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Chapter 39:  Title Insurance
39.1: General Freddie Mac requirements (03/01/08)
Each Mortgage purchased by Freddie Mac must be covered by one of the following:

	•
	A paid-up Mortgage title insurance policy meeting the requirements in Section 39.2, or


	•
	An attorney's title opinion or certificate meeting the requirements in Section 39.3


A title insurance policy is mandatory for Mortgages secured by units in a Planned Unit Development or Condominium Project, dwellings on leasehold estates, Manufactured Homes, properties subject to deed restrictions or restrictive agreements, Texas Equity Section 50(a)(6) Mortgages and for Mortgages executed using a power of attorney.

39.2: Title insurance policy requirements (06/22/07)
Each title insurance policy must meet the following minimum requirements:

	(a)
	Title insurer
The title insurance policy must be written by a title insurer legally able to do business in the jurisdiction where the Mortgaged Premises are located.

The policy must be fully enforceable and protective of the mortgagee's rights and comply with all other requirements of this section.

Selection or acceptance of the title insurance company by the Seller must be based solely on considerations, such as the comprehensiveness of the policy, the financial ability of the company to stand behind its commitment, the company's record on settling claims and other considerations normally employed by institutional investors originating or purchasing Mortgages in the jurisdiction where the Mortgaged Premises are located. The selection or acceptance must not be based on receipt of any fee or other consideration by the Seller or its employees, officers or directors.



	(b)
	Amount of protection
The title insurance policy must protect the mortgagee up to at least the current principal balance of the Mortgage.



	(c)
	Beneficiary
The protection and benefits must run to Freddie Mac for Mortgages Purchased in Whole by Freddie Mac and to the Seller or the Servicer for Mortgages Purchased in Part by Freddie Mac.

If a Mortgage is registered with the Mortgage Electronic Systems Inc. (MERS) and is originated naming MERS as original mortgagee of record, solely as nominee for the Lender named in the Security Instrument and the Note, and Lender's successors and assigns, then the "insured Mortgage" covered by the title insurance policy must be identified in the title insurance policy as the Security Instrument given to MERS, solely as nominee for Lender and Lender's successors and assigns. However, under no circumstances may MERS be named as beneficiary of a title policy.

Furthermore, if a Mortgage is registered with MERS, the Seller/Servicer must arrange for all insurance drafts, notices, policies, invoices, etc., to be delivered directly to the Seller/Servicer. Although the MERS address appears in county land records, the address for MERS must not be given to organizations that normally direct mail to the Seller/Servicer or subservicer.



	(d)
	Form
The title insurance policy must be written on:

•
Effective for Mortgages with Note Dates on or after January 1, 2008, in those States where their use is permitted, either:

•
The American Land Title Association (ALTA) 2006 Loan Policy (adopted 6/17/06), or

•
The ALTA Short Form Residential Loan Policy One-To-Four Family (adopted 6/17/06).

•
For all other Mortgages, one of the following:

•
The ALTA 1992 Loan Policy (revised 10/17/92)

•
The ALTA Short Form Residential Loan Policy One- to Four-Family (adopted 10/21/00)

•
The ALTA Short Form Expanded Coverage Residential Loan Policy One- to Four-Family (adopted 10/22/03)

Sellers may use a title insurance policy written on a form other than one of the ALTA insurance policy forms described above, provided the Seller warrants that the coverage the policy provides is at least as broad as the coverage provided by the ALTA 2006 Loan Policy.

Regardless of the title insurance policy form used, the following endorsements must be attached to or, where applicable, incorporated by reference into the policy. When using the ALTA 2006 Loan Policy, the Seller must use the 2006 version of the applicable endorsement form (with the endorsement form number followed by -06 (6/17/06)):

•
An ALTA Form 8.1, Environmental Protection Lien Endorsement. Form 8.1 may make an exception only for specific State statutes that provide for possible subsequent "superliens" that could take priority over the Mortgage

•
For all adjustable-rate Mortgages (ARMs), the appropriate ALTA form for Variable Rate Mortgages (ALTA Form 6, Variable Rate Mortgage; ALTA Form 6.1, Variable Rate Mortgage — regulations; or ALTA Form 6.2, Variable Rate Mortgage — Negative Amortization)

•
An ALTA Form 4 endorsement or its equivalent for each Condominium Unit Mortgage

•
An ALTA Form 5 endorsement or its equivalent for each Mortgage secured by a PUD unit

•
An ALTA Form 13.1 endorsement or its equivalent for all leasehold Mortgages. The title insurance policy must include as part of the insured estate, the value of the lessee's leasehold improvements.

•
An ALTA Form 7.1 endorsement in States where available, or Form 7 endorsement in other States, or its equivalent for each Mortgage secured by a Manufactured Home. The title policy must identify the Manufactured Home located on the land and insure against any loss if the Manufactured Home is not real property.

•
An ALTA Form 9 endorsement or its equivalent meeting the requirements of Section 39.4(d) (3rd bullet) for each Mortgage secured by property subject to a restrictive agreement or restrictive covenant

A Seller may accept evidence of title insurance under a master title insurance policy for any Home Mortgage. Any Seller that accepts evidence of title insurance under a master title insurance policy represents and warrants as follows:

•
The Seller has reviewed the title insurer's master policy documents, including the certificate of title insurance or short-form title policy, the master policy with all endorsements and any other applicable documents, and, based on this review and on certifications from the title insurer, the Seller has confirmed that the master policy provides at least the amount and scope of coverage given by the ALTA 2006 Loan Policy and that the master policy otherwise meets the requirements of Section 39.2
•
The Seller has obtained from the title insurer a fully executed master title insurance policy issued in the Seller's name as insured. If the Mortgage is Purchased in Whole by Freddie Mac, the Seller will assign to Freddie Mac its rights in the policy to the extent of the Mortgage purchased. For Mortgages Purchased in Part by Freddie Mac, the Seller need not assign its rights in the policy.

•
The master policy has been approved by the applicable State or local authority where such approval is required

•
The insurer will replace the title insurance certificate with a full individual ALTA or similar policy upon 10 days' notice by Freddie Mac

Freddie Mac may refuse to accept the master title insurance policy of any title insurer.



	(e)
	Survey requirements
If the title company insuring the Mortgage or the attorney rendering the opinion of title requires a survey to remove exceptions to survey matters, the Seller must provide a survey of the Mortgaged Premises. The survey provided must conform to:

•
The title insurance company's or attorney's standards, and

•
Any applicable legal standards relating to surveys




	(f)
	Exceptions
When the title insurance policy takes exception to survey matters, other than those permitted under Section 39.4, the Seller must provide whatever information is required by the title insurance company to either remove the exception or obtain an endorsement providing the insurance required. If the title company will not issue a policy without a survey exception, Freddie Mac will not purchase the Mortgage. In addition, the title policy must not be subject to any title exceptions other than those permitted under Section 39.4.


39.3: Opinions of title (certificates of title) (02/20/08)
An attorney's opinion of title is acceptable to Freddie Mac in lieu of a title insurance policy if all of the following conditions are met without exception:

	1.
	The opinion must be addressed to the Seller and all successors in interest of the Seller


	2.
	The opinion must provide the following statement:

We [I] agree to indemnify you and your successors in interest in the [Mortgage] [deed of trust] opined hereto, to the full extent of any loss attributable to a breach of our [my] duty to exercise reasonable care and skill in the examination of the title and the giving of this opinion.




	3.
	The opinion must be given by an attorney licensed to practice law in the jurisdiction where the Mortgaged Premises is located. The attorney must also be insured against malpractice in rendering opinions of title in an amount commonly prevailing in the jurisdiction, taking into account the volume of opinions rendered by the attorney.


	4.
	The opinion must not take exception to survey matters. When the attorney's opinion takes exception to survey matters, the Seller must provide whatever information is required by the attorney to remove the exception. If the attorney will not issue the title opinion without a survey exception, Freddie Mac will not purchase the Mortgage. In addition, the opinion must not be subject to any title exceptions other than those permitted under Section 39.4.


	5.
	The Mortgage must not be:

•
Secured by a unit in a Condominium Project or PUD

•
Secured by a dwelling on a leasehold estate

•
Secured by a Manufactured Home

•
Secured by property subject to deed restrictions or restrictive agreements

•
Executed using a power of attorney

•
A Texas Equity Section 50(a)(6) Mortgage




	6.
	An attorney's opinions of title must be commonly acceptable in lieu of title insurance by private institutional Mortgage investors in the area where the Mortgaged Premises are located


	7.
	The following opinion relating to prior environmental protection liens must be given in lieu of the American Land Title Association (ALTA) Endorsement 8.1 in an attorney's opinion of title. Item (i) of the opinion refers to environmental liens at the time the opinion is issued; item (ii) refers to State lien statutes that could give rise to a priority lien. An attorney may include an exception in item (ii) for possible subsequent superliens that could take priority over the Mortgage only if the Mortgaged Premises are located in a State whose State statutes provide for such a superlien:

"There is (i) no environmental protection lien recorded in those records established under State statutes for the purpose of imparting constructive notice of matters relating to real property to purchasers for value and without knowledge, or filed in the records of the clerk of the United States district court for the district in which the land is located, nor (ii) are there any environmental protection liens provided for by any State statute in effect on the date of this opinion, which could achieve priority over the Mortgage except those listed below (list any State statute that allows a lien for environmental protection that can attain priority over the lien of the insured Mortgage; if none, state 'none')."


	8.
	The following opinion must be given in lieu of the applicable ALTA form for adjustable-rate Mortgages (ARMs), if applicable:

"The law of the State in which the property securing the Mortgage is located provides that (i) the lien of the Mortgage will not become invalid or unenforceable resulting from provisions in the Mortgage which provide for changes in the interest rate calculated pursuant to the formula provided in the Mortgage, and (ii) priority of the lien of the Mortgage for the unpaid principal balance of the loan, together with interest as changed and other sums advanced by the Noteholder in accordance with the provisions of the Mortgage, will not be lost as a result of changes in the rate of interest calculated pursuant to the formula provided in the Mortgage."


39.4: Acceptable exceptions to title insurance or to attorney's opinion of title (10/06/06)
The following exceptions to the title insurance policy or to the attorney's opinion of title are acceptable:

	(a)
	Subsurface public utility easements
Exceptions for subsurface public utility easements for local residential distribution, such as lines for gas and water, and cable for electric, telephone or television utilities, are acceptable provided that the location of the easements is ascertainable and fixed. The exercise of the rights thereunder must not interfere with the use and enjoyment of any present improvements on the Mortgaged Premises or proposed improvements on which the appraisal or Mortgage is based.



	(b)
	Surface public utility easements
Exceptions for surface easements for public utilities for local residential distribution are acceptable provided that the location of the easements is ascertainable and fixed. The exercise of the rights thereunder must not interfere with the use and enjoyment of any of the following:

•
Present improvements on the Mortgaged Premises

•
Proposed improvements upon which the appraisal or Mortgage is based

•
Part of the Mortgaged Premises outside the easement and not occupied by improvements



	(c)
	Encroachments on public utility easements
Exceptions for encroachments on easements for public utilities by a garage, tool shed or similar structure that is not attached to, or a portion of, the dwelling structure are acceptable provided that the encroachments do not interfere with the use and enjoyment of the easements or the exercise of rights of repair and maintenance in connection therewith.



	(d)
	Restrictive agreements
Exceptions for restrictive agreements or restrictive covenants of record related to cost, use, setback, minimum size and building materials, and architectural, aesthetic or similar matters (other than single-family-use restrictions on 2- to 4-unit properties) are acceptable provided that the following conditions are met:

•
The restrictive agreements or restrictive covenants do not create or provide for any lien that would be prior to the lien of the Home Mortgage nor provide for the elimination of the lien of the Home Mortgage

•
The terms and provisions of the restrictive agreements or restrictive covenants are commonly acceptable to private institutional Mortgage investors in the area where the Mortgaged Premises are located

•
An endorsement to the title insurance policy affirmatively insures that no violation of any such restrictive agreement or restrictive covenant exists and that any future violation shall not result in forfeiture or reversion of title



	(e)
	Mutual easement agreements
Exceptions for mutual easement agreements of record that establish a joint driveway or a party wall are acceptable if such improvements are constructed in any of the following ways:

•
Partly on the Mortgaged Premises and partly on adjoining property, or

•
Wholly on the Mortgaged Premises, or

•
Wholly on the adjoining property

The easement agreement must allow all present and future owners and their heirs, successors and assigns forever, unlimited use and enjoyment of the driveway or party wall without any restriction other than restriction by reason of the mutual easement owners' rights in common and duties for joint maintenance.



	(f)
	Fence misplacements
Exceptions for fence misplacements on either side of the property line of the Mortgaged Premises, are acceptable provided that neither the misplacement, nor a future correction thereof, will interfere with the use and enjoyment of any improvements on the Mortgaged Premises nor with the use and enjoyment of the balance of the Mortgaged Premises not occupied by improvements. The definition of fence in this section shall not include retaining walls or other permanent structures.



	(g)
	Encroachments on the Mortgaged Premises by improvements on adjoining property
Exceptions for encroachments on the Mortgaged Premises by improvements on adjoining property are acceptable provided that the following conditions are met:

•
The encroachment must not touch any improvements on the Mortgaged Premises

•
The encroachment must not interfere with the use and enjoyment of any improvements on the Mortgaged Premises nor with the use and enjoyment of the Mortgaged Premises not occupied by improvements



	(h)
	Encroachments on adjoining property
Exceptions for encroachments on adjoining property by eaves or other projections attached to improvements on the Mortgaged Premises, or by structures such as tool sheds, or by a driveway appurtenant to the Mortgaged Premises are acceptable provided that there is an endorsement to the title insurance policy whereby the policy affirmatively insures against loss suffered by reason of the entry of a decree or court order requiring the removal of the encroachment.



	(i)
	Oil, gas, water and mineral rights
Exceptions for outstanding oil, gas, water or mineral rights are acceptable if commonly granted by private institutional Mortgage investors in the area where the Mortgaged Premises are located, and:

•
The exercise of such rights will not result in damage to the Mortgaged Premises or impairment of the use or marketability of the Mortgaged Premises for residential purposes and there is no right of surface or subsurface entry within 200 feet of the residential structure, or

•
There is a comprehensive endorsement to the title insurance policy that affirmatively insures the lender against damage or loss due to the exercise of such rights



	(j)
	Liens for taxes not due
Exceptions for liens for real estate or ad valorem taxes and assessments that specifically state that such liens are not yet due and payable are acceptable.



	(k)
	Sums readvanced
This includes the priority of the lien for any sum repaid and subsequently readvanced under the terms of the Mortgage insured thereby.



	(l)
	Tenants in possession
Exceptions for rights of tenants in possession, as tenants only, under prior unrecorded leases, are acceptable.



	(m)
	Other exceptions
Any exception not set forth above in Sections 39.4(a) through 39.4(l) is acceptable only if all of the following conditions are met:

1.

The subject of the exception must not interfere with the use and enjoyment of any present or proposed improvements on the Mortgaged Premises or with the use and enjoyment of the balance of the Mortgaged Premises not occupied by improvements

2.

The subject of the exception must not affect the marketability of the Mortgaged Premises

3.

The subject of the exception must have no or minimal effect on the value of the Mortgaged Premises

4.

