not belong to the Borrower

•
Delinquencies that are reported in error

•
One or more Tradelines that do not belong to the Borrower

The Seller must not attempt to adjust the value of a FICO score because some information used to create the score is inaccurate. The Seller may obtain and use a different FICO score from another repository if the score obtained from that repository was not based on similar inaccurate information. This is important both to ensure that the FICO score is adequately indicative of a Borrower's credit reputation and to ensure fairness for Borrowers in using Credit Scores to evaluate their overall credit reputation.

•
For each Mortgage that the Seller has determined the inaccurate information is significant, the Mortgage file must contain written documentation from the repository of credit information or the creditor reporting the inaccurate information affirming the errors. In addition, the Seller is strongly encouraged to inform the Borrower that, pursuant to rights granted under the federal Fair Credit Reporting Act, the Borrower has a right to contact both the consumer reporting agency (repository) from which the inaccurate FICO score was obtained and the furnisher of the inaccurate credit information to require the disputed credit information to be reinvestigated and corrected.



	(d)
	Identifying the Underwriting Score for each Borrower
To use credit scores to underwrite the Borrower's credit reputation, the Seller must select a single FICO score for each qualifying Borrower from the FICO scores that were received and determined to be usable as described above.

To identify the Underwriting Score, the Seller must use the middle/lower method. It is the method used by Loan Prospector and is most predictive of the Borrower's overall credit reputation.

•
If three usable FICO scores are received for Borrower A, the Underwriting Score for that Borrower is the one with the middle value. For example, if the FICO scores are 660, 656, 640, the single FICO score selected by the Seller would be 656. When there is a duplicate score, the Seller would select that score to be the Underwriting Score. If the FICO scores for Borrower B are 660, 660 and 640, the Seller would select 660.

•
If two usable FICO scores are received for a Borrower, the Underwriting Score for that Borrower is the lower of the two FICO scores

•
If only one usable FICO score is obtained for a Borrower, that FICO score is the Underwriting Score



	(e)
	Identifying the Indicator Score for the Mortgage when a minimum Indicator Score is required
When a minimum Indicator Score is required to establish eligibility for the product offering, it must be met or exceeded for the Mortgage to be eligible for delivery to Freddie Mac.

Before the Seller can identify an Indicator Score, the Seller must select a single FICO score for each qualifying Borrower as described above.

If a Borrower has no usable FICO score, so no Underwriting Score can be identified for that Borrower, the Seller may use the Underwriting Scores for the remaining Borrowers to identify the Indicator Score. If no Borrower has a usable FICO score, and an Indicator Score is required for the Mortgage to be eligible, there can be no Indicator Score for the Mortgage and it is not eligible for sale to Freddie Mac.

The minimum Indicator Score requirements for Mortgages with higher-risk characteristics are noted in the individual chapters or sections for the product offerings and in Exhibit 25, Mortgage Products with Risk Class and/or Minimum Indicator Score Requirements.

There are three methods of identifying an Indicator Score, as described in more detail below. Freddie Mac:

•
Permits Sellers to use any one of three methods

•
Prefers that Sellers use one method for all their loans

•
Recommends that Sellers use the middle/lower then lowest method to identify an Indicator Score
1.
Middle/lower then lowest method
To use the middle/lower then lowest method, the Seller must follow the requirements in the Sections 37.5(a) through 37.5(d) to find an Underwriting Score for each qualifying Borrower, and then choose the lowest Underwriting Score as the Indicator Score for the Mortgage. If there is only one qualifying Borrower, that Borrower's Underwriting Score is the Indicator Score for the Mortgage.

To determine the Indicator Score using the middle/lower then lowest method for Borrowers A and B as noted in the example above, the lowest Underwriting Score across Borrowers would be selected; therefore, 656 is the Indicator Score for the Mortgage.
2.
Middle/lower then average method
The Seller must follow all of the requirements in Sections 37.5(a) through 37.5(d) except the Indicator Score would be the average value of all Underwriting Scores.
3.
Average/average method
The Seller must follow all of the requirements in Sections 37.5(a) through 37.5(d) except that the Underwriting Score for each qualifying Borrower would be the average value calculated from all usable FICO scores received for the Borrower. The Indicator Score is the average value of all Underwriting Scores.

The middle/lower then lowest method is the most predictive of the overall credit reputation of the Mortgage. The CS/LTV and Indicator Score/Loan-to-Value postsettlement delivery fee rates in Exhibit 19, Postsettlement Delivery Fees, assume that the middle/lower then lowest method has been used to identify the Mortgage Indicator Score. The postsettlement delivery fee rates will be adjusted if a method other than the middle/lower then lowest method is used. Further, notwithstanding the provisions of Section 17.2(a), Freddie Mac reserves the right to adjust the CS/LTV and/or Indicator Score/Loan-to-Value postsettlement delivery fee rates for a particular Seller or Sellers on the earlier of 30 days written notice or the day immediately following the Required Delivery Date of the Master Commitment if we determine that the particular Seller or Sellers inconsistently use the permitted methods to identify Indicator Scores for Mortgages delivered to Freddie Mac. See Exhibit 19 for details.



	(f)
	Documenting and delivering Underwriting and Indicator Scores
When delivery of an Indicator Score is required for Non-Loan Prospector Mortgages or the Seller delivers an Indicator Score for Loan Prospector Mortgages, the Seller must:

•
Note the Underwriting Scores, the Indicator Score, and how they were identified, on Form 1077, or another similar document in the Mortgage file

•
Retain the source documentation for the Indicator Score in the Mortgage file

The Indicator Score must be delivered in the Credit Score value (CSV) field on the Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher, as applicable. The Credit Score Type (CST) field on the Form 11 or Form 13SF must be completed as follows:

•
If the Seller enters a usable Credit Score value in the CSV field, then the Seller must enter a Credit Score method of "1," "2," or "3," in the CST field in accordance with the instructions on the Form 11 or Form 13SF, as applicable

•
If the Seller determines there is no usable Indicator Score in the Mortgage file due to insufficient credit information, the Seller must indicate the type code of "T" in the CST field on the Form 11 or Form 13SF, as applicable

•
If the Seller determines there is no usable Indicator Score in the Mortgage file due to significant inaccurate credit information, the Seller must indicate the type code of "I" in the CST field on the Form 11 or Form 13SF, as applicable

If the Seller does not deliver an Indicator Score for Loan Prospector Mortgages, the Seller must deliver the Loan Prospector Key Number so that Freddie Mac may use the Indicator Score from the Last Feedback Certificate to determine the Mortgage Indicator Score. If the Seller does not deliver the Loan Prospector Key Number, the Mortgage will not qualify as a Loan Prospector Mortgage.



	(g)
	Postsettlement delivery fees (delivery fees) for Mortgages with certain Indicator Scores and certain Credit Scores
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of all Mortgages with certain Indicator Score and Loan-to-Value combinations. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Indicator Score/Loan to Value delivery fees and other delivery fees.

A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of Loan Prospector A-minus Mortgages, other Caution Mortgages, and Non-Loan Prospector Mortgages with certain Credit Score and LTV combinations. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Credit Score/Loan-to-Value (CS/LTV) (A-minus) delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.


37.5: Credit Scores (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Freddie Mac requires the Seller to use Credit Scores to underwrite Manually Underwritten Mortgages. A Credit Score used to underwrite a Borrower's credit reputation is referred to as an "Underwriting Score." The Underwriting Score will identify the recommended level of review as outlined in Section 37.6 needed to determine the Borrower has an acceptable credit reputation.

Freddie Mac may require that one Credit Score be identified and delivered for a Mortgage for reasons such as eligibility or pricing. When one Credit Score is required, the Credit Score is referred to as the "Indicator Score." The Indicator Score must be identified in accordance with Section 37.5(e) and must be delivered in accordance with the requirements of Section 37.5(f).

To expand the range of Mortgage products with higher-risk characteristics that Freddie Mac is able to purchase, the eligibility of such Mortgages may be limited to those having a minimum Indicator Score. When a minimum Indicator Score is required, it must be met or exceeded for the Mortgage to be eligible for delivery to Freddie Mac. For example, to be eligible for sale to Freddie Mac, a minimum Indicator Score is required for Manually Underwritten Mortgages that are:

	•
	Investment Property Mortgages,


	•
	Mortgages secured by second homes,


	•
	Mortgages secured by 2- to 4-unit Primary Residences, or


	•
	Cash-out Refinance Mortgages


The minimum Indicator Score requirements are noted in Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements. If the Borrower does not have a usable Credit Score in connection with a purchase transaction or "no cash-out" refinance Mortgage secured by a 1- to 4-unit Primary Residence that is not a super conforming Mortgage, then the use of Noncredit Payment References as described in Section 37.11 is acceptable. Refer to Chapter A34 for Noncredit Payment References for Home Possible Mortgages® with a total loan-to-value (TLTV) less than or equal to 97%.

For Loan Prospector® Mortgages, Credit Scores are obtained by Loan Prospector and provided with the in-file credit report(s) or merged credit report(s). A minimum Indicator Score, in most cases, is not required for Accept Mortgages and A-minus Mortgages since Loan Prospector has made the determination that the Borrower's credit reputation and the Mortgage product are acceptable. If Exhibit 25 requires a minimum Indicator Score for Loan Prospector Mortgages, the Indicator Score delivered by Seller will be used to assess whether or not the minimum Indicator Score requirements have been met. If, however, the Seller does not deliver an Indicator Score, then the Indicator Score determined by Loan Prospector will be used to assess whether or not the minimum Indicator Score requirements have been met. An Indicator Score does not indicate that the Borrower's credit reputation is acceptable. Even when the Indicator Score for the Mortgage exceeds the minimum required, the Seller must determine that each Borrower individually, and that all Borrowers collectively, have an acceptable credit reputation.

Freddie Mac will also use the Indicator Score delivered by the Seller to determine the Indicator Score/Loan-to-Value delivery fee applicable to a Loan Prospector Mortgage. If, however, the Seller does not deliver an Indicator Score, Freddie Mac will use the Loan Prospector Key Number that Seller delivers to determine the Indicator Score for a Loan Prospector Mortgage. If the Seller delivers neither the Indicator Score nor a Loan Prospector Key Number, the Mortgage will be assessed the 620 Indicator Score/Loan-to-Value delivery fee (see Section 17.2).

Effective on or before February 28, 2009
For all Non-Loan Prospector Mortgages, the Seller must identify and deliver an Indicator Score. (See Section 37.5(f) for Indicator Score delivery requirements.) If no Borrower has a usable Credit Score, and an Indicator Score is required for the Mortgage to be eligible, there can be no Indicator Score for the Mortgage and it is not eligible for sale to Freddie Mac.

Effective on or after March 1, 2009
For Non-Loan Prospector Mortgages, an Indicator Score is required (See Exhibit 25 for Indicator Score requirements). With the exception of a purchase transaction or "no cash-out” refinance Mortgage secured by a 1- to 4-unit Primary Residence, other than a Manufactured Home, if no Borrower has a usable Credit Score, there can be no Indicator Score for the Mortgage and it is not eligible for sale to Freddie Mac. If the Borrower does not have a usable Credit Score in connection with a purchase transaction or "no cash-out” refinance Mortgage secured by a 1- to 4-unit Primary Residence that is not a super conforming Mortgage, underwriting without credit scores as described in Chapter 37.7 is acceptable to evaluate the Borrower's credit reputation.

If no Borrower has a usable Credit Score and an Indicator Score is not required for the Mortgage to be eligible, see Section 37.5(f) for delivery requirements. Freddie Mac will not assess an Indicator Score/Loan-to-Value delivery fee or a CS/LTV postsettlement delivery fee (A-minus fee) for Mortgages when the Seller determines there is no usable Credit Score due to insufficient information or inaccurate information that is delivered in accordance with Section 37.5(f).

The methods used to obtain, select and identify both Underwriting Scores and Indicator Scores are described in Sections 37.5(d) and 37.5(e).

	(a)
	Types of Credit Scores
The most common type of Credit Score is developed by Fair, Isaac and Co (FICO), a national credit scoring company, and is called a FICO Bureau score. Freddie Mac has identified a strong correlation between Mortgage performance and FICO Bureau scores (FICO score). FICO scores range from 300 to 850. The lower the FICO score, the greater the risk of default.

FICO scores are known as:

•
Equifax BEACONSM
•
Trans Union EMPIRICA®
•
Experian/Fair, Isaac Model




	(b)
	Obtaining FICO scores
FICO scores can be obtained by requesting a credit reporting company (often called consumer reporting agency or bureau) to provide them as part of the required credit report. The Seller must request FICO scores and accompanying reason codes from at least two of the credit repositories, for each Borrower.

FICO scores can also be ordered directly from any of the following three repositories:

•
Equifax Credit Information Services

•
Experian Information Systems and Services

•
Trans Union Credit Information Company

It is unusual for a Borrower who reports credit obligations on the application not to have a FICO score. If no FICO score is received for such a Borrower, the Seller must re-check the information provided when ordering the FICO scores and resubmit a request if an error is identified.

The Seller must obtain FICO scores no more than 120 days prior to the Note Date or assumption agreement date. See Section K33.9(b) and K33.10 for exceptions for Mortgages for Newly Constructed Homes.



	(c)
	Usable Credit/FICO scores
The Seller must determine that each Credit Score (FICO) score received is usable. For a FICO score to be usable it must be based on sufficient, accurate information. Too little information, or information that is significantly inaccurate, makes the FICO score unusable for Mortgage underwriting. This is important both to ensure that the FICO score is adequately indicative of a Borrower's credit reputation and to ensure fairness for Borrowers in using Credit Scores to evaluate their overall credit reputation.

•
Insufficient information
Although FICO scores may be generated if a repository's file includes only one Tradeline, the Seller must not use any FICO score based on fewer than three Tradelines. This is important both to ensure that the FICO score is adequately indicative of a Borrower's credit reputation and to ensure fairness for Borrowers in using Credit Scores to evaluate their overall credit reputation.

Because a merged credit report or Residential Mortgage Credit Report (RMCR) may show more Tradelines than were included in the particular repository's file used to generate the FICO score, the Seller should request that the credit reporting company indicate on the credit report the number of Tradelines that were used to create each FICO score. Alternatively, the Seller may wish to obtain the in-file report used to create each FICO score and use the in-file report to determine if the FICO score was based on at least three Tradelines.
•
Inaccurate information
If the credit reporting company reports that the repository file used to create a FICO score contains inaccurate information about a Borrower's credit history, the Seller must determine if the inaccuracy is significant and, if so, it must disregard that FICO score and explain the decision on Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the Mortgage file. However, minor discrepancies in the balances owed or payment amounts on open accounts belonging to the Borrower are not to be considered significant. FICO scores based on information that includes minor discrepancies must be used to select an Underwriting Score for each Borrower and identify an Indicator Score for the Mortgage.

The Seller must disregard FICO scores based on significant inaccuracies. Significant inaccuracies include:

•
Public records information on a bankruptcy, foreclosure, judgment or collection that does not belong to the Borrower

•
Delinquencies that are reported in error

•
One or more Tradelines that do not belong to the Borrower

•
Tradelines for accounts for which the Borrower is not the primary account holder, but is listed as an authorized user (Authorized User Accounts). Authorized User Accounts will not cause the FICO score to be disregarded for significant inaccuracies if there is proof in the Mortgage file of at least one of the following:

•
Another Borrower on the Mortgage owns the Tradeline in question,

•
The Tradeline is owned by a spouse, or 

•
The Borrower has been making the payments on the account for the last 12 months.

The Seller must not attempt to adjust the value of a FICO score because some information used to create the score is inaccurate. The Seller may obtain and use a different FICO score from another repository if the score obtained from that repository was not based on similar inaccurate information. This is important both to ensure that the FICO score is adequately indicative of a Borrower's credit reputation and to ensure fairness for Borrowers in using Credit Scores to evaluate their overall credit reputation.

•
For each Mortgage that the Seller has determined the inaccurate information is significant, the Mortgage file must contain written documentation from the repository of credit information or the creditor reporting the inaccurate information affirming the errors. In addition, the Seller is strongly encouraged to inform the Borrower that, pursuant to rights granted under the federal Fair Credit Reporting Act, the Borrower has a right to contact both the consumer reporting agency (repository) from which the inaccurate FICO score was obtained and the furnisher of the inaccurate credit information to require the disputed credit information to be reinvestigated and corrected.



	(d)
	Identifying the Underwriting Score for each Borrower
To use Credit Scores to underwrite the Borrower's credit reputation, the Seller must select a single FICO score for each qualifying Borrower from the FICO scores that were received and determined to be usable as described above.

To identify the Underwriting Score, the Seller must use the middle/lower method. It is the method used by Loan Prospector and is most predictive of the Borrower's overall credit reputation.

•
If three usable FICO scores are obtained for a Borrower, the Underwriting Score for that Borrower is the one with the middle value. For example, if the FICO scores are 660, 656, 640, the single FICO score selected by the Seller would be 656. When there is a duplicate score, the Seller would select that score to be the Underwriting Score. If the FICO scores for a Borrower are 660, 660 and 640, the Seller would select 660.

•
If two usable FICO scores are obtained for a Borrower, the Underwriting Score for that Borrower is the lower of the two FICO scores

•
If only one usable FICO score is obtained for a Borrower, that FICO score is the Underwriting Score




	(e)
	Identifying the Indicator Score for the Mortgage when a minimum Indicator Score is required
When a minimum Indicator Score is required to establish eligibility for the product offering, it must be met or exceeded for the Mortgage to be eligible for delivery to Freddie Mac.

Before the Seller can identify an Indicator Score, the Seller must select a single FICO score for each qualifying Borrower as described above.

If a Borrower has no usable FICO score, so no Underwriting Score can be identified for that Borrower, the Seller may use the Underwriting Scores for the remaining Borrowers to identify the Indicator Score. If no Borrower has a usable FICO score, and an Indicator Score is required for the Mortgage to be eligible, there can be no Indicator Score for the Mortgage and it is not eligible for sale to Freddie Mac.

The minimum Indicator Score requirements for Mortgages are noted in the individual chapters or sections for the product offerings and in Exhibit 25.

There are three methods of identifying an Indicator Score, as described in more detail below. Freddie Mac:

•
Permits Sellers to use any one of three methods

•
Prefers that Sellers use one method for all their loans

•
Recommends that Sellers use the middle/lower then lowest method to identify an Indicator Score
1.
Middle/lower then lowest method
To use the middle/lower then lowest method, the Seller must follow the requirements in the Sections 37.5(a) through 37.5(d) to find an Underwriting Score for each qualifying Borrower, and then choose the lowest Underwriting Score as the Indicator Score for the Mortgage. If there is only one qualifying Borrower, that Borrower's Underwriting Score is the Indicator Score for the Mortgage.

To determine the Indicator Score using the middle/lower then lowest method for Borrowers A and B as noted in the example above, the lowest Underwriting Score across Borrowers would be selected; therefore, 656 is the Indicator Score for the Mortgage.
2.
Middle/lower then average method
The Seller must follow all of the requirements in Sections 37.5(a) through 37.5(d) except the Indicator Score would be the average value of all Underwriting Scores.
3.
Average/average method
The Seller must follow all of the requirements in Sections 37.5(a) through 37.5(d) except that the Underwriting Score for each qualifying Borrower would be the average value calculated from all usable FICO scores received for the Borrower. The Indicator Score is the average value of all Underwriting Scores.

The middle/lower then lowest method is the most predictive of the overall credit reputation of the Mortgage. The CS/LTV and Indicator Score/Loan-to-Value postsettlement delivery fee rates in Exhibit 19, Postsettlement Delivery Fees, assume that the middle/lower then lowest method has been used to identify the Mortgage Indicator Score. The postsettlement delivery fee rates will be adjusted if a method other than the middle/lower then lowest method is used. Further, notwithstanding the provisions of Section 17.2(a), Freddie Mac reserves the right to adjust the CS/LTV and/or Indicator Score/Loan-to-Value postsettlement delivery fee rates for a particular Seller or Sellers on the earlier of 30 days written notice or the day immediately following the Required Delivery Date of the Master Commitment if we determine that the particular Seller or Sellers inconsistently use the permitted methods to identify Indicator Scores for Mortgages delivered to Freddie Mac. See Exhibit 19 for details.



	(f)
	Documenting and delivering Underwriting and Indicator Scores
Effective on or before February 28, 2009
When delivery of an Indicator Score is required for Non-Loan Prospector Mortgages, Manually Underwritten Mortgages or the Seller delivers an Indicator Score for Loan Prospector Mortgages, the Seller must:

•
Note the Underwriting Scores, the Indicator Score, and how they were identified, on Form 1077, or another similar document in the Mortgage file 

•
Retain the source documentation for the Indicator Score in the Mortgage file

Effective on or after March 1, 2009
When delivering a Minimum Indicator Score, the Seller must:

•
Note the Underwriting Scores, the Indicator Score, and how they were identified, on Form 1077, or another similar document in the Mortgage file

•
Retain the source documentation for the Indicator Score in the Mortgage file

The Indicator Score must be delivered in the Credit Score value (CSV) field on the Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher, as applicable. The Credit Score Type (CST) field on the Form 11 or Form 13SF must be completed as follows:

•
If the Seller enters a usable Credit Score value in the CSV field, then the Seller must enter a Credit Score method of "1," "2," or "3," in the CST field in accordance with the instructions on the Form 11 or Form 13SF, as applicable

•
If the Seller determines there is no usable Indicator Score in the Mortgage file due to insufficient credit information, the Seller must indicate the type code of "T" in the CST field on the Form 11 or Form 13SF, as applicable

•
If the Seller determines there is no usable Indicator Score in the Mortgage file due to significant inaccurate credit information, the Seller must indicate the type code of "I" in the CST field on the Form 11 or Form 13SF, as applicable

If the Seller does not deliver an Indicator Score for Loan Prospector Mortgages, the Seller must deliver the Loan Prospector Key Number so that Freddie Mac may use the Indicator Score from the Last Feedback Certificate to determine the Mortgage Indicator Score. If the Seller does not deliver the Loan Prospector Key Number, the Mortgage will not qualify as a Loan Prospector Mortgage.



	(g)
	Postsettlement delivery fees (delivery fees) for Mortgages with certain Indicator Scores and certain Credit Scores
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of all Mortgages with certain Indicator Score and Loan-to-Value combinations. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Indicator Score/Loan to Value delivery fees and other delivery fees.

A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of Loan Prospector A-minus Mortgages, other Caution Mortgages, and Non-Loan Prospector Mortgages with certain Credit Score and LTV combinations. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Credit Score/Loan-to-Value (CS/LTV) (A-minus) delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.


37.6: Using FICO scores in underwriting (02/07/03)
Changes to these requirements have been announced and will become effective on 01/02/09.
FICO scores are an effective tool in evaluating a Borrower's credit reputation. FICO scores objectively evaluate all the information in the Borrower's repository credit file at the time the FICO score was created. Freddie Mac has identified a strong correlation between Mortgage performance and FICO scores. The use of FICO scores in underwriting can reduce the risk of originating Mortgages with unacceptable credit risk.

For Manually Underwritten Mortgages, Freddie Mac recommends the use of FICO scores with accompanying reason codes in underwriting the Borrower's credit reputation. The reason codes indicate the most important reasons why a FICO score is not higher and, when conducting a comprehensive or cautious review, must be used by the Seller to identify the credit factors that need to be addressed in determining the Borrower has an acceptable credit reputation.

Whenever FICO scores are used, the Seller must use one of the three levels of review in the chart below depending on the risk indicated by the Borrower's FICO score, unless a cautious review is required under Sections 37.6(a) and 37.6(b).

	Level of Review[image: image44.png]


 
	When the Property Type Is[image: image45.png]


 
	If the FICO Bureau Score Is[image: image46.png]


 

	BASIC:
Underwrite the file as required to confirm the Borrower has an acceptable credit reputation.[image: image47.png]


 
	1-unit
2-unit
3-4 unit[image: image48.png]


 
	over 660
over 680
over 700[image: image49.png]


 

	COMPREHENSIVE:
Underwrite all aspects of the Borrower's credit history to establish the Borrower has an acceptable credit reputation. The Seller must focus on the risks identified in the reason codes. Credit Scores in the comprehensive review range should be viewed as an indication that the Borrower's credit reputation is uncertain.[image: image50.png]


 
	1-unit
2-unit
3-4 unit[image: image51.png]


 
	620 to 660
640 to 680
660 to 700[image: image52.png]


 

	CAUTIOUS:
Perform a particularly detailed review of all aspects of the Borrower's credit history to ensure that the Seller has satisfactorily established the Borrower's willingness to repay and ability to manage obligations as agreed. Unless there are extenuating circumstances documented in accordance with Section 37.7 or major factors related to credit reputation that offset the risk indicated, a FICO score in this range should be viewed as a strong indication that the Borrower does not have an acceptable credit reputation.[image: image53.png]


 
	1-unit
2-unit
3-4 unit[image: image54.png]


 
	less than 620
less than 640
less than 660[image: image55.png]


 


	(a)
	Basic review
A Borrower whose FICO score is in this range is likely to have an acceptable credit reputation. The Seller must confirm that the documentation in the Mortgage file is consistent with the credit report. If it is consistent, then, as long as the credit history does not show a bankruptcy, foreclosure, deed-in-lieu of foreclosure or recent late housing payments and the Mortgage is not a Caution Mortgage, the Borrower's credit reputation is considered acceptable and the Seller does not need to include any additional explanation in the Mortgage file. If there is a bankruptcy, foreclosure, deed-in-lieu of foreclosure or there have been recent late housing payments, or if the documentation in the Mortgage file is not consistent with the credit report, then a cautious review must be completed. If the Mortgage is a Caution Mortgage with one or more Credit Risk Comments in the Feedback Certificate related to Borrower credit reputation, a cautious review must be completed.

Example:
The Borrower has an Underwriting Score in the basic review range; however, a bankruptcy appears on the Borrower's credit report. The Borrower is not eligible for a basic review since a bankruptcy is considered significant derogatory credit information. The Seller must perform a cautious review of the Borrower's credit reputation.

After credit reputation is established, evaluate the overall layering of risk in credit, capacity and collateral. (See Section 37.1(c))



	(b)
	Comprehensive review
FICO scores in this range should be viewed as an indication that the Borrower's willingness to repay and ability to manage obligations as agreed are uncertain. If there is a bankruptcy, foreclosure, deed-in-lieu of foreclosure or there are recent late housing payments, or if the Mortgage is a Caution Mortgage with one or more Credit Risk Comments in the Feedback Certificate related to Borrower credit reputation, a cautious review must be completed.

For FICO scores in the comprehensive review range, the Seller must:

•
Review the credit documentation for consistency with the credit report as in the basic review

•
Evaluate the overall credit reputation using the factors described in Section 37.7, especially those listed in the reason codes accompanying the FICO score

•
Provide a description of its evaluation and conclusion that the credit reputation is acceptable on the Form 1077 or another document in the Mortgage file

•
After credit reputation is established, evaluate the overall layering of risk in credit, capacity and collateral (See Section 37.1(c).)

Example:
A Borrower has an Underwriting Score in the comprehensive review range and the reason codes indicate high balances-to-limits on revolving accounts and new inquiries. A review of the Borrower's credit report reveals there are multiple revolving accounts with high balances-to-limits and several recent inquiries. The combination of multiple revolving accounts with high balances-to-limits and recent inquiries indicates the Borrower's management of credit obligations is weak. To support a conclusion that the credit reputation is acceptable, the Seller would have to identify credit factors not considered in the FICO score to offset the reason codes. See Section 37.7(a) for factors considered in the FICO score.



	(c)
	Cautious review
FICO scores in this range should be viewed as a strong indication that the Borrower's credit reputation is not acceptable, but the Seller should evaluate all information that affected the Borrower's credit reputation before reaching this conclusion.

A cautious review requires the Seller to establish that the Borrower has an acceptable credit reputation despite the risk indicated by the FICO score or derogatory credit. For Mortgages subject to a cautious review, the Seller must:

•
Evaluate the reason codes accompanying the FICO score

•
Identify and document credit-related offsets for the risks indicated by the reason codes; for example, if the reason codes indicate nonpayment of obligations, the Seller may establish that the Borrower was unable to meet credit obligations because he or she experienced financial difficulties attributable to extenuating circumstances. (See Section 37.7(b)(i) for more information on extenuating circumstances.)

•
If the Mortgage is a Caution Mortgage, document credit-related offsets needed for the factors identified in the Credit Risk Comments and Repository Reason Code Comments sections of the Feedback Certificate necessary to ensure that the Mortgage is acceptable 

•
Identify and document credit-related offsets for significant derogatory information included in the credit history, such as bankruptcy, foreclosure or recent late housing payments (see Section 37.7(b))

•
After credit reputation is established, evaluate the overall layering of risk in credit, capacity and collateral. (See Section 37.1(c).)

•
Document its evaluation and conclusion the credit reputation is acceptable on the Form 1077 or on a separate document in the Mortgage file

Example:
A Borrower has an Underwriting Score in the cautious review range and the reason codes indicate the proportion of balances to credit limits is too high on bank revolving or all revolving accounts and derogatory credit information. A review of the Borrower's credit report indicates there are multiple revolving accounts with balances greater than 50% of their limits. In addition, the Borrower's credit report indicates the Borrower has two recent late payments. The combination of high balances-to-limits on multiple accounts with recent late payments indicates significant derogatory credit information. The Borrower must reestablish an acceptable credit reputation.

If the Mortgage is a Caution Mortgage and Borrower's FICO score is in the cautious review range, it is likely that the Borrower's credit reputation is unacceptable unless:

•
The adverse or derogatory credit information is due to extenuating circumstances and the Borrower has reestablished an acceptable credit reputation in accordance with Section 37.7(b)(i)
•
The credit information is inaccurate as described in Section 37.5



37.6: Using FICO scores in underwriting (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
For Manually Underwritten Mortgages, Freddie Mac requires the use of FICO scores with accompanying reason codes in underwriting the Borrower's credit reputation. The reason codes indicate the most important reasons why a FICO score is not higher and must be used by the Seller to identify the credit factors that need to be addressed in determining the Borrower has an acceptable credit reputation.

A FICO Score is an effective tool in evaluating a Borrower's credit reputation, however it does not necessarily indicate that the Borrower's credit reputation is acceptable. The Seller must determine that each Borrower individually, and that all Borrowers collectively, have an acceptable credit reputation.