The subject of the exception must be acceptable to the MI if the Mortgage is insured

5.

The subject of the exception must be commonly acceptable to private institutional Mortgage investors in the area where the Mortgaged Premises are located

The Seller shall warrant that all exceptions to the title insurance policy or to the attorney's opinion of title are permissible under this section. Freddie Mac will not issue any letters addressing the acceptability of particular exceptions nor waivers of the above requirements.


39.5: Special Title Insurance Requirements for Texas Constitution Article XVI Section 50(a)(6) Home Equity Mortgages (02/20/08)
Texas Equity Section 50(a)(6) Mortgages must be covered by a title insurance policy meeting the requirements of Chapter 39 of the Guide with the endorsements described below.

	•
	An Equity Loan Mortgage Endorsement (Form T-42). The Form T-42 endorsement must include the optional coverage provided by paragraph 2(f) of the endorsement and there must not be any exceptions to, or deletions of, paragraphs 2(a) through 2(e) of the Form T-42 endorsement.


	•
	A Supplemental Coverage Equity Loan Mortgage Endorsement (Form T 42.1). There must not be any exceptions to, or deletions of, paragraphs 1(a) through 1(k) of the Form T-42.1 endorsement, or any subsequent subparagraphs added to Paragraph 1 by any revision of the Form T 42.1 approved by the Texas Insurance Commission.


Any other endorsement that provides additional optional mortgagee coverage that is approved by the State of Texas Insurance Commission. The endorsement must be obtained by the Seller for Texas Equity Section 50(a)(6) Mortgages originated on and after the date the endorsement becomes legally available. There must be no exceptions to, or deletions of, any paragraphs providing additional coverage in any such endorsement.
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Chapter 40:  Legal Description

40.1: Legal description requirements (03/20/00)
For each Mortgage purchased by Freddie Mac, the legal description as stated in the Security Instrument and title insurance policy or other evidence of title must be in one of the following forms:

	(a)
	Metes and bounds
A metes and bounds description should comply with the following standards:

1.

The beginning point should be established by a monument located at the beginning point or by reference to a nearby monument.

2.

The sides of the Mortgaged Premises must be described by the distances and bearings of each. In place of bearings, the interior angle method is acceptable if the beginning point is on a dedicated public street line or a fixed line on other property, or if the course of the first side can be otherwise properly fixed.

3.

The distances, bearings and angles should be taken from a recent instrument survey or recently recertified instrument survey by a licensed civil engineer or registered surveyor.

4.

Curved courses should be described by data including the length of arc, the radius of circle for the arc and the chord distance and bearing. When a survey course is part of a dedicated public street or road line, the course may be described by indicating the distance and direction the course takes along the street line from the end of the previous course, if commonly accepted by private institutional Mortgage investors in the area where the Mortgaged Premises are located.

5.

The legal description should be a single perimeter description of the entire plot. Division into parcels must be avoided unless serving a special purpose of the Mortgage. Division is necessary, however, if the plot is located on two sides of a public way. It is also customary in many areas to describe an easement appurtenant to a fee parcel by using a separate parcel description.



	(b)
	Lot and block
A description composed of lots and/or blocks including a reference to a recorded map or plat that shows the lots or blocks is usually adequate.

When all of the lots or blocks in the description do not appear on the same recorded map or plat, however, a reference to the location of the apparently identical sides of lots or blocks in different recorded maps or plats, fixed in both maps or plats by the same monuments (a rare situation) is usually adequate.



	(c)
	Additional acceptable forms
Although encountered in only a few cases, a description of a parcel bounded on all sides by dedicated streets or alleys can acceptably refer only to the bounding lines of the streets or alleys.

A description of registered property is acceptable if in the form required by the local Torrens Act.
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Chapter 41:  Special Warranties for Leasehold Estates

41.1: Overview (10/06/06)
Freddie Mac will purchase a Mortgage secured by a leasehold estate, including a Mortgage secured by a leasehold estate in a ground lease community. A Mortgage that is secured by a leasehold interest is considered to be a leasehold Mortgage. The following property types are eligible to secure leasehold Mortgages:

	•
	1- to 4-unit properties


	•
	Planned Unit Development (PUD) units


	•
	Condominium Units


A Manufactured Home is not eligible to secure a leasehold Mortgage.

	(a)
	Terms
The following terms apply for purposes of this section:

•
Basic Rent
The amount paid for the use of the leasehold estate under the terms of the lease (or sublease, if applicable). Basic rent does not include:

•
Taxes

•
Insurance

•
Utilities for the leasehold estate or common areas, or

•
Use fees or operating expenses for the common areas, facilities and services

•
Fee simple lienholder
Any entity, including the fee simple mortgagee or a creditor that has a lien on the lessor's fee simple interest in the leased land and the common areas and community facilities.
•
Ground lease community
A planned residential development, including infrastructure, common areas and community facilities for use by the individual lessee, with the following characteristics:

1.

Under the terms of the lease, the individual lessee holds a real property leasehold estate in a parcel of land improved by a dwelling and has an undivided common interest in the infrastructure, common areas and community facilities

2.

The ground lease community is either a Planned Unit Development (PUD) or Condominium Project, administered by a HOA; or the community is administered by the fee simple land owner/lessor that owns, and is obligated under the lease to maintain, the infrastructure, common areas and community facilities for the common use and benefit of the individual lessees
•
Leasehold mortgagee
The mortgagee that has a lien on the lessee's (or sublessee's) leasehold estate including improvements.
•
Nondisturbance and attornment agreement
An agreement from the fee simple lienholder to accept the terms of the lease and not to interfere with the rights of the lessee in the use of the leasehold estate if it acquires title to the lessor's fee simple interest provided the lessee is not in default under the terms of the lease. The terms required to be in the nondisturbance and attornment agreement are provided in Section 41.1(b), item 4.

A nondisturbance and attornment agreement may also be an agreement from the fee simple lessor to accept the terms of a sublease and not to interfere with the rights of the sublessee in the use of the leasehold estate if the lease between the fee simple lessor and the sublessor terminates provided the sublessee is not in default under the terms of the sublease.



	(b)
	Warranties
For each leasehold Mortgage, the Seller warrants the following:

1.

The leasehold Mortgage constitutes an interest in real estate

2.

The lease and any sublease (including all amendments) are recorded in the appropriate land records. A memorandum of lease or sublease may be recorded in lieu of the complete lease or sublease.

3.

The lease is in full force and effect and is binding and enforceable against the lessor

4.

If the lessor's fee simple interest in the land is subject to any encumbrances or liens, the fee simple lienholder has executed and recorded a nondisturbance and attornment agreement that contains the following provisions:

•
The lease or any of the rights of the lessee under the lease will not be terminated or otherwise affected by enforcement of any lien or other rights granted to the fee simple lienholder

•
The rights of the leasehold mortgagee will not be terminated or otherwise affected by enforcement of any lien or rights granted to the fee simple lienholder

•
The fee simple lienholder will not name the lessee or the leasehold mortgagee as a party defendant in any action to enforce its lien

•
If the fee simple lienholder forecloses on its lien, the lease will continue in full force and effect as a direct lease between the fee simple lienholder and the lessee or, if applicable, the leasehold mortgagee

•
The fee simple lienholder will accept the attornment of the lessee

•
The lien of the fee simple lienholder on the real property does not extend to the improvements and fixtures, real or personal property owned by the lessee

•
The lessee and the leasehold mortgagee have no liability or obligation to the fee simple lienholder in connection with its lien on the fee simple interest

•
Condemnation and insurance proceeds awarded to the lessor will be used for the restoration, repair or replacement of the property damaged or taken by condemnation if economically feasible

The nondisturbance provisions listed above may be contingent on the lease being in full force and effect and the lessee (or the leasehold mortgage if has exercised its rights under the lease and the leasehold mortgage) not being in default in the payment of rent, taxes or property insurance.

If the lease contains any provisions requiring the lessee to agree to the subordination of the lease to liens or encumbrances on the fee simple interest, these provisions must be conditioned on the lessee and the leasehold mortgagee receiving a recorded nondisturbance and attornment agreement that contains the provisions stated above and is executed by the fee simple lienholder.

5.

The lease is a lease of the fee or a sublease executed by both the fee owner and the sublessor. If the lease is a sublease, it must contain a nondisturbance and attornment agreement

6.

The use of leasehold estates for residential properties is an accepted practice in the area where the Mortgaged Premises are located and such properties are readily marketable

7.

The instrument creating the lease, sublease, or conveyance reserving ground rents is in a form commonly acceptable to private institutional investors in the area where the Mortgaged Premises are located and contains provisions consistent with Section 41.1 of this Guide

8.

The original term of the lease or any exercised option to renew the lease, or any renewal options that are enforceable by the leasehold mortgagee, whichever is applicable, does not terminate earlier than five years after the maturity date of the Mortgage

9.

The lease does not contain provisions for termination in the event of damage to or destruction of the Mortgaged Premises so long as the leasehold Mortgage exists

10.

For subleasehold Mortgages, the amount of the sublease payments is at least equal to the amount of the lease payments. The sublease payments are due no less frequently than the lease payments.



	(c)
	Required lease provisions
The lease (or sublease) must:

1.

Permit mortgaging of the leasehold (or subleasehold) estate

2.

Permit assignments of the leasehold (or subleasehold) estate, including any improvements on the leasehold estate, without the lessor's consent; however, if the leasehold is in a restricted community, including but not limited to communities restricted to residents of certain ages or income, the lease must require that the assignee/lessee satisfy those restrictions.

The lease may permit the lessor to review and consent to or deny a proposed assignee/lessee based on whether the proposed assignee/lessee satisfies the creditworthiness requirements of Freddie Mac or other secondary market investors. The lessor will have five Business Days after receipt of the application to deny the assignee/lessee.

The lease may prohibit the lessee from leasing or subleasing or renting the leasehold estate; however, in the event of foreclosure or deed-in-lieu of foreclosure, any such provision must cease to be effective for the mortgagee and subsequent purchasers of the property.

3.

Provide for release of an assigning lessee (or sublessee).

4.

Permit the leasehold Mortgage security to be insured under a hazard insurance policy.

5.

Provide for payment of hazard insurance proceeds to the leasehold mortgagee or insurance trustee.

6.

Contain the following provisions governing increases in the basic rent and amounts due under the lease:

a.

Basic Rent

Permit an increase in the basic rent during the term of the Mortgage and within five years after the maturity date of the Mortgage only if the increase is a sum certain amount at a specified date or time interval. During this period, basic rent increases based on the cost of living index or other indices or reappraisal are acceptable if the amount of such increases is subject to an annual maximum limitation.

b.

Taxes, Insurance and Utilities

Increases in amounts due under the lease for taxes, insurance, and utilities on the leasehold estate, if collected and paid by the lessor, and taxes, insurance, and utilities related to the common areas and facilities in the ground lease community are permitted if:

•
The increase is determined in the same manner as basic rent, including a maximum limitation, or

•
The increase is based on the verifiable increase in such items imposed by third parties, and

•
The lease provides for the lessee to obtain documentation of the amount paid to third parties for taxes, insurance and utilities

c.

Use Fees and Operating Expenses

Increases for use fees and operating expenses for the common areas, facilities and services in the ground lease community may not exceed the cost of living index.

7.

Provide that in order for a notice of lessee's default to be valid, the lessor must have sent written notice of the lessee's default to the leasehold mortgagee

8.

Provide for the right of the leasehold mortgagee, in its sole discretion, to cure a default for the lessee's (or sublessee, if applicable) account within the time permitted to lessee plus reasonable additional time

9.

Provide for no termination for nonmonetary default as long as no default in rent exists, except for a court-ordered termination. In the event of a court-ordered termination, the lease must provide for the lease to continue in effect and any improvements to remain on the leasehold estate as long as there is no default in rent, until the completion of the foreclosure or deed-in-lieu of foreclosure or other loss mitigation action with the Borrower. In addition, the lease must provide for a new lease of the same priority to be given to the leasehold mortgagee, or its designee, in the event the lease terminates because of a court ordered termination. The lessor must provide a title endorsement insuring that the new lease is of the same priority and that the lien on the leasehold estate is a First Lien.

For purposes of this paragraph, "rent" includes basic rent, other amounts due under the ground lease for such items as taxes, insurance, and utilities on the leasehold estate, if collected and paid by the lessor, and any other use fees and operating expenses to the extent such charges are necessary for the maintenance and preservation of the common areas and community facilities.

10.

Provide that in the event of the bankruptcy of the lessor or the lessee, the lessee must notify the leasehold Mortgagee and take, in a timely manner, all action necessary to assume the unexpired term and any renewal options of the lease.

11.

Provide that in case of partial taking, the lessee (or sublessee, if applicable) will rebuild and restore the improvements on the Mortgaged Premises, unless the leasehold mortgagee consents to the distribution of the proceeds instead. (The proceeds must be applied first towards reduction of the leasehold Mortgage debt.)

12.

Provide for protection of the mortgagee's interests in the event of a property condemnation

13.

Provide for the leasehold mortgagee's right to acquire the lease in its own name or in the name of a nominee upon foreclosure or assignment in lieu of foreclosure

14.

Provide for the leasehold mortgagee's right to exercise any renewal options that may exist

15.

Provide that the leasehold mortgagee must approve:

a.

Any partition, subdivision, or modification of the ground lease community and the leasehold estate

b.

Any surrender, abandonment or termination of the leasehold estate or the ground lease community

c.

The termination or cancellation of the lease or any action that has the effect of terminating the lease, and

d.

Any amendments to the lease that relate to the provisions in this Chapter 41 or otherwise affect the rights of the leasehold mortgagee

16.

Provide that there shall be no merger of the fee interest and leasehold interest in the event the same person or entity acquires both interests




41.2: Ground lease analysis (04/06/01)
The Form 461, Ground Lease Analysis, and a copy of the lease, with recordation information, must be maintained in each Mortgage file and included with each leasehold Mortgage delivered to Freddie Mac for quality control review.

41.3: Appraisal requirements for leasehold Mortgages (11/01/05)
An appraisal that meets the requirements of Chapter 44 is required for all leasehold Mortgages. Specific requirements for leasehold Mortgages are noted in Section 44.15(p).

41.4: Delivery requirements (01/02/04)
This section has been deleted.

41.5: Title insurance (01/02/04)
This section has been deleted.

41.6: Security Instruments (01/01/06)
The Uniform Security Instrument must describe the "Property" as a leasehold interest created by a recorded lease in the property described in the legal description. In addition, the Seller must comply with Exhibit 5, Authorized Changes to Notes, Riders, Security Instruments and the Uniform Residential Loan Application, Section V, Item 3, for Leasehold Estates.
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Chapter 42:  Special Warranties for Condominiums

42.1: General Condominium Project requirements (03/01/08)
The Seller should be familiar with Freddie Mac's Glossary definitions of the following terms:

	•
	2- to 4-Unit Condominium Project


	•
	Amenities


	•
	Common Elements


	•
	Condominium Project


	•
	Condominium Unit


	•
	Condominium Unit Mortgage


	•
	Detached Condominium Project


	•
	Established Condominium Project


	•
	Limited Common Elements


	•
	New Condominium Project


	•
	Project Documents


For all Mortgages secured by a Condominium Unit in a Condominium Project, the Seller must perform an underwriting review of the Condominium Project to ensure that the Mortgage and the Condominium Project meet the requirements contained in this Chapter.

The Mortgage, subject Condominium Unit and Condominium Project must meet applicable eligibility requirements, general project warranties and additional Seller warranties applicable to the project status or review type.

For the purposes of calculating the presale requirements in the definitions of Established and New Condominium Projects, multiple purchases of Condominium Units by one owner are counted as one sale when determining if the presale requirement have been met.

The Seller must have policies and procedures in place, and must take appropriate steps to ensure that the Condominium Unit and the Condominium Project meet applicable requirements.

All Condominium Unit Mortgages must be sold to Freddie Mac no later than six months after the Seller's determination that the Condominium Project meets Freddie Mac requirements.

Mortgages secured by Condominium Units in Condominium Projects comprised of Manufactured Homes are eligible for sale to Freddie Mac only when approved through an applicable reciprocal review in accordance with Section 42.9 (a).

The Seller must retain all Condominium Project documentation that supports its warranty that the Condominium Project meets Freddie Mac requirements until all Mortgages that are secured by Condominium Units in the Condominium Project and sold to Freddie Mac have been paid off.

42.2: General Condominium Project warranties (03/01/08)
When the Seller sells Freddie Mac a Mortgage secured by a unit in a Condominium Project, it makes the following general Condominium Project warranties:

	(a)
	Compliance with laws
The Condominium Project has been created and exists in full compliance with the applicable State law requirements of the jurisdiction in which the Condominium Project is located, and with all other applicable laws and regulations.



	(b)
	Ineligible project
The project is not an ineligible project.



	(c)
	Project insurance
The project meets the applicable insurance requirements of Chapter 58.



	(d)
	Title insurance
The subject unit is covered by a title insurance policy that meets requirements of Chapter 39.



	(e)
	Limitations on ability to sell/Right of first refusal
Any right of first refusal in the Condominium Project Documents will not adversely impact the rights of a mortgagee or its assignee to:

1.

Foreclose or take title to a Condominium Unit pursuant to the remedies in the Mortgage, or

2.

Accept a deed or assignment in lieu of foreclosure in the event of default by a mortgagor, or

3.

Sell or lease a unit acquired by the mortgagee or its assignee.




	(f)
	Continuing project eligibility
The Seller warrants that it is not aware of any change in circumstances since its review of the project that would result in the project no longer satisfying Freddie Mac requirements.


42.3: Ineligible projects (03/01/08)
Mortgages secured by units in any of the following types of projects are not eligible for sale to Freddie Mac:

	(a)
	A project subject to the rules and regulations of the U. S. Securities and Exchange Commission



	(b)
	Condominium Hotel
A Condominium Hotel is a Condominium Project in which any unit owner or the homeowners association is a party to a revenue-sharing agreement with either the developer or another third-party entity. Mortgages secured by units in a Condominium Hotel are not eligible for sale to Freddie Mac. Freddie Mac's determination that a project is a Condominium Hotel is conclusive.

For further guidance on identifying Condominium Hotels, see Section 42.10.



	(c)
	Project with multi-dwelling units
A project in which an owner may hold a single deed evidencing ownership of more than one dwelling unit.



	(d)
	Project with non-incidental commercial space
A project in which more than 20% of the total square footage of the project is used for non-residential purposes.



	(e)
	Project with non-incidental commercial income
A project in which more than 20% of income is from sources other than dues and assessments.



	(f)
	Common-interest apartment
A project in which individuals have an undivided interest in a residential apartment building and land, and have the right of exclusive occupancy of a specific apartment unit in the building. The project or building is often owned by several owners as tenants-in-common or by a homeowners association.



	(g)
	Project with fragmented- or segmented ownership
Ownership that is limited to a specific period on a recurring basis such as the 15th week of the year, or for a limited period such as for the subsequent five years. Timeshare projects are examples of fragmented or segmented ownership.



	(h)
	Timeshare project
A project in which there is an arrangement under which a purchaser receives an interest in real estate and the right to use a unit or Amenities, or both, for a specified period and on a recurring basis.



	(i)
	Houseboat project
A project comprised of boats that have been designed or modified to be used primarily as dwelling units.



	(j)
	Attached Condominium Project that is legal nonconforming
Legal nonconforming project for which legislation or the local zoning authority does not permit the current improvements to be rebuilt to current density in the event of partial or full destruction. A Detached Condominium Project may be legal non-conforming.



	(k)
	Project in litigation, arbitration, mediation or other dispute
A project for which the homeowners association, or developer if the project has not been turned over to the unit owners, is a party to current litigation, arbitration, mediation or other dispute resolution process and the reason for the dispute involves the safety, structural soundness or habitability of the project.


42.4: Streamlined Reviews (03/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Condominium Unit Mortgages that meet all the following requirements for streamlined review are eligible for sale to Freddie Mac without the Seller making the warranties in Section 42.11:

	(a)
	Eligibility requirements
•
The Condominium Unit must be located in an Established Condominium Project and not in a New Condominium Project

•
The Condominium Unit must secure a Mortgage that is originated on a spot loan basis and not as part of bulk or multiple originations of Mortgages that are secured by Condominium Units in the same Condominium Project and originated and sold to Freddie Mac by the same Seller

•
Maximum LTV/TLTV Ratios

The Mortgage must not exceed the LTV/TLTV ratios for the occupancy type and underwriting path as indicated in the following chart:
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	(b)
	Warranties for streamlined reviews
When the Seller sells Freddie Mac a Mortgage secured by a Condominium Unit in a Condominium Project that was eligible under a streamlined review, the Seller warrants:

•
The Condominium Project meets the definition of an Established Project

•
The Condominium Unit securing the Mortgage is not a Manufactured Home

•
The general Condominium Project warranties of Section 42.2, General Condominium Project warranties, are met; the Seller is not required to make the warranties in Section 42.11, Additional Seller Condominium Project warranties




42.4: Streamlined Reviews (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Condominium Unit Mortgages that meet all the following requirements for streamlined review are eligible for sale to Freddie Mac without the Seller making the warranties in Section 42.11:

	(a)
	Eligibility requirements
•
The Condominium Unit must be located in an Established Condominium Project and not in a New Condominium Project

•
The Condominium Unit must secure a Mortgage that is originated on a spot loan basis and not as part of bulk or multiple originations of Mortgages that are secured by Condominium Units in the same Condominium Project and originated and sold to Freddie Mac by the same Seller

•
Maximum LTV/TLTV Ratios

The Mortgage must not exceed the LTV/TLTV ratios for the occupancy type and underwriting path as indicated in the following chart:
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Super conforming Condominium Unit Mortgages are not eligible for streamlined condominium review.



	(b)
	Warranties for streamlined reviews
When the Seller sells Freddie Mac a Mortgage secured by a Condominium Unit in a Condominium Project that was eligible under a streamlined review, the Seller warrants:

•
The Condominium Project meets the definition of an Established Project

•
The Condominium Unit securing the Mortgage is not a Manufactured Home

•
The general Condominium Project warranties of Section 42.2, General Condominium Project warranties, are met; the Seller is not required to make the warranties in Section 42.11, Additional Seller Condominium Project warranties




42.5: Established Condominium Projects (03/01/08)
Mortgages secured by Condominium Units in Established Condominium Projects that meet all the following requirements are eligible for sale to Freddie Mac:

	(a)
	Owner-occupancy requirements for Established Condominium Projects
•
If the Borrower will occupy the Condominium Unit as a Primary Residence or second home, there is no owner-occupancy requirement for the Condominium Project

•
If the property will be used as an Investment Property, at least 51% of the total number of Condominium Units in the Condominium Project must have been conveyed to purchasers (other than the developer) who occupy their unit as a Primary Residence or second home



	(b)
	Seller warranties for Condominium Units located in Established Condominium Projects
When the Seller sells Freddie Mac a Mortgage secured by a Condominium Unit in an Established Condominium Project, the Seller warrants all of the following:

•
The Condominium Project meets the definition of an Established Condominium Project

•
There are no Manufactured Homes in the Condominium Project

•
The general Condominium Project warranties of Section 42.2, General Condominium Project warranties, are met

•
The warranties of Section 42.11, Additional Seller Condominium Project warranties, are met




42.6: New Condominium Projects (03/01/08)
Mortgages secured by Condominium Units in New Condominium Projects that meet all the following requirements are eligible for sale to Freddie Mac:

	(a)
	Project completion requirement for New Condominium Projects
The subject legal phase and any prior legal phases in which units have been offered for sale are substantially complete.

"Substantially complete" indicates that the applicable jurisdiction has issued a certificate of occupancy or its equivalent for the legal phase, and that all units in the building in which the subject unit is located are complete.



	(b)
	Owner-occupancy requirements for New Condominium Projects
At least 51% of the units have been conveyed or are under contract to purchasers (other than the developer) who occupy or who will occupy their unit as a Primary Residence or second home.

The owner-occupancy requirement can be met in one of two ways:

1.

At least 51% of the total number of units in the project have been conveyed or are under contract to purchasers (other than the developer) who occupy or who will occupy their unit as a Primary Residence or second home

2.

If the project does not meet the owner-occupancy requirement above, both of the following criteria must be met:

•
At least 51% of the total number of units in the subject legal phase must have been conveyed or be under contract to purchasers (other than the developer) who occupy or who will occupy their unit as a Primary Residence or second home

•
At least 51% of the sum of the total number of units in the subject legal phase plus the total number of units in all prior legal phases in which units have been offered for sale must have been conveyed or be under contract to purchasers (other than the developer) who occupy or who will occupy their unit as a Primary Residence or second home

Legal phases are defined by the Project Documents. Construction phases developed for the convenience of the developer are not necessarily legal phases.



	(c)
	Seller warranties for Condominium Units located in New Condominium Projects
When the Seller sells Freddie Mac a Mortgage secured by a Condominium Unit in a New Condominium Project, the Seller warrants all of the following:

•
The Condominium Project meets the definition of a New Condominium Project

•
There are no Manufactured Homes in the Condominium Project

•
The general Condominium Project warranties of Section 42.2, General Condominium Project warranties, are met

•
The warranties of Section 42.11, Additional Seller Condominium Project warranties, are met




42.6.1: Class III Condominium Project eligibility requirements (03/01/08)
This section has been deleted.

42.6.2: Class III Condominium Project warranties (03/01/08)
This section has been deleted.

42.7: 2- to 4-Unit Condominium Projects (03/01/08)
Mortgages secured by Condominium Units in 2- to 4-Unit Condominium Projects that meet all the following requirements are eligible for sale to Freddie Mac:

	(a)
	Project completion requirement for 2- to 4-Unit Condominium Projects
All units and Common Elements including Common Elements owned by any Master Association are complete.



	(b)
	Owner-occupancy requirement for 2- to 4-Unit Condominium Projects
All but one unit in the Condominium Project have been conveyed to purchasers (other than the developer) who occupy their unit as a Primary Residence or second home.



	(c)
	Single-investor concentration requirement for 2- to 4-Unit Condominium Projects
No single entity owns more than one Condominium Unit in the Condominium Project.



	(d)
	Seller warranties for Condominium Units located in 2- to 4-Unit Condominium Projects
When the Seller sells Freddie Mac a Mortgage secured by a Condominium Unit in a 2- to 4-Unit Condominium Project, the Seller warrants all of the following:

•
The Condominium Project meets the definition of a 2- to 4-Unit Condominium Project

•
There are no Manufactured Homes in the Condominium Project

•
The general Condominium Project warranties of Section 42.2, General Condominium Project warranties, are met

•
The warranties of Section 42.11, Additional Seller Condominium Project warranties, are met except as modified by Section 42.7 (c) above for the warranty concerning single-investor concentration




42.7.1: Class II Condominium Project eligibility requirements (03/01/08)
This section has been deleted.

42.7.2: Class II Condominium Project warranties (03/01/08)
This section has been deleted.

42.8: Detached Condominium Projects (03/01/08)
Mortgages secured by Condominium Units in Detached Condominium Projects that meet the following requirements are eligible for sale to Freddie Mac:

	(a)
	Primary Residences and second homes
If the Borrower will occupy their unit as a Primary Residence or second home, the Seller is required to make the following warranties:

•
The Condominium Project meets the definition of a Detached Condominium Project

•
There are no Manufactured Homes in the Condominium Project

•
The general Condominium Project warranties of Section 42.2, General Condominium Project warranties, are met. The Seller is not required to make the warranties in Section 42.11, Additional Seller Condominium Project warranties.



	(b)
	Investment Properties
If the subject Condominium Unit is an Investment Property, the Condominium Project must meet the requirements and warranties for an Established or a New Condominium Project, or a 2- to 4-Unit Condominium Project, as appropriate for the project status.


42.8.1: 2- to 4-unit Condominium Project eligibility requirements (03/01/08)
This section has been deleted. Please see Section 42.7.

42.8.2: 2- to 4-unit Condominium Project warranties (03/01/08)
This section has been deleted. Please see Section 42.7.

42.9: Reciprocal Project Reviews (03/01/08)
Changes to these requirements have been announced and will become effective on 01/02/09.
Condominium Unit Mortgages secured by Condominium Units located in Condominium Projects approved by other secondary market participants are eligible for sale to Freddie Mac if they meet the following requirements:

	(a)
	Fannie Mae-Accepted Condominiums, Cooperatives and Planned Unit Developments (PUDs)
Freddie Mac will purchase Mortgages secured by units in Condominium Projects that appear on the Fannie Mae list of Accepted Condos, Co-ops and PUDs, or for which there is a Final Project Approval (Fannie Mae form 1028) or Conditional Final Project Acceptance that has not expired as of the Delivery Date of the Mortgage.

Upon request, Seller must provide Freddie Mac with a copy of the web page showing project acceptance, or a copy of project acceptance form in effect as of the Delivery Date.

When the Seller sells Freddie Mac a Mortgage secured by a unit in a Fannie Mae-accepted Condominium Project, the Seller warrants all of the following:

1.

The general project warranties in Section 42.2, General Condominium Project warranties, are met

2.

The project meets the Fannie Mae requirements applicable to the Condominium Project, and the Seller makes the representations and warranties that Fannie Mae requires

3.

Any terms and conditions set forth in the acceptance have not expired, and have not been rescinded or modified in any way as of the Delivery Date of the Condominium Unit Mortgage

4.

Seller is not aware of any circumstances that would make the project ineligible for Fannie Mae acceptance



	(b)
	Expedited Condo Project Manager (CPM) Reviews
Freddie Mac will purchase Mortgages secured by units in Condominium Projects that meet Fannie Mae requirements for an Expedited CPM review and have received a CPM project acceptance.

When the Seller sells Freddie Mac a Mortgage secured by a unit with CPM project acceptance, the Seller warrants all of the following:

1.

The general project warranties in Section 42.2, General Condominium Project warranties, are met

2.

The project meets the Fannie Mae requirements applicable to the Condominium Project, and the Seller makes the representations and warranties that Fannie Mae requires

3.

The CPM project acceptance has not expired, and has not been rescinded or modified in any way as of the Delivery Date of the Condominium Unit Mortgage

4.

Seller is not aware of any circumstances that would make the project ineligible for CPM project acceptance




	(c)
	FHA-Approved Project Review for Condominiums
Freddie Mac will purchase Mortgages secured by units in Condominium Projects that appear on the list of projects approved by FHA.