The Seller must establish the Borrower's credit reputation using one of the three levels of review in the chart below depending on the risk indicated by the Borrower's FICO score, unless a cautious review is required under Sections 37.6(a) and 37.6(b).

	Level of Review[image: image56.png]


 
	When the Property Type Is[image: image57.png]


 
	If the FICO Score Is[image: image58.png]


 

	BASIC:
Underwrite the file as required to confirm the Borrower has an acceptable credit reputation.[image: image59.png]


 
	1-unit
2-unit
3-4 unit[image: image60.png]


 
	over 660
over 680
over 700[image: image61.png]


 

	COMPREHENSIVE:
Underwrite all aspects of the Borrower's credit history to establish the Borrower has an acceptable credit reputation. The Seller must focus on the risks identified in the reason codes that accompany Credit Scores. Credit Scores in the comprehensive review range should be viewed as an indication that the Borrower's credit reputation is uncertain.[image: image62.png]


 
	1-unit
2-unit
3-4 unit[image: image63.png]


 
	620 to 660
640 to 680
660 to 700[image: image64.png]


 

	CAUTIOUS:
Perform a particularly detailed review of all aspects of the Borrower's credit history to ensure that the Seller has satisfactorily established the Borrower's willingness to repay and ability to manage obligations as agreed. Unless there are extenuating circumstances documented in accordance with Section 37.7 or major factors related to credit reputation that offset the risk indicated, a FICO score in this range should be viewed as a strong indication that the Borrower does not have an acceptable credit reputation.[image: image65.png]


 
	1-unit
2-unit
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	See below*
620 to 640*
620 to 660*[image: image67.png]


 


	*
	Effective on or after March 1, 2009, for Borrowers with a usable Credit Score, a minimum Indicator Score of 620 is required. Refer to Exhibit 25, Mortgages with Risk Class and/or Minimum Indicator Score Requirements, for minimum Indicator Score requirements.



	(a)
	Basic review
A Borrower whose FICO score is in this range is likely to have an acceptable credit reputation. The Seller must confirm that the documentation in the Mortgage file is consistent with the credit report. If it is consistent, then, as long as the credit history does not show a bankruptcy, foreclosure, short payoff related to a delinquent mortgage obligation, deed-in-lieu of foreclosure or recent late housing payments and the Mortgage is not a Caution Mortgage, the Borrower's credit reputation is considered acceptable and the Seller does not need to include any additional explanation in the Mortgage file. If there is a bankruptcy, foreclosure, short payoff related to a delinquent mortgage obligation, deed-in-lieu of foreclosure or there have been recent late housing payments, or if the documentation in the Mortgage file is not consistent with the credit report, then a cautious review must be completed. If the Mortgage is a Caution Mortgage with one or more Credit Risk Comments in the Feedback Certificate related to Borrower credit reputation, a cautious review must be completed.

Example:
The Borrower has an Underwriting Score in the basic review range; however, a bankruptcy appears on the Borrower's credit report. The Borrower is not eligible for a basic review since a bankruptcy is considered significant derogatory credit information. The Seller must perform a cautious review of the Borrower's credit reputation.

After credit reputation is established, evaluate the overall layering of risk in credit, capacity and collateral. (See Section 37.1(c))



	(b)
	Comprehensive review
FICO scores in this range should be viewed as an indication that the Borrower's willingness to repay and ability to manage obligations as agreed are uncertain. If there is a bankruptcy, foreclosure, short payoff related to a delinquent mortgage obligation, deed-in-lieu of foreclosure or there are recent late housing payments, or if the Mortgage is a Caution Mortgage with one or more Credit Risk Comments in the Feedback Certificate related to Borrower credit reputation, a cautious review must be completed.

For FICO scores in the comprehensive review range, the Seller must:

•
Review the credit documentation for consistency with the credit report as in the basic review

•
Evaluate the overall credit reputation using the factors described in Section 37.7, especially those listed in the reason codes accompanying the FICO score

•
Provide a description of its evaluation and conclusion that the credit reputation is acceptable on the Form 1077 or another document in the Mortgage file

•
After credit reputation is established, evaluate the overall layering of risk in credit, capacity and collateral (See Section 37.1(c).)

Example:
A Borrower has an Underwriting Score in the comprehensive review range and the reason codes indicate high balances-to-limits on revolving accounts and new inquiries. A review of the Borrower's credit report reveals there are multiple revolving accounts with high balances-to-limits and several recent inquiries. The combination of multiple revolving accounts with high balances-to-limits and recent inquiries indicates the Borrower's management of credit obligations is weak. To support a conclusion that the credit reputation is acceptable, the Seller would have to identify credit factors not considered in the FICO score to offset the reason codes. See Section 37.7(a) for factors considered in the FICO score.



	(c)
	Cautious review
FICO scores in this range should be viewed as a strong indication that the Borrower's credit reputation is not acceptable, however the Seller should evaluate all information that affected the Borrower's credit reputation before reaching this conclusion.

A cautious review requires the Seller to establish that the Borrower has an acceptable credit reputation despite the risk indicated by the FICO score or derogatory credit. For Mortgages subject to a cautious review, the Seller must:

•
Evaluate the reason codes accompanying the FICO score

•
Identify and document credit-related offsets for the risks indicated by the reason codes; for example, if the reason codes indicate nonpayment of obligations, the Seller may establish that the Borrower was unable to meet credit obligations because he or she experienced financial difficulties attributable to extenuating circumstances. (See Section 37.7(b)(i) for more information on extenuating circumstances.)

•
If the Mortgage is a Caution Mortgage, document credit-related offsets needed for the factors identified in the Credit Risk Comments and Repository Reason Code Comments sections of the Feedback Certificate necessary to ensure that the Mortgage is acceptable 

•
Identify and document credit-related offsets for significant derogatory information included in the credit history, such as bankruptcy, foreclosure, short payoff related to a delinquent mortgage obligation or recent late housing payments (see Section 37.7(b))

•
After credit reputation is established, evaluate the overall layering of risk in credit, capacity and collateral. (See Section 37.1(c).)

•
Document its evaluation and conclusion the credit reputation is acceptable on the Form 1077 or on a separate document in the Mortgage file

Example:
A Borrower has an Underwriting Score in the cautious review range and the reason codes indicate the proportion of balances to credit limits is too high on bank revolving or all revolving accounts and derogatory credit information. A review of the Borrower's credit report indicates there are multiple revolving accounts with balances greater than 50% of their limits. In addition, the Borrower's credit report indicates the Borrower has two recent late payments. The combination of high balances-to-limits on multiple accounts with recent late payments indicates significant derogatory credit information. The Borrower must reestablish an acceptable credit reputation.

If the Mortgage is a Caution Mortgage and Borrower's FICO score is in the cautious review range, it is likely that the Borrower's credit reputation is unacceptable unless:

•
The adverse or derogatory credit information is due to extenuating circumstances and the Borrower has reestablished an acceptable credit reputation in accordance with Section 37.7(b)(i)
•
The credit information is inaccurate as described in Section 37.5



37.7: Evaluating Borrower credit reputation (11/7/02)
Changes to these requirements have been announced and will become effective on 01/02/09.
	(a)
	Overview
The Borrower's credit reputation may be established by any of the following methods:

•
Submitting the Mortgage to Loan Prospector

•
Underwriting with FICO scores and reason codes and analyzing the information in the Borrower's credit reports and other verification as required by the level of review necessary under Section 37.6
•
Underwriting without FICO scores, and analyzing all information contained in the Borrower's credit report and other verifications

For an Accept Mortgage and an A-minus Mortgage, Loan Prospector has determined that the Borrower's credit reputation is acceptable. In all other Mortgages, the Seller must thoroughly evaluate the Borrower's credit reputation in accordance with the requirements set forth in this section and document in the Mortgage file the Seller's conclusion the reputation is acceptable.

Because FICO scores evaluate all the information in the Borrower's repository credit file at the time the FICO score was created, a Seller underwriting with FICO scores will find much of the evaluation of the Borrower's credit reputation is already reflected in the FICO score and accompanying reason codes. (See Section 37.6 for more information on the levels of review required when using FICO scores.)

When underwriting with FICO scores, the Seller must not use the following factors as offsets for weaknesses in the Borrower's credit reputation because they have already been considered in creating the FICO score:

1.
The absence of, or age of, derogatory information

2.
The number/proportion of accounts paid as agreed versus delinquent

3.
The types of accounts paid as agreed versus the types of accounts that are delinquent

4.
Recent pay-down or consolidation of account balances by the Borrower

5.
The length of the Borrower's credit history

6.
Any combinations of the above factors

What constitutes an acceptable credit reputation for Freddie Mac may vary according to the Mortgage product or type. For example, a Mortgage that has significant derogatory credit information and would not receive an Accept Risk Class from Loan Prospector may still be eligible for delivery as an A-minus Mortgage. The Seller may also be able to conclude that a Mortgage receiving a Caution Risk Class from Loan Prospector due to significant derogatory information has an acceptable credit reputation by documenting that the derogatory credit was attributable to extenuating circumstances. The requirements for establishing and documenting extenuating circumstances are set forth in Section 37.7(b).

For Manually Underwritten Mortgages, the Seller's evaluation of the Borrower's credit reputation must be based on the entire credit history documented in the Mortgage file. The Seller must weigh the following factors in arriving at a conclusion that the Borrower's credit reputation is acceptable:

1.

The type and amount of credit outstanding

2.

How long the Borrower has had credit

3.

How the Borrower uses available credit, including revolving balances-to-limits

4.

Recent changes in the number of open accounts or overall amount of credit outstanding

5.

The payment history and status of all accounts

6.

Any recent inquiries shown on the credit report

7.

Any public record or collection items

If a Borrower's credit history includes both Tradelines and Noncredit Payment References, the Seller must put more weight on the Tradelines when evaluating the Borrower's credit reputation and cannot use Noncredit Payment References to offset derogatory credit in a Tradeline reference. If a Borrower's credit history includes housing obligations, the Seller should put more weight on how housing payments were made than nonhousing payments, but must not ignore any derogatory information in the credit history.

The Seller must also consider layering of risk in its evaluation of credit reputation. A stronger credit reputation may be required if either capacity or collateral is weak. (See Section 37.1 for more information on how to evaluate the overall risk of the Mortgage using the "three Cs" (credit reputation, capacity and collateral).)



	(b)
	Adverse or derogatory credit information
Adverse credit information in and of itself does not mean the Borrower's credit reputation is unacceptable. When there is adverse or derogatory information in the Borrower's credit history, the Seller must determine whether the derogatory information is significant.

For Accept Mortgages and A-minus Mortgages, the significance of the derogatory information has already been considered by Loan Prospector and the Borrower's credit reputation is acceptable.

For other Caution Mortgages with at least two Feedback Certificate messages related to nonpayment of obligations, the Seller must presume the derogatory information is significant. The Seller must document the extenuating circumstances or conclude that the difficulties were due to financial mismanagement. 

Similarly, for Mortgages underwritten using FICO scores, a score in the cautious review range with at least two of the four reason codes related to nonpayment of obligations indicates that the derogatory information is significant. A score in the basic review range indicates the derogatory information is not significant, unless the Borrower's credit history includes a bankruptcy, foreclosure, deed-in-lieu of foreclosure or recent late housing payments.

For all other Manually Underwritten Mortgages with or without FICO scores, the Seller must weigh the amount of derogatory information against the rest of the credit history and decide whether it is significant. In making its determination, the Seller should not ignore any derogatory credit, but must give more weight to late housing payments and to derogatory information or late payments occurring within the past two years. Generally, the more recent the adverse or derogatory credit information, the more likely it is significant.

The Seller must consider all of the following:

•
The number, timing and extent of the adverse or derogatory credit information

•
The number, type and size of accounts with adverse or derogatory credit information

•
Public record information, such as judgments and collection accounts

•
Other characteristics listed in this section

For example, Freddie Mac considers a 30-day late housing payment to have more weight than a 30-day late nonhousing payment, and a collection account to have more weight than a 30-day late payment on a revolving account.

Although there may be many situations involving derogatory credit information that are less clear, especially when disputes about obligations are involved, the derogatory credit information is not significant when it consists only of isolated late payments, even if several accounts show sporadic late payments, provided all of the following exist:

•
The late payments were not recent

•
The late payments did not extend beyond one month

•
The number and size of delinquent accounts is not large in relation to the overall credit

•
The credit history does not show multiple revolving accounts with high balances-to-limits or high overall utilization of revolving credit

•
All other credit has been paid as agreed

However, the derogatory information is significant if any of the following exist:

•
There are several accounts showing recent late payments

•
There are multiple 60- or 90-day late payments

•
There is more than one 30-day late housing payment in the last 12 months

•
There are more than two 30-day or more than one 60-day late housing payments within the most recent two years

•
The number and size of the delinquent accounts are large in relation to the overall credit

•
There are multiple episodes of late payments extending over a period of time

•
The credit history shows derogatory credit information within the two most recent years combined with multiple revolving accounts with high balances-to-limits

•
The public record information reveals several occurrences of derogatory credit information, including judgments, tax liens and/or collection accounts

•
There is a bankruptcy, foreclosure or deed-in-lieu of foreclosure within the last seven years

If the Seller decides that the derogatory information is not significant, it must provide documentation supporting its conclusion in the Mortgage file. If the Seller decides that the derogatory information is significant, it must determine whether the problems were due to extenuating circumstances or to financial mismanagement.

(i)
Handling significant adverse or derogatory information caused by extenuating circumstances
Freddie Mac considers an extenuating circumstance to be a nonrecurring or isolated circumstance, or set of circumstances, that was beyond the Borrower's control and that significantly reduced income and/or increased expenses and rendered the Borrower unable to repay obligations as agreed, resulting in significant adverse or derogatory credit information.

In addition, if the Borrower's credit history includes significant adverse or derogatory credit within the most recent two years, even if it was caused by extenuating circumstances, the Borrower's credit reputation cannot be considered acceptable.

When the Seller uses extenuating circumstances to justify that the Borrower's credit reputation is acceptable despite significant adverse or derogatory information, the Seller must confirm the extenuating circumstances and that the Borrower has reestablished an acceptable credit reputation. The Mortgage file must contain all of the following documentation:

1.

A written statement from the Borrower attributing the cause of the financial difficulties to outside factors beyond the Borrower's control that are not ongoing and are unlikely to recur

2.

Third-party documentation confirming that the events related by the Borrower in the explanation were an isolated occurrence and significantly reduced the Borrower's income and/or increased expenses and rendered the Borrower unable to repay as agreed

3.

No evidence that the Borrower had an unacceptable credit reputation prior to the problems

4.

Evidence on the credit report and other credit documentation that the Borrower has reestablished an acceptable credit reputation

•
For at least the most recent 24 months

•
Meeting the requirements of Section 37.4 for type and minimum number of payment references. If the derogatory credit included Tradeline credit, the Borrower is expected to reestablish credit with at least one Tradeline credit. If the derogatory information was on Noncredit Payment References, either Tradeline or Noncredit Payment References may be used. In addition,

•
Of the minimum number of payment references required, at least one must have been open for at least the most recent two years and all must have been active within the most recent 24 months

•
The payment references may include an account opened prior to the significant adverse or derogatory information

•
At least one of the payment references must be housing-related

5.

Evidence on the credit report and other credit documentation that all of the Borrower's credit is current

6.

Evidence that the Borrower's credit history, in the most recent 24 months, shows all of the following:

•
No new public records for bankruptcy, foreclosure, unpaid judgments or collections

•
No payments 60 or more days past due

•
No more than two payments 30 days past due

•
No housing payments past due

7.

If the housing (rental or Mortgage) payment history was not reported to the credit repositories, documentation for the most recent 12 months meeting the requirements of Sections 37.11 and 37.20
8.

Evidence that the Borrower's credit history does not contain multiple revolving accounts with high balances-to-limits or high overall utilization of revolving credit

9.

An underwriting analysis on the Form 1077 or on a separate document in the Mortgage file, relating the Borrower's explanation to the Mortgage file documentation and leading to a reasonable conclusion that:

•
The events causing the financial difficulties were beyond the Borrower's control, are not ongoing and are unlikely to recur; and

•
The Borrower has reestablished an acceptable credit reputation

If the Seller cannot obtain third-party documentation confirming the extenuating circumstances and reestablishment of credit, it cannot consider the extenuating circumstance as an acceptable offset to significant adverse or derogatory credit information.
(ii)
Handling significant adverse or derogatory information caused by financial mismanagement
If the Seller is unable to document extenuating circumstances in accordance with Freddie Mac's requirements, then it must conclude that the problems were due to financial mismanagement.

In order to conclude that the Borrower's credit reputation is still acceptable despite the previous financial mismanagement, the Seller must explain on the Form 1077 or on a separate document in the Mortgage file, the rationale supporting its determination that the financial mismanagement is unlikely to recur and the Borrower's credit reputation is acceptable. Making a case that the Borrower is sufficiently willing to repay obligations when significant derogatory information was caused by financial mismanagement is very difficult. It will take a longer and more convincing reestablishment period to overcome derogatory information caused by financial mismanagement than would be needed if the Borrower had experienced financial difficulties due to extenuating circumstances.

When the Seller determines that the Borrower's credit reputation is acceptable despite significant adverse or derogatory information caused by financial mismanagement, the Mortgage file must contain all of the following documentation:

1.

Evidence that each Borrower with significant adverse or derogatory credit information caused by financial mismanagement has a minimum Underwriting Score of 680

2.

Evidence on the credit report and other credit documentation that the Borrower has reestablished an acceptable credit reputation

•
For at least a 48-month period, or at least 24 months after the discharge of a Chapter 13 bankruptcy

•
Meeting the requirements of Section 37.4 for type and minimum number of payment references.

•
If the derogatory credit included Tradeline credit, the Borrower is expected to reestablish credit with at least one Tradeline credit.

•
If the derogatory information was on Noncredit Payment References, either Tradeline or Noncredit Payment References may be used. In addition,

•
Of the minimum number of payment references required, at least one must have been open for at least the most recent 24 months and all must have been active within the most recent 24 months

•
The payment references may include an account opened prior to the significant adverse or derogatory information

•
At least one of the payment references must be housing-related

3.

Evidence on the credit report and other credit documentation that all of the Borrower's credit is current

4.

Evidence that the Borrower's credit history, in the most recent 48 months, or the most recent 24 months for a Chapter 13 bankruptcy, shows all of the following:

•
No new public records for bankruptcy, foreclosure, unpaid judgments or collections

•
No payments 60 days or more past due

•
No more than two payments 30 days past due

•
No housing payments past due

5.

If the housing (rental or Mortgage) payment history was not reported to the credit repositories, documentation for the most recent 12 months meeting the requirements of Sections 37.11 and 37.20
6.

Evidence that the Borrower's credit history does not contain multiple revolving accounts with high balances-to-limits or high overall utilization of revolving credit

7.

An underwriting analysis on the Form 1077, or on a separate document in the Mortgage file, relating to the Borrower's explanation to the Mortgage file documentation and leading to a reasonable conclusion that the Borrower has reestablished an acceptable credit reputation



	(c)
	Bankruptcy
Except for Accept Mortgages and A-minus Mortgages, a bankruptcy within the last seven years that is disclosed on a credit report, disclosed by the Borrower on the Form 65, Uniform Residential Loan Application, or contained elsewhere in the Mortgage file must always be considered significant derogatory information. The length of time since discharge to the date of the application must meet the recovery period requirements for extenuating circumstances or financial mismanagement in Section 37.7(b)(i) or (ii), as applicable.

Except for Accept Mortgages and A-minus Mortgages, whenever a Borrower has had a bankruptcy within the last seven years, the Mortgage file must also contain:

•
Copies of the bankruptcy petition, schedule of debts and discharge

•
Evidence to indicate that all debts not satisfied by the bankruptcy have been paid or are being paid

•
Any other evidence necessary to support the Seller's determination that the Borrower has reestablished and maintained an acceptable credit reputation



	(d)
	Previous Mortgage foreclosure (or conveyance of a deed-in-lieu of foreclosure)
Except for Accept Mortgages and A-minus Mortgages, a previous Mortgage 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. The length of time since completion to the date of the application must meet the recovery period requirements of extenuating circumstances or financial mismanagement in Section 37.7(b)(i) or (ii), as applicable.



	(e)
	Inquiries
Inquiries on the credit report generally reflect the Borrower's requests for new or additional credit. Inquiries made for other purposes, such as general solicitations not initiated by the Borrower or monitoring inquiries by current creditors, typically are not shown on the credit report.

For Manually Underwritten Mortgages, if the credit report indicates that a creditor has made an inquiry within the previous 90-day period, then the Seller must determine whether additional credit was granted as a result of the Borrower's request. A letter from the creditor or, if such a letter is unobtainable, a signed statement from the Borrower may be used to determine whether additional credit was obtained.

When underwriting with FICO scores in the comprehensive or cautious range, a reason code will alert the Seller that the number of inquiries affected the Borrower's FICO score and, therefore, should not be overlooked in underwriting. In this case and when underwriting without FICO scores, the Seller must decide whether the number of recent inquiries, especially when combined with other credit information, increases the risk of the Borrower's credit profile.

Several inquiries within the most recent 12 months generally increase risk and, when combined with high balances-to-limits on revolving accounts may indicate that the Borrower is in danger of becoming overextended. In addition, several recent inquiries, combined with a credit history of short duration may make even mild derogatory credit information significant.

To address how risk evidenced by several recent inquiries, layered with other credit reputation risks, affects the Borrower's overall credit reputation, the Seller must look at:

•
The Borrower's payment history

•
The age of the Borrower's other credit

•
The type of credit being sought

•
The total amount of credit outstanding, and

•
The overall credit utilization reflected on the report




	(f)
	Age of accounts
For Manually Underwritten Mortgages, the Seller must review the age of the Borrower's credit obligations to determine whether there has been a recent, significant increase in the number of open accounts. The age of an account is found on a credit report by referring to the "date opened" column. The length of a Borrower's credit history can be measured from the oldest account.

Like inquiries, several recently opened accounts may be a warning that the Borrower could become overextended and require a more conservative approach to reviewing both Borrower credit reputation and capacity. A credit history with all recently opened accounts may indicate that the Borrower lacks sufficient experience managing financial obligations.

The Seller should also review the age of accounts to determine if there has been a significant change in the Borrower's credit profile. A change in the Borrower's pattern of credit use, which includes several newly opened revolving accounts, several inquiries and high utilization of revolving Tradelines, introduces significant layering of risk to the Borrower's credit reputation.

When underwriting with FICO scores in the comprehensive or cautious range, a reason code will alert the Seller that the age of accounts affected the Borrower's FICO score and, therefore, should not be overlooked in underwriting. In this case and when underwriting without FICO scores, the Seller must decide whether the age of accounts, combined with other credit information, increases the risk of the Borrower's profile.

To address how the age of a Borrower's accounts, layered with other credit risks, affects the Borrower's credit reputation, the Seller must consider:

•
The Borrow's payment history

•
The amount of outstanding credit

•
The overall utilization of revolving accounts, and

•
Recent inquiries




	(g)
	Balances-to-limits/high overall utilization of revolving credit
For Manually Underwritten Mortgages, the Seller must compare the current balance for each open account to the high credit or limit to determine whether there is a pattern of accounts with balances at or near their limits. Multiple revolving accounts with balances more than 50 percent of their limits must be considered as additional risk when evaluating credit reputation. The more accounts with high balances-to-limits and the higher the percentage used, the higher the risk.

High balances-to-limits may also indicate the Borrower is making minimum payments on revolving accounts rather than reducing the debt and may be at or near payment capacity. Any derogatory information in a credit history within the most recent two years combined with several revolving accounts at or near their limits should be considered significant derogatory information when evaluating the credit reputation.

In addition to evaluating balances-to-limits, the Seller must compare the overall amount of outstanding revolving credit to the overall amount of revolving credit available to the Borrower, as shown on the credit report, to determine credit utilization. Usage of more than 60 percent of available revolving credit must be considered a risk factor when evaluating credit reputation. The higher the Borrower's overall utilization of revolving credit, the higher the amount of risk.

A pattern of revolving accounts at or near their limits, and utilization of a high proportion of the overall revolving credit available to the Borrower, especially when combined with newly opened accounts, indicates that the Borrower is becoming overextended and there is significant risk in the Borrower's credit reputation. The Seller may not use the lack of adverse or derogatory credit information as an offset for high balances-to-limits or high overall utilization of revolving credit.

For a Caution Mortgage with at least two Feedback Certificate messages related to high balances-to-limits or high overall utilization of revolving credit, the Seller should presume the Borrower's credit reputation is unacceptable.

When underwriting with FICO scores in the comprehensive or cautious range, a reason code will alert the Seller that the balances on revolving accounts are too high or the proportion of balance to high credit on bank revolving or all revolving accounts is too high and affected the Borrower's FICO score. For a Mortgage with a FICO score in the cautious range and at least two reason codes related to high balances-to-limits or high overall utilization of revolving credit, the Seller should presume the Borrower's credit reputation is unacceptable, unless:

•
The Borrower has sufficient cash reserves to pay off all revolving account balances, and

•
The Borrower's total debt-to-income ratio is within guidelines

When underwriting without FICO scores, the Seller must determine whether the balances-to-limits and overall revolving utilization, combined with other credit information, make the Borrower's credit reputation unacceptable.

For example, a Borrower with multiple revolving accounts with balances at or near limits, overall utilization of revolving credit of 90%, and less than four years of credit history would have an unacceptable credit reputation, even if there were no derogatory information in the credit report, unless the Borrower had sufficient cash reserves to pay off all revolving account balances and the Borrower's total debt-to-income ratio was within guidelines.

To address how high balances-to-limits, when layered with other credit risks, affect the Borrower's overall credit reputation, the Seller should look at:

•
The Borrower's payment history

•
The age of the Borrower's credit

•
The number of accounts with outstanding balances

•
Recent inquiries, and

•
The total amount of credit outstanding




37.7: Evaluating Borrower credit reputation (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
	(a)
	Overview
The Borrower's credit reputation may be established by any of the following methods:

•
Submitting the Mortgage to Loan Prospector

•
For Borrowers with usable Credit Scores, manually underwriting with FICO scores and reason codes and analyzing the information in each of the Borrower's credit reports and other verification as required by the level of review necessary under Section 37.6. When a minimum Indicator Score is required, it must be met or exceeded for the Mortgage to be eligible for delivery to Freddie Mac.

•
For Borrowers without usable Credit Scores, manually underwriting without FICO scores, and analyzing all information contained in each of the Borrower's credit reports and other verifications

For an Accept Mortgage and an A-minus Mortgage, Loan Prospector has determined that the Borrower's credit reputation is acceptable. In all other Mortgages, the Seller must thoroughly evaluate the Borrower's credit reputation in accordance with the requirements set forth in this section and document in the Mortgage file the Seller's conclusion the reputation is acceptable.

Because FICO scores evaluate all the information in the Borrower's repository credit file at the time the FICO score was created, a Seller underwriting with FICO scores will find much of the evaluation of the Borrower's credit reputation is already reflected in the FICO score and accompanying reason codes. (See Section 37.6 for more information on the levels of review required when using FICO scores.)

When manually underwriting with FICO scores, the Seller must not use the following factors as offsets for weaknesses in the Borrower's credit reputation because they have already been considered in creating the FICO score:

1.
The absence of, or age of, derogatory information

2.
The number/proportion of accounts paid as agreed versus delinquent

3.
The types of accounts paid as agreed versus the types of accounts that are delinquent

4.
Recent pay-down or consolidation of account balances by the Borrower

5.
The length of the Borrower's credit history

6.
Any combinations of the above factors

What constitutes an acceptable credit reputation for Freddie Mac may vary according to the Mortgage product or type. For example, a Mortgage that has significant derogatory credit information and would not receive an Accept Risk Class from Loan Prospector may still be eligible for delivery as an A-minus Mortgage. The Seller may also be able to conclude that a Mortgage receiving a Caution Risk Class from Loan Prospector due to significant derogatory information has an acceptable credit reputation by documenting that the derogatory credit was attributable to extenuating circumstances. The requirements for establishing and documenting extenuating circumstances are set forth in Section 37.7(b).

For Manually Underwritten Mortgages, the Seller's evaluation of the Borrower's credit reputation must be based on the entire credit history documented in the Mortgage file. The Seller must weigh the following factors in arriving at a conclusion that the Borrower's credit reputation is acceptable:

1.

The type and amount of credit outstanding

2.

How long the Borrower has had credit

3.

How the Borrower uses available credit, including revolving balances-to-limits

4.

Recent changes in the number of open accounts or overall amount of credit outstanding

5.

The payment history and status of all accounts

6.

Any recent inquiries shown on the credit report

7.

Any public record or collection items

If a Borrower's credit history includes both Tradelines and Noncredit Payment References, the Seller must put more weight on the Tradelines when evaluating the Borrower's credit reputation and cannot use Noncredit Payment References to offset derogatory credit in a Tradeline reference. If a Borrower's credit history includes housing obligations (rental or Mortgage), the Seller should put more weight on how housing payments were made than nonhousing payments, but must not ignore any derogatory information in the credit history.

The Seller must also consider layering of risk in its evaluation of credit reputation. A stronger credit reputation may be required if either capacity or collateral is weak. (See Section 37.1 for more information on how to evaluate the overall risk of the Mortgage using the "three Cs" (credit reputation, capacity and collateral).)



	(b)
	Adverse or derogatory credit information
Adverse credit information in and of itself does not mean the Borrower's credit reputation is unacceptable. When there is adverse or derogatory information in the Borrower's credit history, the Seller must determine whether the derogatory information is significant.

For Accept Mortgages and A-minus Mortgages, the significance of the derogatory information has already been considered by Loan Prospector and the Borrower's credit reputation is acceptable.

For other Caution Mortgages with at least two Feedback Certificate messages related to nonpayment of obligations, the Seller must presume the derogatory information is significant. The Seller must document the extenuating circumstances or conclude that the difficulties were due to financial mismanagement. 

Similarly, for Mortgages underwritten using FICO scores, a score in the cautious review range with at least two of the four reason codes related to nonpayment of obligations indicates that the derogatory information is significant. A score in the basic review range indicates the derogatory information is not significant, unless the Borrower's credit history includes a bankruptcy, foreclosure, short payoff related to a delinquent mortgage obligation, deed-in-lieu of foreclosure or recent late housing payments.

For all other Manually Underwritten Mortgages with or without FICO scores, the Seller must weigh the amount of derogatory information against the rest of the credit history and decide whether it is significant. In making its determination, the Seller should not ignore any derogatory credit, but must give more weight to late housing payments and to derogatory information or late payments occurring within the past two years. Generally, the more recent the adverse or derogatory credit information, the more likely it is significant.

The Seller must consider all of the following:

•
The number, timing and extent of the adverse or derogatory credit information

•
The number, type and size of accounts with adverse or derogatory credit information

•
Public record information, such as judgments and collection accounts

•
Other characteristics listed in this section

For example, Freddie Mac considers a 30-day late housing payment to have more weight than a 30-day late nonhousing payment, and a collection account to have more weight than a 30-day late payment on a revolving account.

Although there may be many situations involving derogatory credit information that are less clear, especially when disputes about obligations are involved, the derogatory credit information is not significant when it consists only of isolated late payments, even if several accounts show sporadic late payments, provided all of the following exist:

•
The late payments were not recent

•
The late payments did not extend beyond one month

•
The number and size of delinquent accounts is not large in relation to the overall credit

•
The credit history does not show multiple revolving accounts with high balances-to-limits or high overall utilization of revolving credit

•
All other credit has been paid as agreed

However, the derogatory information is significant if any of the following exist:

•
There are several accounts showing recent late payments

•
There are multiple 60- or 90-day late payments

•
There is more than one 30-day late housing payment in the last 12 months

•
There are more than two 30-day or more than one 60-day late housing payments within the most recent two years

•
The number and size of the delinquent accounts are large in relation to the overall credit

•
There are multiple episodes of late payments extending over a period of time

•
The credit history shows derogatory credit information within the two most recent years combined with multiple revolving accounts with high balances-to-limits

•
The public record information reveals several occurrences of derogatory credit information, including judgments, tax liens and/or collection accounts

•
There is a bankruptcy, foreclosure, short payoff related to a delinquent mortgage obligation or deed-in-lieu of foreclosure within the last seven years

If the Seller decides that the derogatory information is not significant, it must provide documentation supporting its conclusion in the Mortgage file. If the Seller decides that the derogatory information is significant, it must determine whether the problems were due to extenuating circumstances or to financial mismanagement.

(i)
Handling significant adverse or derogatory information caused by extenuating circumstances
Freddie Mac considers an extenuating circumstance to be a nonrecurring or isolated circumstance, or set of circumstances, that was beyond the Borrower's control and that significantly reduced income and/or increased expenses and rendered the Borrower unable to repay obligations as agreed, resulting in significant adverse or derogatory credit information.

In addition, if the Borrower's credit history includes significant adverse or derogatory credit within the most recent two years, even if it was caused by extenuating circumstances, the Borrower's credit reputation cannot be considered acceptable.

When the Seller uses extenuating circumstances to justify that the Borrower's credit reputation is acceptable despite significant adverse or derogatory information, the Seller must confirm the extenuating circumstances and that the Borrower has reestablished an acceptable credit reputation. The Mortgage file must contain all of the following documentation:

1.

A written statement from the Borrower attributing the cause of the financial difficulties to outside factors beyond the Borrower's control that are not ongoing and are unlikely to recur

2.

Third-party documentation confirming that the events related by the Borrower in the explanation were an isolated occurrence and significantly reduced the Borrower's income and/or increased expenses and rendered the Borrower unable to repay as agreed

3.

No evidence that the Borrower had an unacceptable credit reputation prior to the problems

4.

Evidence on the credit report and other credit documentation that the Borrower has reestablished an acceptable credit reputation

•
For at least the most recent:

•
36 months for a previous foreclosure

•
36 months after the discharge or dismissal of a bankruptcy when the Borrower has filed more than one bankruptcy petition in the past seven years 

•
24 months after the discharge or dismissal of a bankruptcy, short payoff related to a delinquent mortgage obligation, deed-in lieu of foreclosure or other significant adverse or derogatory credit information

•
Meeting the requirements of Section 37.4 for type and minimum number of payment references. If the derogatory credit included Tradeline credit, the Borrower is expected to reestablish credit with at least one Tradeline credit. If the derogatory information was on Noncredit Payment References, either Tradeline or Noncredit Payment References may be used. In addition,

•
Of the minimum number of payment references required, at least one must have been open for at least the most recent two years and all must have been active within the most recent 24 months

•
The payment references may include an account opened prior to the significant adverse or derogatory information

•
At least one of the payment references must be housing-related

5.

Evidence on the credit report and other credit documentation that all of the Borrower's credit is current

6.

Evidence that the Borrower's credit history, in the most recent time period as required above, shows all of the following:

•
No new public records for bankruptcy, foreclosure, unpaid judgments or collections

•
No payments 60 or more days past due

•
No more than two payments 30 days past due

•
No housing payments past due

7.

If the housing (rental or Mortgage) payment history was not reported to the credit repositories, documentation for the most recent 12 months meeting the requirements of Sections 37.11 and 37.20
8.

Evidence that the Borrower's credit history does not contain multiple revolving accounts with high balances-to-limits or high overall utilization of revolving credit

9.

An underwriting analysis on the Form 1077 or on a separate document in the Mortgage file, relating the Borrower's explanation to the Mortgage file documentation and leading to a reasonable conclusion that:

•
The events causing the financial difficulties were beyond the Borrower's control, are not ongoing and are unlikely to recur; and

•
The Borrower has reestablished an acceptable credit reputation

If the Seller cannot obtain third-party documentation confirming the extenuating circumstances and reestablishment of credit, it cannot consider the extenuating circumstance as an acceptable offset to significant adverse or derogatory credit information.
(ii)
Handling significant adverse or derogatory information caused by financial mismanagement
If the Seller is unable to document extenuating circumstances in accordance with Freddie Mac's requirements, then it must conclude that the problems were due to financial mismanagement.

In order to conclude that the Borrower's credit reputation is still acceptable despite the previous financial mismanagement, the Seller must explain on the Form 1077 or on a separate document in the Mortgage file, the rationale supporting its determination that the financial mismanagement is unlikely to recur and the Borrower's credit reputation is acceptable. Making a case that the Borrower is sufficiently willing to repay obligations when significant derogatory information was caused by financial mismanagement is very difficult. It will take a longer and more convincing reestablishment period to overcome derogatory information caused by financial mismanagement than would be needed if the Borrower had experienced financial difficulties due to extenuating circumstances.

When the Seller determines that the Borrower's credit reputation is acceptable despite significant adverse or derogatory information caused by financial mismanagement, the Mortgage file must contain all of the following documentation:

1.

Evidence that each Borrower with significant adverse or derogatory credit information caused by financial mismanagement has a minimum Underwriting Score of 680

2.

Evidence on the credit report and other credit documentation that the Borrower has reestablished an acceptable credit reputation

•
For a period of at least: 

•
60 months for a previous foreclosure

•
60 months when the Borrower has filed more than one bankruptcy petition in the past seven years 

•
48 months after the discharge or dismissal date of a bankruptcy, other than a Chapter 13 bankruptcy with discharge date, or conveyance of a deed-in-lieu of foreclosure

•
48 months for a short payoff related to a delinquent Mortgage obligation

•
24 months after the discharge date of a Chapter 13 bankruptcy

•
48 months for all other significant adverse or derogatory credit information

•
Meeting the requirements of Section 37.4 for type and minimum number of payment references.

•
If the derogatory credit included Tradeline credit, the Borrower is expected to reestablish credit with at least one Tradeline credit.

•
If the derogatory information was on Noncredit Payment References, either Tradeline or Noncredit Payment References may be used. In addition,

•
Of the minimum number of payment references required, at least one must have been open for at least the most recent 24 months and all must have been active within the most recent 24 months

•
The payment references may include an account opened prior to the significant adverse or derogatory information

•
At least one of the payment references must be housing-related

3.

Evidence on the credit report and other credit documentation that all of the Borrower's credit is current

4.

Evidence that the Borrower's credit history, in the most recent applicable time period as required above shows all of the following:

•
No new public records for bankruptcy, foreclosure, unpaid judgments or collections

•
No payments 60 days or more past due

•
No more than two payments 30 days past due

•
No housing payments past due

5.

If the housing (rental or Mortgage) payment history was not reported to the credit repositories, documentation for the most recent 12 months meeting the requirements of Sections 37.11 and 37.20
6.

Evidence that the Borrower's credit history does not contain multiple revolving accounts with high balances-to-limits or high overall utilization of revolving credit

7.

An underwriting analysis on the Form 1077, or on a separate document in the Mortgage file, relating to the Borrower's explanation to the Mortgage file documentation and leading to a reasonable conclusion that the Borrower has reestablished an acceptable credit reputation



	(c)
	Bankruptcy
Except for Accept Mortgages and A-minus Mortgages, a bankruptcy within the last seven years that is disclosed on a credit report, disclosed by the Borrower on the Form 65, Uniform Residential Loan Application, or contained elsewhere in the Mortgage file must always be considered significant derogatory information. The length of time since discharge or dismissal to the date of the application must meet the recovery period requirements for extenuating circumstances or financial mismanagement in Section 37.7(b)(i) or (ii), as applicable.

Except for Accept Mortgages and A-minus Mortgages, whenever a Borrower has had a bankruptcy within the last seven years, the Mortgage file must also contain:

•
Copies of the bankruptcy petition, schedule of debts and discharge or dismissal

•
Evidence to indicate that all debts not satisfied by the bankruptcy have been paid or are being paid

•
Any other evidence necessary to support the Seller's determination that the Borrower has reestablished and maintained an acceptable credit reputation



	(d)
	Previous Mortgage foreclosure (or conveyance of a deed-in-lieu of foreclosure)
(i)
Recovery period requirements
Except for Accept Mortgages and A-minus Mortgages, a previous Mortgage 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. The length of time since completion to the date of the application must meet the recovery period requirements of extenuating circumstances or financial mismanagement in Section 37.7(b)(i) or (ii), as applicable.
(ii)
Additional requirements
Once the recovery period requirements for extenuating circumstances or financial mismanagement in Section 37.7(b)(i) or (ii) have been met, the Mortgage must meet the following requirements in order to be eligible for delivery to Freddie Mac:

•
For a previous foreclosure, the Mortgage must either be:

•
A purchase transaction Mortgage secured by a Primary Residence with a maximum loan-to-value (LTV)/total LTV (TLTV)/Home Equity Line of Credit TLTV (HTLTV) ratio of 90%, or

•
A "no cash-out" refinance Mortgage that meets the requirements of Chapter 24.

•
For a conveyance of a deed-in-lieu of foreclosure, the Mortgage must either be:

•
A purchase transaction Mortgage with a maximum LTV/TLTV/HTLTV ratio of 90% or the maximum LTV/TLTV/HTLTV ratio permitted, or

•
A "no cash-out" and cash-out refinance Mortgage that meet the requirements of Chapter 24.




	(e)
	Inquiries
Inquiries on the credit report generally reflect the Borrower's requests for new or additional credit. Inquiries made for other purposes, such as general solicitations not initiated by the Borrower or monitoring inquiries by current creditors, typically are not shown on the credit report.

For Manually Underwritten Mortgages, if the credit report indicates that a creditor has made an inquiry within the previous 90-day period, then the Seller must determine whether additional credit was granted as a result of the Borrower's request. A letter from the creditor or, if such a letter is unobtainable, a signed statement from the Borrower may be used to determine whether additional credit was obtained.

When underwriting with FICO scores in the comprehensive or cautious range, a reason code will alert the Seller that the number of inquiries affected the Borrower's FICO score and, therefore, should not be overlooked in underwriting. In this case and when underwriting without FICO scores, the Seller must decide whether the number of recent inquiries, especially when combined with other credit information, increases the risk of the Borrower's credit profile.

Several inquiries within the most recent 12 months generally increase risk and, when combined with high balances-to-limits on revolving accounts may indicate that the Borrower is in danger of becoming overextended. In addition, several recent inquiries, combined with a credit history of short duration may make even mild derogatory credit information significant.

To address how risk evidenced by several recent inquiries, layered with other credit reputation risks, affects the Borrower's overall credit reputation, the Seller must look at:

•
The Borrower's payment history

•
The age of the Borrower's other credit

•
The type of credit being sought

•
The total amount of credit outstanding, and

•
The overall credit utilization reflected on the report




	(f)
	Age of accounts
For Manually Underwritten Mortgages, the Seller must review the age of the Borrower's credit obligations to determine whether there has been a recent, significant increase in the number of open accounts. The age of an account is found on a credit report by referring to the "date opened" column. The length of a Borrower's credit history can be measured from the oldest account.

Like inquiries, several recently opened accounts may be a warning that the Borrower could become overextended and require a more conservative approach to reviewing both Borrower credit reputation and capacity. A credit history with all recently opened accounts may indicate that the Borrower lacks sufficient experience managing financial obligations.

The Seller should also review the age of accounts to determine if there has been a significant change in the Borrower's credit profile. A change in the Borrower's pattern of credit use, which includes several newly opened revolving accounts, several inquiries and high utilization of revolving Tradelines, introduces significant layering of risk to the Borrower's credit reputation.

When underwriting with FICO scores in the comprehensive or cautious range, a reason code will alert the Seller that the age of accounts affected the Borrower's FICO score and, therefore, should not be overlooked in underwriting. In this case and when underwriting without FICO scores, the Seller must decide whether the age of accounts, combined with other credit information, increases the risk of the Borrower's profile.

To address how the age of a Borrower's accounts, layered with other credit risks, affects the Borrower's credit reputation, the Seller must consider:

•
The Borrow's payment history

•
The amount of outstanding credit

•
The overall utilization of revolving accounts, and

•
Recent inquiries




	(g)
	Balances-to-limits/high overall utilization of revolving credit
For Manually Underwritten Mortgages, the Seller must compare the current balance for each open account to the high credit or limit to determine whether there is a pattern of accounts with balances at or near their limits. Multiple revolving accounts with balances more than 50 percent of their limits must be considered as additional risk when evaluating credit reputation. The more accounts with high balances-to-limits and the higher the percentage used, the higher the risk.

High balances-to-limits may also indicate the Borrower is making minimum payments on revolving accounts rather than reducing the debt and may be at or near payment capacity. Any derogatory information in a credit history within the most recent two years combined with several revolving accounts at or near their limits should be considered significant derogatory information when evaluating the credit reputation.

In addition to evaluating balances-to-limits, the Seller must compare the overall amount of outstanding revolving credit to the overall amount of revolving credit available to the Borrower, as shown on the credit report, to determine credit utilization. Usage of more than 60 percent of available revolving credit must be considered a risk factor when evaluating credit reputation. The higher the Borrower's overall utilization of revolving credit, the higher the amount of risk.

A pattern of revolving accounts at or near their limits, and utilization of a high proportion of the overall revolving credit available to the Borrower, especially when combined with newly opened accounts, indicates that the Borrower is becoming overextended and there is significant risk in the Borrower's credit reputation. The Seller may not use the lack of adverse or derogatory credit information as an offset for high balances-to-limits or high overall utilization of revolving credit.

For a Caution Mortgage with at least two Feedback Certificate messages related to high balances-to-limits or high overall utilization of revolving credit, the Seller should presume the Borrower's credit reputation is unacceptable.

When underwriting with FICO scores in the comprehensive or cautious range, a reason code will alert the Seller that the balances on revolving accounts are too high or the proportion of balance to high credit on bank revolving or all revolving accounts is too high and affected the Borrower's FICO score. For a Mortgage with a FICO score in the cautious range and at least two reason codes related to high balances-to-limits or high overall utilization of revolving credit, the Seller should presume the Borrower's credit reputation is unacceptable, unless:

•
The Borrower has sufficient cash reserves to pay off all revolving account balances, and

•
The Borrower's total debt payment-to-income ratio is within guidelines, or, effective on or after March 1, 2009, does not exceed 36%

The Seller must determine whether the balances-to-limits and overall revolving utilization, combined with other credit information, make the Borrower's credit reputation unacceptable.

For example, a Borrower with multiple revolving accounts with balances at or near limits, overall utilization of revolving credit of 90%, and less than four years of credit history would have an unacceptable credit reputation, even if there were no derogatory information in the credit report, unless the Borrower had sufficient cash reserves to pay off all revolving account balances and the Borrower's total debt-to-income ratio was within guidelines.

To address how high balances-to-limits, when layered with other credit risks, affect the Borrower's overall credit reputation, the Seller should look at:

•
The Borrower's payment history

•
The age of the Borrower's credit

•
The number of accounts with outstanding balances

•
Recent inquiries, and

•
The total amount of credit outstanding




37.8: The Mortgage application (08/21/06)
	(a)
	Required use of Form 65, Uniform Residential Loan Application
The Form 65, Uniform Residential Loan Application, must be used for all Mortgage applications. The Form 65A, Statement of Assets and Liabilities, may be used to supplement the Form 65, if needed.

The Form 65 and Form 65A used for a Mortgage must be the version current as of the date of the loan application. See Exhibit 4, Single-Family Uniform Instruments, for the date of the current version of the Form 65 and Form 65A.

The Seller must not make any changes or additions to the Form 65 or Form 65A, except for changes and modifications that are required or permitted by the provisions in Exhibit 5, Authorized Changes to Notes, Riders, Security Instruments and the Uniform Residential Loan Application. The format (font, type size, page size, number of pages and margins) of the Form 65 and Form 65A may be adjusted as necessary, to make the document easier to read and complete or to reduce the number of pages. In doing so, additional blocks, lines or spaces may be added to allow all relevant information to be included but sections, blocks or lines may not be removed. The Freddie Mac and Fannie Mae taglines must remain intact. Any adjustments made to the format of these forms must be made pursuant to all applicable law.

As an option, the Seller may use the Fannie Mae Spanish/English version of the Uniform Residential Loan Application, Form 1003(s), and the Statement of Assets and Liabilities, Form 1003A(s). A Seller choosing to use these forms assumes all responsibility for ensuring that use of the form is permissible under applicable law. The Seller must attach a translation and warrant that the translation is complete and accurate. Neither the language in the form, nor the fact that Freddie Mac permits its use on an optional basis, shall be deemed to constitute a waiver, amendment or modification by Freddie Mac of any requirements of the Purchase Documents.



	(b)
	Completion instructions
A completed Form 65 and Form 65A, if necessary, is used to begin the process of determining the Borrower's credit reputation. If a residential mortgage credit report (RMCR) is ordered, the information on the Form 65 must be provided to the consumer reporting agency that is to issue the RMCR. The Seller may elect to complete the liabilities portion of the application directly from the credit reports either manually or through an automated process.

The Seller is only required to include the debts on the Mortgage application that are listed in Section 37.16. If the credit reports identify fewer than three open Tradelines (except for Accept Mortgages), the Seller should ask the Borrower if any additional Tradeline references exist (see Section 37.4).

The final Form 65 and Form 65A if used, must be complete, legible, dated and signed by the Borrowers signing the Note. Information on the initial application must be entered as originally provided by the Borrower and/or, if applicable, as listed on the credit reports, whether handwritten or typed. The information given by the Borrowers on the application must be consistent with both the identifying information in the credit reports as well as with the verifications in the Mortgage file. For any Mortgage in which there is a material discrepancy, the Seller must prepare a written statement explaining the discrepancy.

The signature block for joint credit should be signed only if there are co-applicants both of whose income and assets/liabilities are being used for qualification purposes. The signature block should not be signed if there are co-applicants but one is signing because that person has community property or similar rights.



	(c)
	Electronic and fax copies of loan applications
Freddie Mac agrees that the Seller may receive an initial Form 65 and Form 65A, if necessary, from a Borrower as an Electronic Record or fax copy. The Freddie Mac Form 65 and Form 65A contain language in the acknowledgement and agreement section that permits the Borrower to:

•
Physically sign a paper Form 65 and Form 65A, if necessary, with pen and ink and deliver a fax copy of the signed Form 65 to the Seller via facsimile transmission or

•
Electronically sign an electronic Form 65 and Form 65A, if necessary, using an Electronic Signature and deliver the electronic Form 65 to the Seller as an Electronic Record via the Internet or other form of electronic transmission 

Seller represents and warrants that any initial Form 65 and Form 65A, if necessary, received from a Borrower as an Electronic Record or fax copy has been duly signed by the Borrower and complies with the federal Electronic Signatures in Global and National Commerce Act ("E-Sign") and all other applicable State and federal laws and regulations including, without limitation, all State and federal consumer disclosure laws and regulations. The Seller agrees that the initial Form 65 and Form 65A, if necessary, received from a Borrower as an Electronic Record or fax copy are subject to the representations, warranties, covenants, agreements and requirements contained in Section 1.3(j) or 1.3(k) of the Guide, as applicable.

The final loan application delivered by the Borrower to the Seller at loan closing must be an original paper Form 65, and Form 65A if necessary, physically signed by the Borrower using an ink pen. In the event the Seller wishes to use an electronic Form 65, and Form 65A if necessary, signed electronically by the Borrower at closing (settlement) using an Electronic Signature, the Seller must obtain Freddie Mac's advance written consent in the form of a negotiated amendment to Seller's Purchase Documents.

Seller may maintain copies of the original signed paper Form 65 and Form 65A in accordance with the requirements of Section 52.2 of the Guide.


37.9: Documenting the Borrower's credit reputation (12/9/02)
Changes to these requirements have been announced and will become effective on 01/02/09.
	(a)
	General
The Seller is required to document the Borrower's credit reputation and the Seller's determination that the Borrower's reputation is acceptable.

The first step in documenting credit reputation is to document the Borrower's existing credit history. This must be done by documenting a history of payments made by the Borrower through the credit reporting process as detailed in Section 37.10 and/or by direct verification.

For Accept Mortgages and A-minus Mortgages, Loan Prospector establishes that the Borrower's credit reputation is acceptable to Freddie Mac. For all Manually Underwritten Mortgages, the Seller must review the credit reports and direct verifications to determine if the credit reputation is acceptable.

The Seller must determine that the consumer reporting agency/bureau or credit repositories accessed the correct credit file by confirming the Borrower's identifying information (name, current and previous address and social security number) on the credit reports returned. The Seller is required to re-request the credit reports if a data entry error was made, or if the credit reports contain incorrect identifying information.

To document the credit reputation for Loan Prospector Mortgages, the Seller must use the following:

•
The Uniform Residential Loan Application

•
The credit reports (see Section 37.10 for details)

•
The Feedback Certificate

•
An underwriting summary such as the Form 1077, Uniform Underwriting and Transmittal Summary

•
Additional documentation as required for Caution Mortgages

Direct verification of Mortgage debt, rental payments and other debts not shown on the credit reports are typically not required for Accept Mortgages. Direct verification may be required for Mortgage debts on A-minus Mortgages. (See Chapter C33.) For Manually Underwritten Mortgages, direct verification of housing debts and other debts not shown on the credit reports is required (See Section 37.11).

Mortgages that are submitted to Loan Prospector and receive a status of ineligible, invalid or incomplete must be manually underwritten as Non-Loan Prospector Mortgages.

To document the Borrower's credit reputation for Non-Loan Prospector Mortgages, the Seller must use the following documentation:

•
The Uniform Residential Loan Application

•
The credit reports (see Section 37.10 for details)

•
Any direct verification of payment histories

•
An underwriting summary such as the Form 1077, Uniform Underwriting and Transmittal Summary

•
Additional documentation may be required depending on the Borrower's credit history

If the credit report does not contain a reference for each significant open debt listed on the Mortgage application, the Seller must obtain a separate written verification for each unreported debt. Accounts listed on the credit report as "will rate by mail only" or "need written authorization" also require separate verification by the Seller.

For Manually Underwritten Mortgages, the Seller must document in the Mortgage file and describe on the Form 1077 or another document in the Mortgage file:

•
Any additional risks uncovered during the evaluation of the credit history

•
The Seller's analysis and conclusion that the Borrower's credit reputation is acceptable

The documents used to establish the Borrower's credit history must be consistent with each other and with the Borrower information found on the Mortgage application. The Mortgage file must also include any supporting documentation necessary to address derogatory information or other risks identified by other sources. Specific documentation requirements for Manually Underwritten Mortgages are detailed in Section 37.23.

When the Borrower's acceptable credit reputation is determined by a basic review, documentation of the Credit Score and the fact that it was obtained and selected as described in Section 37.5 is a sufficient description of how the Seller determined that the Borrower's credit reputation is acceptable. The Seller does not need to include any additional explanation or justification on the Form 1077 or another document in the Mortgage file.

When underwriting without Credit Scores or when the Mortgage is subject to a comprehensive or cautious review, the Seller must document credit-related offsets for the risks indicated by the repository reason codes or Feedback Certificate messages. The Seller must also include in the Mortgage file any supporting documentation used to determine that the Mortgage is acceptable and reconcile material discrepancies between the Mortgage application and the credit report.

When underwriting with Credit Scores, the Seller must identify on the Form 1077, or another document in the Mortgage file, the Credit Score selected for each Borrower and the process used to select that Credit Score from among all Credit Scores received for that Borrower. An explanation for any Credit Scores found to be unusable due to an insufficient number of Tradelines or inaccurate information should also be included.



	(b)
	Documenting Borrower explanation of adverse or derogatory information
The Seller is not required to obtain or document an explanation of adverse or derogatory information on Accept Mortgages or A-minus Mortgages. As part of its review of Manually Underwritten Mortgages, the Seller may need to request that the Borrower provide a written explanation of the circumstances causing the payment difficulty. The decision to require an explanation letter should be based on such factors as the age of the delinquent account, the frequency and severity of late payments, the size of the account balance and payment, when the late payments occurred and the status of the Borrower's other credit accounts.

For example, a Borrower's credit history shows a 30-day late payment on a single charge account ten months ago. The Borrower has several other charge accounts, an installment loan and a Mortgage, all showing timely payments. The Seller may decide not to obtain a letter of explanation. However, if several of the Borrower's credit accounts showed late payments, or the Borrower's Mortgage or installment loan were also late, the single late on the charge account ten months ago may be considered significant, so the Seller should obtain a letter of explanation from the Borrower and include it in the Mortgage file.

A written explanation is not always needed, but is required for significant derogatory information. The purpose for requiring a written explanation is to assist the Seller in determining whether the Borrower's credit problems were due to factors clearly beyond the control of the Borrower or whether they reflect the Borrower's disregard for the payment of obligations when due.

In order to accomplish this purpose, it may be necessary to allow someone to assist the Borrower in preparing the explanation. If the Borrower needs assistance in preparing a written explanation, another party, such as the real estate agent or loan officer, should be encouraged to assist the Borrower in preparing the explanation. As long as the explanation accurately reflects the facts as related by the Borrower (as evidenced by the Borrower's signature attesting accuracy), the Seller should accept the explanation as documentation for its review.

A written explanation in and of itself does not satisfy the Seller's responsibility to determine the Borrower's willingness to repay. When adverse or derogatory information is considered significant, as explained in Section 37.7, the Seller must relate the reasons for the late payments, as stated by the Borrower, to the other information about the Borrower's credit history contained in the Mortgage file. The Seller must reasonably be able to conclude that:

•
The explanation is consistent with the adverse information reported and the other information in the Mortgage file

•
The explanation establishes a credible cause for the late payments

•
The Borrower represents an acceptable credit risk and exhibits the ability and willingness to repay the Mortgage




37.9: Documenting the Borrower's credit reputation (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
	(a)
	General
The Seller is required to document the Borrower's credit reputation and the Seller's determination that the Borrower's reputation is acceptable.

The first step in documenting credit reputation is to document the Borrower's existing credit history. This must be done by documenting a history of payments made by the Borrower through the credit reporting process as detailed in Section 37.10 and/or by direct verification.

For Accept Mortgages and A-minus Mortgages, Loan Prospector establishes that the Borrower's credit reputation is acceptable to Freddie Mac. For all Manually Underwritten Mortgages, the Seller must review the credit reports and direct verifications to determine if the credit reputation is acceptable.

The Seller must determine that the consumer reporting agency/bureau or credit repositories accessed the correct credit file by confirming the Borrower's identifying information (name, current and previous address and social security number) on the credit reports returned. The Seller is required to re-request the credit reports if a data entry error was made, or if the credit reports contain incorrect identifying information.

To document the credit reputation for Loan Prospector Mortgages, the Seller must use the following:

•
The Uniform Residential Loan Application

•
The credit reports (see Section 37.10 for details)

•
The Feedback Certificate

•
An underwriting summary such as the Form 1077, Uniform Underwriting and Transmittal Summary

•
Additional documentation as required for Caution Mortgages

Direct verification of Mortgage debt, rental payments and other debts not shown on the credit reports are typically not required for Accept Mortgages. Direct verification may be required for Mortgage debts on A-minus Mortgages. (See Chapter C33.) For Manually Underwritten Mortgages, direct verification of housing debts and other debts not shown on the credit reports is required (See Section 37.11).

Mortgages that are submitted to Loan Prospector and receive a status of ineligible, invalid or incomplete must be manually underwritten as Non-Loan Prospector Mortgages.

To document the Borrower's credit reputation for Non-Loan Prospector Mortgages, the Seller must use the following documentation:

•
The Uniform Residential Loan Application

•
The credit reports (see Section 37.10 for details)

•
Any direct verification of payment histories

•
An underwriting summary such as the Form 1077, Uniform Underwriting and Transmittal Summary

•
Additional documentation may be required depending on the Borrower's credit history

If the credit report does not contain a reference for each significant open debt listed on the Mortgage application, the Seller must obtain a separate written verification for each unreported debt. Accounts listed on the credit report as "will rate by mail only" or "need written authorization" also require separate verification by the Seller.

For Manually Underwritten Mortgages, the Seller must document in the Mortgage file and describe on the Form 1077 or another document in the Mortgage file:

•
Any additional risks uncovered during the evaluation of the credit history

•
The Seller's analysis and conclusion that the Borrower's credit reputation is acceptable

The documents used to establish the Borrower's credit history must be consistent with each other and with the Borrower information found on the Mortgage application. The Mortgage file must also include any supporting documentation necessary to address derogatory information or other risks identified by other sources. Specific documentation requirements for Manually Underwritten Mortgages are detailed in Section 37.23.

When the Borrower's acceptable credit reputation is determined by a basic review, documentation of the Credit Score and the fact that it was obtained and selected as described in Section 37.5 is a sufficient description of how the Seller determined that the Borrower's credit reputation is acceptable. The Seller does not need to include any additional explanation or justification on the Form 1077 or another document in the Mortgage file.