When the Seller sells Freddie Mac a Mortgage secured by a unit on the FHA web site, the Seller warrants all of the following:

1.

The project meets all FHA requirements, and the Seller makes all representations and warranties that FHA requires

2.

The general project warranties in Section 42.2, General Condominium Project warranties, are met

3.

The FHA-approval conditions noted on the FHA web site have been met

4.

The project is in the "approved" status as of the Delivery Date




42.9: Reciprocal Project Reviews (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
Condominium Unit Mortgages secured by Condominium Units located in Condominium Projects approved by other secondary market participants are eligible for sale to Freddie Mac if they meet the following requirements:

	(a)
	Fannie Mae-Accepted Condominiums, Cooperatives and Planned Unit Developments (PUDs)
Freddie Mac will purchase Mortgages secured by units in Condominium Projects that appear on the Fannie Mae list of Accepted Condos, Co-ops and PUDs, or for which there is a Final Project Approval (Fannie Mae form 1028) or Conditional Final Project Acceptance that has not expired as of the Delivery Date of the Mortgage.

Upon request, Seller must provide Freddie Mac with a copy of the web page showing project acceptance, or a copy of project acceptance form in effect as of the Delivery Date.

When the Seller sells Freddie Mac a Mortgage secured by a unit in a Fannie Mae-accepted Condominium Project, the Seller warrants all of the following:

1.

The general project warranties in Section 42.2, General Condominium Project warranties, are met

2.

The project meets the Fannie Mae requirements applicable to the Condominium Project, and the Seller makes the representations and warranties that Fannie Mae requires

3.

Any terms and conditions set forth in the acceptance have not expired, and have not been rescinded or modified in any way as of the Delivery Date of the Condominium Unit Mortgage

4.

Seller is not aware of any circumstances that would make the project ineligible for Fannie Mae acceptance



	(b)
	Expedited Condo Project Manager (CPM) Reviews
Freddie Mac will purchase Mortgages secured by units in Condominium Projects that meet Fannie Mae requirements for an Expedited CPM review and have received a CPM project acceptance.

When the Seller sells Freddie Mac a Mortgage secured by a unit with CPM project acceptance, the Seller warrants all of the following:

1.

The general project warranties in Section 42.2, General Condominium Project warranties, are met

2.

The project meets the Fannie Mae requirements applicable to the Condominium Project, and the Seller makes the representations and warranties that Fannie Mae requires

3.

The CPM project acceptance has not expired, and has not been rescinded or modified in any way as of the Delivery Date of the Condominium Unit Mortgage

4.

Seller is not aware of any circumstances that would make the project ineligible for CPM project acceptance

5.

For those Mortgages secured by Condominium Units in Florida:

•
The loan-to-value (LTV)/total LTV (TLTV) ratio is 75% or less for a Primary Residence

•
The LTV/TLTV ratio is 70% or less for a second home

•
The property is not an Investment Property




	(c)
	FHA-Approved Project Review for Condominiums
Freddie Mac will purchase Mortgages secured by units in Condominium Projects that appear on the list of projects approved by FHA.

When the Seller sells Freddie Mac a Mortgage secured by a unit on the FHA web site, the Seller warrants all of the following:

1.

The project meets all FHA requirements, and the Seller makes all representations and warranties that FHA requires

2.

The general project warranties in Section 42.2, General Condominium Project warranties, are met

3.

The FHA-approval conditions noted on the FHA web site have been met

4.

The project is in the "approved" status as of the Delivery Date

5.

For those Mortgages secured by Condominium Units in Florida:

•
The LTV/TLTV ratio is 75% or less for a Primary Residence

•
The LTV/TLTV ratio is 70% or less for a second home

•
The property is not an Investment Property




42.9.1: Class I Condominium Project eligibility requirements (03/01/08)
This section has been deleted.

42.9.2: Class I Condominium Project warranties (03/01/08)
This section has been deleted.

42.10: Condominium Hotels (03/01/08)
	(a)
	Reviews to determine whether a project is a Condominium Hotel
The Seller must have policies and procedures in place, and take appropriate steps to ensure that the project is not a Condominium Hotel.

To ensure that a project is not a Condominium Hotel, the Seller must make a careful assessment of the relationships among the developer, any third-party entity, and the unit owners. Resources available for a review of a Condominium Project include but are not limited to:

•
Internet

•
Public records

•
Sales contract

•
Rental agreements relating to units in the project

•
Offering circulars relating to sales of the units in the project

•
Marketing materials relating to sales of the units in the project

•
Appraisal reports of subject unit

•
Subject project's Project Documents

•
Project Documents of any Master Association

•
Written agreements between the homeowners association and other parties

•
Written agreements between a unit owner and the developer or any third-party entity who succeeds the developer

•
State law




	(b)
	Indications a more comprehensive project review is required
A revenue-sharing agreement is an arrangement under which the unit owner receives a share of income from the aggregate net income produced from rental of other units in the project or from other commercial activities of the project. Revenue-sharing agreements are the hallmark of a Condominium Hotel. If any unit owner or the homeowners association is a party to a revenue-sharing agreement, the project is by definition a Condominium Hotel.

The most common form of revenue-sharing agreement is a rental-pooling agreement. One typical form of rental-pooling agreement obligates the unit owners to make their units available for rent during certain periods, in exchange for which they receive a pro rata share of the net rental income allocable to the individual owner's unit out of the aggregate net income produced from units in a pool of rental properties. Another common form of rental-pooling agreement is an arrangement between the individual unit owners and the developer or an entity that is successor to the developer, under which the unit owners receive the net rental income from the rental of the individual owner's unit. Most rental-pooling agreements include provisions that deny or restrict an owner's access to his or her own individual unit during so-called "black-out" periods. Such agreements also typically itemize how fees, charges and rental income are allocated among the parties to the agreements.

Revenue-sharing agreements are usually voluntary. This means that the unit owner is not required to enter into such an agreement as a condition to purchasing the unit. Consequently, revenue-sharing agreements are generally not part of the Project Documents and they are frequently not provided to a lender requesting the Project Documents. Therefore, it is occasionally not immediately obvious that any units in a project are subject to revenue-sharing agreements.

However, projects which have units subject to revenue-sharing agreements usually have certain features or characteristics that operate as red flags that the projects may be Condominium Hotels. When these red flags are present, the Seller must rule out the existence of revenue-sharing agreements between any unit owner or the homeowners association and either the developer or another third-party entity. These red flag characteristics do not define the project as a Condominium Hotel; instead, they are characteristics typically associated with projects in which revenue-sharing agreements are in effect and they indicate that additional due diligence is necessary.

There are two general categories of red flag indicators that a project may be a Condominium Hotel. They are:

•
Marketing and project management practices that indicate the developer or another third-party entity retains control of the project or portions of the project

•
Physical characteristics indicating that the project has a hotel identity or hotel-like characteristics, or offers hotel-like services

1.
Marketing and project management practices indicating the project may be a Condominium Hotel
The following are examples of marketing practices and project management practices which indicate that some or all of the units in a project could be subject to revenue-sharing agreements:

•
The sales contract or offering circular states that the unit has been marketed without any representations regarding rental arrangements and/or rental pooling

•
The sales contact or offering circular states that ownership may include the opportunity to place the unit in a rental agreement

•
Purchasers must meet with the developer or another third-party entity before any purchase can be completed

•
The developer or a third-party entity expects to retain ownership or control of the project

•
The developer or another third-party entity retains ownership or control of any Common Elements or Amenities

•
The Project Documents and any amendments are silent on the presence of Common Elements and/or Amenities, their use and/or ownership; or they state that Common Elements and/or Amenities may be added to, expanded or deleted as determined by the developer or another third-party entity without the consent of the unit owners or the homeowners association

•
Unit owners have no control over any third-party entity that succeeds the developer

•
The project includes commercial space over which the unit owners have no control

If a project evidences any of these marketing and project management characteristics, the Seller must make a careful assessment of the relationships among the developer, any third-party entity and the unit owners, by reviewing the resources described in (a) above to determine whether Mortgages secured by units in the project are eligible for sale to Freddie Mac. If a review of such resources discloses a revenue-sharing arrangement, the project is a Condominium Hotel and a Mortgage secured by a unit in such project is not eligible for sale to Freddie Mac.
2.
Physical characteristics indicating the project may be a Condominium Hotel
The following are examples of physical characteristics of a project that indicate that some or all of the units in a project could be subject to revenue-sharing agreements.

Hotel or hospitality identity
•
The project name includes "hotel," "resort," "motel," "inn" or "lodge"; has an affiliation with, and/or is managed by an entity, usually a hotel chain or hospitality entity

•
The project is located at the same address as a hotel or resort, or within a hotel or resort

•
The project shares facilities, Common Elements or Amenities with a hotel, resort and/or lodge that is owned and managed by the developer or another third-party entity

•
The project is subject to local zoning classification other than residential

•
The project is publicly advertised as a Condominium Hotel (e.g., the project advertises on travel or hotel web sites, or has a web site on the Internet and presents itself as a Condominium Hotel)

Physical hotel-like characteristics
•
The developer, another third-party entity or the homeowners association operates commercial facilities within the project or Master Association, such as retail stores, restaurants, bar/lounge and/or a golf course

•
Common areas, recreational facilities and Amenities are available within the project or Master Association that are usually associated with luxury hotels and resorts

•
The project has centralized utilities such as central telephone and voicemail

•
Access to the individual units is controlled by a central key system

•
The individual units are sold "fully furnished," or purchasers choose from a list of "approved" furniture, floor and wall coverings

•
The units contain lockable storage closets or cabinets, safes and/or mini-bars that are uniformly available in many units

•
The units have interior doors that adjoin other units

•
Vacancy/no vacancy signs are present on the project grounds

Hotel-like services
•
Web sites are available to determine room availability. Reservations can be made online.

•
Registration services are available, whether on-site or off-site

•
Concierge and/or bell services, room service and/or food and beverage services are available

•
Daily maid service is available. Storage closets are used to store supplies.

If a project has any of these physical characteristics, the Seller must review the resources described in (a) above to determine whether Mortgages secured by units in the project are eligible for sale to Freddie Mac. If a review of such resources discloses a revenue-sharing arrangement, the project is a Condominium Hotel and a Mortgage secured by a unit in such project is not eligible for sale to Freddie Mac.




42.11: Additional Seller Condominium Project warranties (03/01/08)
A Seller selling a Condominium Unit Mortgage to Freddie Mac must make the following additional warranties for the Condominium Project in which the unit is located, unless:

	1.
	The Condominium Unit was determined to be eligible under a streamlined review, or


	2.
	The Condominium Unit is located in a Detached Condominium Project where the subject Condominium Unit is occupied as a Primary Residence or second home.



	(a)
	Project control
The developer has transferred or will transfer control of the homeowners association to the unit owners within a reasonable period of time.



	(b)
	Amendments
The Project Documents or applicable State law must meet the following requirements:

1.

The Project Documents or applicable State law must provide that amendments of a material adverse nature to first-lien mortgagees be agreed to by mortgagees that represent at least 51% of the unit votes (based on one vote for each first Mortgage owned) subject to first-lien Mortgages

2.

The Project Documents or applicable State law must provide for any action to terminate the legal status of the project or to use insurance proceeds for any purpose other than to rebuild, to be agreed to by first-lien mortgagees that represent at least 51% of the unit votes (based on one vote for each first Mortgage owned) that are subject to first-lien Mortgages

3.

The Project Documents may allow implied approval to be assumed when a mortgagee fails to submit a response to any written proposal for an amendment within 60 days after the mortgagee actually receives proper notice of the proposal, provided the notice was delivered by certified or registered mail, with a "return receipt" requested



	(c)
	Rights of Condominium mortgagees and guarantors
The Project Documents must give the mortgagee and guarantor of the Mortgage on any unit in a Condominium Project the right to timely written notice of:

1.

Any condemnation or casualty loss that affects either a material portion of the Condominium Project or the unit securing its Mortgage

2.

Any 60-day delinquency in the payment of assessments or charges owed by the owner of any unit for which it holds the Mortgage

3.

A lapse, cancellation, or material modification of any insurance policy maintained by the homeowners association

4.

Any proposed action that requires the consent of a specified percentage of mortgagees



	(d)
	First mortgagee's rights confirmed
No provision of the Condominium Project Documents gives a Condominium Unit owner or any other party priority over any rights of the first mortgagee of the Condominium Unit pursuant to its Mortgage in the case of payment to the unit owner of proceeds from termination, or insurance proceeds or condemnation awards for losses to or a taking of Condominium Units and/or Common Elements.



	(e)
	Unpaid dues
Any first mortgagee that obtains title to a Condominium Unit pursuant to the remedies in the Mortgage or through foreclosure will not be liable for more than six months of the unit's unpaid regularly budgeted dues or charges accrued before acquisition of the title to the unit by the mortgagee. If the homeowners association's lien priority includes costs of collecting unpaid dues, the Seller will be liable for any fees or costs related to the collection of the unpaid dues.



	(f)
	Project budget
The budget must be consistent with the nature of the project.

1.

For New Condominium Projects, a working capital fund must be established for the periodic maintenance and repair of the Common Elements. The working capital fund should be equal to at least two months of the regular assessments for each unit.

2.

For Established Condominium Projects, appropriate assessments must be levied to provide for periodic maintenance and repair of the Common Elements. At least 10% of the budget provides for the funding of replacement reserves for capital expenditures and deferred maintenance, and it provides adequate funding for insurance deductible amounts.



	(g)
	Delinquencies in dues or assessments
No more than 15% of homeowners association dues or assessments are delinquent more than one month.



	(h)
	Project configuration
The Condominium Project must be located on one contiguous parcel of land although a public street may run through the project. The structures within the project should be within a reasonable distance from each other.



	(i)
	Project ownership
The unit owners must have an undivided ownership of the land on which the Condominium Project is located in fee simple, or have a leasehold interest in the ground lease on which the project is located. Any ground lease must meet the requirements of the Chapter 41.



	(j)
	Common Elements
Common Elements such as parking and recreational facilities must be consistent with the nature of the project and be competitive in the market.

1.

The unit owners must be the sole owners of and have the right to the use of Common Elements including but not limited to all buildings, roads, parking and Amenities. The developer must not retain any ownership interest in any of them.

2.

The Common Elements including Amenities such as parking and recreational facilities must not be subject to a lease between the unit owners/homeowners association and any other party



	(k)
	Developer interest in project
Once the Condominium Project has been turned over to the unit owners, the developer must not retain any ownership interest in the project except for interest in any unsold units.



	(l)
	Single-investor concentration
No single entity must own more than 10% of the total number of units in the Condominium Project. See Section 42.7 (c) for 2- to 4-Unit Condominium Projects.



	(m)
	Commercial space
Any commercial space in the project must be compatible with the overall residential nature of the project. No more than 20% of the total space must be used for nonresidential purposes.



	(n)
	Project management
The project must be demonstrably well managed, and in good financial and physical condition. Any contract with an independent professional management firm must be for a reasonable term, and must include equitable provisions for its termination.



	(o)
	Unit occupancy
The subject unit in a Condominium Project must be available for immediate occupancy at the time of the closing of the Mortgage.



	(p)
	Conversion: Reserve fund
In conversions of existing buildings to Condominium Projects, the developer must establish a reserve fund in an amount consistent with the estimated remaining life of the individual components. The fund must then be maintained out of regular assessments. To meet the cash requirements of the budget, assessments must begin on a specific date whether or not all units have been sold. The developer must be responsible for the assessments that are attributable to the unsold units.



	(q)
	Conversion: Partial rehabilitation
If the project is a conversion that is a partial rehabilitation, the Seller must ensure that:

1.

All repairs affecting soundness and habitability are complete

2.

Replacement reserves are identified for all capital improvements and are sufficient to fund such improvements

Total rehabilitation refers to the renovation of a property down to the shell of the structure, including the replacement of all HVAC and electrical components.



	(r)
	Conversion: Soundness and condition
For a conversion that was legally created in the most recent three years, either:

1.

The architect's/engineer's report or a functional equivalent originally obtained for the conversion must comment favorably on the structural integrity of the project, and the condition and remaining useful life of the major project components such as the heating and cooling systems, plumbing, electrical systems, elevators, boilers, roof, etc.

2.

The appraiser must explicitly comment on the structural soundness, habitability and condition of the project, and the remaining useful life of the major project components such as but not limited to the roof, elevators, and mechanical systems such as the HVAC, plumbing, electrical systems, boilers, etc.



	(s)
	Conversion: Work quality
For a conversion, all work involved in a Condominium conversion must have been completed in a professional manner.


42.11.1: Uniform underwriting and transmittal summary form (04/17/08)
The Seller must code the "Project Classification – Freddie Mac" on Form 1077, Uniform Underwriting and Transmittal Summary, as one of the following as shown below. These categories correspond to the codes to be used on Form 11, Mortgage Submission Schedule, and Form 13SF, Mortgage Submission Voucher, as indicated.
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	Code as follows on Form 1077[image: image48.png]
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	New Condominium Project (see Sections 42.6 and 42.11)[image: image51.png]
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	Established Condominium Project (see Sections 42.5 and 42.11)[image: image54.png]
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	2- to 4-Unit Condominium Project (see Sections 42.7 and 42.11)[image: image57.png]
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	Limited/reduced Seller Condominium Project Warranties[image: image60.png]
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	Detached Condominium Project (see Section 42.8)[image: image64.png]
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	Reciprocal review (see Section 42.9)[image: image67.png]
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When completing Form 1077, the Seller may use only one category and must use Freddie Mac's project classification system. Although the Form 1077 terms suggest that a Seller could classify a Condominium Project in more than one category (i.e., an Established Condominium Project with a streamlined review could be coded either as an "Established Project" or a "Streamlined Review"), the Seller should classify such a Condominium Project as a "Streamlined Review"; the Seller should select the "Established Project" category only if Seller is required to make the full Condominium Project warranties.

The Seller must refer to Section 17.22 for special delivery instructions for Condominium Unit Mortgages.

42.12: Postsettlement delivery fees (delivery fees) for California Condominium Unit Mortgages (08/21/06)
A special delivery fee will be assessed and billed to the Seller in conjunction with the sale of certain California Condominium Unit Mortgages unless reduced or waived as provided in this section and Section 58.3.1. The Seller must refer to Exhibit 19, Postsettlement Delivery Fees, for information on the California Condominium Units delivery fee and other delivery fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.

The Seller may be eligible for a reduction or a waiver of the delivery fee in the following situations:

	•
	The Condominium Unit is located in a Condominium Project that maintains earthquake insurance in accordance with the provisions of Sections 58.3.1(d), 58.3.1(e) and 58.3.1(g), and does not fully prefund the deductible as required in Section 58.3.1(e) or 58.3.1(f), as applicable ("Mortgages with partially prefunded deductibles"). For Mortgages with partially prefunded deductibles, the delivery fee is reduced to one-quarter of 1% (0.25%) of the unpaid principal balance (UPB).


	•
	The Condominium Unit is covered by earthquake insurance in accordance with the applicable provisions of Section 58.3.1(i) or is located in a Condominium Project that maintains earthquake insurance in accordance with the provisions of Sections 58.3.1(d) through 58.3.1(g) ("Mortgages with adequately prefunded deductibles"). For Mortgages with adequately prefunded deductibles, the delivery fee is waived.


	•
	The Seller has completed an evaluation on the Condominium Project pursuant to the provisions of Section 58.3.1(a) or 58.3.1(h) and the results of the evaluation indicate that earthquake insurance would have been unnecessary ("Mortgages evaluated — insurance not necessary"). For Mortgages evaluated — insurance not necessary, the delivery fee is waived.


To obtain a reduction or waiver of the delivery fee in one of the situations described above, the Seller must report in the Form 11, Mortgage Submission Schedule, or the Form 13SF, Mortgage Submission Voucher, the appropriate special characteristic code specified in Section 17.22.
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 1

Chapter 43:  Special Warranties for PUDs

43.1: PUD eligibility (03/20/00)
	(a)
	PUD definition
A Planned Unit Development (PUD) is a development that has all of the characteristics listed in the Glossary of this Guide.



	(b)
	Condominium Units in PUDs
If a Condominium Unit is located in a PUD, the Seller must comply with the condominium requirements and warranties in Chapter 42 and the PUD requirements and warranties in this chapter.



	(c)
	Leasehold estates
If the PUD unit or any PUD common property is on a leasehold estate, the Seller must comply with the leasehold estate requirements in Chapter 41.


43.2: Seller warranties on PUDs (03/20/00)
The Seller must make the following warranties for each Mortgage secured by a PUD unit:

	(a)
	Definition
The property meets the definition of PUD in the Glossary.



	(b)
	Insurance
The property insurance requirements in Sections 58.2 through 58.4 and 58.9 have been met.

When reviewing a PUD to determine if it meets the requirements in this section, Sellers must consider all units and space that are included as integral parts of the subject PUD's homeowners association. Freddie Mac's determination of whether a project is a PUD, however, is conclusive.
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Chapter 44:  Appraisal Reports, Inspection Reports and the               Property Insurance Alternative (PIA) (01/01/06) 

44.1: Overview (06/22/07)
This chapter is organized by the following topics:
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	Overview of appraisal and inspection reports and the Property Inspection Alternative (PIA)[image: image86.png]
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	Appraisal and inspection report forms and the Property Inspection Alternative (PIA)[image: image90.png]
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	Borrower disclosure for inspection reports and the Property Inspection Alternative (PIA)[image: image92.png]
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	Seller representations and warranties regarding the Mortgaged Premises[image: image94.png]


 
	44.11

 INCLUDEPICTURE "http://www.allregs.com/tpl/images/gif1.gif" \* MERGEFORMATINET 
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	Property description and analysis[image: image102.png]
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The Seller should be familiar with Freddie Mac's Glossary definitions of the following terms:

	•
	Automated Valuation Model (AVM)


	•
	Feedback Certificate


	•
	Last Feedback Certificate


	•
	Minimum Assessment Feedback (MAF)


	•
	Home Value Models


	•
	Owner of Record


	•
	Property Inspection Alternative (PIA)


For a Mortgage to be eligible for sale to Freddie Mac, it must be determined that the collateral (that is, the Mortgaged Premises) is acceptable for the transaction. This chapter details Freddie Mac's requirements for determining that the collateral is acceptable.

There are three ways to determine that the Mortgaged Premises is acceptable for the transaction:

	•
	An appraisal report — the subject property and the neighborhood are inspected by an appraiser, the value of the property is estimated by an appraiser. The Seller has underwritten the appraisal report and concluded the property is acceptable.


	•
	An inspection report — the subject transaction is supported by Home Value Models; the appraiser inspects the subject property and neighborhood but does not provide a value for the subject property. The Seller has reviewed the inspection report and concluded that an appraisal was not required and the property is acceptable.


	•
	PIA — the transaction is supported by Home Value Models so no appraisal or inspection of the subject property is obtained, and the value of the property is not estimated. The Seller has determined that the transaction meets the eligibility requirements of this chapter.


These documents must be on the applicable Freddie Mac form or other approved form, including exhibits and any required addenda, and must comply with all the applicable requirements in this chapter. Each of these reports is discussed in detail in this chapter. This chapter also describes the situations in which the Seller must use an appraisal and the type of appraisal form to be used, as well as the circumstances in which the Seller may use an inspection report or PIA.

The Seller's regulatory agency may require an appraisal report in some instances when Freddie Mac does not. Even if the provisions of this chapter permit a Mortgage to be sold to Freddie Mac with an inspection report or PIA rather than an appraisal, the Seller must comply with any relevant requirements of any regulatory agencies mandating an appraisal. Additionally, the Seller may, for any other reason, obtain an appraisal report of the Mortgaged Premises in lieu of an inspection report or PIA.

44.2: General property eligibility requirements (06/22/07)
	(a)
	Residential requirements
The Mortgaged Premises must be residential. Freddie Mac does not purchase Mortgages secured by vacant land or property used primarily for agriculture, farming or commercial enterprise. Factors for the Seller and appraiser (as applicable) to consider in determining whether a property is residential include, but are not limited to, the following:

1.

The type of improvements on the subject property and neighboring properties

2.

The current use of the subject property and neighboring properties

3.

The degree, amount and type of development occurring in the area

4.

Pending zoning changes or changes in the use of properties in the area

5.

Whether the subject property and neighboring properties are residential and marketable. The location of retail and/or office property in the neighborhood does not make the subject property ineligible.

6.

Whether the land size and land-value-to-total-value ratio are typical

Example 1:
A mixed-use property consisting of a 1-unit residence with a small storefront. If the property is located in a residential neighborhood, on a street/block that is mostly residences, and is used as the Primary Residence of the owner who also runs the business, then the Seller may reasonably conclude the property is primarily residential.

If that same property were to contain more than one residential unit or were located in a commercial area or on a street/block that is mostly commercial (even with similar storefronts), or if the owner did not reside in the property, or if the owner leased the storefront to a business operator, then the Seller should reasonably view the property as business or commercial.

Example 2:
A residential property in which the owner operates a small business, such as a child day care service or an accounting practice. If the property is located in a residential neighborhood, on a street/block that is mostly residences, and is used as the Primary Residence of the owner who also runs the business and the building has not been modified in a manner that has an adverse impact on its marketability as a residence, then the Seller may reasonably conclude the property is primarily residential.

If that same property were located in a commercial area, or on a street/block that is mostly commercial, or if the owner did not reside in the property, or if the owner leased part of the dwelling to a business operator, or if the property had been permanently modified in a manner that had an adverse effect on its marketability as a residence, then the Seller should reasonably view the property as business or commercial.



	(b)
	Type and condition of structure
The improvements on the Mortgaged Premises must consist primarily of an attached or detached dwelling, or a unit within a Condominium Project or Planned Unit Development (PUD). The improvements must also be undamaged by fire, windstorm or other perils.

All improvements must be completed before the sale of the Mortgage to Freddie Mac. However, a Mortgage may be sold to Freddie Mac prior to the completion of improvements provided all of the following conditions are satisfied:

1.

The Seller determines that the improvements cannot be completed for valid reasons, such as inclement weather or shortages of building materials

2.

The improvements will be completed no more than 120 days after the sale of the Mortgage to Freddie Mac

3.

The Mortgage is not secured by a Manufactured Home

4.

An adequate cash Escrow for the uncompleted items has been established

5.

The items not completed may not adversely affect the habitability of the Mortgaged Premises

6.

The value of the incomplete items may not exceed 10 percent of the value of the completed Mortgaged Premises

7.

The mortgage insurance and title insurance will not be impaired or adversely affected during the Escrow period

8.

The Seller or Servicer must inspect the property and place in the Mortgage file documentation that evidences the completion of the items for which funds have been escrowed



	(c)
	Properties affected by disasters
The Seller should be prepared to address property damage issues that may occur in the event of a disaster that may affect the acceptability of properties as security for Mortgages. Seller should have established procedures to inspect and recertify value, condition and marketability of properties when a major disaster or emergency occurs.

The Federal Emergency Management Agency (FEMA) announces Presidentially declared major disasters and emergencies, but the declaration is usually made after the event has already occurred. Once FEMA announces a major disaster or emergency, or earlier when the Seller becomes aware of a disaster, the Seller should take appropriate steps to ascertain the condition of properties in affected areas to preserve any relief of Seller representations and warranties that were granted regarding the Mortgaged Premises, and to minimize risk of future liability arising from a warranty violation.

For example, a Mortgage is submitted to Loan Prospector on August 1 and receives the Minimum Assessment Feedback of Form 2070 or the Property Inspection Alternative (PIA). On August 15, a tornado damages the neighborhood where the Mortgaged Premises is located. Whether or not the Seller is aware of the disaster (the tornado in this example), the Seller represents and warrants that at origination and delivery, the Mortgaged Premises is existing and is undamaged by fire, windstorm, or other perils. The Seller should take appropriate steps, including a special inspection, to determine if the Mortgaged Premises is damaged prior to the sale of a Mortgage to Freddie Mac.

Recommended steps:

•
For a reasonable time period following a disaster, regardless of any Loan Prospector Minimum Assessment Feedback to the contrary, Seller should obtain an appraisal report with an interior and exterior inspection of the subject property. The Seller should not use less comprehensive property valuation methods such as Form 2070 or PIA to originate Mortgages secured by properties located in the disaster area.

•
Seller should perform special inspections of properties that may be affected to assess the degree of any damage

•
Seller should re-verify property insurance coverage is adequate to protect against future loss to properties and to ensure it has been obtained or maintained adequately with respect to affected properties

•
Seller should consider, in consultation with the appraiser, the impact of any revision to the contract of sale for subject properties or the impact of any termination of leases entered into prior to such disaster




44.3: General requirements for appraisal and inspection reports (06/01/08)
	(a)
	Seller selection of appraisers and appraiser independence
Unless specifically indicated otherwise, for convenience, all references to appraisals and appraisal reports in this section also include inspection reports, and any other type of collateral assessments.

The appraisal or inspection report must be signed by an appraiser that the Seller has approved. A Seller may not sell a Mortgage to Freddie Mac if the appraisal or inspection report is made for anyone other than the Seller or Mortgage originator.

The appraiser must be impartial and unbiased. The appraiser may not have any present or contemplated future interest in the subject property. In addition, neither current nor future employment or compensation for performing the appraisal or inspection may be contingent on the results reported by the appraiser.

Sellers must ensure that the individuals underwriting the appraisals and collateral are independent of loan production staff. If independence is not feasible due to the small size of the Seller's staff, the Seller must have the appropriate controls in place to assure independence.



	(b)
	Seller representations and warranties regarding appraisal and inspection reports
With respect to each appraisal or inspection report, the Seller represents and warrants that:

1.

All information known to the Seller that may affect the estimate of value or marketability has been provided to the appraiser in conjunction with the appraisal or inspection request

2.

It has reviewed the report and has concluded that the Mortgaged Premises is adequate security for the Mortgage, in accordance with the requirements of Section 22.2
3.

The report complies with the applicable requirements in this chapter

4.

The report is of professional quality and supports all of the appraiser's assumptions, data, analyses, rationale and conclusions that were relied on in estimating the value and addressing the marketability of the Mortgaged Premises

5.