When underwriting without Credit Scores or when the Mortgage is subject to a comprehensive or cautious review, the Seller must document credit-related offsets for the risks indicated by the repository reason codes or Feedback Certificate messages. The Seller must also include in the Mortgage file any supporting documentation used to determine that the Mortgage is acceptable and reconcile material discrepancies between the Mortgage application and the credit report.

When underwriting with Credit Scores, the Seller must identify on the Form 1077, or another document in the Mortgage file, the Credit Score selected for each Borrower and the process used to select that Credit Score from among all Credit Scores received for that Borrower. An explanation for any Credit Scores found to be unusable due to an insufficient number of Tradelines or inaccurate information should also be included.



	(b)
	Documenting Borrower explanation of adverse or derogatory information
The Seller is not required to obtain or document an explanation of adverse or derogatory information on Accept Mortgages or A-minus Mortgages. As part of its review of Manually Underwritten Mortgages, the Seller may need to request that the Borrower provide a written explanation of the circumstances causing the payment difficulty. The decision to require an explanation letter should be based on such factors as the age of the delinquent account, the frequency and severity of late payments, the size of the account balance and payment, when the late payments occurred and the status of the Borrower's other credit accounts.

For example, a Borrower's credit history shows a 30-day late payment on a single charge account ten months ago. The Borrower has several other charge accounts, an installment loan and a Mortgage, all showing timely payments. The Seller may decide not to obtain a letter of explanation. However, if several of the Borrower's credit accounts showed late payments, or the Borrower's Mortgage or installment loan were also late, the single late on the charge account ten months ago may be considered significant, so the Seller should obtain a letter of explanation from the Borrower and include it in the Mortgage file.

A written explanation is required for significant derogatory information. The purpose for requiring a written explanation is to assist the Seller in determining whether the Borrower's credit problems were due to extenuating circumstances (factors clearly beyond the control of the Borrower) or whether they reflect financial mismanagement (the Borrower's disregard for the payment of obligations when due).

In order to accomplish this purpose, it may be necessary to allow someone to assist the Borrower in preparing the explanation. If the Borrower needs assistance in preparing a written explanation, another party, such as the real estate agent or loan officer, should be encouraged to assist the Borrower in preparing the explanation. As long as the explanation accurately reflects the facts as related by the Borrower (as evidenced by the Borrower's signature attesting accuracy), the Seller should accept the explanation as documentation for its review.

A written explanation in and of itself does not satisfy the Seller's responsibility to determine the Borrower's willingness to repay. When adverse or derogatory information is considered significant, as explained in Section 37.7, the Seller must relate the reasons for the late payments, as stated by the Borrower, to the other information about the Borrower's credit history contained in the Mortgage file. The Seller must reasonably be able to conclude that:

•
The explanation is consistent with the adverse information reported and the other information in the Mortgage file

•
The explanation establishes a credible cause for the late payments

•
The Borrower represents an acceptable credit risk and exhibits the ability and willingness to repay the Mortgage




37.10: Credit reports (06/22/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
Each Mortgage file submitted to Freddie Mac must contain one or more written credit reports meeting the requirements of this section. For a Loan Prospector® Mortgage, the Seller may choose to calculate total monthly obligations or to evaluate Borrower creditworthiness using either the Loan Prospector-provided credit reports or other credit reports obtained outside of Loan Prospector. If the Seller chooses to use credit reports obtained outside of Loan Prospector and also prints reports from Loan Prospector, the Seller must include in the Mortgage file any credit reports received from Loan Prospector and the credit reports obtained outside of Loan Prospector.

	(a)
	Repository of credit information
A repository of credit information is an organization engaged primarily in gathering, recording, updating, storing and distributing financial and public record information concerning the debt repayment histories of individuals being considered for credit extension. The following national organizations meet this definition:

•
Equifax Credit Information Services

•
Experian Information Systems and Services

•
Trans Union Credit Information Company




	(b)
	Consumer reporting agency or bureau
A consumer reporting agency is an organization engaged in the preparation and sale of credit reports used by credit grantors to determine the credit and public record history of an individual. These reports contain data obtained from the repositories of credit information. The reports may also contain information and verifications obtained from other sources.



	(c)
	In-file credit reports
An in-file credit report is issued by a credit repository and contains "as is" information which is information that has not been updated or re-verified as a result of a credit inquiry.

If the Seller chooses to use in-file credit reports, Freddie Mac requires the Seller to obtain reports from at least two credit repositories for each Borrower.



	(d)
	Merged credit reports
A merged credit report is issued by a credit repository or a consumer reporting agency or bureau and includes the credit information from at least two credit repositories. A merged credit report includes all credit repository credit data for an individual Borrower. A joint merged credit report includes all credit repository credit data on two individual Borrowers that are married to each other.

The credit information from each credit repository may be presented in a stacked merged credit report (that is, all records from all repositories are included in the report), or the consumer reporting agency or bureau may eliminate duplicate records through an automated merge process. Each consumer reporting agency or bureau may have a slightly different merge logic to eliminate duplicate records.

If the Seller chooses to use merged or joint merged credit reports, Freddie Mac requires the credit repository or consumer reporting agency or bureau to obtain reports from at least two credit repositories for each Borrower.



	(e)
	Residential Mortgage Credit Report
A Residential Mortgage Credit Report (RMCR) is a detailed account of the credit, employment and residence history as well as public records information prepared by a consumer reporting agency for an individual Borrower or two Borrowers that are married to each other. The RMCR was designed for use in mortgage financing of 1- to 4-unit dwellings. Credit information from two national repositories is merged and verified by a consumer reporting agency or bureau before it is sent to the user. The consumer reporting agency or bureau may also verify other information not contained in repository records.



	(f)
	Credit report standards
All credit reports must meet the applicable standards from the following table:
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Must have no erasures, alterations, correction fluid or correction tape and must be filed in the Mortgage file[image: image72.png]
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Show the names of the national credit repositories from which the information was obtained. The report must contain information from at least two national credit repositories for each area in which the Borrower has resided during the most recent two-year period. Separate credit repository inquiries are necessary when multiple Borrowers have maintained credit individually.[image: image76.png]
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Be issued by a consumer reporting agency that obtains or verifies all information from sources other than the applicant.[image: image80.png]
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Present all credit data in a format that is easy to read and free of excessive coding. All codes must be clearly defined.[image: image84.png]
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Identify the full name, address and telephone number of the repository, consumer reporting agency or bureau issuing the report.[image: image88.png]
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Identify who ordered the report and who was billed for it (if different from the party who ordered it), unless the billed party has a documented agent or corporate relationship with the lender who ordered the report.[image: image92.png]
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Be delivered to the office of the requestor.[image: image96.png]
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Show responsive statements concerning items on the report. For example, the consumer reporting agency must report "unable to verify" or "employer refused to verify." The same responsive reporting applies to trade and credit history.[image: image100.png]
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List all inquiries made within the previous 90 days.[image: image104.png]
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Show a positive statement that the consumer reporting agency attempted to verify the Borrower's current employment and, if obtainable, income. The report must show the date of verification. Verification may be made by telephone. If there has been a change in employment in the past two years, the report must also state the Borrower's previous employment and income. In cases in which employment was not verified, the report must indicate why it was not.[image: image108.png]
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Include all available public records information. The legal search must disclose whether any judgments, foreclosures, tax liens or bankruptcies were discovered in the public records. Adverse items must be reported as provided under the Fair Credit Reporting Act.[image: image112.png]
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List, in all cases, the historical status of each account. This status must be in a "number of times past due" format. Freddie Mac prefers the format of "0 x 30, 0 x 60, 0 x 90 days" late. However, the format of R1, R2, etc., is acceptable if the meaning of the ratings is given and the credit report also gives historical negative ratings, such as "was R3 in 6/84." As long as its meaning is clear from the credit report, a consecutive numbering sequence for payment history — such as "00010000..." is also acceptable. Statements such as "current," "as agreed," or "satisfactory" are not acceptable by themselves because they are too vague.[image: image116.png]
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The consumer reporting agency must interview the subjects of the credit report when the agency has incomplete information or when it discovers information that indicates the possible existence of undisclosed credit information or public records. The interview may be conducted by telephone and should obtain any information necessary to provide a credit report that is factually correct and complete.[image: image120.png]
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Indicate the dates the accounts were last updated with the creditors. Each account with a balance must have been checked with the creditor within 90 days of the date of the credit report.[image: image124.png]
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Indicate the dates the accounts were last updated with the creditors.[image: image128.png]
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Contain all discovered credit and legal information that is not considered obsolete under the Fair Credit Reporting Act.

Currently, this time frame includes all credit and legal activity that has occurred in the last seven years and any bankruptcies within the last 10 years. (The Fair Credit Reporting Act permits information related to a bankruptcy to be reported for 10 years.) Reports that restrict information collection to shorter time periods are not acceptable.[image: image132.png]
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Credit reports received from foreign countries must meet the requirements and standards for domestic reports, including the requirement for information for an RMCR as described in Section 37.10, including the requirement to contact two national repositories for each area in which the Borrower has resided during the most recent two years. Any credit report that does not meet these standards is not acceptable as documentation for a Mortgage sold to Freddie Mac. All foreign credit reports must be completed in English, or the Seller must provide a translation and warrant that the translation is complete and accurate.[image: image136.png]
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Note:
In addition to reviewing the files delivered by the Seller, Freddie Mac will spot-check credit reports and make other checks to ensure the quality of credit reports used in the underwriting process. If Freddie Mac, in its discretion, determines that a credit report is inadequate, Freddie Mac reserves the right to declare as unacceptable the consumer reporting agency originating the report and the Seller may not use that consumer reporting agency for Mortgages sold to Freddie Mac.



	(g)
	FICO scores
Loan Prospector will automatically request FICO scores for each Borrower and select one FICO score that will be used to evaluate the Mortgage. If the Mortgage is not submitted to Loan Prospector, the Seller may wish to request the credit agency or repository to include FICO scores from all credit repositories on all credit reports. See Section 37.5 for additional details on FICO scores.



	(h)
	Credit report options for Loan Prospector Mortgages
The Seller must include in the Mortgage file a complete set of credit reports for all Borrowers. All credit reports used by the Seller to evaluate the Borrower's creditworthiness, including the calculation of total monthly debt payments, must be of the same type. For example, the Seller may not use in-file credit reports for one Borrower, a merged credit report for another and an RMCR for a third Borrower. All in-file credit reports for an individual Borrower must be dated within 14 days of each other.

Freddie Mac encourages the Seller to use the following types of credit reports obtained through Loan Prospector:

•
In-file credit reports

•
Merged/joint merged credit reports (Note: if the Seller requests merged credit reports from Loan Prospector, the Loan Prospector in-file credit reports will not be returned.)

If the Seller chooses to use Loan Prospector-provided credit reports (i.e., In-files or merged credit reports), then only those credit reports must be retained in the Mortgage file.

However, the Seller may also use the following credit reports obtained outside of Loan Prospector:

•
In-file credit reports

•
Merged/joint merged credit reports

•
Residential Mortgage Credit Report (RMCR)

If the Seller chooses to use credit reports obtained outside of Loan Prospector and also prints reports from Loan Prospector, the Seller must include in the Mortgage file any credit reports received from Loan Prospector and the credit reports obtained outside of Loan Prospector.

The Seller may use any of the above credit reports to assess the Borrower's credit reputation and to calculate total monthly debt payments (see also Section 37.16).



	(i)
	Requirements for credit reports
All credit reports must be dated within 120 days before the Note Date or the date of the assumption agreement. See Sections K33.9(b) and K33.10 for exceptions for Mortgages for Newly Constructed Homes.



	(j)
	Credit report options for Non-Loan Prospector Mortgages
The Seller must include in the Mortgage file a complete set of credit reports for all Borrowers. All credit reports must be of the same type. All in-file credit reports for any one Borrower must be dated within 14 days of each other.

The Seller may use the following types of credit reports:

•
In-file credit reports

•
Merged/joint merged credit reports

•
Residential Mortgage Credit Report (RMCR)




37.10: Credit reports (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Each Mortgage file submitted to Freddie Mac must contain one or more written credit reports meeting the requirements of this section. For a Loan Prospector® Mortgage, the Seller may choose to calculate total monthly obligations or to evaluate Borrower creditworthiness using either the Loan Prospector-provided credit reports or other credit reports obtained outside of Loan Prospector. If the Seller chooses to use credit reports obtained outside of Loan Prospector and also prints reports from Loan Prospector, the Seller must include in the Mortgage file any credit reports received from Loan Prospector and the credit reports obtained outside of Loan Prospector.

	(a)
	Repository of credit information
A repository of credit information is an organization engaged primarily in gathering, recording, updating, storing and distributing financial and public record information concerning the debt repayment histories of individuals being considered for credit extension. The following national organizations meet this definition:

•
Equifax Credit Information Services

•
Experian Information Systems and Services

•
Trans Union Credit Information Company




	(b)
	Consumer reporting agency or bureau
A consumer reporting agency is an organization engaged in the preparation and sale of credit reports used by credit grantors to determine the credit and public record history of an individual. These reports contain data obtained from the repositories of credit information. The reports may also contain information and verifications obtained from other sources.



	(c)
	In-file credit reports
An in-file credit report is issued by a credit repository and contains "as is" information which is information that has not been updated or re-verified as a result of a credit inquiry.

If the Seller chooses to use in-file credit reports, Freddie Mac requires the Seller to obtain reports from at least two credit repositories for each Borrower.



	(d)
	Merged credit reports
A merged credit report is issued by a credit repository or a consumer reporting agency or bureau and includes the credit information from at least two credit repositories. A merged credit report includes all credit repository credit data for an individual Borrower. A joint merged credit report includes all credit repository credit data on two individual Borrowers that are married to each other.

The credit information from each credit repository may be presented in a stacked merged credit report (that is, all records from all repositories are included in the report), or the consumer reporting agency or bureau may eliminate duplicate records through an automated merge process. Each consumer reporting agency or bureau may have a slightly different merge logic to eliminate duplicate records.

If the Seller chooses to use merged or joint merged credit reports, Freddie Mac requires the credit repository or consumer reporting agency or bureau to obtain reports from at least two credit repositories for each Borrower.



	(e)
	Residential Mortgage Credit Report
A Residential Mortgage Credit Report (RMCR) is a detailed account of the credit, employment and residence history as well as public records information prepared by a consumer reporting agency for an individual Borrower or two Borrowers that are married to each other. The RMCR was designed for use in mortgage financing of 1- to 4-unit dwellings. Credit information from two national repositories is merged and verified by a consumer reporting agency or bureau before it is sent to the user. The consumer reporting agency or bureau may also verify other information not contained in repository records.



	(f)
	Credit report standards
All credit reports must meet the applicable standards from the following table:
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Must have no erasures, alterations, correction fluid or correction tape and must be filed in the Mortgage file[image: image144.png]


 

X[image: image145.png]


 

X[image: image146.png]


 

X[image: image147.png]


 

Show the names of the national credit repositories from which the information was obtained. The report must contain information from at least two national credit repositories for each area in which the Borrower has resided during the most recent two-year period. Separate credit repository inquiries are necessary when multiple Borrowers have maintained credit individually.[image: image148.png]
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Be issued by a consumer reporting agency that obtains or verifies all information from sources other than the applicant.[image: image152.png]
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Present all credit data in a format that is easy to read and free of excessive coding. All codes must be clearly defined.[image: image156.png]
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Identify the full name, address and telephone number of the repository, consumer reporting agency or bureau issuing the report.[image: image160.png]


 

X[image: image161.png]


 

X[image: image162.png]


 

X[image: image163.png]


 

Identify who ordered the report and who was billed for it (if different from the party who ordered it), unless the billed party has a documented agent or corporate relationship with the lender who ordered the report.[image: image164.png]
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Be delivered to the office of the requestor.[image: image168.png]
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Show responsive statements concerning items on the report. For example, the consumer reporting agency must report "unable to verify" or "employer refused to verify." The same responsive reporting applies to trade and credit history.[image: image172.png]
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List all inquiries made within the previous 90 days.[image: image176.png]
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Show a positive statement that the consumer reporting agency attempted to verify the Borrower's current employment and, if obtainable, income. The report must show the date of verification. Verification may be made by telephone. If there has been a change in employment in the past two years, the report must also state the Borrower's previous employment and income. In cases in which employment was not verified, the report must indicate why it was not.[image: image180.png]
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Include all available public records information. The legal search must disclose whether any judgments, foreclosures, tax liens or bankruptcies were discovered in the public records. Adverse items must be reported as provided under the Fair Credit Reporting Act.[image: image184.png]
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List, in all cases, the historical status of each account. This status must be in a "number of times past due" format. Freddie Mac prefers the format of "0 x 30, 0 x 60, 0 x 90 days" late. However, the format of R1, R2, etc., is acceptable if the meaning of the ratings is given and the credit report also gives historical negative ratings, such as "was R3 in 6/84." As long as its meaning is clear from the credit report, a consecutive numbering sequence for payment history — such as "00010000..." is also acceptable. Statements such as "current," "as agreed," or "satisfactory" are not acceptable by themselves because they are too vague.[image: image188.png]
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The consumer reporting agency must interview the subjects of the credit report when the agency has incomplete information or when it discovers information that indicates the possible existence of undisclosed credit information or public records. The interview may be conducted by telephone and should obtain any information necessary to provide a credit report that is factually correct and complete.[image: image192.png]
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Indicate the dates the accounts were last updated with the creditors. Each account with a balance must have been checked with the creditor within 90 days of the date of the credit report.[image: image196.png]
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Indicate the dates the accounts were last updated with the creditors.[image: image200.png]
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Contain all discovered credit and legal information that is not considered obsolete under the Fair Credit Reporting Act.

Currently, this time frame includes all credit and legal activity that has occurred in the last seven years and any bankruptcies within the last 10 years. (The Fair Credit Reporting Act permits information related to a bankruptcy to be reported for 10 years.) Reports that restrict information collection to shorter time periods are not acceptable.[image: image204.png]
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Credit reports received from foreign countries must meet the requirements and standards for domestic reports, including the requirement for information for an RMCR as described in Section 37.10, including the requirement to contact two national repositories for each area in which the Borrower has resided during the most recent two years. Any credit report that does not meet these standards is not acceptable as documentation for a Mortgage sold to Freddie Mac. All foreign credit reports must be completed in English, or the Seller must provide a translation and warrant that the translation is complete and accurate.[image: image208.png]
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Note:
In addition to reviewing the files delivered by the Seller, Freddie Mac will spot-check credit reports and make other checks to ensure the quality of credit reports used in the underwriting process. If Freddie Mac, in its discretion, determines that a credit report is inadequate, Freddie Mac reserves the right to declare as unacceptable the consumer reporting agency originating the report and the Seller may not use that consumer reporting agency for Mortgages sold to Freddie Mac.



	(g)
	FICO scores
Loan Prospector will automatically request FICO scores for each Borrower and select one FICO score that will be used to evaluate the Mortgage. If the Mortgage is not submitted to Loan Prospector, the Seller must request the credit agency or repository to include FICO scores from all credit repositories on all credit reports. See Section 37.5 for additional details on FICO scores.



	(h)
	Credit report options for Loan Prospector Mortgages
The Seller must include in the Mortgage file a complete set of credit reports for all Borrowers. All credit reports used by the Seller to evaluate the Borrower's creditworthiness, including the calculation of total monthly debt payments, must be of the same type. For example, the Seller may not use in-file credit reports for one Borrower, a merged credit report for another and an RMCR for a third Borrower. All in-file credit reports for an individual Borrower must be dated within 14 days of each other.

Freddie Mac encourages the Seller to use the following types of credit reports obtained through Loan Prospector:

•
In-file credit reports

•
Merged/joint merged credit reports (Note: if the Seller requests merged credit reports from Loan Prospector, the Loan Prospector in-file credit reports will not be returned.)

If the Seller chooses to use Loan Prospector-provided credit reports (i.e., In-files or merged credit reports), then only those credit reports must be retained in the Mortgage file.

However, the Seller may also use the following credit reports obtained outside of Loan Prospector:

•
In-file credit reports

•
Merged/joint merged credit reports

•
Residential Mortgage Credit Report (RMCR)

If the Seller chooses to use credit reports obtained outside of Loan Prospector and also prints reports from Loan Prospector, the Seller must include in the Mortgage file any credit reports received from Loan Prospector and the credit reports obtained outside of Loan Prospector.

The Seller may use any of the above credit reports to assess the Borrower's credit reputation and to calculate total monthly debt payments (see also Section 37.16).



	(i)
	Requirements for credit reports
All credit reports must be dated within 120 days before the Note Date or the date of the assumption agreement. See Sections K33.9(b) and K33.10 for exceptions for Mortgages for Newly Constructed Homes.



	(j)
	Credit report options for Non-Loan Prospector Mortgages
The Seller must include in the Mortgage file a complete set of credit reports for all Borrowers. All credit reports must be of the same type. All in-file credit reports for any one Borrower must be dated within 14 days of each other.

The Seller may use the following types of credit reports:

•
In-file credit reports

•
Merged/joint merged credit reports

•
Residential Mortgage Credit Report (RMCR)




37.11: Verification of payment history (07/26/05)
Changes to these requirements have been announced and will become effective on 01/02/09.
	(a)
	Accept Mortgages
For Accept Mortgages where all Borrowers have a usable Credit Score, direct verification of debts that are not listed on the credit reports (including Mortgage debt and rent) is not required. For Accept Mortgages where not all Borrowers have a usable Credit Score, the requirements in Section 37.4(a) apply.



	(b)
	A-minus Mortgages
For A-minus Mortgages, the Seller must directly verify any Mortgage debt not adequately shown on the credit reports. In addition, for A-minus Mortgages where not all Borrowers have a usable Credit Score, the requirements in Section 37.4(a) apply. (See Chapter C33 for additional details on Mortgage payment history requirements for A-minus Mortgages.)



	(c)
	Manually Underwritten Mortgages
Although each Borrower is not required to have a minimum housing payment history, the Seller must verify both current and prior housing payment histories for the most recent 12 months (or length of housing payment history if less than 12 months). If the credit reports obtained do not contain a reference covering the most recent 12 months (or length of history if less than 12 months), the Seller must directly verify and document in the Mortgage file the Borrower's Mortgage and/or rental housing payment history, as applicable.

1.
Mortgage payment history documentation
The following documentation is acceptable for direct verification:

•
Direct written reference from the lender or Servicing Agent

•
Reference contained in the credit report

•
Mortgage payment history

•
Copies of canceled checks to cover the most recent 12-month period for Mortgage and/or rental payments, or

•
Copies of depository statements to cover the most recent 12-month period showing automatic debits made by the Servicer for the amount of the Mortgage payment

A direct written Mortgage reference must:

•
Identify to whom Mortgage payments were made

•
Clearly identify the Borrower and Mortgage

•
Show when the Mortgage was opened

•
Identify the amount of the Mortgage payment due

•
Indicate when Mortgage payments are due

•
Show the most recent 12-month payment history of the account in a format indicating the number of times and duration of times past due

•
Show the current outstanding principal balance

A Mortgage payment history must:

•
Be computer-generated or typed (not handwritten)

•
Identify the issuing company (lender or Servicing Agent)

•
Clearly identify the Borrower and Mortgage

•
Identify the amount of the Mortgage payment due

•
Indicate when the Mortgage payments are due

•
Show a 12-month history of the dates when payments were applied

•
Show the current outstanding principal balance

Copies of canceled checks must:

•
Be legible

•
Show the bank endorsement for deposit

•
Indicate the date of bank endorsement

•
Identify the Servicer as payee

•
Be copied, front and back

Copies of depository statements must:

•
Show the automatic debit by the Servicer for the amount of the Mortgage payment

•
Identify the Servicer as payee

•
Indicate the date of the debit

2.
Rental payment history documentation
The following documentation is acceptable for direct verification:

•
Direct written reference from a professional management company,

•
Reference contained in the credit report,

•
Rental payment history from a professional management company,

•
Copies of canceled checks to cover the most recent 12-month period for the rental payments, or

•
Copies of receipts to cover the most recent 12-month period for the rental payments

A direct written rental reference must:

•
Identify the professional management company to which payments were made

•
Clearly identify the Borrower and rental address

•
Show when the Borrower started renting

•
Identify the amount of the rental payment due

•
Indicate when rental payments are due

•
Show the most recent 12-month payment history of the account in a format indicating the number of times and duration of times past due

A rental payment history must:

•
Be computer-generated or typed (not handwritten)

•
Identify the professional management company issuing the payment history

•
Clearly identify the Borrower and rental address

•
Identify the rental payment amount due

•
Show the date each rental payment was due

•
Show 12-month history of the dates when payments were applied

Copies of canceled checks must:

•
Be legible

•
Show the bank endorsement for deposit

•
Show the date of bank endorsement

•
Identify the landlord as payee

•
Be copied, front and back

Copies of receipts must:

•
Be legible

•
Clearly identify the Borrower and rental address

•
Show the total rental payment due

•
Show the date the rental payment was received

•
Identify the rental payment due date

•
Be signed by the landlord or management company

3.
Documenting other payment references
If the credit reports obtained do not contain sufficient information to establish an acceptable credit reputation, the Seller may directly verify other situations in which the Borrower has made regular timely payments.

Such situations may include any of the following:

•
Timely periodic payments of a mandatory nature (including obligations such as utilities, rent, insurance, medical bills or union dues)

•
Timely payments on credit accounts, such as installment loans, revolving charge accounts and purchase money financing

•
Regular payments of a voluntary nature, such as deposits to a savings account, contributions to a payroll savings plan or contributions to a stock purchase plan (but not including payroll deductions for a mandatory retirement program)

Though the documentation necessary to establish an acceptable credit reputation may vary, Freddie Mac requires that the Mortgage file documentation clearly demonstrate the Borrower's past willingness to make periodic payments over an extended period. (See Section 37.4 for requirements on sufficient information to establish an acceptable credit reputation.)

When verifying Noncredit Payment References, the Seller must obtain sufficient information to establish the following:

•
To whom payments were made

•
The nature of the obligation (utilities, payment for purchases, insurance, etc.)

•
When the account was opened

•
The amount of the payment required or made

•
When payments are due

•
A payment history

•
An outstanding balance

•
The historical status of the account in a format indicating the number of times and duration of times past due

General reference letters without the above information are not sufficient documentation for establishing an acceptable credit reputation.

If a savings history is used as one of the Noncredit Payment References, the Mortgage file must contain documentation, preferably bank statements meeting the requirements of Section 37.20, showing at least a 12-month history of periodic deposits (at least quarterly) and a growing account balance.




37.11: Verification of payment history (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
	(a)
	Accept Mortgages
For Accept Mortgages where all Borrowers have a usable Credit Score, direct verification of debts that are not listed on the credit reports (including Mortgage debt and rent) is not required. For Accept Mortgages where not all Borrowers have a usable Credit Score, the requirements in Section 37.4(a) apply.



	(b)
	A-minus Mortgages
For A-minus Mortgages, the Seller must directly verify any Mortgage debt not adequately shown on the credit reports. In addition, for A-minus Mortgages where not all Borrowers have a usable Credit Score, the requirements in Section 37.4(a) apply. (See Chapter C33 for additional details on Mortgage payment history requirements for A-minus Mortgages.)



	(c)
	Manually Underwritten Mortgages
Although each Borrower is not required to have a minimum housing payment history, the Seller must verify both current and prior housing payment histories for the most recent 12 months (or length of housing payment history if less than 12 months). If the credit reports obtained do not contain a reference covering the most recent 12 months (or length of history if less than 12 months), the Seller must directly verify and document in the Mortgage file the Borrower's Mortgage and/or rental housing payment history, as applicable.

1.
Mortgage payment history documentation
The following documentation is acceptable for direct verification:

•
Direct written reference from the lender or Servicing Agent

•
Reference contained in the credit report

•
Mortgage payment history

•
Copies of canceled checks to cover the most recent 12-month period for Mortgage and/or rental payments, or

•
Copies of depository statements to cover the most recent 12-month period showing automatic debits made by the Servicer for the amount of the Mortgage payment

A direct written Mortgage reference must:

•
Identify to whom Mortgage payments were made

•
Clearly identify the Borrower and Mortgage

•
Show when the Mortgage was opened

•
Identify the amount of the Mortgage payment due

•
Indicate when Mortgage payments are due

•
Show the most recent 12-month payment history of the account in a format indicating the number of times and duration of times past due

•
Show the current outstanding principal balance

A Mortgage payment history must:

•
Be computer-generated or typed (not handwritten)

•
Identify the issuing company (lender or Servicing Agent)

•
Clearly identify the Borrower and Mortgage

•
Identify the amount of the Mortgage payment due

•
Indicate when the Mortgage payments are due

•
Show a 12-month history of the dates when payments were applied

•
Show the current outstanding principal balance

Copies of canceled checks must:

•
Be legible

•
Show the bank endorsement for deposit

•
Indicate the date of bank endorsement

•
Identify the Servicer as payee

•
Be copied, front and back

Copies of depository statements must:

•
Show the automatic debit by the Servicer for the amount of the Mortgage payment

•
Identify the Servicer as payee

•
Indicate the date of the debit

2.
Rental payment history documentation
The following documentation is acceptable for direct verification:

•
Direct written reference from a professional management company,

•
Reference contained in the credit report,

•
Rental payment history from a professional management company,

•
Copies of canceled checks to cover the most recent 12-month period for the rental payments, or

•
Copies of receipts to cover the most recent 12-month period for the rental payments

A direct written rental reference must:

•
Identify the professional management company to which payments were made

•
Clearly identify the Borrower and rental address

•
Show when the Borrower started renting

•
Identify the amount of the rental payment due

•
Indicate when rental payments are due

•
Show the most recent 12-month payment history of the account in a format indicating the number of times and duration of times past due

A rental payment history must:

•
Be computer-generated or typed (not handwritten)

•
Identify the professional management company issuing the payment history

•
Clearly identify the Borrower and rental address

•
Identify the rental payment amount due

•
Show the date each rental payment was due

•
Show 12-month history of the dates when payments were applied

Copies of canceled checks must:

•
Be legible

•
Show the bank endorsement for deposit

•
Show the date of bank endorsement

•
Identify the landlord as payee

•
Be copied, front and back

Copies of receipts must:

•
Be legible

•
Clearly identify the Borrower and rental address

•
Show the total rental payment due

•
Show the date the rental payment was received

•
Identify the rental payment due date

•
Be signed by the landlord or management company

3.
Documenting other payment references and Noncredit Payment References
If the credit reports obtained do not contain sufficient information to establish an acceptable credit reputation, the Seller may directly verify other situations in which the Borrower has made regular timely payments.