The information in the report is accurate, internally consistent, written in clearly understandable language, fully supported and sufficiently documented

Deficient appraisal or inspection reports will be considered a breach of the Seller's warranty as to the acceptability of the Mortgage and will subject the Seller to the remedies available to Freddie Mac. In addition to reviewing the appraisal or inspection report submitted by the Seller, Freddie Mac may make property inspections and/or other investigations to assure property eligibility and proper underwriting of the Mortgages offered for sale to and sold to Freddie Mac.



	(c)
	Market value definition
An appraisal report must be based on the following definition of market value:

The most probable price which a property should bring in a competitive and open market under all conditions requisite to a fair sale, the buyer and seller, each acting prudently, knowledgeably and assuming the price is not affected by undue stimulus.

Implicit in this definition is the consummation of a sale as of a specified date and the passing of title from seller to buyer under conditions whereby:

1.

Buyer and seller are typically motivated

2.

Both parties are well informed or well advised, and each acting in what he considers his own best interest

3.

A reasonable time is allowed for exposure in the open market

4.

Payment is made in terms of cash in U.S. dollars or in terms of financial arrangements comparable thereto, and

5.

The price represents the normal consideration for the property sold unaffected by special or creative financing or sales concessions granted by anyone associated with the sale

Adjustments to the comparables must be made for special or creative financing or sales concessions. No adjustments are necessary for those costs which are normally paid by sellers as a result of tradition or law in a market area; these costs are readily identifiable since the seller pays these costs in virtually all sales transactions. Special or creative financing adjustments can be made to the comparable property by comparisons to financing terms offered by a third-party institutional lender that is not already involved in the property or transaction. Any adjustment should not be calculated on a mechanical dollar-for-dollar cost of the financing or concession but the dollar amount of any adjustment should approximate the market's reaction to the financing or concessions based on the appraiser's judgment.

The market value estimate of the subject property must not include value assigned to furniture or any other personal property.



	(d)
	Detrimental conditions
On appraisal or inspection reports, the appraiser must note the presence of detrimental conditions, such as expansive soils, underground mines or subsidence in the immediate area of the subject property. In addition, the appraiser must note any evidence of dampness, infestation or abnormal settlement observed in the subject property and call for correction of the observed condition or professional inspections to determine the seriousness of the condition. The appraiser must also consider the effect of such conditions in estimating the subject property's market value and/or any effect on marketability.

For any appraisal report that is made subject to inspections or conditions due to detrimental conditions, the Seller must include in the Mortgage file evidence of corrective action as called for by the inspector or appraiser (such as an exterminator's certificate, engineer's report or satisfactory completion certificate) dated before the Delivery Date of the related Mortgage to Freddie Mac. (See also Section 44.14 for completion certificate requirements.)



	(e)
	Maximum financing
Effective June 1, 2008, Section 44.3(e) is deleted.



	(f)
	Statement of Assumptions and Limiting Conditions, and Appraisers' Certifications
The Statement of Assumptions and Limiting Conditions, Appraiser's Certification and Supervisory Appraiser's Certification are incorporated into each appraisal and inspection report form. Modifications or deletions to these are not permitted. However, additional certifications that do not constitute material alterations to the report, such as those required by law or those related to the appraiser's continuing education or membership in an appraisal organization, are permitted.



	(g)
	Owner of Record
When a new appraisal is required, the Seller must verify:

•
For purchase transactions:

•
The property seller listed on the sales contract is the Owner of Record of the subject property or

•
If the transaction involves the sale of land separate from the dwelling, the property seller listed on the sales contract for the land is the Owner of Record for the land.

•
For refinance transactions, the Borrower is an Owner of Record of the subject property.

•
For transactions that involve the payoff of a land contract, the property seller is the vendor on the recorded land contract and the Owner of Record of the subject property; and the Borrower is a vendee on the recorded land contract.

If the property seller for purchase transactions or the Borrower for refinance transactions is not the Owner of Record, the Seller must investigate the circumstances of the transaction to ensure that the transaction is legitimate. The Seller must retain documentation evidencing the verification or legitimacy of the transaction in the Mortgage file. Such documentation may include, but is not limited to, the appraiser's analysis and conclusions in the appraisal report, a property sales history report, a copy of the recorded deed, a copy of a property tax bill, or the title commitment or binder indicating the legal ownership of the property.



	(h)
	Automated Valuation Model (AVM)-assisted appraisals
When performing an inspection or appraisal, the appraiser may use AVMs as a tool to develop market data or to identify potential comparable sales. In order to use an AVM, the appraiser must understand what data the model uses and how the model analyzes the data. The appraiser must determine that the results of the AVM accurately reflect the current market for the subject property. Appraisers must comply with Uniform Standards of Professional Appraisal Practice (USPAP) and Advisory Opinion 18: Use of an Automated Valuation Model (AVM).


44.4: Appraisers (06/22/07)
Freddie Mac does not select or approve individual appraisers or appraisal management companies. An appraiser is selected and approved by the Seller. The Seller warrants that the appraisal services provided, whether by fee or staff appraisers, comply with the Uniform Standards of Professional Appraisal Practice (USPAP), applicable laws, and the requirements of this chapter.

At a minimum, the appraiser must be a State-certified or State-licensed real estate appraiser eligible to perform appraisals in the State in which the property is located and be experienced in the appraisal of properties similar to the property being appraised or inspected.

The Seller should be particularly attentive to selecting an appraiser who is knowledgeable of the subject area when ordering appraisal or inspection reports in central city neighborhoods and rural areas. Appraisers are more likely to use nontraditional data bases in these areas, which may be subject to complex factors influencing the value and marketability of individual properties. Appraisers who are knowledgeable in these areas should be encouraged to make extensive use of comment areas to explain market factors and the status of the market.

	(a)
	Representations to third parties by appraisers or appraisal management companies
Appraisers and appraisal management companies must not make any representation to third parties as being approved by Freddie Mac.



	(b)
	Unacceptability of appraiser
Freddie Mac, in its sole discretion, may at any time refuse to accept appraisal or inspection reports made by a particular appraiser. Once notified by Freddie Mac of the unacceptability of an appraiser, the Seller may not use that appraiser for any Mortgage submitted to Freddie Mac. Sellers may not engage appraisers who appear on the Freddie Mac Exclusionary List.


44.5: Information supplied to the appraiser (10/06/06)
	(a)
	Information for appraisals
The Seller warrants that the Mortgage originator provided the following information on the subject property, as applicable, to the appraiser in conjunction with all appraisal requests:

1.

The complete legal description (see Section 40.1 for legal description requirements)

2.

Current condominium association budgets

3.

The complete sales contract (A sales contract on a new home should state the base price of the house and itemize each option.)

4.

All financing terms, financing and sales concessions granted by anyone associated with transaction, and any gifts, buydowns and down payment assistance provided by anyone on behalf of the Borrowers, whether for purchase or refinance transactions

5.

Income and expense statements, property leases and a list of nonrealty items that are included in the transaction, and

6.

Any other information that the Seller knows that may affect the value or marketability of the property. This information includes an affiliation between the property seller and purchaser, proposed changes to the use of the property, and the presence of any Contaminated Site or Hazardous Substance affecting the property or the neighborhood in which the property is located.



	(b)
	Information for inspections
The Seller warrants that the Mortgage originator provided the following information on the subject property, as applicable, to the appraiser in conjunction with all inspection requests:

1.

The complete legal description (see Section 40.1 for legal description requirements)

2.

Any other information that the Seller knows that may affect the value or marketability of the property. This information includes an affiliation between the property seller and purchaser, proposed changes to the use of the property, and the presence of any Contaminated Site or Hazardous Substance affecting the property or the neighborhood in which the property is located.




44.6: Unacceptable appraisal or inspection report practices (10/06/06)
	(a)
	Unacceptable appraisal report practices
The following are unacceptable appraisal report practices. Evidence of any of the practices listed in this section will be a breach of Seller's warranty as to the professional quality of the report.

1.

Inclusion of inaccurate or incomplete data about the subject property, the neighborhood or any comparable sale used in the appraisal report

2.

Failure to report and/or consider any apparent factor that has an adverse effect on the value and/or marketability of the subject property

3.

Consideration of the age or location of a dwelling or the age of the neighborhood or census tract where the dwelling is located in a manner that has a discriminatory effect

4.

Reliance in the appraisal analysis on comparable sales that were not personally inspected by the appraiser. A personal inspection requires at least a visual inspection of the exterior of the comparable property

5.

Reliance in any appraisal analysis on inappropriate comparable sales or the failure to use comparable sales that are more physically and locationally similar, without adequate explanation

6.

Use of comparable sales data provided by interested parties to the transaction, without verification by a disinterested party

7.

The use of inordinate adjustments for differences between the subject property and the comparable sales that do not reflect the market's reaction to such differences or the failure to make proper adjustments when they are clearly necessary

8.

Consideration of the race, color, religion, sex, handicap, familial status or national origin of the prospective owners or occupants of the subject property or of the present owners or occupants of the properties in the vicinity of the subject property (see also Section 6.2 for equal opportunity compliance requirements and Section 44.15(c) for prohibition against discrimination in appraising)

9.

Development of value and/or marketability conclusions that are not supported by available market data

10.

The appraiser's or supervisory appraiser's breach of a certification or Statement of Assumptions and Limiting Conditions, or comparable statements as found on any Freddie Mac approved appraisal report form or addendum

See Section 44.21 for unacceptable appraisal and inspection report practices when using Electronic Signatures and using and maintaining Electronic Records.



	(b)
	Unacceptable inspection report practices
The following are unacceptable inspection report practices. Evidence of any of the practices listed in this section will be a breach of Seller's warranty as to the professional quality of the report.

1.

Inclusion of inaccurate or incomplete data about the subject property and/or the neighborhood

2.

Failure to report and/or consider any apparent factor that has an adverse effect on the condition and/or marketability of the subject property

3.

Consideration of the age or location of a dwelling or the age of the neighborhood or census tract where the dwelling is located in a manner that has a discriminatory effect

4.

Consideration of the race, color, religion, sex, handicap, familial status or national origin of the prospective owners or occupants of the subject property or of the present owners or occupants of the properties in the vicinity of the subject property (see also Section 6.2 for equal opportunity compliance requirements and Section 44.15(c) for prohibition against discrimination in appraising)

5.

Development of marketability conclusions that are not supported by available market data

6.

The appraiser's breach of a certification on an inspection report or addendum




See Section 44.21 for unacceptable appraisal and inspection report practices when using Electronic Signatures and using and maintaining Electronic Records.

44.7: Overview of appraisal and inspection reports and the Property Inspection Alternative (PIA) (06/22/07)
To evidence that the Mortgaged Premises is acceptable for the transaction, each Mortgage file must contain one of the following reports:

	•
	A written appraisal report


	•
	A written inspection report


	•
	A print-out of the Last Feedback Certificate with the Minimum Assessment Feedback of Form 2070 or PIA


Whether the Seller should use an appraisal, an inspection or PIA depends on:

	•
	The characteristics of the transaction


	•
	The type of property securing the Mortgage, and


	•
	Whether the Mortgage is a Loan Prospector® Mortgage or a Non-Loan Prospector Mortgage



	(a)
	Appraisal and inspection report forms by property type and inspection type
The following table shows the report forms and the inspection types applicable for each property and inspection type. Reports with an exterior-only inspection may be used only for Loan Prospector Mortgages. PIA requires no inspection.

Appraisal and Inspection Report Forms by Property Type and Inspection Type[image: image110.png]


 

Property Type[image: image111.png]


 

Form Number[image: image112.png]


 

Type of Inspection[image: image113.png]


 

1-unit property
Unit in a PUD or Detached Condominium Project[image: image114.png]


 

Form 70
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Interior and exterior inspection[image: image116.png]


 

Form 2055 or 2070
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Condominium Unit
(Attached or Detached)[image: image119.png]


 

Form 465
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Form 466 or 2070
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Form 70B
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Form 72
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Figure 44.1, Appraisal and Inspection Report Forms by Property Type and Inspection Type



	(b)
	Appraiser inspection of the subject property
There are two types of appraiser inspection of the subject property:

•
Interior and exterior inspection: In an interior and on-site exterior inspection, the appraiser is expected to make reasonable observations of interior and exterior property conditions that are immediately apparent and noticeable during a typical site visit. This includes consideration of the topography, water drainage, restrictions and encroachments, off-site improvements, gross living area and floor plan, condition, and conformity to the neighborhood.

•
Exterior-only inspection: An exterior-only inspection is considered a drive-by inspection of the subject property and/or comparable sales. The appraiser is expected to confirm that the subject property exists and appears to conform to the information available in public records.

An exterior-only inspection may have to be upgraded to an appraisal with an interior and exterior inspection if there is not sufficient information available about the subject property to complete a credible report, and/or if the improvements cannot be seen from the street. See Section 44.9(b) and 44.9(f) for upgrade requirements.

An appraiser's inspection of the subject property is completed for the use of the lender/client in determining property condition, marketability, value and eligibility. The purpose of the appraiser inspection is to gather information about the characteristics of the subject property that are relevant to its value, and to report on its apparent soundness and habitability as readily observed by the appraiser or as found in available data sources such as public records, MLS, newspaper reports or conversations with agents. An inspection conducted by an appraiser is not the equivalent of an inspection by a licensed professional such as a structural engineer, home inspector, real estate inspector, pest inspector, or well inspector.

An appraiser's observations and research must be thorough enough to properly develop the appraisal and adequately report the characteristics that reflect value.

If an appraiser observes conditions that require further investigation, the appraiser must make the appraisal subject to an inspection by an appropriate, licensed professional. Conditions that may require such inspections include observations of severe cracks in foundations or walls, active infestation, significant water damage and/or wet basements or crawl spaces, or unusual odors from a water source. Any conditions affecting safety, structural soundness or habitability must be repaired before closing.

If the appraisal is made subject to an inspection, the Seller must consult the services of an expert, a licensed or certified professional or another person trained in the particular field of concern.



	(c)
	Changes to appraisal and inspection report forms
With respect to each appraisal or inspection report, the appraiser must comply with the instructions and guidelines set forth in the form. Names, addresses or logos may be added to any of the forms, and the forms may be printed in any color ink. Forms generated by software programs that have expandability features to allow additional space in any of the "comments" areas are acceptable. However, the page sequence, format and content of the forms should not be altered in any way.



	(d)
	Age of reports and Minimum Assessment Feedback
1.
Appraisal
An appraisal is effective for 120 days.

•
If the effective date of the appraisal is more than 120 days before the Note Date, the appraisal is outdated and a new appraisal with at least an exterior-only inspection is required. See Section 44.7(e) for additional information.

•
If the effective date of the original appraisal is more than 12 months before the Note Date, the appraisal is expired. A new appraisal is required and the new appraisal must not incorporate any prior appraisal.

See Sections K33.9(b) and K33.10 for update requirements for Mortgages for Newly Constructed Homes.
2.
Home Value Models
•
Form 2070
An inspection ( Form 2070) is effective for 120 days. If the effective date of the inspection is more than 120 days before the Note Date, the inspection is expired and a new inspection must be performed. See Section 44.7(e) for additional information.
•
Property Inspection Alternative (PIA)
For Mortgages originated using PIA, the Minimum Assessment Feedback (MAF) is valid for 120 days. If the effective date of the Feedback Certificate is more than 120 days before the Note Date, the MAF is expired and the transaction must be resubmitted to Loan Prospector®. See Section 44.7(e) for additional information.
3.
Summary of requirements for age of collateral assessment documentation
The following chart summarizes the age of report requirements as of the effective date of the report.
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< 120 days prior to the Note Date[image: image136.png]


 

> 120 days prior to the Note Date[image: image137.png]


 

> 12 months after the effective date of appraisal[image: image138.png]
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> 120 days prior to the Note Date[image: image142.png]


 




	(e)
	Loan Prospector Mortgages: Appraisal update requirements
If the Seller resubmits a Mortgage to Loan Prospector and there is no change to the subject property, including no change to the property address entered into LP, the following chart indicates what the Seller must provide based on the original MAF and the new MAF. In any event, if the Seller did not obtain the assessment required by the original MAF, the Seller must obtain the assessment required by the Last Feedback Certificate.
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**

The Seller must take appropriate steps to determine whether there have been any adverse changes to the condition, marketability or value of the Mortgaged Premises which may have occurred subsequent to the Note Date and prior to the sale of the Mortgage to Freddie Mac. See Section 44.11.

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



	(f)
	Non-Loan Prospector Mortgage: appraisal update requirements
If the Mortgage is a Non-Loan Prospector Mortgage, an appraisal with an exterior-only inspection is required in order to update the original appraisal. The update must meet all the other requirements of this section.



	(g)
	Appraisal update scope of work
When performing an appraisal update, the appraiser must comply with USPAP and Advisory Opinion 3, Update of a Prior Assignment. The appraiser is expected to research, verify and analyze current market data, and to perform at least an exterior-only (drive-by) inspection of the subject property.

The original appraiser should perform the appraisal update; however, the Seller may select another Seller-approved appraiser who is qualified to perform the appraisal.



	(h)
	Reporting the results of an appraisal update
The appraiser may use the following to report the results of an appraisal update:

•
If there are no changes in value, the appraiser may use either:

•
Form 442, Appraisal Update and/or Completion Report, or

•
Any other Freddie Mac appraisal report form appropriate for the property type and inspection type.

For example, if the appraiser performs an exterior-only inspection of a Condominium Unit, the results could be reported on Form 442, Appraisal Update and/or Completion Report, or Form 466, Exterior-Only Inspection Individual Condominium Unit Appraisal Report.

•
If there are changes in the market since the prior appraisal or the appraiser determines that one or more different comparable sale is more appropriate, the appraiser must report the results of the appraisal update on the Freddie Mac appraisal report form appropriate for the property type and inspection type. The appraiser may not use Form 442.

The level of detail for the update may be significantly less than that required for the original, prior report. The appraiser performing the update will complete the subject portion of the report, provide information about any changes in the market, and explicitly state the portions of the prior report that are incorporated into the update. The appraiser may also provide additional market information to indicate that there have been no market changes. The appraiser must sign the report and provide the information required with the signature. The appraiser also has the option of providing an entirely new report if warranted by changes in the market since the effective date of the prior report.

If the appraiser determines that the subject of a refinance transaction is newly listed for sale, the appraiser must update the analysis in the contract section of the report and indicate that the subject property is listed for sale. The Seller must take appropriate action to address the change.



	(i)
	Exhibit requirements for appraisal updates
If existing photographs accurately represent the subject property and comparable sales, new photographs of the subject property and comparable sales, as applicable, are not required. Additional photographs of any factors that affect the marketability or value of the subject property should be provided if not already part of the report being updated.

Photographs that meet the requirements of Section 44.12(a) are required for any new comparable sales.



	(j)
	Decline in value
If the value of the subject property has declined, the Seller must adjust the terms of the transaction as appropriate. Loan Prospector Mortgages must be resubmitted to Loan Prospector if required by Section 2.2.1(k).



	(k)
	Appraisal update and completion certificate
If the original appraisal was made subject to completion per plans and specifications or subject to repairs, and the original appraisal is outdated, the Seller may obtain an appraisal update that also acts as a completion certificate. If the update acts as both an update and a completion certificate, the appraiser must state that the "subject to" conditions of the prior report have been met.

See Section 44.14 for information about the completion certificate.



	(l)
	Re-use of an unexpired appraisal for a subsequent transaction
When an appraisal is required for a subsequent transaction secured by the subject property, the prior appraisal may be re-used if an appraisal update is obtained and all the requirements of this section are met.

1.
Borrower requirements when re-using an unexpired appraisal
The Borrowers on the new transaction must be the Borrowers on the prior transaction.

The only exception is in the event of a divorce or legal separation. The Borrower for the new transaction must be one of the Borrowers on the prior transaction, and the file must document that the Borrower for the new transaction obtained the property through a divorce or legal separation.
2.
Property eligibility for re-use of an unexpired appraisal
Since the effective date of the prior appraisal, the subject property must not have undergone any substantial rehabilitation or renovation or have been affected by disaster to the extent that the improvement or deterioration of the property would affect marketability or market value.
3.
The new transaction when re-using an unexpired appraisal
The new transaction may not:

•
Be a purchase transaction

•
Be a cash-out refinance transaction

•
Pay off any secondary financing

4.
Appraisal requirements for re-use of an unexpired appraisal
The appraisal from the prior transaction must meet all the following requirements:

•
The effective date of the appraisal from the prior transaction must not be more than 12 months prior to the Note Date of the subsequent transaction

•
The lender/client is the Seller or Mortgage originator per Section 44.3(a)
The appraisal update must meet all the following requirements:

•
The update and the report must meet the requirements of USPAP and Advisory Opinion 3, Update of a Prior Assignment, including the reference to the appraisal being incorporated into the update as applicable

•
The update must meet the requirements of Chapter 44
•
The update must meet the inspection requirements for the subsequent transaction (see below)

The report of the appraisal update must meet both the following requirements:

•
The report must reflect the new transaction (e.g., the current Borrowers, the appropriate transaction type, owner of record, lender/client)

•
The results of the update must be reported on the appropriate report form for the type of property and inspection performed (e.g., Form 2055, Exterior-Only Inspection Residential Appraisal Report, March 2005)
5.
Appraiser inspection levels for re-use of an unexpired appraisal
If the prior appraisal included an interior and exterior inspection, an appraisal update with an exterior-only inspection is typically required for the new transaction. Except as stated in the next sentence, this applies even if the new transaction requires an interior and exterior inspection. If the appraiser determines that there has been a change to the marketability of the subject property, the appraiser is required to perform an interior and exterior inspection. The Seller may upgrade the inspection to an interior and exterior inspection at the Seller's discretion.

If the prior appraisal included an exterior-only inspection and the new transaction requires an interior and exterior inspection, an appraisal update with an interior and exterior inspection is required.
6.
Mortgage file documentation when re-using an unexpired appraisal
The Mortgage file must contain the report of the appraisal update and legible copies of the prior appraisal being incorporated into the update. Copies of all photographs must be clear and legible.



	(m)
	Use of most current value
If a Seller obtains a new appraisal, including an appraisal update, prior to the Freddie Mac Delivery Date, the Seller must use that value for underwriting the Mortgage and determining the value of the Mortgaged Premises per Section 23.1, and must deliver that appraised value to Freddie Mac.



	(n)
	Mortgage file documentation
Copies of all collateral assessments obtained for the subject transaction must be retained in the Mortgage file and provided to Freddie Mac upon request.


44.8: Loan Prospector® Minimum Assessment Feedback (01/01/06)
For Loan Prospector Mortgages, the Minimum Assessment Feedback will advise the Seller of the minimum level of report and inspection necessary, if any. The Seller may obtain a more comprehensive appraisal report or inspection report than that specified by the Minimum Assessment Feedback.

44.9: Appraisal and inspection report forms and the Property Inspection Alternative (PIA) (06/22/07)
Changes to these requirements have been announced and will become effective on 04/01/09.
	(a)
	Form 70, Uniform Residential Appraisal Report
Form 70 is designed to report the results of an appraisal of a 1-unit property, including a unit in a PUD or a 1-unit property with an accessory unit. It may also be used for a unit in a Detached Condominium Project if the appraiser includes information about the project and its condition. The form may not be used for an appraisal of a Manufactured Home or a unit in an attached Condominium Project. An interior and exterior inspection of the subject property is required. Form 70 may be used for Loan Prospector® and Non-Loan Prospector Mortgages.



	(b)
	Form 2055, Exterior-Only Inspection Residential Appraisal Report
Form 2055 is designed to report the results of an appraisal of a 1-unit property, including a unit in a PUD or a 1-unit property with an accessory unit. It may also be used for a unit in a Detached Condominium Project if the appraiser includes information about the project and its condition. The form may not be used for an appraisal of a Manufactured Home or a unit in an attached Condominium Project. An exterior-only inspection of the subject property is required. Form 2055 may be used for Loan Prospector Mortgages when an exterior-only inspection of a single-family property is allowed.

Form 2055 upgrade requirements
When the Feedback Certificate indicates the Minimum Assessment Feedback of Form 2055, the appraiser must upgrade to a Form 70 when one or more of the following conditions exist:

•
The appraiser cannot obtain sufficient information about both the interior and exterior physical characteristics of the subject property from third-party data sources in order to develop a credible appraisal

•
The appraiser cannot reconcile all significant discrepancies (e.g., size, condition, etc.) among available data sources

•
The appraiser's exterior inspection does not provide sufficient information to develop a reliable appraisal, including the inability to view the property improvements from the street

•
The subject property is new construction and has not yet been occupied

•
The subject property is undergoing renovation or rehabilitation

•
The data sources used to develop the appraisal (such as the sales contract for purchase transactions) indicate the presence of physical deficiencies or an adverse condition, or the appraiser observes apparent physical deficiencies or adverse property conditions during the exterior property inspection



	(c)
	Form 70B, Manufactured Home Appraisal Report
Form 70B, Manufactured Home Appraisal Report, is designed to report an appraisal of a one-unit Manufactured Home, including a Manufactured Home in a Planned Unit Development (PUD). A Manufactured Home located in a Condominium Project requires the appraiser to inspect the project and complete the project information section of the Form 465, Individual Condominium Unit Appraisal Report, and attach it as an addendum to Form 70B. The Manufactured Home Appraisal Report is also designed to report an appraisal of a one-unit Manufactured Home that is located in a cooperative project; however, Mortgages secured by cooperatives are not eligible for sale to Freddie Mac.



	(d)
	Form 72, Small Residential Income Property Appraisal Report
Form 72 is designed to report the appraisal results for a 2- to 4-unit property. An interior and exterior inspection of the subject property is required. Form 72 may be used for Loan Prospector and Non-Loan Prospector Mortgages.



	(e)
	Form 465, Individual Condominium Unit Appraisal Report
Form 465 is designed to report the results of an appraisal of a 1-unit property in a Condominium Project, whether attached or detached. An interior and exterior inspection of the subject property is required. Form 465 may be used for Loan Prospector and Non-Loan Prospector Mortgages.



	(f)
	Form 466, Exterior-Only Inspection Individual Condominium Unit Appraisal Report
Form 466 is designed to report the results of an appraisal of a unit in a Condominium Project, whether attached or detached. An exterior-only inspection of the subject property is required. Form 466 may be used for Loan Prospector Mortgages when an exterior-only inspection of a Condominium Unit is allowed.

Form 466 upgrade requirements
When the Feedback Certificate indicates a Minimum Assessment Feedback of Form 466, the appraiser must upgrade to a Form 465 when one or more of the following conditions exists:

•
The appraiser cannot obtain sufficient information about both the interior and exterior physical characteristics of the subject property from third-party data sources in order to develop a reliable appraisal

•
The appraiser cannot reconcile all significant discrepancies (e.g., size, condition, etc.) among available data sources

•
The appraiser's exterior inspection does not provide sufficient information to develop a credible appraisal, including the inability to view the property improvements from the street

•
The subject property is new construction and has not yet been occupied

•
The subject property is undergoing renovation or rehabilitation

•
The data sources used to develop the appraisal (including the Purchase Contract) indicate the presence of physical deficiencies or an adverse condition, or the appraiser observes apparent physical deficiencies or adverse property conditions during the exterior property inspection 



	(g)
	Home Value Models
When Freddie Mac's Home Value Models support an eligible transaction, the Feedback Certificate indicates a Minimum Assessment Feedback of Form 2070 or PIA. The Seller may choose to obtain an inspection report with an exterior-only inspection, or PIA with no appraisal or inspection.

The provisions of Section 44.9(g) are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

1.
Form 2070, Loan Prospector® Condition and Marketability Report
Form 2070 is an appraiser-completed inspection report used in conjunction with Freddie Mac's Home Value Models, and may be used only with Loan Prospector Mortgages. It is designed to report the condition and marketability of a 1-unit property. Because the appraiser provides no estimate of value, the report is not considered an appraisal report. Form 2070 is completed with an exterior-only inspection. The Seller may substitute Fannie Mae Form 2075 when the Last Feedback Certificate indicates a Minimum Assessment Feedback of Form 2070 or PIA.

Form 2070 upgrade requirements
The appraiser must upgrade from an exterior-only inspection to an appraisal report with an interior and exterior inspection if:

•
The appraiser is unable to adequately view the subject property from the street

•
The appraiser observes any factor that may have an adverse effect on the marketability of the subject property

•
The quality or condition of the property appears unacceptable to the typical purchaser in the area in which the subject property is located

•
The Condition and Marketability Factors section of the Form 2070 indicates such an upgrade is required

When the Fannie Mae Form 2075 is used, the appraiser must upgrade to an appraisal as stated in Fannie Mae's requirements governing the use of the Form 2075.

The Seller must comply with the delivery requirements set forth in Section 17.34 for Mortgages originated with a Form 2070.
2.
Property Inspection Alternative (PIA)
When the Feedback Certificate indicates a Minimum Assessment Feedback of Form 2070 or PIA, the Seller may choose to obtain no appraisal or inspection of the subject property. PIA may be used only for Loan Prospector Mortgages. A print out of the Last Feedback Certificate with the Minimum Assessment Feedback of Form 2070 or PIA must be retained in the Mortgage file. 

•
To be eligible for PIA, the transaction must meet all the following requirements:

•
The Mortgaged Premises must be owned in fee simple; leaseholds are not eligible

•
The Mortgaged Premises must be fully completed and occupied as a residence as of the Note Date; escrow accounts for incomplete items as provided in Section 44.2(b) are not allowed

•
The Mortgaged Premises must not be undergoing rehabilitation or renovation

•
No appraisal or inspection has been performed

•
The Seller is not aware of and could not have been aware of any conditions that would adversely affect the market value, condition or marketability of the Mortgaged Premises

•
The Borrower must not be affiliated or related in any way with the builder, developer, or seller of the Mortgaged Premises

•
The following are not eligible for PIA:

•
Mortgages secured by Manufactured Homes

•
Mortgages secured by dwellings on leasehold estates

•
Seasoned Mortgages or Seasoned Mortgages for Newly Constructed Homes

•
Mortgages having the potential of negative amortization

•
A-minus Mortgages

•
Mortgages for Newly Constructed Homes

•
Initial InterestSM Mortgages

•
Upgrade requirements for PIA

A Mortgage is not eligible for PIA and the Seller must obtain an appraisal report with an interior and exterior inspection if:

•
There is a home inspection report or other information in the Mortgage file that indicates the presence of adverse condition and/or marketability factors

•
The Seller is aware of the presence of any Contaminated Site or Hazardous Substance affecting the property or the neighborhood in which the property is located

•
Delivery requirements for PIA

•
The Seller must comply with the conversion and delivery requirements set forth in Section 17.34
•
The Seller must pay a postsettlement delivery fee (delivery fee) in an amount indicated in Exhibit 19, Postsettlement Delivery Fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.