Such situations may include any of the following:

•
Timely periodic payments of a mandatory nature (including obligations such as utilities, rent, insurance, medical bills or union dues)

•
Timely payments on credit accounts, such as installment loans, revolving charge accounts and purchase money financing

•
Regular payments of a voluntary nature, such as deposits to a savings account, contributions to a payroll savings plan or contributions to a stock purchase plan (but not including payroll deductions for a mandatory retirement program)

Though the documentation necessary to establish an acceptable credit reputation may vary, Freddie Mac requires that the Mortgage file documentation clearly demonstrate the Borrower's past willingness to make periodic payments over an extended period. (See Section 37.4 for requirements on sufficient information to establish an acceptable credit reputation.)

When verifying Noncredit Payment References, the Seller must obtain sufficient information to establish the following:

•
The name and address of the party to whom payments were made

•
The nature of the obligation (utilities, payment for purchases, insurance, etc.)

•
When the account was opened

•
The amount of the payment required or made

•
When payments are due

•
A payment history

•
An outstanding balance

•
The historical status of the account in a format indicating the number of times and duration of times past due

General reference letters without the above information are not sufficient documentation for establishing an acceptable credit reputation.

If a savings history is used as one of the Noncredit Payment References, the Mortgage file must contain documentation, preferably bank statements meeting the requirements of Section 37.20, showing at least a 12-month history of periodic deposits (at least quarterly) and a growing account balance.




37.12: Borrower capacity (04/08/02)
Changes to these requirements have been announced and will become effective on 01/02/09.
	(a)
	Overview
Another part of determining the Borrower's creditworthiness, as required in Section 37.1, is evaluating the Borrower's capacity to repay the Mortgage and other monthly obligations. The following characteristics specific to the Mortgage request may introduce an additional layer of risk that must be considered in evaluating capacity:

•
The payoff of a junior lien from the proceeds of a refinance Mortgage. The Seller must indicate to Loan Prospector when the Borrower is paying off junior liens from a refinance Mortgage

•
A cash-out refinance Mortgage. The Seller must indicate to Loan Prospector when the refinance meets Freddie Mac's definition of cash-out as stated in Sections 24.6 and 24.7
•
A Borrower with low reserves or no reserves

A Borrower's capacity may be determined by submitting the Mortgage through Loan Prospector or by analyzing the information contained in file documentation.

For Accept Mortgages eligible for Accept Plus Documentation, Loan Prospector has made the determination that Borrower capacity is acceptable provided the amount of stable monthly income and debts submitted to Loan Prospector is the amount stated on the Borrower's application. 

For all other Accept Mortgages and A-minus Mortgages, Loan Prospector makes the determination that Borrower capacity is acceptable so long as the amount of stable monthly income used by Loan Prospector is correct and meets the requirements in Section 37.13, as verified under the applicable verification requirements in this chapter.

For all Manually Underwritten Mortgages, the Seller must evaluate capacity in accordance with Freddie Mac requirements and document its conclusion that capacity is acceptable in the Mortgage file.



	(b)
	Determining capacity
For Manually Underwritten Mortgages, the Seller must determine capacity by analyzing file documentation of the following factors:

•
Stable monthly income

•
Monthly housing expense-to-income and monthly debt payment-to-income ratios

•
Debt-to-housing gap ratio (difference between monthly debt payment-to-income ratio and monthly housing expense-to-income ratio)

•
Reserves and other liquid assets

•
Information about how the Borrower has paid obligations in the past

Based on its analysis, the Seller must provide a well-reasoned conclusion that the Borrower has the ability to meet current obligations, including the new Mortgage.

For Caution Mortgages, the Seller may not use information already considered by Loan Prospector to determine that capacity is acceptable when the Feedback Certificate contains credit risk comments related to capacity. See Section 37.1(c) for factors considered by Loan Prospector. Factors unknown to Loan Prospector, such as the existence of verified income that is not included in the submission or energy savings from an energy-efficient property (see Section 37.15), may be used by the Seller in making a case that capacity is acceptable.

For all Manually Underwritten Mortgages, when the Borrower's monthly debt payment-to-income ratio is in excess of 50 percent, Freddie Mac will assume the Borrower does not have acceptable capacity unless the Seller determines that based on information in the Mortgage file, the Borrower has been carrying an equivalent debt payment-to-income ratio for at least one year while maintaining an acceptable credit reputation.

When multiple risk factors are present, more conservative underwriting must be undertaken to assess whether the Mortgage is acceptable. The Seller must document in the Mortgage file all offsetting factors and an overall conclusion that the Borrower has the ability to meet current obligations, including the new Mortgage. The Seller must presume the Borrower's capacity to repay is not acceptable when the following conditions exist:

•
The Mortgage is a Loan Prospector Caution Mortgage, and

•
The transaction is a cash-out refinance, and

•
At least one Credit Risk Comment related to the monthly debt payment-to-income ratio and one related to the debt-to-housing gap ratio are returned on the Feedback Certificate

•
The Mortgage is a Non-Loan Prospector Mortgage, and

•
The transaction is a cash-out refinance, and

•
The monthly debt payment-to-income ratio exceeds 42 percent, and

•
The debt-to-housing gap ratio exceeds 15 percent, and

•
Any Borrower has an Underwriting Score less than 700, and

•
The TLTV ratio is greater than 75 percent




37.12: Borrower capacity (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
	(a)
	Overview
Effective on or before February 28, 2009
Another part of determining the Borrower's creditworthiness, as required in Section 37.1, is evaluating the Borrower's capacity to repay the Mortgage and other monthly obligations. The following characteristics specific to the Mortgage request may introduce an additional layer of risk that must be considered in evaluating capacity:

•
The payoff of a junior lien from the proceeds of a refinance Mortgage. The Seller must indicate to Loan Prospector® when the Borrower is paying off junior liens from a refinance Mortgage

•
A cash-out refinance Mortgage. The Seller must indicate to Loan Prospector when the refinance meets Freddie Mac's definition of cash-out as stated in Sections 24.6 and 24.7
•
A Borrower with low reserves or no reserves

A Borrower's capacity may be determined by submitting the Mortgage through Loan Prospector or by analyzing the information contained in file documentation.

For Accept Mortgages eligible for Accept Plus Documentation, Loan Prospector has made the determination that Borrower capacity is acceptable provided the amount of stable monthly income and debts submitted to Loan Prospector is the amount stated on the Borrower's application.

For all other Accept Mortgages and A-minus Mortgages, Loan Prospector makes the determination that Borrower capacity is acceptable so long as the amount of stable monthly income used by Loan Prospector is correct and meets the requirements in Section 37.13, as verified under the applicable verification requirements in this chapter.

For all Manually Underwritten Mortgages, the Seller must evaluate capacity in accordance with Freddie Mac requirements and document its conclusion that capacity is acceptable in the Mortgage file.

Effective on or after March 1, 2009
Another part of determining the Borrower's creditworthiness, as required in Section 37.1, is evaluating the Borrower's capacity to repay the Mortgage and other monthly obligations. The following characteristics specific to the Mortgage request may introduce an additional layer of risk that must be considered in evaluating capacity:

•
The payoff of a junior lien from the proceeds of a refinance Mortgage. The Seller must indicate to Loan Prospector when the Borrower is paying off junior liens from a refinance Mortgage

•
A cash-out refinance Mortgage. The Seller must indicate to Loan Prospector when the refinance meets Freddie Mac's definition of cash-out as stated in Sections 24.6 and 24.7
•
A Borrower with low reserves or no reserves

A Borrower's capacity may be determined by submitting the Mortgage through Loan Prospector or by analyzing the information contained in file documentation.

For Accept Mortgages and A-minus Mortgages, Loan Prospector makes the determination that Borrower capacity is acceptable so long as the amount of stable monthly income used by Loan Prospector is correct and meets the requirements in Section 37.13, as verified under the applicable verification requirements in this chapter.

For all Manually Underwritten Mortgages, the Seller must evaluate capacity in accordance with Freddie Mac requirements and document its conclusion that capacity is acceptable in the Mortgage file.



	(b)
	Determining capacity
Effective on or before February 28, 2009
For Manually Underwritten Mortgages, the Seller must determine capacity by analyzing file documentation of the following factors:

•
Stable monthly income

•
Monthly housing expense-to-income and monthly debt payment-to-income ratios

•
Reserves and other liquid assets

•
Information about how the Borrower has paid obligations in the past

Based on its analysis, the Seller must provide a well-reasoned conclusion that the Borrower has the ability to meet current obligations, including the new Mortgage.

For Caution Mortgages, the Seller may not use information already considered by Loan Prospector to determine that capacity is acceptable when the Feedback Certificate contains credit risk comments related to capacity. See Section 37.1(c) for factors considered by Loan Prospector. Factors unknown to Loan Prospector, such as the existence of verified income that is not included in the submission or energy savings from an energy-efficient property (see Section 37.15), may be used by the Seller in making a case that capacity is acceptable.

For all Manually Underwritten Mortgages, when the Borrower's monthly debt payment-to-income ratio is in excess of 50 percent, Freddie Mac will assume the Borrower does not have acceptable capacity unless the Seller determines that based on information in the Mortgage file, the Borrower has been carrying an equivalent debt payment-to-income ratio for at least one year while maintaining an acceptable credit reputation.

When multiple risk factors are present, more conservative underwriting must be undertaken to assess whether the Mortgage is acceptable. The Seller must document in the Mortgage file all offsetting factors and an overall conclusion that the Borrower has the ability to meet current obligations, including the new Mortgage. The Seller must presume the Borrower's capacity to repay is not acceptable when the following conditions exist:

•
The Mortgage is a Loan Prospector Caution Mortgage, and

•
The transaction is a cash-out refinance, and

•
At least one Credit Risk Comment related to the monthly debt payment-to-income ratio is returned on the Feedback Certificate

•
The Mortgage is a Non-Loan Prospector Mortgage, and

•
The transaction is a cash-out refinance, and

•
The monthly debt payment-to-income ratio exceeds 42%, and

•
Any Borrower has an Underwriting Score less than 700, and The TLTV ratio is greater than 75%




The TLTV ratio is greater than 75%

Effective on or after March 1, 2009
For Manually Underwritten Mortgages, the Seller must determine capacity by analyzing file documentation of the following factors

	•
	Stable monthly income


	•
	Monthly housing expense-to-income and monthly debt payment-to-income ratios


	•
	Reserves and other liquid assets


	•
	Information about how the Borrower has paid obligations in the past


Based on its analysis, the Seller must provide a well-reasoned conclusion that the Borrower has the ability to meet current obligations, including the new Mortgage.

For Caution Mortgages, the Seller may not use information already considered by Loan Prospector to determine that capacity is acceptable when the Feedback Certificate contains credit risk comments related to capacity. See Section 37.1(c) for factors considered by Loan Prospector. Factors not considered by Loan Prospector, such as the existence of verified income that is not included in the submission or energy savings from an energy-efficient property (see Section 37.15), may be used by the Seller in making a case that capacity is acceptable.

When multiple risk factors are present, more conservative underwriting must be undertaken to assess whether the Mortgage is acceptable. The Seller must document in the Mortgage file all offsetting factors and an overall conclusion that the Borrower has the ability to meet current obligations, including the new Mortgage. The Seller must presume the Borrower's capacity to repay is not acceptable when the following conditions exist:

	•
	The Mortgage is a Loan Prospector Caution Mortgage, and

•
The transaction is a cash-out refinance, and

•
At least one Credit Risk Comment related to the monthly debt payment-to-income ratio is returned on the Feedback Certificate




	•
	The Mortgage is a Non-Loan Prospector Mortgage, and

•
The transaction is a cash-out refinance, and

•
The monthly debt payment-to-income ratio exceeds 42%, and

•
Any Borrower has an Underwriting Score less than 700, and

•
The TLTV ratio is greater than 75%




37.13: Stable monthly income (06/28/04)
Changes to these requirements have been announced and will become effective on 01/02/09.
Stable monthly income is the Borrower's verified gross monthly income from all verifiable sources that can reasonably be expected to continue for at least the next three years. The Seller's judgment of continuance of the income must be based on required documentation. If there is no evidence to the contrary, the Seller should assume continuance of the income. For example, if the Seller is using Social Security benefits for a child who is 17 years old, it could not be assumed that the income will continue for three years because Social Security benefits typically end at age 18. However, if the Seller is including income for a Borrower who has just begun working, it would be assumed that the Borrower will continue working for at least three years.

Sources of income may vary. For example, if the documentation evidences that the Borrower has maintained a consistent level of income despite changes in the sources of that income then, if there is no evidence to the contrary, the stability of that income level may be presumed.

Freddie Mac does not establish a minimum time period that all income must be received to be considered stable, but it must be reasonably expected to continue to be received for at least three years, based on the source and documentation required to verify it. Income necessary to qualify the Borrower must be verified according to Sections 37.21 through 37.23.

	(a)
	Employed income
Stable monthly income may be income from primary and secondary employment, including base earnings plus recognizable secondary income, such as bonuses, commissions, overtime, additional part-time employment or unemployment compensation. Required documentation should be used to determine the amount and breakdown of income amounts. Employee-paid business expenses, if any, must be properly considered in the underwriting process.

A Borrower who has changed jobs frequently is not necessarily a greater risk. Some Borrowers may change jobs frequently as opportunities change. When evaluating a Borrower who has changed jobs frequently, the Seller should focus on whether the changes have affected the Borrower's ability to pay the Borrower's obligations.

A move from dependence on public assistance to reliance on employment and earned income is a positive factor in determining income stability.



	(b)
	Self-employed income
A Borrower who has an ownership interest of 25% or more in a business is considered to be self-employed.

The business may be a sole proprietorship, a partnership (general or limited) or a corporation. (See Sections 37.20 through 37.23 for documentation standards.)

A self-employed Borrower introduces an additional layer of risk to a Mortgage request due to the uncertain nature of future income. Loan Prospector® will take this additional risk into consideration in the overall risk evaluation. The Seller must indicate to Loan Prospector that a Borrower is self-employed when the Borrower meets Freddie Mac's definition of self-employed as stated above. This is required in all cases whether or not the Seller is using the self-employment income to qualify the Borrower.

A two-year history of self-employment is recommended to ensure that income is stable. Less than two years of self-employment would be acceptable if the Seller deemed it appropriate after analyzing the required documentation.

The documentation required for a self-employed Borrower is outlined in Sections 37.21 through 37.23. The Seller must calculate the monthly income using the required documentation.

When the review and analysis of a Borrower's federal income tax returns is required, noncash items such as depreciation, depletion and amortization may be added back to adjusted gross income for the purpose of determining qualifying income. Documented nonrecurring losses, such as casualty losses, can also be added back to the adjusted gross income, as well as loss carry-overs from previous tax years.

The Internal Revenue Service (IRS) data base income for individuals (verified by the IRS through Form 8821 or 4506 or an alternate form acceptable to the IRS that collects comparable information) will be considered an acceptable form of documentation in lieu of tax returns, provided all line items from the tax returns that precede the taxpayer's signature are obtained.

When business assets are to be used for downpayment and Closing Costs, verification of such accounts is required.



	(c)
	Other income (nonemployed/not self-employed)
If a Borrower chooses to disclose income from alimony, child support or separate maintenance payments, public assistance payments or retirement benefits, trust, investment, etc., the Seller should consider them as stable income to the extent that they are likely to be consistently made by the payor and can reasonably be expected to continue for at least the next three years based on required documentation.

Factors that should be considered in determining the likelihood of consistent payments include, but are not limited to, the following:

1.

Whether the payments are received pursuant to a written agreement, court decree or law

2.

The length of time the payments have been received

3.

The regularity of receipt

4.

The availability of procedures to compel payment

5.

Whether full or partial payments have been made

6.

The age of each child for which child support payments are made (if applicable)

7.

Eligibility criteria governing the continued receipt of the income, such as age of dependents or accumulation of assets

8.

The creditworthiness of the payor, including the payor's credit history when available to the Seller under the Fair Credit Reporting Act or other applicable laws. The Seller must document its determination of the payor's creditworthiness in the Mortgage file.



	(d)
	Tax-exempt income
The Seller may gross up all tax-exempt income once it has been established that such income is likely to continue (and remain untaxed) into the foreseeable future. Examples of such income include certain military allowances and veterans' benefits, child support payments, workers' compensation benefits, disability retirement payments, certain types of insurance benefits, clergy housing allowances, foster care income, income from municipal bonds (generally exempt from federal taxes only) and certain types of public assistance payments, such as food stamps.

To gross up tax-exempt income, the Seller may use either 25% or the current federal and State income tax withholding tables to determine an amount which can be prudently employed to adjust or "gross up" the Borrower's actual income. In this manner, the Borrower who has nontaxable income can be evaluated in the same manner as a Borrower who has higher gross income, but similar after-tax income.



	(e)
	Trailing Co-Borrower income
When the Mortgage is made to a relocating employee, Trailing Co-Borrower income may be considered as stable monthly income when it meets the requirements of this subsection. For purposes of this subsection, the following definitions apply.

•
A Trailing Co-Borrower is a Borrower other than the relocating employee who resides with the relocating employee, was employed at the previous location, and intends to seek new employment at the new location

•
Trailing Co-Borrower income is the amount of income previously received by the Trailing Co-Borrower from employment at the previous location which is verified and documented according to the requirements of Section 37.20
If Trailing Co-Borrower income is to be used for qualification and the Mortgage is subject to a temporary subsidy buydown, the Note Rate must be used for qualification purposes.

The Seller may use 100% of the Trailing Co-Borrower's income as stable monthly income when all of the following conditions are met:

•
The amount of Trailing Co-Borrower income used does not exceed 33% of the total qualifying income for the Mortgage

•
The income is not from self-employment

•
The Trailing Co-Borrower was continuously employed in the same occupation for two years immediately preceding the relocation

•
The Trailing Co-Borrower provides a statement of intent to work in the new location and describes the occupation for which he or she intends to seek employment

•
Based upon a review of the job market in the new location, the Seller reasonably determines that employment opportunities and earning potential for the Trailing Co-Borrower are comparable or better than the opportunities in the former location




37.13: Stable monthly income (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Stable monthly income is the Borrower's verified gross monthly income from all verifiable sources that can reasonably be expected to continue for at least the next three years. The Seller's judgment of continuance of the income must be based on required documentation. If there is no evidence to the contrary, the Seller should assume continuance of the income. For example, if the Seller is using Social Security benefits for a child who is 17 years old, it could not be assumed that the income will continue for three years because Social Security benefits typically end at age 18. However, if the Seller is including income for a Borrower who has just begun working, it would be assumed that the Borrower will continue working for at least three years.

Sources of income may vary. For example, if the documentation evidences that the Borrower has maintained a consistent level of income despite changes in the sources of that income then, if there is no evidence to the contrary, the stability of that income level may be presumed.

Freddie Mac does not establish a minimum time period that all income must be received to be considered stable, but it must be reasonably expected to continue to be received for at least three years, based on the source and documentation required to verify it. Income necessary to qualify the Borrower must be verified according to Sections 37.21 through 37.23.

	(a)
	Employed income
Stable monthly income may be income from primary and secondary employment, including base earnings plus recognizable secondary income, such as bonuses, commissions, overtime, additional part-time employment or unemployment compensation. Required documentation should be used to determine the amount and breakdown of income amounts. Employee-paid business expenses, if any, must be properly considered in the underwriting process.

A Borrower who has changed jobs frequently is not necessarily a greater risk. Some Borrowers may change jobs frequently as opportunities change. When evaluating a Borrower who has changed jobs frequently, the Seller should focus on whether the changes have affected the Borrower's ability to pay the Borrower's obligations.

A move from dependence on public assistance to reliance on employment and earned income is a positive factor in determining income stability.



	(b)
	Self-employed income
A Borrower who has an ownership interest of 25% or more in a business is considered to be self-employed.

The business may be a sole proprietorship, a partnership (general or limited) or a corporation. (See Sections 37.20 through 37.23 for documentation standards.)

A self-employed Borrower introduces an additional layer of risk to a Mortgage request due to the uncertain nature of future income. Loan Prospector® will take this additional risk into consideration in the overall risk evaluation. The Seller must indicate to Loan Prospector that a Borrower is self-employed when the Borrower meets Freddie Mac's definition of self-employed as stated above. This is required in all cases whether or not the Seller is using the self-employment income to qualify the Borrower.

A two-year history of self-employment is recommended to ensure that income is stable. Less than two years of self-employment would be acceptable if the Seller deemed it appropriate after analyzing the required documentation.

The documentation required for a self-employed Borrower is outlined in Sections 37.21 through 37.23. The Seller must calculate the monthly income using the required documentation.

When the review and analysis of a Borrower's federal income tax returns is required, noncash items such as depreciation, depletion and amortization may be added back to adjusted gross income for the purpose of determining qualifying income. Documented nonrecurring losses, such as casualty losses, can also be added back to the adjusted gross income, as well as loss carry-overs from previous tax years.

The Internal Revenue Service (IRS) data base income for individuals (verified by the IRS through Form 8821 or 4506 or an alternate form acceptable to the IRS that collects comparable information) will be considered an acceptable form of documentation in lieu of tax returns, provided all line items from the tax returns that precede the taxpayer's signature are obtained.

When business assets are to be used for down payment and Closing Costs, verification of such accounts is required.



	(c)
	Other income (nonemployed/not self-employed)
If a Borrower chooses to disclose income from alimony, child support or separate maintenance payments, public assistance payments or retirement benefits, trust, investment, etc., the Seller should consider them as stable income to the extent that they are likely to be consistently made by the payor and can reasonably be expected to continue for at least the next three years based on required documentation.

Factors that should be considered in determining the likelihood of consistent payments include, but are not limited to, the following:

1.

Whether the payments are received pursuant to a written agreement, court decree or law

2.

The length of time the payments have been received

3.

The regularity of receipt

4.

The availability of procedures to compel payment

5.

Whether full or partial payments have been made

6.

The age of each child for which child support payments are made (if applicable)

7.

Eligibility criteria governing the continued receipt of the income, such as age of dependents or accumulation of assets

8.

The creditworthiness of the payor, including the payor's credit history when available to the Seller under the Fair Credit Reporting Act or other applicable laws. The Seller must document its determination of the payor's creditworthiness in the Mortgage file.



	(d)
	Tax-exempt income
The Seller may gross up all tax-exempt income once it has been established that such income is likely to continue (and remain untaxed) into the foreseeable future. Examples of such income include certain military allowances and veterans' benefits, child support payments, workers' compensation benefits, disability retirement payments, certain types of insurance benefits, clergy housing allowances, foster care income, income from municipal bonds (generally exempt from federal taxes only) and certain types of public assistance payments, such as food stamps.

To gross up tax-exempt income, the Seller may use either 25% or the current federal and State income tax withholding tables to determine an amount which can be prudently employed to adjust or "gross up" the Borrower's actual income. In this manner, the Borrower who has nontaxable income can be evaluated in the same manner as a Borrower who has higher gross income, but similar after-tax income.



	(e)
	Trailing Co-Borrower income
When the Mortgage is made to a relocating employee, Trailing Co-Borrower income may be considered as stable monthly income when it meets the requirements of this subsection. For purposes of this subsection, the following definitions apply.

•
A Trailing Co-Borrower is a Borrower other than the relocating employee who resides with the relocating employee, was employed at the previous location, and intends to seek new employment at the new location

•
Trailing Co-Borrower income is the amount of income previously received by the Trailing Co-Borrower from employment at the previous location which is verified and documented according to the requirements of Section 37.20
If Trailing Co-Borrower income is to be used for qualification and the Mortgage is subject to a temporary subsidy buydown, the Note Rate must be used for qualification purposes.

Effective on or before February 28, 2009
The Seller may use 100% of the Trailing Co-Borrower's income as stable monthly income when all of the following conditions are met:

•
The amount of Trailing Co-Borrower income used does not exceed 33% of the total qualifying income for the Mortgage

•
The income is not from self-employment

•
The Trailing Co-Borrower was continuously employed in the same occupation for two years immediately preceding the relocation

•
The Trailing Co-Borrower provides a statement of intent to work in the new location and describes the occupation for which he or she intends to seek employment

Based upon a review of the job market in the new location, the Seller reasonably determines that employment opportunities and earning potential for the Trailing Co-Borrower are comparable or better than the opportunities in the former location
Effective on or after March 1, 2009
The Seller may use 100% of the Trailing Co-Borrower's income as stable monthly income when all of the following conditions are met:

•
The amount of Trailing Co-Borrower income used does not exceed 33% of the total qualifying income for the Mortgage

•
The income is not from self-employment

•
The Trailing Co-Borrower was continuously employed in the same occupation for two years immediately preceding the relocation

•
The Trailing Co-Borrower provides a statement of intent to work in the new location in an occupation that is comparable to the occupation at the previous location

•
Based upon a review of the job market in the new location, the Seller reasonably determines that employment opportunities and earning potential for the Trailing Co-Borrower are comparable or better than the opportunities in the former location. The Mortgage file must contain documentation to support the Seller's conclusion.




37.14: Rental income (12/15/06)
Rental income may be used to qualify the Borrower, provided the requirements of this section and the documentation requirements contained in Sections 37.20 through 37.23 are met. Rental income may be generated from:

	•
	A subject 1-unit Primary Residence


	•
	A subject 2- to 4-unit Primary Residence


	•
	A subject Investment Property


	•
	Other Borrower-owned Investment Properties


Whenever rental income is to be used, reasonable adjustments to gross rental income must be made to compensate for vacancies, operating and maintenance expenses and rental income received for furniture.

	(a)
	Rental income from the subject 1-unit Primary Residence
Rental income generated from a Borrower's 1-unit Primary Residence may be used to qualify a Borrower with a disability if the rental income is from a live-in aide. Typically, a live-in aide will receive room and board payments through Medicaid waiver funds from which rental payments are made to the Borrower.

This income source may be considered stable monthly income if:

•
The Borrower has received rental payments from a live-in aide for the past 12 months on a regular basis, and

•
The live-in aide plans to continue to reside with the Borrower for the foreseeable future

The rental income may be considered in an amount up to 30% of the total gross income that is used to qualify the Borrower for the Mortgage.

Rental income generated from the Borrower's second home or 1-unit Primary Residence other than as provided for above is not considered stable monthly income and may not be used to qualify the Borrower unless the rental income complies with Section A34.9(a) for Home Possible® Mortgages. It may be considered as a compensating factor for exceeding the recommended monthly housing expense-to-income and debt payment-to-income ratios (see Sections 37.15 and 37.16).



	(b)
	Rental income from the subject 2- to 4-unit Primary Residence
Rental income from the subject unit(s) in the Borrower's Primary Residence that are not occupied by the Borrower may be used to qualify the Borrower. If used, such income must be substantiated by using the income approach on the appraisal and obtaining copies of the present lease(s) or the Borrower's prior year federal tax return according to Sections 37.21 through 37.23.

The Form 998, Operating Income Statement, is not required if rental income from the subject property is not considered in qualifying the Borrower. Regardless of whether rental income is used in qualifying the Borrower, the Gross Monthly Rent for each non-owner occupied unit in a 2- to 4-unit Primary Residence must always be completed on the Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher.

If rental income from the subject 2- to 4-unit Primary Residence is to be considered in qualifying the Borrower, the Seller must obtain and use the Form 998 unless the subject property has been owned for at least one year and is reported on Schedule E of the Borrower's federal tax return. When required, the Form 998 must be completed up to the Monthly Operating Income (MOI) reconciliation.

Whenever rental income is to be considered in qualifying, the Borrower must have reserves that are equal to at least six months payments of principal, interest, taxes and insurance (PITI). The reserves are required to supplement payments during vacancies and/or make regular or emergency repairs to the property as necessary.

Monthly Operating Income from the Form 998 or net rental income from Schedule E is entered under "Gross Monthly Income" in Section V of the Form 65, Uniform Residential Loan Application, and may be considered as stable monthly income ( Section 37.13) in qualifying the Borrower, provided the Borrower meets the reserve requirement.

If Monthly Operating Income or net rental income from Schedule E is a negative number, it must be included as a liability for qualification purposes.



	(c)
	Rental income from the subject Investment Property
If the Borrower qualifies with the full PITI plus operating expenses for the subject Investment Property counted in the Borrower's monthly debt-to-income ratio, no further evaluation or calculation of rental income from the subject property is required. Regardless of whether rental income is used in qualifying the Borrower, the Gross Monthly Rent for each 1-unit Investment Property and each unit in a 2- to 4-unit Investment Property must always be completed on the Form 11 or Form 13SF.

In all other cases, the following rules apply:

•
Anticipated rental income from the subject Investment Property must be substantiated using the income approach on the appraisal and obtaining copies of the present lease(s) or the Borrower's prior year federal tax return according to Sections 37.21 through 37.23
•
The Seller may obtain and use one of the following to calculate and document rental income used in qualifying from the subject Investment Property:

•
The Form 998 using the instructions for Investment Property to the Net Cash Flow reconciliation

or

•
Schedule E of the Borrower's federal tax returns if the subject property has been owned by the Borrower for at least one year and its income and expenses are reflected on the returns

•
If the Net Cash Flow shown on the Form 998 or federal tax returns is a negative number, it must be included as a liability for qualification purposes. If the Net Cash Flow is a positive number, that figure may be entered as rental income in the "Gross Monthly Income" section of Form 65 and may be counted as stable monthly income.

•
Regardless of whether the Net Cash Flow is positive or negative, the following conditions must be met:

•
The Borrower must demonstrate at least a two-year history of managing 1- to 4-unit Investment Properties, and

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



	(d)
	Rental income from Investment Properties and 2- to 4-unit Primary Residences other than the subject property
Rental income from other Investment Properties and 2- to 4-unit Primary Residences owned by the Borrower must be shown in the "Schedule of Real Estate Owned" in Section VI of Form 65 and rental income documented according to the requirements of Sections 37.21 through 37.23.

Signed leases may be used to substantiate gross rents; however, no more than 75% of the gross rental income is to be used, unless the prior two years' federal tax returns clearly support the use of a higher percentage.

Aggregate negative net rental income from Investment Properties and 2- to 4-unit Primary Residences must be considered a liability for qualification purposes.

If positive, aggregate net rental income may be counted as stable monthly income, provided the reliability of receipt is clearly supported by the documentation in the file.


37.15: Monthly housing expense-to-income ratio (04/17/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
The monthly housing expense is the sum of the following monthly charges on the Borrower's Primary Residence:

	•
	Principal and interest payments on the Mortgage


	•
	Property hazard insurance premiums


	•
	Real estate taxes


	•
	When applicable:

•
Mortgage insurance premiums

•
Leasehold payments

•
Homeowners association dues (excluding unit utility charges)

•
Payments on secondary financing




Loan Prospector® calculates and assesses the Borrower's qualifying ratios. For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower's qualifying ratios are acceptable.

For Manually Underwritten Mortgages, the Seller must evaluate the Borrower's ability to pay the monthly housing expense and other obligations. As a guideline, the monthly housing expense-to-income ratio should not be greater than 25% to 28% of the Borrower's stable monthly income. The Borrower may exceed the monthly housing expense-to-income and monthly debt payment-to-income ratios only on an exception basis.

For Accept Mortgages and A-minus Mortgages with a non-occupying Borrower, the Seller is not required to calculate or evaluate the occupant Borrower's monthly housing expense-to-income ratio. For Manually Underwritten Mortgages with a non-occupying Borrower, the occupant Borrower's monthly housing expense-to-income ratio should not exceed 35% of the occupant Borrower's stable monthly income.

Examples of conditions that might support the use of higher monthly payment ratios are found in Section 37.16. Generally, however, more flexibility is appropriate for the monthly housing expense-to-income ratio than for the monthly debt payment-to-income ratio. Less flexibility is appropriate for situations involving additional layers of risk, such as adjustable-rate Mortgages (ARMs), a marginal credit reputation, minimal reserves or maximum financing.

For any Manually Underwritten Mortgage for which either of the ratio guidelines is exceeded, the Seller must prepare and retain in the Mortgage file a written explanation justifying its underwriting decision.

If the property is energy-efficient or contains energy-efficient items (see Section 44.15(q)), higher housing expense-to-income and debt payment-to-income ratios may be appropriate. In its underwriting analysis, the Seller should consider the impact utility charges have on the Borrower's ability to meet the monthly housing expense and properly maintain the property. An energy-efficient property results in lower utility charges, allowing the owner to apply more income to housing expense. If higher ratios are used, the Seller must provide in the Mortgage file the calculation and source documentation used to derive the dollar offset allowed due to lower utility charges. Source documentation may be:

	•
	The appraisal report indicating the energy efficiency of the property, or


	•
	Form 70A, Energy Addendum (Residential Appraisal Report), or


	•
	An established home energy rating system (HERS)


See Section 22.22(b) for special underwriting requirements for second home Mortgages.

See Section 22.22.1(b) for special underwriting requirements for Investment Property Mortgages.

See Section 25.4 for special requirements for Mortgages with temporary subsidy buydown plans.

See Section 30.16 for special underwriting requirements for ARMs.

37.15: Monthly housing expense-to-income ratio (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
The monthly housing expense is the sum of the following monthly charges on the Borrower's Primary Residence:

	•
	Principal and interest payments on the Mortgage


	•
	Property hazard insurance premiums


	•
	Real estate taxes


	•
	When applicable:

•
Mortgage insurance premiums

•
Leasehold payments

•
Homeowners association dues (excluding unit utility charges)

•
Payments on secondary financing




Loan Prospector® calculates and assesses the Borrower's qualifying ratios. For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower's qualifying ratios are acceptable.

For Manually Underwritten Mortgages, the Seller must evaluate the Borrower's ability to pay the monthly housing expense and other obligations. As a guideline, the monthly housing expense-to-income ratio should not be greater than 25% to 28% of the Borrower's stable monthly income. The Borrower may exceed the monthly housing expense-to-income and monthly debt payment-to-income ratios only on an exception basis with an offset documented in the Mortgage file.

For Accept Mortgages and A-minus Mortgages with a non-occupying Borrower, the Seller is not required to calculate or evaluate the occupant Borrower's monthly housing expense-to-income ratio. For Manually Underwritten Mortgages with a non-occupying Borrower, the occupant Borrower's monthly housing expense-to-income ratio should not exceed 35% of the occupant Borrower's stable monthly income.

Examples of conditions that might support the use of higher monthly payment ratios are found in Section 37.16. Generally, however, more flexibility is appropriate for the monthly housing expense-to-income ratio than for the monthly debt payment-to-income ratio. Less flexibility is appropriate for situations involving additional layers of risk, such as adjustable-rate Mortgages (ARMs), a marginal credit reputation, minimal reserves or maximum financing.

For any Manually Underwritten Mortgage for which either of the ratio guidelines is exceeded, the Seller must prepare and retain in the Mortgage file a written explanation justifying its underwriting decision.

If the property is energy-efficient or contains energy-efficient items (see Section 44.15(q)), higher housing expense-to-income and debt payment-to-income ratios may be appropriate. In its underwriting analysis, the Seller should consider the impact utility charges have on the Borrower's ability to meet the monthly housing expense and properly maintain the property. An energy-efficient property results in lower utility charges, allowing the owner to apply more income to housing expense. If higher ratios are used, the Seller must provide in the Mortgage file the calculation and source documentation used to derive the dollar offset allowed due to lower utility charges. Source documentation may be:

	•
	The appraisal report indicating the energy efficiency of the property, or


	•
	Form 70A, Energy Addendum (Residential Appraisal Report), or


	•
	An established home energy rating system (HERS)


See Section 22.22(b) for special underwriting requirements for second home Mortgages.

See Section 22.22.1(b) for special underwriting requirements for Investment Property Mortgages.

See Section 25.4 for special requirements for Mortgages with temporary subsidy buydown plans.

See Section 30.16 for special underwriting requirements for ARMs.

37.16: Monthly debt payment-to-income ratio (03/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
The monthly debt payment is the sum of the monthly charges for the following:

	1.
	Monthly housing expense (see Section 37.15)


	2.
	Payments on all installment debts with more than 10 months of payments remaining, including debts that are in a period of either deferment or forbearance. If the credit report does not contain a required monthly payment, the monthly payment used must be based on documentation in the file


	3.
	Alimony, child support or maintenance payments with more than 10 months of payments remaining


	4.
	Monthly payments on revolving or open-end accounts, regardless of the balance. In the absence of a stated payment, 5% of the outstanding balance will be considered to be the required monthly payment.


	5.
	Car lease payments, regardless of the number of payments remaining


	6.
	Aggregate negative net rental income from all Investment Properties owned


	7.
	Monthly Mortgage payment for second home (principal, interest, taxes and insurance and, when applicable, leasehold payments, homeowner association dues, etc.)


The credit report may show that an installment debt is in a period of deferment or forbearance. Examples of installment debts with deferred payments include:

	•
	Debts on furniture, household items and automobiles on which the initial payment is delayed for a period of time as part of a promotional campaign by the merchant


	•
	Student loans on which the repayment period has not yet started because the Borrower is still in school or payment has been suspended for a period of time with the approval of the creditor


When payments on an installment debt are not given on the credit report or are listed as deferred, the Seller must obtain documentation to support the payment amount included in the monthly debt payment. Examples of documentation of the required payment amount include:

	•
	A direct verification obtained from the creditor


	•
	A copy of the installment loan agreement obtained from the Borrower, or


	•
	If payments are currently deferred, the payment amount that will be required once the deferment or forbearance period has ended, as stated in a copy of a financial institution's student loan certification or the installment loan agreement


Payments on installment debts secured by financial assets in which repayment may be obtained by liquidating the asset, may be excluded from the monthly debt payment-to-income ratio for qualifying purposes, regardless of the payment amount or number of payments remaining. The loan secured by the financial asset must have been made by a financial institution. The Seller may only consider the assets in the account that exceed the loan balance to be available to the Borrower.

The Borrower's previous housing payment and the payments on short term financing secured by the sale of the Borrower's previous residence (commonly known as a bridge loan) may be excluded from the monthly debt payment-to-income ratio when the Mortgage file contains the following documentation:

	•
	The Borrower's executed noncontingent sales contract for the previous residence, and


	•
	A lender's commitment to the buyer of the previous residence (if the executed sales contract includes a financing contingency), and


	•
	Evidence of reserves of six months' payments covering any liens on the previous residence, or


	•
	Executed buyout agreement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)


Refer to Section 37.17 for special requirements pertaining to contingent liabilities.

If all or any portion of the proceeds of the Mortgage are being used to pay off or pay down existing debts in order to qualify for the Mortgage, the Seller must document such payoff in the Mortgage file. Canceled checks, paid receipts and/or a copy of the HUD-1 form or other closing statement may be used to document the repayment. A Borrower who increases debt and then periodically uses refinance or debt consolidation to reduce payments to a manageable level presents a higher risk and the qualifying ratios should be close to guidelines.

Evaluating debt ratios
Loan Prospector® calculates and evaluates the Borrower's qualifying ratios. For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower's qualifying ratios are acceptable.

For Manually Underwritten Mortgages, the Seller must evaluate the Borrower's ability to pay the monthly housing expense and other obligations. As a guideline, the monthly debt payment-to-income ratio should not be greater than 33% to 36% of the Borrower's stable monthly income.

Higher qualifying ratios may be appropriate in some cases. Examples of conditions that could justify a higher housing expense-to-income or debt payment-to-income ratio are:

	1.
	An energy-efficient property that reduces energy costs (see Section 37.15)


	2.
	The Borrower's probability for increased earnings based on education, job training or time employed or practiced in a profession


	3.
	Rent paid by Related Persons living in the house


	4.
	The existence of verified income that is not included within the definition of "stable monthly income" in Section 37.13 when there is an expectation that future expenses will be lower (such as child-support income that is scheduled to cease in one year when a child becomes an adult. In this case, the expectation would be that either future household expenses will be lower or that additional income will be provided by the new adult.)


	5.
	The Borrower's demonstrated ability to carry a higher housing expense or higher debt level while maintaining a good credit history


In addition, the examples listed below may be used to justify higher qualifying ratios for Non-Loan Prospector Mortgages. These examples and those precluded in Section 37.1 may not be used to justify higher qualifying ratios for Caution Mortgages because they have already been considered by Loan Prospector.

	1.
	The Borrower's verified liquid assets being substantial enough to evidence an ability to repay the Mortgage regardless of income


	2.
	A large downpayment on the purchase of the property


	3.
	The demonstrated ability of the Borrower to maintain a good credit history, accumulate savings and maintain a nonhousing debt-free position


	4.
	The Borrower's strong Credit Score (for example, a 720 or higher FICO score) and the Seller's confirmation that the Borrower's credit reputation is excellent


For any Manually Underwritten Mortgage for which either of the ratio guidelines is exceeded, the Seller must prepare and retain in the Mortgage file a written explanation justifying its underwriting decision.

For Accept Mortgages and A-minus Mortgages with a nonoccupying Borrower, the Seller is not required to calculate or evaluate the occupant Borrower's monthly debt payment-to-income ratio. For Manually Underwritten Mortgages with a nonoccupying Borrower, the occupant Borrower's monthly debt payment-to-income ratio should not exceed 43% of the occupant Borrower's stable monthly income.

For all Manually Underwritten Mortgages, the Borrower's monthly debt payment-to-income ratio must not exceed 50% of the Borrower's stable monthly income. If the Borrower's monthly debt payment-to-income ratio exceeds 50%, Freddie Mac will assume the Borrower's capacity to repay is not acceptable unless the Seller documents that the Borrower has been carrying an equivalent monthly debt payment-to-income ratio for at least one year while maintaining an acceptable credit history. If the information in the Mortgage file does not readily reflect this, the Seller must describe on the Form 1077, Uniform Underwriting and Transmittal Summary, or an equivalent document how this determination was made.

37.16: Monthly debt payment-to-income ratio (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
The monthly debt payment is the sum of the monthly charges for the following:

	1.
	Monthly housing expense (see Section 37.15)


	2.
	Payments on all installment debts with more than 10 months of payments remaining, including debts that are in a period of either deferment or forbearance. If the credit report does not contain a required monthly payment, the monthly payment used must be based on documentation in the file


	3.
	Alimony, child support or maintenance payments with more than 10 months of payments remaining


	4.
	Monthly payments on revolving or open-end accounts, regardless of the balance. In the absence of a stated payment, 5% of the outstanding balance will be considered to be the required monthly payment.


	5.
	Car lease payments, regardless of the number of payments remaining


	6.
	Aggregate negative net rental income from all Investment Properties owned


	7.
	Monthly Mortgage payment for second home (principal, interest, taxes and insurance and, when applicable, leasehold payments, homeowner association dues, etc.)


The credit report may show that an installment debt is in a period of deferment or forbearance. Examples of installment debts with deferred payments include:

	•
	Debts on furniture, household items and automobiles on which the initial payment is delayed for a period of time as part of a promotional campaign by the merchant


	•
	Student loans on which the repayment period has not yet started because the Borrower is still in school or payment has been suspended for a period of time with the approval of the creditor


When payments on an installment debt are not given on the credit report or are listed as deferred, the Seller must obtain documentation to support the payment amount included in the monthly debt payment. Examples of documentation of the required payment amount include:

	•
	A direct verification obtained from the creditor


	•
	A copy of the installment loan agreement obtained from the Borrower, or


	•
	If payments are currently deferred, the payment amount that will be required once the deferment or forbearance period has ended, as stated in a copy of a financial institution's student loan certification or the installment loan agreement


Payments on installment debts secured by financial assets in which repayment may be obtained by liquidating the asset, may be excluded from the monthly debt payment-to-income ratio for qualifying purposes, regardless of the payment amount or number of payments remaining. The loan secured by the financial asset must have been made by a financial institution. The Seller may only consider the assets in the account that exceed the loan balance to be available to the Borrower.

Refer to Section 37.17 for special requirements pertaining to contingent liabilities.

If all or any portion of the proceeds of the Mortgage are being used to pay off or pay down existing debts in order to qualify for the Mortgage, the Seller must document such payoff in the Mortgage file. Canceled checks, paid receipts and/or a copy of the HUD-1 form or other closing statement may be used to document the repayment. A Borrower who increases debt and then periodically uses refinance or debt consolidation to reduce payments to a manageable level presents a higher risk and the qualifying ratios should be close to guidelines.

Evaluating debt ratios (effective on or before February 28, 2009)
Loan Prospector® calculates and evaluates the Borrower's qualifying ratios. For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower's qualifying ratios are acceptable.

For Manually Underwritten Mortgages, the Seller must evaluate the Borrower's ability to pay the monthly housing expense and other obligations. As a guideline, the monthly debt payment-to-income ratio should not be greater than 33% to 36% of the Borrower's stable monthly income.

Higher qualifying ratios may be appropriate in some cases. Examples of conditions that could justify a higher housing expense-to-income or debt payment-to-income ratio are:

	1.
	An energy-efficient property that reduces energy costs (see Section 37.15)


	2.
	The Borrower's probability for increased earnings based on education, job training or time employed or practiced in a profession


	3.
	Rent paid by Related Persons living in the house


	4.
	The existence of verified income that is not included within the definition of "stable monthly income" in Section 37.13 when there is an expectation that future expenses will be lower (such as child-support income that is scheduled to cease in one year when a child becomes an adult. In this case, the expectation would be that either future household expenses will be lower or that additional income will be provided by the new adult.)


	5.
	The Borrower's demonstrated ability to carry a higher housing expense or higher debt level while maintaining a good credit history


In addition, the examples listed below may be used to justify higher qualifying ratios for Non-Loan Prospector Mortgages. These examples and those precluded in Section 37.1 may not be used to justify higher qualifying ratios for Caution Mortgages because they have already been considered by Loan Prospector.

	1.
	The Borrower's verified liquid assets being substantial enough to evidence an ability to repay the Mortgage regardless of income


	2.
	A large down payment on the purchase of the property


	3.
	The demonstrated ability of the Borrower to maintain a good credit history, accumulate savings and maintain a nonhousing debt-free position


	4.
	The Borrower's strong Credit Score (for example, a 720 or higher FICO score) and the Seller's confirmation that the Borrower's credit reputation is excellent


For any Manually Underwritten Mortgage for which either of the ratio guidelines is exceeded, the Seller must prepare and retain in the Mortgage file a written explanation justifying its underwriting decision.

For Accept Mortgages and A-minus Mortgages with a nonoccupying Borrower, the Seller is not required to calculate or evaluate the occupant Borrower's monthly debt payment-to-income ratio. For Manually Underwritten Mortgages with a nonoccupying Borrower, the occupant Borrower's monthly debt payment-to-income ratio should not exceed 43% of the occupant Borrower's stable monthly income.

For all Manually Underwritten Mortgages, the Borrower's monthly debt payment-to-income ratio must not exceed 50% of the Borrower's stable monthly income. If the Borrower's monthly debt payment-to-income ratio exceeds 50%, Freddie Mac will assume the Borrower's capacity to repay is not acceptable unless the Seller documents that the Borrower has been carrying an equivalent monthly debt payment-to-income ratio for at least one year while maintaining an acceptable credit history. If the information in the Mortgage file does not readily reflect this, the Seller must describe on the Form 1077, Uniform Underwriting and Transmittal Summary, or on an equivalent document how this determination was made.

Evaluating debt ratios (effective on or after March 1, 2009)
Loan Prospector calculates and evaluates the Borrower's qualifying ratios. For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower's qualifying ratios are acceptable.

For Manually Underwritten Mortgages, the Seller must evaluate the Borrower's ability to pay the monthly housing expense and other obligations. When the Borrower's monthly debt payment to income ratio exceeds 45%, the loan is ineligible for sale to Freddie Mac. As a guideline, the monthly debt payment-to-income ratio should not be greater than 33% to 36% of the Borrower's stable monthly income.

When the Borrower's monthly debt payment-to-income ratio exceeds 36%, the Seller must document in the file the justification for the higher qualifying ratio.

Except in rare circumstances, the Borrower's debt-to-income ratio should not exceed 36% for the following Mortgages:

	•
	Cash-out refinance Mortgages


	•
	Investment Property Mortgages


	•
	Mortgages secured by second homes


	•
	Mortgages secured by 2- to 4-unit properties


	•
	Mortgages where there is evidence that the Borrower increases debt and then periodically uses refinance or debt consolidation loans to reduce payments to a manageable level


The following factors may be considered in justifying a debt payment-to-income ratio that exceeds 36% but is not greater than 45%:

	•
	The Mortgage is secured by an energy efficient property, as described in Section 37.15


	•
	The Borrower's probability for increased earnings based on education, job training or time employed or practiced in a profession


	•
	Documented rent paid by Related Persons living in the house


	•
	The Borrower demonstrated ability to carry a higher housing expense or higher debt level while maintaining a good credit history for at least 12 months


	•
	The existence of verified income that is not included within the definition of "stable monthly income" in Section 37.13 when there is an expectation that future expenses will be lower (such as child-support income that is scheduled to cease in one year when a child becomes an adult. In this case, the expectation would be that either future household expenses will be lower or that additional income will be provided by the new adult.)


In addition, the examples listed below may be used to justify higher qualifying ratios for Non-Loan Prospector Mortgages. These examples and those precluded in Section 37.1 may not be used to justify higher qualifying ratios for Caution Mortgages because they have already been considered by Loan Prospector.

	1.
	The Borrower's verified liquid assets are substantial enough to evidence an ability to repay the Mortgage regardless of income 


	2.
	A down payment on the purchase of the property of at least 25%


	3.
	The Borrower's strong Credit Score (for example, a 740 or higher FICO score) and the Seller's confirmation that the Borrower's credit reputation is excellent


For any Manually Underwritten Mortgage for which either of the ratio guidelines is exceeded, the Seller must prepare and retain in the Mortgage file a written explanation justifying its underwriting decision.

For Accept Mortgages and A-minus Mortgages with a nonoccupying Borrower, the Seller is not required to calculate or evaluate the occupant Borrower's monthly debt payment-to-income ratio. For Manually Underwritten Mortgages with a nonoccupying Borrower, the occupant Borrower's monthly debt payment-to-income ratio must not exceed 43% of the occupant Borrower's stable monthly income.

37.16.1: Debt-to-housing gap ratio (12/16/02)
Changes to these requirements have been announced and will become effective on 01/02/09.
The debt-to-housing gap ratio (gap ratio) is the difference between the monthly debt-to-income ratio and the monthly housing-expense-to-income ratio.

Loan Prospector® calculates and evaluates the Borrower's gap ratio. For Accept Mortgages and A-minus Mortgages, Loan Prospector has determined that the Borrower's gap ratio is acceptable.

For Manually Underwritten Mortgages, the Seller must consider the Borrower's debt-to-housing gap ratio when evaluating Borrower's capacity to meet monthly obligations. As a guideline, the debt-to-housing gap ratio should not exceed 15%.

A higher gap ratio may be appropriate in some cases. Examples of conditions that could justify a higher debt-to-housing gap ratio on a Manually Underwritten Mortgage may include the following:

	•
	Existence of verified income, not included in qualifying income, available to service shorter-term debt


	•
	The higher ratio is due to payments on other real estate that produces income which is not included in qualifying income


In addition, the examples listed below may be used to justify a high gap ratio for Non-Loan Prospector Mortgages:

	•
	Liquid assets substantial enough to satisfy debts and bring the gap ratio within guideline


	•
	Monthly debt-to-income ratio within guideline combined with small monthly housing expense-to-income ratio


	•
	The Borrower's strong Credit Score (for example, a 720 or higher FICO score) and the Seller's confirmation that the Borrower's credit reputation is excellent


For any Manually Underwritten Mortgage for which the gap ratio guideline is exceeded, the Seller must prepare and retain in the Mortgage file a written explanation justifying its underwriting decision.

37.16.1: Debt-to-housing gap ratio (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
The section has been deleted.

37.16.2: Sale or Conversion of Primary Residence (Future effective date 01/02/09)
	(a)
	Borrower's Primary Residence on the market
If the Borrower's current Primary Residence is on the market and the sale will not close before the Mortgage Note Date, the following requirements must be met:

•
The amount of both the housing payment on the residence that is on the market and the amount of the payments on the subject Mortgage must be included in the monthly debt payment-to-income ratio, and

•
The Borrower must have reserves that are equal to at least six months payments of principal, interest, taxes and insurance (PITI) for both mortgages or reserves equal to two months PITI for both Mortgages if the loan-to-value (LTV)/total LTV (TLTV)/Home Equity Line of Credit TLTV (HTLTV) ratio for the current Primary Residence is less than or equal to 70% as evidenced by at least a 2055 exterior-only inspection dated no more than 60 days prior to the Note Date.

The Seller does not need to include the amount of the payment on the property pending sale in the monthly debt payment-to-income ratio when the Mortgage file contains all of the following documentation:

•
The Borrower's executed non-contingent sales contract for the previous residence, and

•
A lender's commitment to the buyer of the previous residence (if the executed sales contract includes a financing contingency), and

•
Evidence the Borrower has reserves equal to six months PITI for both mortgages or two months PITI for both mortgages if the LTV/TLTV/THTLV ratio for the current primary residence is less than or equal to 70% as evidenced by at least a 2055 exterior-only inspection, dated no more than 60 days prior to the Note Date.

The Seller does not need to include the amount of the payment on the property pending sale in the monthly debt payment-to-income ratio or meet the reserve requirement when the Mortgage file contains the following documentation:

•
An executed buyout agreement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s).



	(b)
	Borrower converting Primary Residence to second home
If the Borrower is converting a Primary Residence to a second home, and purchasing a new Primary Residence, the following requirements must be met:

•
The amounts of both the housing payment of the residence being converted to a second home and the subject Mortgage must be included the monthly debt payment-to-income ratio, and

•
The Borrower must have reserves equal to six months PITI for both Mortgages or two months PITI for both Mortgages if the LTV/TLTV/THTLV ratio for the property being converted to a second home is less than or equal to 70% as evidenced by at least a 2055 exterior-only inspection, dated no more than 60 days prior to the Note Date.



	(c)
	Borrower converting Primary Residence to Investment Property
If the Borrower is converting their Primary Residence to an Investment Property and purchasing a new Primary Residence, the following requirements must be met:

•
The LTV/TLTV/HTLTV ratio of the property being converted must be less than or equal to 70% as evidenced by at least a 2055 exterior-only inspection, dated no more than 60 days prior to the Note Date, to use rental income to qualify as described in Section 37.14. In addition, the rental income must be documented with a copy of the fully executed lease and the receipt of a security deposit from the tenant with evidence of the deposit into the Borrower's designated account.

•
If the LTV/TLTV/HTLTV ratio is greater than 70% for the Primary Residence being converted to an Investment Property, Seller cannot use rental income to qualify the Borrower, the Borrower's previous housing payment and the payments on the subject Mortgage must both be included the monthly debt payment-to-income ratio, and the Borrower must have reserves equal to six months PITI for both Mortgages.




37.17: Contingent liabilities (04/08/02)
Changes to these requirements have been announced and will become effective on 03/01/09.
Accept Plus Documentation Mortgages may use Stated Debt according to Section 2.2.1 and are not required to meet the requirements in this section.

For all other Loan Prospector® Mortgages and all Non-Loan Prospector Mortgages, if the Borrower is a cosigner/guarantor on a debt (which includes Mortgage debt) for another person, the Seller must determine who actually makes the payments on the debt when deciding whether the contingent liability needs to be included in debts submitted to Loan Prospector or considered by the Seller when manually qualifying the Borrower.

To disregard the liability, the Seller must obtain evidence that timely payments are being made by someone other than the Borrower and document who makes the payments by obtaining copies of canceled checks or a statement from the lender. The Seller may document that timely payments are being made through a reference on the Borrower's credit report or by obtaining a payment reference from the lender. The documentation obtained must cover at least the most recent 12 months.

If someone other than the Borrower is making the payments and the payments have been timely for the most recent 12 months, the contingent liability may be excluded. If the payments on the contingent liability have not been timely over the most recent 12 months, the liability must be included in the data submitted to Loan Prospector or, when manually underwriting, included in the monthly debt payment-to-income ratio.

If the Borrower is listed as the Borrower on a Mortgage that has been assumed by another, the Seller must obtain a copy of the documents transferring the property and any assumption agreement executed by the transferee. As long as the Borrower no longer owns the property, the contingent liability may be disregarded, without having to document the most recent 12 months' payment history.

The contingent liability (on a secured debt or Mortgage) may also be disregarded and the documentation of the most recent 12 months' payment history is not required, if the obligation to make the payments on a debt of the Borrower:

	•
	Has been assigned to another by court order, such as a divorce decree, and


	•
	The Seller documents the order (provides appropriate pages from the separation agreement or divorce decree) and documents the transfer of title


37.17: Contingent liabilities (Future effective date 03/01/09)
These requirements will become effective on 03/01/09. View current requirements.
For all other Loan Prospector® Mortgages and all Non-Loan Prospector Mortgages, if the Borrower is a cosigner/guarantor on a debt (which includes Mortgage debt) for another person, the Seller must determine who actually makes the payments on the debt when deciding whether the contingent liability needs to be included in debts submitted to Loan Prospector or considered by the Seller when manually qualifying the Borrower.

To disregard the liability, the Seller must obtain evidence that timely payments are being made by someone other than the Borrower and document who makes the payments by obtaining copies of canceled checks or a statement from the lender. The Seller may document that timely payments are being made through a reference on the Borrower's credit report or by obtaining a payment reference from the lender. The documentation obtained must cover at least the most recent 12 months.

If someone other than the Borrower is making the payments and the payments have been timely for the most recent 12 months, the contingent liability may be excluded. If the payments on the contingent liability have not been timely over the most recent 12 months, the liability must be included in the data submitted to Loan Prospector or, when manually underwriting, included in the monthly debt payment-to-income ratio.

If the Borrower is listed as the Borrower on a Mortgage that has been assumed by another, the Seller must obtain a copy of the documents transferring the property and any assumption agreement executed by the transferee. As long as the Borrower no longer owns the property, the contingent liability may be disregarded, without having to document the most recent 12 months' payment history.

The contingent liability (on a secured debt or Mortgage) may also be disregarded and the documentation of the most recent 12 months' payment history is not required, if the obligation to make the payments on a debt of the Borrower:

	•
	Has been assigned to another by court order, such as a divorce decree, and


	•
	The Seller documents the order (provides appropriate pages from the separation agreement or divorce decree) and documents the transfer of title


37.18: Underwriting guidelines for variable-payment Mortgages (ARMs, Balloon/Resets or Mortgages with buydowns) (04/08/02)
This section has been deleted.

37.19: Underwriting self-employed Borrowers (04/08/02)
This section has been consolidated into Section 37.13.

37.20: General requirements for verifying documents (06/22/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
To be acceptable to Freddie Mac, the documents used for written verifications, verbal verifications, third-party verifications and quality control reverification must meet the requirements in Sections 37.20 through 37.23.

Documents obtained from a foreign country, whether provided by the Borrower or obtained directly by the originator, must also meet the requirements and standards stated in Sections 37.20 through 37.23. All documents of foreign origin must be filled out in English or the originator must provide a translation, attached to each document, and warrant that the translation is complete and accurate. All foreign currency amounts must be converted to U.S. dollars at the time of translation and it must be clear that the Borrower owned the funds prior to the transfer.

	(a)
	Written verifications
Written verifications must meet all of the following requirements:

•
Standard verification forms, such as the original verification of employment (VOE), verification of deposit (VOD), Mortgage payment history or verification of rental payments must be sent directly from the originator to the Borrower's employer, depository, creditor or landlord and, upon completion, returned directly from that entity to the originator

Facsimile verification forms are acceptable if it is clear from the document that the information was sent by facsimile transmission directly from the source to the originator and are considered to be originals.

•
The original documents must not contain any alterations, erasures, correction fluid or correction tape

•
The Seller's Mortgage file contains legible copies of the originals

•
The copies must have been made by the originator or the applicant directly from the originals. Copies provided by any other source, such as the applicant, agent or builder, are not acceptable.

An electronic verification is a computer-generated document, accessed and printed from an Intranet or Internet, that may be used to verify information such as the Borrower's employment, income or funds on deposit. This includes on-line bank statements, investment account statements, employment and/or income statements. The Borrower may provide the verification directly, or the originator may obtain it directly from the employer, depository or other institution.

The Borrower may provide verification of income, employment and assets in the form of a photocopy, facsimile or electronic verification. If the Borrower has provided electronic verifications, photocopies or facsimiles of other verifications, where the originator did not view and copy the original documents directly, the Seller is strongly encouraged to reverify the information through the quality control process. If the lender knows that the employer will not reverify the information, the lender should obtain IRS Form 8821 or 4506 at application and/or on the Note Date.

Documents provided by the Borrower must meet the following requirements:

•
Paystubs or salary vouchers must:

•
Be computer-generated or typed (not handwritten) by the employer

•
Clearly identify the Borrower as the employee

•
Show the time period covered

•
Show both the current period and year-to-date earnings

•
W-2 forms must be:

•
Complete

•
The employee copy provided by the employer

•
Tax returns must:

•
Be the Borrower's copy of the forms filed with the IRS

•
Be signed by the Borrower

•
Include all schedules and forms required in Sections 37.21 through 37.23
If the Borrower's federal income tax returns are used to determine stable monthly income, the Seller must also:

•
Have the Borrower sign the IRS Form 8821 or 4506 (or an alternate form acceptable to the IRS that authorizes the release of comparable information) at application and have the Borrower sign another Form 8821 or 4506 on the Note Date to be used in the postfunding quality control process, or

•
Have the Borrower sign the IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) at application and send the form to the IRS during the processing of the Mortgage. The Seller does not have to receive the information back from the IRS before the Note Date.

In all cases, information received directly from the IRS is acceptable in lieu of tax returns and W-2 forms as long as it contains all of the information that would be included in the tax return.

Documentation supporting Trailing Co-Borrower income must include:

•
Employment and income information at the previous location in accordance with this chapter

•
A statement signed by the Trailing Co-Borrower stating the intention to work in the new location and describing the occupation for which the Trailing Co-Borrower intends to seek employment

•
A written explanation by the Seller detailing how they arrived at the determination that the employment opportunities and earning potential for the Trailing Co-Borrower at the new location are comparable to the opportunities available in the former location. This may be documented on the Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the file.

Depository, Community Savings Systems and stock/securities account statements must:

•
Identify the issuing institution or administrator, as applicable

•
Identify the account owner(s)

•
Identify the account number

•
Show all transactions

•
Show the period covered and ending balance

•
Show any outstanding loans

•
If a securities account, identify the stocks/securities

If the Borrower does not receive a stocks/securities account statement, the Seller must:

•
Include a document in the Mortgage file attesting that the originator saw the stock certificates and which lists the identification numbers of the stock(s), type and amount of stock and states that the Borrower is the owner

•
Include current stock prices from a published source

For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds were not borrowed.

Individual Development Accounts (IDAs) require documentation of the savings plan including regular payments made by the Borrower and by the IDA matching organization.

For 401K or other IRS-approved retirement accounts, in addition to the information listed above, the verification must show:

•
The vested balance or the percent of vesting and the ending balance as of the end of the statement

•
The company requirements showing the conditions under which funds may be withdrawn and/or borrowed

Cash value life insurance verification must:

•
Be a computer-generated or typed statement from the insurance company

•
Identify the life insurance company

•
Identify the policy owner(s)

•
Show the period covered and ending cash value

•
Show any outstanding loans

Trust verification must:

•
Be a typed copy of the trust agreement or a signed statement on letterhead from the trustee that details the information required below

•
Identify the trustee including name, address, telephone number and an individual contact. The trustee must be an independent party that typically handles trust accounts (trust company, financial institution, CPA, lawyer)

•
Identify the Borrower as the beneficiary

•
Show that the Borrower has access to all or a certain specific amount of the funds

•
Show that the trust has the assets to disburse funds to the Borrower

U.S. Savings Bonds verification must:

•
Include a statement from a financial institution (or the Seller) attesting that it has seen the bonds and listing the serial numbers of the bond(s), date of maturity, type and amount of bond and stating that the Borrower is the owner

•
Show bond value on the appropriate U.S. Treasury Table

Settlement statements or evidence of sale of assets (bill of sale or HUD-1 form) must:

•
Be computer-generated or typed

•
Identify the Borrower as the seller of the property

•
Identify the property sold

•
Show the proceeds to the property seller

•
Show the disposition of all liens against the property

•
Be signed by the buyer and the seller, or their authorized agents

The gift letter or information provided on the application must:

•
State the donor's name and that the funds are given by a Related Person

•
Include the donor's mailing address

•
Identify the property being purchased

•
State the amount of the gift

If a letter is provided, it must be signed by the donor.

If the verifications provided in the Mortgage file do not show evidence that the gift funds have been deposited in the Borrower's account, the Borrower must provide evidence of the transfer of funds from the donor to the Borrower. A gift of Equity must be reflected on the HUD-1 form.

Documentation supporting a gift or grant from an Agency must:

•
Establish that the funds were provided by the employer, a municipality, nonprofit religious organization or nonprofit community organization

•
Establish that the organization has a formal gift program

•
Establish that the funds are a gift or grant that does not have to be repaid

•
Provide evidence that the funds were received by the Borrower or by the Seller on the Borrower's behalf

•
Identify the donor's mailing address

Examples of acceptable documentation are copies of grant program materials, award letters or terms and conditions provided to the Borrower.



	(b)
	Verbal verifications
When verbal verifications are allowed, the Seller must provide a written document that includes the following:

•
Verifies the person who contacted the employer

•
Verifies the name of the entity contacted

•
Verifies the name and title of the individual contacted at the entity

•
The date of contact

•
The information that was verified




	(c)
	Third-party verifications
The following third-party verification services provide income and employment verification reports acceptable to Freddie Mac as alternatives to standard income and employment documentation:

•
TALX Corporation, The Work Number for Everyone

•
The Frick Company/Verifacts Employment Verification Service

•
Jon-Jay Associates, Inc.

•
National Credit Reporting System

See Exhibit 24, Third-Party Verification Services, for addresses and a description of services for each third-party verification service.

When the verification of income and/or employment report is obtained from a third-party verification service, the Seller must warrant that the following requirements are met:

•
The third-party verification service was provided with the most recent, complete and accurate identifying information for each Borrower and the income and/or employment information provided was for the intended Borrower(s)

•
The report was received by the originator via facsimile transmission, electronic link or mail

•
The report does not pre-date the application date

•
The Mortgage file contains legible copies of the report

Regardless of the information provided by the third-party verification service, the Seller is responsible for determining stable monthly income. The Seller may be required to obtain additional documentation to supplement third-party verification reports.



	(d)
	Age of documentation
Verifications of employment, income, source of funds and payment history must be made within 120 days before the Note Date or the applicable assumption agreement date and must be used in evaluating the creditworthiness of the Borrower. Any information verified more than 120 days before the Note Date or any applicable assumption agreement date, must be reverified. Verifications made after the Note Date or applicable assumption agreement date do not satisfy the requirements of this section. See Sections K33.9(b) and K33.10 for exceptions for Mortgages for Newly Constructed Homes. Reverifications may be made by telephone.



	(e)
	Quality control reverification
As part of quality control review, Freddie Mac may require, in its discretion, that the Seller reverify the information contained in any Mortgage file submitted to Freddie Mac. Freddie Mac reserves the right to independently reverify the information contained in any Mortgage file.


37.20: General requirements for verifying documents (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
To be acceptable to Freddie Mac, the documents used for written verifications, verbal verifications, third-party verifications and quality control reverification must meet the requirements in Sections 37.20 through 37.23.

Documents obtained from a foreign country, whether provided by the Borrower or obtained directly by the originator, must also meet the requirements and standards stated in Sections 37.20 through 37.23. All documents of foreign origin must be filled out in English or the originator must provide a translation, attached to each document, and warrant that the translation is complete and accurate. All foreign currency amounts must be converted to U.S. dollars at the time of translation and it must be clear that the Borrower owned the funds prior to the transfer.

	(a)
	Written verifications
Written verifications must meet all of the following requirements:

•
Standard verification forms, such as the original verification of employment (VOE), verification of deposit (VOD), Mortgage payment history or verification of rental payments must be sent directly from the originator to the Borrower's employer, depository, creditor or landlord and, upon completion, returned directly from that entity to the originator

Facsimile verification forms are acceptable if it is clear from the document that the information was sent by facsimile transmission directly from the source to the originator and are considered to be originals.

•
The original documents must not contain any alterations, erasures, correction fluid or correction tape

•
The Seller's Mortgage file contains legible copies of the originals

•
The copies must have been made by the originator or the applicant directly from the originals. Copies provided by any other source, such as the applicant, agent or builder, are not acceptable.

An electronic verification is a computer-generated document, accessed and printed from an Intranet or Internet, that may be used to verify information such as the Borrower's employment, income or funds on deposit. This includes on-line bank statements, investment account statements, employment and/or income statements. The Borrower may provide the verification directly, or the originator may obtain it directly from the employer, depository or other institution.

The Borrower may provide verification of income, employment and assets in the form of a photocopy, facsimile or electronic verification. If the Borrower has provided electronic verifications, photocopies or facsimiles of other verifications, where the originator did not view and copy the original documents directly, the Seller is strongly encouraged to reverify the information through the quality control process. If the lender knows that the employer will not reverify the information, the lender should obtain IRS Form 8821 or 4506 at application and/or on the Note Date.

Documents provided by the Borrower must meet the following requirements:

•
Paystubs or salary vouchers must:

•
Be computer-generated or typed (not handwritten) by the employer

•
Clearly identify the Borrower as the employee

•
Show the time period covered

•
Show both the current period and year-to-date earnings

•
W-2 forms must be:

•
Complete

•
The employee copy provided by the employer

•
Tax returns must:

•
Be the Borrower's copy of the forms filed with the IRS

•
Be signed by the Borrower

•
Include all schedules and forms required in Sections 37.21 through 37.23
If the Borrower's federal income tax returns are used to determine stable monthly income, the Seller must also:

•
Have the Borrower sign the IRS Form 8821 or 4506 (or an alternate form acceptable to the IRS that authorizes the release of comparable information) at application and have the Borrower sign another Form 8821 or 4506 on the Note Date to be used in the postfunding quality control process, or

•
Have the Borrower sign the IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) at application and send the form to the IRS during the processing of the Mortgage. The Seller does not have to receive the information back from the IRS before the Note Date.

In all cases, information received directly from the IRS is acceptable in lieu of tax returns and W-2 forms as long as it contains all of the information that would be included in the tax return.

Documentation supporting Trailing Co-Borrower income must include:

•
Employment and income information at the previous location in accordance with this chapter

•
A statement signed by the Trailing Co-Borrower stating the intention to work in the new location and describing the occupation for which the Trailing Co-Borrower intends to seek employment

•
A written explanation by the Seller detailing how they arrived at the determination that the employment opportunities and earning potential for the Trailing Co-Borrower at the new location are comparable to the opportunities available in the former location. This may be documented on the Form 1077, Uniform Underwriting and Transmittal Summary, or another document in the file.

Depository, Community Savings Systems and stock/securities account statements must:

•
Identify the issuing institution or administrator, as applicable

•
Identify the account owner(s)

•
Identify the account number

•
Show all transactions

•
Show the period covered and ending balance

•
Show any outstanding loans

•
If a securities account, identify the stocks/securities

If the Borrower does not receive a stocks/securities account statement, the Seller must:

•
Include a document in the Mortgage file attesting that the originator saw the stock certificates and which lists the identification numbers of the stock(s), type and amount of stock and states that the Borrower is the owner

•
Include current stock prices from a published source

For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds were not borrowed.

Individual Development Accounts (IDAs) require documentation of the savings plan including regular payments made by the Borrower and by the IDA matching organization.

For 401K or other IRS-approved retirement accounts, in addition to the information listed above, the verification must show:

•
The vested balance or the percent of vesting and the ending balance as of the end of the statement

•
The company requirements showing the conditions under which funds may be withdrawn and/or borrowed

Cash value life insurance verification must:

•
Be a computer-generated or typed statement from the insurance company

•
Identify the life insurance company

•
Identify the policy owner(s)

•
Show the period covered and ending cash value

•
Show any outstanding loans

Trust verification must:

•
Be a typed copy of the trust agreement or a signed statement on letterhead from the trustee that details the information required below

•
Identify the trustee including name, address, telephone number and an individual contact. The trustee must be an independent party that typically handles trust accounts (trust company, financial institution, CPA, lawyer)

•
Identify the Borrower as the beneficiary

•
Show that the Borrower has access to all or a certain specific amount of the funds

•
Show that the trust has the assets to disburse funds to the Borrower

U.S. Savings Bonds verification must:

•
Include a statement from a financial institution (or the Seller) attesting that it has seen the bonds and listing the serial numbers of the bond(s), date of maturity, type and amount of bond and stating that the Borrower is the owner

•
Show bond value on the appropriate U.S. Treasury Table

Settlement statements or evidence of sale of assets (bill of sale or HUD-1 form) must:

•
Be computer-generated or typed

•
Identify the Borrower as the seller of the property

•
Identify the property sold

•
Show the proceeds to the property seller

•
Show the disposition of all liens against the property

•
Be signed by the buyer and the seller, or their authorized agents

The gift letter or information provided on the application must:

•
State the donor's name and that the funds are given by a Related Person

•
Include the donor's mailing address

•
Identify the property being purchased

•
State the amount of the gift

If a letter is provided, it must be signed by the donor.

If the verifications provided in the Mortgage file do not show evidence that the gift funds have been deposited in the Borrower's account, the Borrower must provide evidence of the transfer of funds from the donor to the Borrower. A gift of Equity must be reflected on the HUD-1 form.

Documentation supporting a gift or grant from an Agency must:

•
Establish that the funds were provided by the employer, a municipality, nonprofit religious organization or nonprofit community organization

•
Establish that the organization has a formal gift program

•
Establish that the funds are a gift or grant that does not have to be repaid

•
Provide evidence that the funds were received by the Borrower or by the Seller on the Borrower's behalf

•
Identify the donor's mailing address

Examples of acceptable documentation are copies of grant program materials, award letters or terms and conditions provided to the Borrower.



	(b)
	Verbal verifications
When verbal verifications are allowed, the Seller must provide a written document that includes the following:

•
Verifies the person who contacted the employer

•
Verifies the name of the entity contacted

•
Verifies the name and title of the individual contacted at the entity

•
The date of contact

•
The information that was verified




	(c)
	Third-party verifications
The following third-party verification services provide income and employment verification reports acceptable to Freddie Mac as alternatives to standard income and employment documentation:

•
TALX Corporation, The Work Number for Everyone

•
The Frick Company/Verifacts Employment Verification Service

•
National Credit Reporting System

See Exhibit 24, Third-Party Verification Services, for addresses and a description of services for each third-party verification service.

When the verification of income and/or employment report is obtained from a third-party verification service, the Seller must warrant that the following requirements are met:

•
The third-party verification service was provided with the most recent, complete and accurate identifying information for each Borrower and the income and/or employment information provided was for the intended Borrower(s)

•
The report was received by the originator via facsimile transmission, electronic link or mail

•
The report does not pre-date the application date

•
The Mortgage file contains legible copies of the report

Regardless of the information provided by the third-party verification service, the Seller is responsible for determining stable monthly income. The Seller may be required to obtain additional documentation to supplement third-party verification reports.



	(d)
	Age of documentation
Verifications of employment, income, source of funds and payment history must be made within 120 days before the Note Date or the applicable assumption agreement date and must be used in evaluating the creditworthiness of the Borrower. Any information verified more than 120 days before the Note Date or any applicable assumption agreement date, must be reverified. Verifications made after the Note Date or applicable assumption agreement date do not satisfy the requirements of this section. See Sections K33.9(b) and K33.10 for exceptions for Mortgages for Newly Constructed Homes. Reverifications may be made by telephone.



	(e)
	Quality control reverification
As part of quality control review, Freddie Mac may require, in its discretion, that the Seller reverify the information contained in any Mortgage file submitted to Freddie Mac. Freddie Mac reserves the right to independently reverify the information contained in any Mortgage file.


37.21: Documentation Level overview (08/11/04)
Changes to these requirements have been announced and will become effective on 03/01/09.
The Documentation Level shown on the Feedback Certificate indicates the minimum level of documentation acceptable for a Loan Prospector® Mortgage. The Seller must provide the documentation required in this chapter for the Documentation Level returned.

The specific documentation requirements for each Documentation Level are contained in the following sections:

	•
	Section 37.21.1, if the Documentation Level is Accept Plus


	•
	Section 37.22, if the Documentation Level is Streamlined Accept


	•
	Section 37.23, if the Documentation Level is Standard


The Documentation Level for users of Loan Prospector Classic will be identified in a feedback message under the Documentation Guidelines section of the Feedback Certificate.

For Loan Prospector Mortgages, if any information changes during the processing of a loan application that requires resubmission to Loan Prospector, the Seller must comply with the requirements of the Documentation Level resulting from the resubmission.

All Non-Loan Prospector Mortgages must at least be documented according to Standard Documentation (see Section 37.23).

37.21: Documentation Level overview (Future effective date 03/01/09)
These requirements will become effective on 03/01/09. View current requirements.
The Documentation Level shown on the Feedback Certificate indicates the minimum level of documentation acceptable for a Loan Prospector® Mortgage. The Seller must provide the documentation required in this chapter for the Documentation Level returned.

The specific documentation requirements for each Documentation Level are contained in the following sections:

	•
	Section 37.22, if the Documentation Level is Streamlined Accept


	•
	Section 37.23, if the Documentation Level is Standard


The Documentation Level for users of Loan Prospector Classic will be identified in a feedback message under the Documentation Guidelines section of the Feedback Certificate.

For Loan Prospector Mortgages, if any information changes during the processing of a loan application that requires resubmission to Loan Prospector, the Seller must comply with the requirements of the Documentation Level resulting from the resubmission.

All Non-Loan Prospector Mortgages must at least be documented according to Standard Documentation (see Section 37.23).

37.21.1: Accept Plus Documentation requirements (09/13/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
The following requirements apply to Loan Prospector® Mortgages that receive an Accept Plus Documentation Level.

	(a)
	Employment and income documentation
For Accept Plus Mortgages, unless Borrower income from self-employment is more than 25% of Stated Income, the Seller must document the primary (largest) source of income. All other sources of income may be used as stated on the application without verifying documentation. See Section 37.21.1(a)7 and Section J33.13(a) for special provisions relating to Initial InterestSM Mortgages using Stated Income. The following requirements apply to documenting primary income source unless noted.

1.
Employed Borrowers
The Seller may use Stated Income. Obtain one of the following to verify employment:

•
A verbal verification of employment, or

•
The most recent paystub or salary voucher, or

•
A written VOE

An employed Borrower who receives commission income or is employed by the property seller, real estate broker or a closely held family business may follow the same documentation requirements above.

If the Borrower's income is received on a per job or contract basis, Stated Income may be used, and the signed pages one and two of the individual Borrower's most recent (one year) federal income tax return are required to document employment.
2.
Self-employed Borrowers
If more than 25% of the Borrower's income is from self-employment, Stated Income may be used regardless of the length of time the Borrower has been self-employed. The following documentation must be obtained to evidence employment even if self-employment is not the Borrower's primary source of income:

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

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

If the Borrower owns more than 25% of the business, the Seller must indicate that the Borrower is self-employed in data submitted to Loan Prospector.

If less than 25% of the Borrower's income is from self-employment, Stated Income may be used regardless of the length of time the Borrower has been self-employed, but the Seller need only document the primary source of income. The Seller must still indicate that the Borrower is self-employed in data submitted to Loan Prospector.
3.
Nonemployed income
If the Borrower receives income from sources other than employment or self-employment, such as Social Security, trust, investments, etc., the Seller may use Stated Income. If nonemployed income is the primary source of income, the Seller must obtain one of the following:

•
Written verification of the source, such as an award letter from Social Security, pension statement or IRS Form 1099, or

•
Signed pages one and two of the individual Borrower's most recent (one year) federal income tax return and signed Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information)
4.
Rental income
Seller may use Stated Income for rents received from the subject property or other rental properties and if this is the primary source of income, must obtain one of the following:

•
Freddie Mac Form 998, Operating Income Statement, or

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

For Accept Plus Mortgages, rental income from a live-in aide to a Borrower with disabilities may be used as stated on the application without verifying documentation.

See Section 37.14 for requirements on using rental income to qualify the Borrower.
5.
Alimony, child support or separate maintenance
The Seller may use Stated Income from alimony, child support or separate maintenance. If this is the primary source of income, the Seller must document the likelihood of continued receipt for three years by obtaining evidence of the Borrower's right to receive it (the Seller may use selected pages from the separation agreement or divorce decree, as applicable) and one of the following:

•
Proof of receipt for the most recent three months through evidence from the court

•
Three months canceled checks

•
Three months of bank statements showing the deposits

6.
Gaps in employment
No explanation is required for gaps in employment.
7.
Initial Interest Mortgages with Stated Income
For Initial Interest Mortgages that receive an Accept Plus documentation level, Seller must determine if the Stated Income submitted to Loan Prospector is reasonable using the approach and standards described in Section J33.13(a). If Seller determines that the Stated Income is not reasonable, Seller must verify the Borrower's income and employment in accordance with the Streamlined Accept Documentation requirements of Section 37.22. On the basis of the Borrower's verified income and employment, Seller must determine whether, pursuant to the standards set forth in Section 2.2.1(k), the loan information must be resubmitted to Loan Prospector prior to the closing of the Mortgage. Consistent with the provisions of Section 37.21, if Seller determines that resubmission to Loan Prospector is required, Seller must comply with the requirements of the Documentation Level resulting from the resubmission.



	(b)
	Asset documentation
1.
Funds on deposit/exchange-traded assets
All Borrower Funds must be verified. The following documentation is required for depository accounts or sale of exchange-traded assets such as stocks and bonds:

•
Depository or brokerage statement covering the most recent month for each account included in the assets section of the application. For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds are from a source meeting the requirements of Chapter 26. If a portion of the Borrower's funds were to be saved by the Borrower between the date of loan application and the date of loan closing, then the Mortgage file documents should show that funds were accumulated prior to closing.

•
For funds from a retirement account (including IRA, 401K or other IRS-approved accounts), the most recent statement and conditions under which the funds may be withdrawn or borrowed. Assets in the account must be sufficient to cover funds needed for closing and any penalty.

If stocks, bonds or any part of a retirement account are to be liquidated, proof of liquidation is not required.
2.
Sale of real property
Proceeds from the sale of real property must be verified by one of the following:

•
A HUD-1 form, or other equivalent closing statement

•
Executed buyout agreement accompanying a settlement statement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)

As an alternative, the Seller may disregard the PITI on the Borrower's previous residence if the Borrower provides all of the following:

•
An executed sales contract for the previous residence

•
A lender's commitment to the buyer for the previous residence, if a executed sales contract contains a financing contingency

•
Evidence of reserves of six months' payments covering any liens on the previous residence
3.
Sale of an asset
Proceeds from the sale of an asset other than real property or exchange-traded securities must be verified with:

•
A bill of sale, and

•
Proof of receipt

or, all of the following:

•
Documentation of the existence and Borrower ownership of the asset (e.g., car title), and

•
Documentation of the value of the asset by a third party (e.g., blue book or appraisal), and

•
Documentation that a buyer exists at the specified price (e.g., letter of intent or contract)

4.
Gifts
Written verification meeting the requirements of Section 37.20.
5.
Reserves
No reserves are required. However, if reserves are entered into Loan Prospector, the reserves must be verified.




37.21.1: Accept Plus Documentation requirements (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Effective March 1, 2009, Section 37.21.1 is deleted.
The following requirements apply to Loan Prospector® Mortgages that receive an Accept Plus Documentation Level.

	(a)
	Employment and income documentation
For Accept Plus Mortgages, unless Borrower income from self-employment is more than 25% of Stated Income, the Seller must document the primary (largest) source of income. All other sources of income may be used as stated on the application without verifying documentation. The following requirements apply to documenting primary income source unless noted.

1.
Employed Borrowers
The Seller may use Stated Income. Obtain one of the following to verify employment:

•
A verbal verification of employment, or

•
The most recent paystub or salary voucher, or

•
A written VOE

An employed Borrower who receives commission income or is employed by the property seller, real estate broker or a closely held family business may follow the same documentation requirements above.

If the Borrower's income is received on a per job or contract basis, Stated Income may be used, and the signed pages one and two of the individual Borrower's most recent (one year) federal income tax return are required to document employment.
2.
Self-employed Borrowers
If more than 25% of the Borrower's income is from self-employment, Stated Income may be used regardless of the length of time the Borrower has been self-employed. The following documentation must be obtained to evidence employment even if self-employment is not the Borrower's primary source of income:

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

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

If the Borrower owns more than 25% of the business, the Seller must indicate that the Borrower is self-employed in data submitted to Loan Prospector.

If less than 25% of the Borrower's income is from self-employment, Stated Income may be used regardless of the length of time the Borrower has been self-employed, but the Seller need only document the primary source of income. The Seller must still indicate that the Borrower is self-employed in data submitted to Loan Prospector.
3.
Nonemployed income
If the Borrower receives income from sources other than employment or self-employment, such as Social Security, trust, investments, etc., the Seller may use Stated Income. If nonemployed income is the primary source of income, the Seller must obtain one of the following:

•
Written verification of the source, such as an award letter from Social Security, pension statement or IRS Form 1099, or

•
Signed pages one and two of the individual Borrower's most recent (one year) federal income tax return and signed Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information)
4.
Rental income
Seller may use Stated Income for rents received from the subject property or other rental properties and if this is the primary source of income, must obtain one of the following:

•
Freddie Mac Form 998, Operating Income Statement, or

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

For Accept Plus Mortgages, rental income from a live-in aide to a Borrower with disabilities may be used as stated on the application without verifying documentation.

See Section 37.14 for requirements on using rental income to qualify the Borrower.
5.
Alimony, child support or separate maintenance
The Seller may use Stated Income from alimony, child support or separate maintenance. If this is the primary source of income, the Seller must document the likelihood of continued receipt for three years by obtaining evidence of the Borrower's right to receive it (the Seller may use selected pages from the separation agreement or divorce decree, as applicable) and one of the following:

•
Proof of receipt for the most recent three months through evidence from the court

•
Three months canceled checks

•
Three months of bank statements showing the deposits

6.
Gaps in employment
No explanation is required for gaps in employment.
7.
Initial Interest Mortgages with Stated Income
For Initial Interest Mortgages that receive an Accept Plus documentation level, Seller must determine if the Stated Income submitted to Loan Prospector is reasonable using the approach and standards described in Section J33.13(a). If Seller determines that the Stated Income is not reasonable, Seller must verify the Borrower's income and employment in accordance with the Streamlined Accept Documentation requirements of Section 37.22. On the basis of the Borrower's verified income and employment, Seller must determine whether, pursuant to the standards set forth in Section 2.2.1(k), the loan information must be resubmitted to Loan Prospector prior to the closing of the Mortgage. Consistent with the provisions of Section 37.21, if Seller determines that resubmission to Loan Prospector is required, Seller must comply with the requirements of the Documentation Level resulting from the resubmission.



	(b)
	Asset documentation
1.
Funds on deposit/exchange-traded assets
All Borrower Funds must be verified. The following documentation is required for depository accounts or sale of exchange-traded assets such as stocks and bonds:

•
Depository or brokerage statement covering the most recent month for each account included in the assets section of the application. For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds are from a source meeting the requirements of Chapter 26. If a portion of the Borrower's funds were to be saved by the Borrower between the date of loan application and the date of loan closing, then the Mortgage file documents should show that funds were accumulated prior to closing.

•
For funds from a retirement account (including IRA, 401K or other IRS-approved accounts), the most recent statement and conditions under which the funds may be withdrawn or borrowed. Assets in the account must be sufficient to cover funds needed for closing and any penalty.

If stocks, bonds or any part of a retirement account are to be liquidated, proof of liquidation is not required.
2.
Sale of real property
Proceeds from the sale of real property must be verified by one of the following:

•
A HUD-1 form, or other equivalent closing statement

•
Executed buyout agreement accompanying a settlement statement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)
3.
Sale of an asset
Proceeds from the sale of an asset other than real property or exchange-traded securities must be verified with:

•
A bill of sale, and

•
Proof of receipt

or, all of the following:

•
Documentation of the existence and Borrower ownership of the asset (e.g., car title), and

•
Documentation of the value of the asset by a third party (e.g., blue book or appraisal), and

•
Documentation that a buyer exists at the specified price (e.g., letter of intent or contract)
4.
Reserves
No reserves are required. However, if reserves are entered into Loan Prospector, the reserves must be verified.




37.22: Streamlined Accept Documentation requirements (09/13/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
The following requirements apply to Loan Prospector® Mortgages that receive a Streamlined Accept Documentation Level.

	(a)
	Employment and income information
1.
Employed Borrowers
To verify employment and income, the Seller must obtain one of the following:

•
The most recent year-to-date (YTD) paystub or salary voucher documenting one full month earnings (if the most recent pay stub or salary voucher does not show YTD earnings for at least the most recent 30 days, obtain additional pay stub(s) or salary vouchers that cover a 30-day period) and W-2 forms covering the most recent tax year

•
If only base pay is used for qualifying, the most recent pay stub and a verbal verification of employment, meeting the requirements of Section 37.20, and confirming that the Borrower has been with the same employer for one year

•
A written VOE covering the most recent one year

If the Borrower's income is received on a per job or contract basis, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent one year.

For an employed Borrower who receives commission income or is employed by the property seller, real estate broker or a closely held family business, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent one year.
2.
Self-employed Borrowers
If the Borrower owns 25% or more of a business, the Seller must indicate that the Borrower is self-employed in the data submitted to Loan Prospector.

To document self-employed income, obtain the individual Borrower's complete most recent (one year) federal income tax return and obtain a signed Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent tax year.

The self-employed documentation is required even if the income is not being used to qualify the Borrower. The Seller must use the documentation to determine what effect the business income or loss has on other types of income.

Alternative Stated Income Mortgages
The provisions of this section titled "Alternative Stated Income Mortgages" are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

In lieu of the above requirements for documenting income from self-employment, the Seller may use stated self-employed income for Accept Mortgages meeting the following eligibility requirements (Alternative Stated Income Mortgages):

•
The Borrower has been self-employed in the same business for at least two years.

•
The Mortgage file contains:

•
Evidence confirming the current existence of the business. If a business requires a business license to operate, a copy of the current business license is preferred. If a business license is not required, other evidence or documentation may be provided from a third party, such as a signed statement from the Borrower's accountant, verbal verification with a local or state business regulatory or registration office or trade organization, and

•
Evidence confirming a two-year history of self-employment in the same business, such as Articles of Incorporation, a signed statement from Borrower's accountant, verbal verification with a local or state business regulatory or registration office or trade organization, the first business license issued, or two years of the Borrower's federal income tax returns or applicable schedules, and

•
Signed IRS Form 8821 or 4506, authorizing the release of information for the most recent two tax years (see Section 37.20 for options available to process the IRS forms)

•
All other income from employment or non-employment sources is verified in accordance with Section 37.22
•
The LTV ratio, TLTV ratio and home equity loan-to-value (HTLTV) ratio do not exceed 75%

•
The Mortgage is a purchase transaction Mortgage secured by a 1-unit Primary Residence

•
The Mortgage has a minimum Indicator Score as identified in accordance with Section 37.5, equal to or greater than 720. A Mortgage for which the Seller is unable to meet the minimum Indicator Score is not eligible to use stated income.

•
At least one Borrower whose income and assets were used for qualification purposes must have a credit history containing three tradelines that have been open and active for two years

•
Although each Borrower is not required to have a minimum Mortgage payment history, the Seller must verify both current and prior Mortgage payment histories for the last 12 months (whenever a Mortgage payment history exists). If the credit reports obtained do not contain a reference covering at least the most recent 12 months for the Borrower's Mortgage, the Seller must directly verify and document in the Mortgage file the Borrower's Mortgage payment history in accordance with Section 37.11(b). The Seller must warrant that during the prior 12-month period, each Borrower was never 30 days or more delinquent on any Mortgage or combination of Mortgages.

•
There is no history of bankruptcy, foreclosure or deed-in-lieu of foreclosure in the last seven years shown on the credit report or elsewhere in the Mortgage file

•
The Borrower's monthly debt-to-income ratio must not exceed 41%

•
The Borrower has provided the greater of $25,000 or 25% down payment from Borrower Funds. Borrower Funds may come from cash or other Equity, as defined in Sections 26.2 and 26.3 with the exception that gifts, grants and Sweat Equity are not permitted.

•
Verification of a minimum of reserves equal to six monthly payments of PITI is required

•
Regardless of any Loan Prospector Feedback Certificate message to the contrary, the Seller must obtain an appraisal report with an interior and exterior inspection that meets the requirements of Chapter 44
•
The Mortgage must not be any of the following:

•
A Seasoned Mortgage or a Seasoned Mortgage for a Newly Constructed Home

•
A Mortgage subject to negative amortization

•
An Alt 97® Mortgage

•
A Home Possible® Mortgage

•
A Section 502 GRH Mortgage

•
A Section 184 Native American Mortgage

•
An A-minus Mortgage

A special postsettlement delivery fee (delivery fee) will be assessed and billed to the Seller in conjunction with the sale of Alternative Stated Income Mortgages. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Alternative Stated Income Mortgages delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2. See Section 17.32 for delivery requirements for Alternative Stated Income Mortgages.

The Seller is not required to obtain federal business tax returns, balance sheet or YTD profit and loss for the Borrower's business.

See Section J33.13(a) for special provisions relating to Initial InterestSM Mortgages that are Alternative Stated Income Mortgages.
3.
Non-employed income
If the Borrower receives income from sources other than employment or self-employment, such as Social Security, trust, investments, etc., the Seller must obtain one of the following:

•
Written verification of the income, such as an award letter from Social Security, pension statement or IRS 1099

•
The individual Borrower's complete federal income tax return for the most recent one year and a signed IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent tax year
4.
Rental income
Rental income for the subject property or other rental properties must be documented using one of the following:

•
Freddie Mac Form 998, Operating Income Statement

•
The individual Borrower's complete federal income tax return for the most recent one year

•
Signed leases may be obtained to substantiate current rent

•
If a Borrower with disabilities is qualifying with rental income from a live-in aide for a 1-unit Primary Residence, the rental income must be documented with a 12-month rental payment history such as copies of canceled checks. The live-in aide must also provide documentation to evidence a history of shared residency such as a driver's license, bill, bank statement, etc., that shows the address of the live-in aide to be the same as the Borrower's address, and provide an affidavit of intent to reside with the Borrower for the foreseeable future.

See Section 37.14 for requirements on using rental income to qualify the Borrower.
5.
Alimony, child support or separate maintenance
Alimony, child support or separate maintenance that is used as qualifying income must be documented to show likelihood of continued receipt for three years by obtaining evidence of Borrower's right to receive it (the Seller may use selected pages from the separation agreement or divorce decree, as applicable), and one of the following:

•
Proof of receipt for the most recent three months through evidence from the court

•
Three months of canceled checks

•
Three months of bank statements showing deposits

6.
Gaps in employment
No explanation is required for gaps in employment.



	(b)
	Asset documentation
1.
Funds on deposit/exchange-traded assets
All Borrower Funds must be verified. The following documentation is required for depository accounts or sale of exchange-traded assets such as stocks and bonds:

•
A depository or brokerage statement covering the most recent month for each account included in the assets section of the application. For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds are from a source meeting the requirements of Chapter 26. If a portion of the Borrower's funds were to be saved by the Borrower between the date of loan application and the date of loan closing, then the Mortgage file documents should show that funds were accumulated prior to closing.

•
For funds from a retirement account (including IRA, 401K or other IRS-approved accounts), provide the most recent statement and conditions under which the funds may be withdrawn or borrowed. Assets in the account must be sufficient to cover funds needed for closing and any penalty.

If stocks, bonds or any part of a retirement account are to be liquidated, proof of liquidation is not required.
2.
Sale of real property
Proceeds from sale of real property must be verified by one of the following:

•
A HUD-1 form, or other equivalent closing statement

•
Executed buy-out agreement accompanying a settlement statement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)

As an alternative, the Seller may disregard the PITI on the Borrower's previous residence if the Borrower provides all of the following:

•
An executed sales contract for the previous residence

•
A lender's commitment to the buyer for the previous residence, if an executed sales contract contains a financing contingency

•
Evidence of reserves of six months' payments covering any liens on the previous residence
3.
Sale of an asset
Proceeds from the sale of an asset other than real property or exchange-traded securities must be verified with:

•
A bill of sale, and

•
Proof of receipt

or, all of the following:

•
Documentation of the existence and Borrower ownership of the asset (e.g., car title), and

•
Documentation of the value of the asset by a third party (e.g., blue book or appraisal), and

•
Documentation that a buyer exists at the specified price (e.g., letter of intent or contract)
4.
Gifts
Written verification meeting the requirements of Section 37.20(a).
5.
Reserves
No reserves are required. However, if reserves are entered into Loan Prospector, the reserves must be verified.




37.22: Streamlined Accept Documentation requirements (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
The following requirements apply to Loan Prospector® Mortgages that receive a Streamlined Accept Documentation Level.

	(a)
	Employment and income information
1.
Employed Borrowers
To verify employment and income, the Seller must obtain one of the following:

•
The most recent year-to-date (YTD) paystub or salary voucher documenting one full month earnings (if the most recent pay stub or salary voucher does not show YTD earnings for at least the most recent 30 days, obtain additional pay stub(s) or salary vouchers that cover a 30-day period) and W-2 forms covering the most recent tax year

•
If only base pay is used for qualifying, the most recent pay stub and a verbal verification of employment, meeting the requirements of Section 37.20, and confirming that the Borrower has been with the same employer for one year

•
A written VOE covering the most recent one year

If the Borrower's income is received on a per job or contract basis, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent one year.

For an employed Borrower who receives commission income or is employed by the property seller, real estate broker or a closely held family business, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent one year.
2.
Self-employed Borrowers
If the Borrower owns 25% or more of a business, the Seller must indicate that the Borrower is self-employed in the data submitted to Loan Prospector.

To document self-employed income, obtain the individual Borrower's complete most recent (one year) federal income tax return and obtain a signed Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent tax year.

The self-employed documentation is required even if the income is not being used to qualify the Borrower. The Seller must use the documentation to determine what effect the business income or loss has on other types of income.
3.
Non-employed income
If the Borrower receives income from sources other than employment or self-employment, such as Social Security, trust, investments, etc., the Seller must obtain one of the following:

•
Written verification of the income, such as an award letter from Social Security, pension statement or IRS 1099

•
The individual Borrower's complete federal income tax return for the most recent one year and a signed IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent tax year
4.
Rental income
Rental income for the subject property or other rental properties must be documented using one of the following:

•
Freddie Mac Form 998, Operating Income Statement

•
The individual Borrower's complete federal income tax return for the most recent one year

•
Signed leases may be obtained to substantiate current rent

•
If a Borrower with disabilities is qualifying with rental income from a live-in aide for a 1-unit Primary Residence, the rental income must be documented with a 12-month rental payment history such as copies of canceled checks. The live-in aide must also provide documentation to evidence a history of shared residency such as a driver's license, bill, bank statement, etc., that shows the address of the live-in aide to be the same as the Borrower's address, and provide an affidavit of intent to reside with the Borrower for the foreseeable future.

See Section 37.14 for requirements on using rental income to qualify the Borrower.
5.
Alimony, child support or separate maintenance
Alimony, child support or separate maintenance that is used as qualifying income must be documented to show likelihood of continued receipt for three years by obtaining evidence of Borrower's right to receive it (the Seller may use selected pages from the separation agreement or divorce decree, as applicable), and one of the following:

•
Proof of receipt for the most recent three months through evidence from the court

•
Three months of canceled checks

•
Three months of bank statements showing deposits

6.
Gaps in employment
No explanation is required for gaps in employment.



	(b)
	Asset documentation
1.
Funds on deposit/exchange-traded assets
All Borrower Funds must be verified. The following documentation is required for depository accounts or sale of exchange-traded assets such as stocks and bonds:

•
A depository or brokerage statement covering the most recent month for each account included in the assets section of the application. For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds are from a source meeting the requirements of Chapter 26. If a portion of the Borrower's funds were to be saved by the Borrower between the date of loan application and the date of loan closing, then the Mortgage file documents should show that funds were accumulated prior to closing.

•
For funds from a retirement account (including IRA, 401K or other IRS-approved accounts), provide the most recent statement and conditions under which the funds may be withdrawn or borrowed. Assets in the account must be sufficient to cover funds needed for closing and any penalty.

If stocks, bonds or any part of a retirement account are to be liquidated, proof of liquidation is not required.
2.
Sale of real property
Proceeds from sale of real property must be verified by one of the following:

•
A HUD-1 form, or other equivalent closing statement

•
Executed buy-out agreement accompanying a settlement statement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)
3.
Sale of an asset
Proceeds from the sale of an asset other than real property or exchange-traded securities must be verified with:

•
A bill of sale, and

•
Proof of receipt

or, all of the following:

•
Documentation of the existence and Borrower ownership of the asset (e.g., car title), and

•
Documentation of the value of the asset by a third party (e.g., blue book or appraisal), and

•
Documentation that a buyer exists at the specified price (e.g., letter of intent or contract)
4.
Gifts
Written verification meeting the requirements of Section 37.20(a).
5.
Reserves
No reserves are required. However, if reserves are entered into Loan Prospector, the reserves must be verified.




37.23: Standard Documentation requirements (09/13/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
The following requirements apply to Loan Prospector® Mortgages that receive a Standard Documentation Level. These requirements also apply to all Non-Loan Prospector Mortgages.

	(a)
	Employment and income documentation
1.
Employed Borrowers
To verify employment and income, the Seller must obtain one of the following:

•
The most recent YTD paystub or salary voucher documenting one full month earnings (if the most recent pay stub or salary voucher does not show YTD earnings for the most recent 30 days, obtain additional pay stub or salary voucher that covers the 30-day period) and W-2 forms covering the two most recent tax years and a verbal verification1
--------------------------

1
In lieu of the verbal verification of employment, the Seller may provide an additional pay stub from the same employer that meets the requirements of Section 37.20 and is dated after the date of the application.

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

•
A written VOE covering the most recent two years

If the Borrower's income is received on a per job or contract basis, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent two years.

For an employed Borrower who receives commission income or is employed by the property seller, real estate broker or a closely held family business, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent two years.

2.
Self-employed Borrowers
If the Borrower owns 25% or more of a business, the Seller must indicate that the Borrower is self-employed in the data submitted to Loan Prospector.

To document self-employed income, the Seller must:

•
Obtain the individual Borrower's two most recent complete federal income tax returns, and obtain a signed IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent two tax years, and

•
Obtain two years complete business tax returns for each business providing income to the Borrower for qualification

Or

•
Document that the individual tax returns show self-employed income increased over the past two years, Borrower Funds are not coming from the business account and the Borrower has been self-employed in the same business for at least five years. If all of these apply, the Seller does not need to obtain business tax returns.

This documentation is required even if the income is not being used in qualifying the Borrower. The Seller must use the documentation to determine what effect the business income or loss has on other types of income.

Alternative Stated Income Mortgages
The provisions of this section titled "Alternative Stated Income Mortgages" are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

In lieu of above requirements for documenting income from self-employment, the Seller may use stated self-employed income for Non-Loan Prospector Mortgages and Accept Mortgages (collectively Alternative Stated Income Mortgages) meeting the following eligibility requirements:

•
The Borrower has been self-employed in the same business for at least two years

•
The Mortgage file contains:

•
Evidence confirming the current existence of the business. If a business requires a business license to operate, a copy of the current business license is preferred. If a business license is not required, other evidence or documentation may be provided from a third party, such as a signed statement from the Borrower's accountant, verbal verification with a local or state business regulatory or registration office or trade organization, and

•
Evidence confirming a two-year history of self-employment in the same business, such as Articles of Incorporation, a signed statement from Borrower's accountant, verbal verification with a local or state business regulatory or registration office or trade organization, the first business license issued or two years of the Borrower's federal income tax returns or applicable schedules, and

•
Signed IRS Form 8821 or 4506, authorizing the release of information for the most recent two tax years (see Section 37.20 for options available to process the IRS forms)

•
All other income from employment or non-employment sources is verified in accordance with Section 37.23
•
The LTV ratio, TLTV ratio and HTLTV ratio do not exceed 75%.

•
The Mortgage is a purchase transaction Mortgage secured by a 1-unit Primary Residence

•
The Mortgage has a minimum Indicator Score as identified in accordance with Section 37.5, equal to or greater than 720. A Mortgage for which the Seller is unable to meet the minimum Indicator Score is not eligible to use stated self-employed income.

•
At least one Borrower whose income and assets were used for qualification purposes must have a credit history containing three tradelines that have been open and active for two years

•
Although each Borrower is not required to have a minimum Mortgage payment history, the Seller must verify both current and prior Mortgage payment histories for the last 12 months (whenever a Mortgage payment history exists). If the credit reports obtained do not contain a reference covering at least the most recent 12 months for the Borrower's Mortgage, the Seller must directly verify and document in the Mortgage file the Borrower's Mortgage payment history in accordance with Section 37.11(b). The Seller must warrant that during the prior 12-month period, each Borrower was never 30 days or more delinquent on any Mortgage or combination of Mortgages.

•
There is no history of bankruptcy, foreclosure or deed-in-lieu of foreclosure in the last seven years shown on the credit report or elsewhere in the Mortgage file

•
The Borrower's monthly debt-to-income ratio must not exceed 41%

•
The Borrower has provided the greater of $25,000 or 25% down payment from Borrower Funds. Borrower Funds may come from cash or other Equity, as defined in Sections 26.2 and 26.3 with the exception that gifts, grants and Sweat Equity are not permitted.

•
Verification of a minimum of reserves equal to six monthly payments of PITI is required

•
Regardless of any Loan Prospector Feedback Certificate message to the contrary, the Seller must obtain an appraisal report with an interior and exterior inspection that meets requirements of Chapter 44
•
The Mortgage must not be any of the following:

•
A Seasoned Mortgage or a Seasoned Mortgage for a Newly Constructed Home

•
A Mortgage subject to negative amortization

•
An Alt 97® Mortgage

•
A Home Possible® Mortgage

•
A Section 502 GRH Mortgage

•
A Section 184 Native American Mortgage

•
An A-minus Mortgage

A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of Alternative Stated Income Mortgages. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the Alternative Stated Income Mortgages delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2. See Section 17.32 for delivery requirements for Mortgages with stated income.

The Seller is not required to obtain a balance sheet or YTD profit and loss statement.

See Section J33.13(a) for special provisions relating to Initial InterestSM Mortgages that are Alternative Stated Income Mortgages.
3.
Non-employed income
If the Borrower receives income from sources other than employment or self-employment, such as Social Security, trust, investments, etc., the Seller must obtain one of the following:

•
Written verification of the income, such as an award letter from Social Security, pension statement or IRS 1099

•
The individual Borrower's complete federal income tax return for the most recent two years and a signed IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent two years
4.
Rental income
Rental income for the subject property or other rental properties must be documented using one of the following:

•
Freddie Mac Form 998, Operating Income Statement

•
The individual Borrower's complete federal income tax return for the most recent one year

•
Signed leases may be obtained to substantiate current rent

•
If a Borrower with disabilities is qualifying with rental income from a live-in aide for a 1-unit Primary Residence, the rental income must be documented with a 12-month payment history such as copies of canceled checks. The live-in aide must also provide documentation to evidence a history of shared residency such as a driver's license, bill, bank statement, etc., that shows the address of the live-in aide to be the same as the Borrower's address and provide an affidavit to reside with the Borrower for the foreseeable future.

See Section 37.14 for requirements on using rental income to qualify the Borrower.
5.
Alimony, child support or separate maintenance
Alimony, child support or separate maintenance that is used as qualifying income must be documented to show likelihood of continued receipt for three years by obtaining evidence of Borrower's right to receive it (the Seller may use selected pages from the separation agreement or divorce decree, as applicable) and one of the following:

•
Proof of receipt for the most recent three months through evidence from the court

•
Three months of canceled checks

•
Three months of bank statements showing deposits

6.
Gaps in employment
Gaps in employment that are more than 60 days in length must be documented on the Uniform Residential Loan Application and an explanation from the Borrower included in the Mortgage file.



	(b)
	Asset documentation
1.
Funds on deposit/exchange-traded assets
All Borrower Funds must be verified. The following documentation is required for depository accounts or sale of exchange-traded assets such as stocks and bonds:

•
A depository or brokerage statement covering the two most recent months for each account included in the assets section of the application. For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds are from a source meeting the requirements of Chapter 26. If a portion of the Borrower's funds were to be saved by the Borrower between the date of loan application and the date of loan closing, then the Mortgage file documents should show that funds were accumulated prior to closing.

•
For funds from a retirement account (including IRA, 401K or other IRS-approved accounts), provide the most recent statement and conditions under which the funds may be withdrawn or borrowed. Assets in the account must be sufficient to cover funds needed for closing and any penalty.

If stocks, bonds or any part of a retirement account are to be liquidated, proof of liquidation is not required.
2.
Sale of real property
Proceeds from sale of real property must by verified by one of the following:

•
HUD-1 form, or other equivalent closing statement

•
Executed buyout agreement accompanying a settlement statement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)

As an alternative, the Seller may disregard the PITI on the Borrower's previous residence if the Borrower provides all of the following:

•
An executed sales contract for the previous residence

•
A lender's commitment to the buyer for the previous residence, if an executed sales contract contains a financing contingency

•
Evidence of reserves of six months' payments covering any liens on the previous residence
3.
Sale of an asset
Proceeds from the sale of an asset other than real property or exchange-traded securities must be verified with:

•
A bill of sale, and

•
Proof of receipt

or, all of the following:

•
Documentation of the existence and Borrower ownership of the asset (e.g., car title), and

•
Documentation of the value of the asset by a third party (e.g., blue book or appraisal), and

•
Documentation that a buyer exists at the specified price (e.g., letter of intent or contract)

4.
Gifts
Written verification meeting the requirements of Section 37.20(a).
5.
Reserves
No reserves are required. However, if reserves are entered into Loan Prospector, the reserves must be verified.

For Manually Underwritten Mortgages, if the underwriter uses reserves as a compensating factor in qualifying the Borrower, they must be verified.




37.23: Standard Documentation requirements (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
The following requirements apply to Loan Prospector® Mortgages that receive a Standard Documentation Level. These requirements also apply to all Non-Loan Prospector Mortgages.

	(a)
	Employment and income documentation
1.
Employed Borrowers
To verify employment and income, the Seller must obtain one of the following:

•
The most recent YTD paystub or salary voucher documenting one full month earnings (if the most recent pay stub or salary voucher does not show YTD earnings for the most recent 30 days, obtain additional pay stub or salary voucher that covers the 30-day period) and W-2 forms covering the two most recent tax years and a verbal verification1
--------------------------

1
In lieu of the verbal verification of employment, the Seller may provide an additional pay stub from the same employer that meets the requirements of Section 37.20 and is dated after the date of the application.

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

•
A written VOE covering the most recent two years

If the Borrower's income is received on a per job or contract basis, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent two years.

For an employed Borrower who receives commission income or is employed by the property seller, real estate broker or a closely held family business, the Seller must obtain the individual Borrower's complete federal income tax return for the most recent two years.
2.
Self-employed Borrowers
If the Borrower owns 25% or more of a business, the Seller must indicate that the Borrower is self-employed in the data submitted to Loan Prospector.

To document self-employed income, the Seller must:

•
Obtain the individual Borrower's two most recent complete federal income tax returns, and obtain a signed IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent two tax years, and

•
Obtain two years complete business tax returns for each business providing income to the Borrower for qualification

Or

•
Document that the individual tax returns show self-employed income increased over the past two years, Borrower Funds are not coming from the business account and the Borrower has been self-employed in the same business for at least five years. If all of these apply, the Seller does not need to obtain business tax returns.

This documentation is required even if the income is not being used in qualifying the Borrower. The Seller must use the documentation to determine what effect the business income or loss has on other types of income.
3.
Non-employed income
If the Borrower receives income from sources other than employment or self-employment, such as Social Security, trust, investments, etc., the Seller must obtain one of the following:

•
Written verification of the income, such as an award letter from Social Security, pension statement or IRS 1099

•
The individual Borrower's complete federal income tax return for the most recent two years and a signed IRS Form 8821 or 4506 (or alternate form acceptable to the IRS that authorizes the release of comparable information) for the most recent two years
4.
Rental income
Rental income for the subject property or other rental properties must be documented using one of the following:

•
Freddie Mac Form 998, Operating Income Statement

•
The individual Borrower's complete federal income tax return for the most recent one year

•
Signed leases may be obtained to substantiate current rent

•
If a Borrower with disabilities is qualifying with rental income from a live-in aide for a 1-unit Primary Residence, the rental income must be documented with a 12-month payment history such as copies of canceled checks. The live-in aide must also provide documentation to evidence a history of shared residency such as a driver's license, bill, bank statement, etc., that shows the address of the live-in aide to be the same as the Borrower's address and provide an affidavit to reside with the Borrower for the foreseeable future.

See Section 37.14 for requirements on using rental income to qualify the Borrower.

5.
Alimony, child support or separate maintenance
Alimony, child support or separate maintenance that is used as qualifying income must be documented to show likelihood of continued receipt for three years by obtaining evidence of Borrower's right to receive it (the Seller may use selected pages from the separation agreement or divorce decree, as applicable) and one of the following:

•
Proof of receipt for the most recent three months through evidence from the court

•
Three months of canceled checks

•
Three months of bank statements showing deposits

6.
Gaps in employment
Gaps in employment that are more than 60 days in length must be documented on the Uniform Residential Loan Application and an explanation from the Borrower included in the Mortgage file.



	(b)
	Asset documentation
1.
Funds on deposit/exchange-traded assets
All Borrower Funds must be verified. The following documentation is required for depository accounts or sale of exchange-traded assets such as stocks and bonds:

•
A depository or brokerage statement covering the two most recent months for each account included in the assets section of the application. For any account that was opened within 90 days of verification, or has a balance that is significantly greater than the previously shown balance, the Seller must include reliable documentation that the funds are from a source meeting the requirements of Chapter 26. If a portion of the Borrower's funds were to be saved by the Borrower between the date of loan application and the date of loan closing, then the Mortgage file documents should show that funds were accumulated prior to closing.

•
For funds from a retirement account (including IRA, 401K or other IRS-approved accounts), provide the most recent statement and conditions under which the funds may be withdrawn or borrowed. Assets in the account must be sufficient to cover funds needed for closing and any penalty.

If stocks, bonds or any part of a retirement account are to be liquidated, proof of liquidation is not required.
2.
Sale of real property
Proceeds from sale of real property must by verified by one of the following:

•
HUD-1 form, or other equivalent closing statement

•
Executed buyout agreement accompanying a settlement statement that is part of an employer relocation plan where the employer/relocation company takes responsibility for the outstanding Mortgage(s)
3.
Sale of an asset
Proceeds from the sale of an asset other than real property or exchange-traded securities must be verified with:

•
A bill of sale, and

•
Proof of receipt

or, all of the following:

•
Documentation of the existence and Borrower ownership of the asset (e.g., car title), and

•
Documentation of the value of the asset by a third party (e.g., blue book or appraisal), and

•
Documentation that a buyer exists at the specified price (e.g., letter of intent or contract)
4.
Gifts
Written verification meeting the requirements of Section 37.20(a).
5.
Reserves
No reserves are required. However, if reserves are entered into Loan Prospector, the reserves must be verified.

For Manually Underwritten Mortgages, if the underwriter uses reserves as a compensating factor in qualifying the Borrower, they must be verified.




37.24: Signatures required (01/01/06)
The Security Instrument must be signed by each owner of the Mortgaged Premises. (See Exhibit 5, Authorized Changes to Notes, Riders, Security Instruments and the Uniform Residential Loan Application, for permissible changes to the Fannie Mae/Freddie Mac Uniform Instruments.) The Security Instrument must also be signed by each individual whose signature is necessary under the applicable statutory or decisional law of the State to create a valid lien, pass clear title, waive inchoate rights to property or assign earnings. The Note or applicable assumption agreement must be signed by any individual whose income or financial strength is needed to meet the Freddie Mac credit underwriting guidelines. If the Mortgage is delivered as an owner-occupied Mortgage, the Note must be signed by an Owner-Occupant.

37.25: Endorser, guarantor and surety (09/09/02)
Changes to these requirements have been announced and will become effective on 01/02/09.
A Mortgage with a personal endorser, guarantor and/or surety may be eligible for purchase by Freddie Mac provided the following requirements are met:

	•
	The endorsement, guaranty or surety agreement must not be qualified or limited in any manner


	•
	For Manually Underwritten Mortgages and A-minus Mortgages, when the LTV ratio is greater than 90%, the endorser, guarantor or surety 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%, a nonoccupying endorser, guarantor or surety is permitted, but the occupant Borrower must be able to qualify for the Mortgage in accordance with Sections 37.15 and 37.16. Further, the occupant Borrower must make a downpayment in accordance with Section 26.7.


	•
	For Accept Mortgages, a nonoccupying endorser, guarantor or surety is permitted when the LTV ratio is equal to or less than 95% and the occupant Borrower makes a downpayment in accordance with Section 26.7


	•
	The endorser, guarantor or surety may not be an interested party to the transaction (for example, the builder, seller or broker)


All underwriting criteria and documentation described in this chapter apply to the credit evaluation of an endorser, guarantor or surety. All applicable credit documentation must be submitted to Freddie Mac when the Mortgage is delivered to Freddie Mac for purchase.

37.25: Endorser, guarantor and surety (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
A Mortgage with a personal endorser, guarantor and/or surety may be eligible for purchase by Freddie Mac provided the following requirements are met:

	•
	The endorsement, guaranty or surety agreement must not be qualified or limited in any manner


	•
	For Manually Underwritten Mortgages and A-minus Mortgages, when the loan-to-value (LTV) ratio is greater than 90%, the endorser, guarantor or surety 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%, a nonoccupying endorser, guarantor or surety is permitted, but the occupant Borrower must be able to qualify for the Mortgage in accordance with Sections 37.15 and 37.16. Further, the occupant Borrower must make a down payment in accordance with Section 26.7.


	•
	For Accept Mortgages, a nonoccupying endorser, guarantor or surety is permitted when the LTV ratio is equal to or less than 95% and the occupant Borrower makes a down payment in accordance with Section 26.7


	•
	The endorser, guarantor or surety may not be an interested party to the transaction (for example, the builder, seller or broker)


All underwriting criteria and documentation described in this chapter apply to the credit evaluation of an endorser, guarantor or surety. All applicable credit documentation must be submitted to Freddie Mac when the Mortgage is delivered to Freddie Mac for purchase.

37.26: Special circumstances (06/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
In addition to the requirements related to Borrower credit reputation and Borrower capacity described in this chapter, other specific requirements related to Borrower credit reputation and Borrower capacity for special Mortgage products, offerings and special features are provided in the Guide in the sections noted below:

	Topic[image: image212.png]


 
	Section[image: image213.png]


 

	Second home Mortgages[image: image214.png]


 
	22.22(b)

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

	Investment Property Mortgages[image: image216.png]


 
	22.22.1(a), 22.22.1(b)

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

	Refinance Mortgages[image: image218.png]


 
	24.3(c), 24.4(b), 24.6

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

	Secondary financing[image: image220.png]


 
	25.1(c), 25.1(g)

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

	Temporary subsidy buydown plans[image: image222.png]


 
	25.4(b), 25.4(c)

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

	Unsecured loans[image: image224.png]


 
	26.6.1(b)

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

	Adjustable-rate Mortgages (ARMs)[image: image226.png]


 
	30.16(b)

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

	Seller-Owned Converted and Seller-Owned Modified Mortgages[image: image228.png]


 
	32.2(b), 32.6(c)

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

	A-minus Mortgages[image: image230.png]


 
	C33.2, C33.3

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

	Alt 97® Mortgages[image: image232.png]


 
	D33.3(a)

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

	Affordable Merit Rate® Mortgages[image: image234.png]


 
	E33.3

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

	Financed Permanent Buydown Mortgages[image: image236.png]


 
	F33.3

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

	Manufactured Homes[image: image238.png]


 
	H33.3(a), H33.5(a), H33.5(e)

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

	Initial InterestSM Mortgages[image: image240.png]


 
	J33.7, J33.8

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

	Mortgages for Newly Constructed Homes[image: image242.png]


 
	K33.9(b), K33.10

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

	Home Possible® Mortgages[image: image244.png]


 
	A34.8, A34.9

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

	Special federal housing initiatives[image: image246.png]


 
	35.2(d), 35.3(e), 35.4(c)

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

	Seasoned Mortgages[image: image248.png]


 
	36.2, 36.8

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


37.26: Special circumstances (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
In addition to the requirements related to Borrower credit reputation and Borrower capacity described in this chapter, other specific requirements related to Borrower credit reputation and Borrower capacity for special Mortgage products, offerings and special features are provided in the Guide in the sections noted below:
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