44.9: Appraisal and inspection report forms and the Property Inspection Alternative (PIA) (Future effective date 04/01/09)
These requirements will become effective on 04/01/09. View current requirements.
Unless otherwise provided, Freddie Mac requires Form 71, Market Conditions Addendum, for Mortgages with appraisals that have effective dates on or after April 1, 2009, regardless of property type or inspection type. See Section 44.13 for additional information regarding Form 71.

	(a)
	Form 70, Uniform Residential Appraisal Report
Form 70 is designed to report the results of an appraisal of a 1-unit property, including a unit in a PUD or a 1-unit property with an accessory unit. It may also be used for a unit in a Detached Condominium Project if the appraiser includes information about the project and its condition. The form may not be used for an appraisal of a Manufactured Home or a unit in an attached Condominium Project. An interior and exterior inspection of the subject property is required. Form 70 may be used for Loan Prospector® and Non-Loan Prospector Mortgages.


	(b)
	Form 2055, Exterior-Only Inspection Residential Appraisal Report
Form 2055 is designed to report the results of an appraisal of a 1-unit property, including a unit in a PUD or a 1-unit property with an accessory unit. It may also be used for a unit in a Detached Condominium Project if the appraiser includes information about the project and its condition. The form may not be used for an appraisal of a Manufactured Home or a unit in an attached Condominium Project. An exterior-only inspection of the subject property is required. Form 2055 may be used for Loan Prospector Mortgages when an exterior-only inspection of a single-family property is allowed.

Form 2055 upgrade requirements
When the Feedback Certificate indicates the Minimum Assessment Feedback of Form 2055, the appraiser must upgrade to a Form 70 when one or more of the following conditions exist:

•
The appraiser cannot obtain sufficient information about both the interior and exterior physical characteristics of the subject property from third-party data sources in order to develop a credible appraisal

•
The appraiser cannot reconcile all significant discrepancies (e.g., size, condition, etc.) among available data sources

•
The appraiser's exterior inspection does not provide sufficient information to develop a reliable appraisal, including the inability to view the property improvements from the street

•
The subject property is new construction and has not yet been occupied

•
The subject property is undergoing renovation or rehabilitation

•
The data sources used to develop the appraisal (such as the sales contract for purchase transactions) indicate the presence of physical deficiencies or an adverse condition, or the appraiser observes apparent physical deficiencies or adverse property conditions during the exterior property inspection



	(c)
	Form 70B, Manufactured Home Appraisal Report
Form 70B, Manufactured Home Appraisal Report, is designed to report an appraisal of a one-unit Manufactured Home, including a Manufactured Home in a Planned Unit Development (PUD). A Manufactured Home located in a Condominium Project requires the appraiser to inspect the project and complete the project information section of the Form 465, Individual Condominium Unit Appraisal Report, and attach it as an addendum to Form 70B. The Manufactured Home Appraisal Report is also designed to report an appraisal of a one-unit Manufactured Home that is located in a cooperative project; however, Mortgages secured by cooperatives are not eligible for sale to Freddie Mac.



	(d)
	Form 72, Small Residential Income Property Appraisal Report
Form 72 is designed to report the appraisal results for a 2- to 4-unit property. An interior and exterior inspection of the subject property is required. Form 72 may be used for Loan Prospector and Non-Loan Prospector Mortgages.



	(e)
	Form 465, Individual Condominium Unit Appraisal Report
Form 465 is designed to report the results of an appraisal of a 1-unit property in a Condominium Project, whether attached or detached. An interior and exterior inspection of the subject property is required. Form 465 may be used for Loan Prospector and Non-Loan Prospector Mortgages.



	(f)
	Form 466, Exterior-Only Inspection Individual Condominium Unit Appraisal Report
Form 466 is designed to report the results of an appraisal of a unit in a Condominium Project, whether attached or detached. An exterior-only inspection of the subject property is required. Form 466 may be used for Loan Prospector Mortgages when an exterior-only inspection of a Condominium Unit is allowed.

Form 466 upgrade requirements
When the Feedback Certificate indicates a Minimum Assessment Feedback of Form 466, the appraiser must upgrade to a Form 465 when one or more of the following conditions exists:

•
The appraiser cannot obtain sufficient information about both the interior and exterior physical characteristics of the subject property from third-party data sources in order to develop a reliable appraisal

•
The appraiser cannot reconcile all significant discrepancies (e.g., size, condition, etc.) among available data sources

•
The appraiser's exterior inspection does not provide sufficient information to develop a credible appraisal, including the inability to view the property improvements from the street

•
The subject property is new construction and has not yet been occupied

•
The subject property is undergoing renovation or rehabilitation

•
The data sources used to develop the appraisal (including the Purchase Contract) indicate the presence of physical deficiencies or an adverse condition, or the appraiser observes apparent physical deficiencies or adverse property conditions during the exterior property inspection 



	(g)
	Home Value Models
When Freddie Mac's Home Value Models support an eligible transaction, the Feedback Certificate indicates a Minimum Assessment Feedback of Form 2070 or PIA. The Seller may choose to obtain an inspection report with an exterior-only inspection, or PIA with no appraisal or inspection.

The provisions of Section 44.9(g) are Discretionary Provisions under Section 12.13 and Exhibit 26, Discretionary Provisions.

1.
Form 2070, Loan Prospector® Condition and Marketability Report
Form 2070 is an appraiser-completed inspection report used in conjunction with Freddie Mac's Home Value Models, and may be used only with Loan Prospector Mortgages. It is designed to report the condition and marketability of a 1-unit property. Because the appraiser provides no estimate of value, the report is not considered an appraisal report. Form 2070 is completed with an exterior-only inspection. The Seller may substitute Fannie Mae Form 2075 when the Last Feedback Certificate indicates a Minimum Assessment Feedback of Form 2070 or PIA. Form 71 is not required for Mortgages originated using a Form 2070 or Fannie Mae Form 2075.

Form 2070 upgrade requirements
The appraiser must upgrade from an exterior-only inspection to an appraisal report with an interior and exterior inspection if:

•
The appraiser is unable to adequately view the subject property from the street

•
The appraiser observes any factor that may have an adverse effect on the marketability of the subject property

•
The quality or condition of the property appears unacceptable to the typical purchaser in the area in which the subject property is located

•
The Condition and Marketability Factors section of the Form 2070 indicates such an upgrade is required

When the Fannie Mae Form 2075 is used, the appraiser must upgrade to an appraisal as stated in Fannie Mae's requirements governing the use of the Form 2075.

The Seller must comply with the delivery requirements set forth in Section 17.34 for Mortgages originated with a Form 2070.
2.
Property Inspection Alternative (PIA)
When the Feedback Certificate indicates a Minimum Assessment Feedback of Form 2070 or PIA, the Seller may choose to obtain no appraisal or inspection of the subject property. PIA may be used only for Loan Prospector Mortgages. A print out of the Last Feedback Certificate with the Minimum Assessment Feedback of Form 2070 or PIA must be retained in the Mortgage file. Form 71 is not required for Mortgages originated using a PIA.

•
To be eligible for PIA, the transaction must meet all the following requirements:

•
The Mortgaged Premises must be owned in fee simple; leaseholds are not eligible

•
The Mortgaged Premises must be fully completed and occupied as a residence as of the Note Date; escrow accounts for incomplete items as provided in Section 44.2(b) are not allowed

•
The Mortgaged Premises must not be undergoing rehabilitation or renovation

•
No appraisal or inspection has been performed

•
The Seller is not aware of and could not have been aware of any conditions that would adversely affect the market value, condition or marketability of the Mortgaged Premises

•
The Borrower must not be affiliated or related in any way with the builder, developer, or seller of the Mortgaged Premises

•
The following are not eligible for PIA:

•
Mortgages secured by Manufactured Homes

•
Mortgages secured by dwellings on leasehold estates

•
Seasoned Mortgages or Seasoned Mortgages for Newly Constructed Homes

•
Mortgages having the potential of negative amortization

•
A-minus Mortgages

•
Mortgages for Newly Constructed Homes

•
Initial InterestSM Mortgages

•
Upgrade requirements for PIA

A Mortgage is not eligible for PIA and the Seller must obtain an appraisal report with an interior and exterior inspection if:

•
There is a home inspection report or other information in the Mortgage file that indicates the presence of adverse condition and/or marketability factors

•
The Seller is aware of the presence of any Contaminated Site or Hazardous Substance affecting the property or the neighborhood in which the property is located

•
Delivery requirements for PIA

•
The Seller must comply with the conversion and delivery requirements set forth in Section 17.34
•
The Seller must pay a postsettlement delivery fee (delivery fee) in an amount indicated in Exhibit 19, Postsettlement Delivery Fees. Delivery fees are paid in accordance with the delivery fee provisions outlined in Section 17.2.




44.10: Borrower disclosure for inspection reports and the Property Inspection Alternative (PIA) (02/17/06)
For purchase money Mortgages originated using the Form 2070, Loan Prospector® Condition and Marketability Report, or PIA in lieu of an appraisal of the Mortgaged Premises, the Seller must, in connection with the origination, provide the Borrower with Freddie Mac Form 1149, Notice About Appraisal of Your Property, or some other substantially similar notice.

The Borrower must sign the notice and the Seller must maintain a copy of the signed notice in the Mortgage file.

44.11: Seller representations and warranties regarding the Mortgaged Premises (06/22/07)
Changes to these requirements have been announced and will become effective on 01/02/09.
	(a)
	Seller representations and warranties
A Seller is responsible for all representations and warranties regarding value, interior and exterior condition, and marketability of the Mortgaged Premises unless otherwise stated in this chapter.



	(b)
	Relief from Seller representations and warranties regarding the Mortgaged Premises for Loan Prospector® Mortgages
For certain Loan Prospector Mortgages, Freddie Mac relieves the Seller of representations and warranties regarding the Mortgaged Premises that are typically required of a Seller selling the Mortgage to Freddie Mac. The terms and requirements for representation and warranty relief are set forth in this section.

Relief from Seller representations and warranties regarding the Mortgaged Premises is subject to all of the following:

•
The Mortgage is a Loan Prospector Mortgage meeting the requirements of Section 2.2.1 and other applicable sections of the Guide

•
The Mortgage is an Accept Mortgage

•
All data and information entered into Loan Prospector and on which the Last Feedback Certificate was based were true, complete and accurate and remained unchanged as of the closing date of the Mortgage

•
The property address on the Last Feedback Certificate is a valid address for the Mortgaged Premises

•
The appraisal report, inspection report or Property Inspection Alternative (PIA) as applicable, meets the requirements of this chapter

•
For any Mortgage originated using PIA, Form 2070 or an appraisal report with an exterior-only inspection, Seller represents and warrants the subject property has been occupied as a residence, is an existing building, and is not undergoing rehabilitation or renovation

•
The Seller complies with the Minimum Assessment Feedback on the Last Feedback Certificate and all other representations and warranties in the Guide including, but not limited to:

•
Section 22.20, No circumstances adversely affecting value of Mortgage 

•
Section 44.2(b), Type and condition of structure

•
Chapter 41, Special Warranties for Leasehold Estates

•
Chapter 42, Special Warranties for Condominiums

•
Chapter 43, Special Warranties for PUDs and

•
Chapter 44, Appraisal reports, inspection reports and the Property Inspection Alternative (PIA)

•
The Mortgage is not a Seasoned Mortgage, Seasoned Mortgage for a Newly Constructed Home, Seller-Owned Converted Mortgage, or Seller-Owned Modified Mortgage

•
The Mortgage meets the eligibility requirements in Seller's Purchase Documents

•
The Seller delivers the Mortgage in accordance with the requirements of Chapter 17, including special characteristics code(s), as applicable

•
The Mortgage is not originated based on fraudulent and/or misrepresented information and/or documentation 



	(c)
	Relief from Seller representations and warranties for interior condition
The Seller is relieved of representations and warranties for the interior condition of the Mortgaged Premises that the appraiser cannot identify from an exterior-only inspection or that were not apparent based on the typical data sources available to the appraiser, if the Mortgage meets the requirements set forth in Section 44.11(b) and:

•
The Minimum Assessment Feedback on the Last Feedback Certificate specifies an appraisal with an exterior-only inspection or a Form 2070
•
No appraisal or inspection with interior inspection of the Mortgaged Premises was performed



	(d)
	Relief from Seller representations and warranties for value
The Seller is relieved of representations and warranties for value of the Mortgaged Premises if the Mortgage meets the requirements set forth in Section 44.11(b) and:

•
The Minimum Assessment Feedback on the Last Feedback Certificate indicates that Home Value Models support the transaction and the Mortgage is eligible for Form 2070 or PIA

•
No appraisal of the Mortgaged Premises was performed




	(e)
	Relief from Seller representations and warranties for value, interior condition, exterior condition and marketability
The Seller is relieved of representations and warranties for value, interior condition, exterior condition and marketability of the Mortgaged Premises for the life of the Mortgage if the Mortgage meets the requirements set forth in Section 44.11 (b) and:

•
The Minimum Assessment Feedback on the Last Feedback Certificate indicates that Home Value Models support the transaction and the Mortgage is eligible for Form 2070 or PIA, and the Seller chose to originate the Mortgage using PIA

•
No appraisal of the Mortgaged Premises was performed

•
No inspection of the Mortgaged Premises was performed




	(f)
	Other Seller representations and warranties
Regardless of any relief of Seller representations and warranties regarding the Mortgaged Premises, Seller is not relieved of representations and warranties for:

•
Chapter 41, Special Warranties for Leasehold Estates

•
Chapter 42, Special Warranties for Condominiums

•
Chapter 43, Special Warranties for PUDs

•
Section 44.2(b), Type and Condition of Structure

•
Section 22.20, No Circumstances Adversely Affecting Value of Mortgage

•
Section 22.23, Inclusionary Zoning

•
Section 22.24, Purchase Requirements for Mortgages Secured by Nonrestricted Units

•
Section 22.25, Purchase Requirements for Mortgages Secured by Restricted Units




44.11: Seller representations and warranties regarding the Mortgaged Premises (Future effective date 01/02/09)
These requirements will become effective on 01/02/09. View current requirements.
	(a)
	Seller representations and warranties
A Seller is responsible for all representations and warranties regarding value, interior and exterior condition, and marketability of the Mortgaged Premises unless otherwise stated in this chapter.



	(b)
	Relief from Seller representations and warranties regarding the Mortgaged Premises for Loan Prospector® Mortgages
For certain Loan Prospector Mortgages, Freddie Mac relieves the Seller of representations and warranties regarding the Mortgaged Premises that are typically required of a Seller selling the Mortgage to Freddie Mac. The terms and requirements for representation and warranty relief are set forth in this section.

Relief from Seller representations and warranties regarding the Mortgaged Premises is subject to all of the following:

•
The Mortgage is a Loan Prospector Mortgage meeting the requirements of Section 2.2.1 and other applicable sections of the Guide

•
The Mortgage is an Accept Mortgage

•
All data and information entered into Loan Prospector and on which the Last Feedback Certificate was based were true, complete and accurate and remained unchanged as of the closing date of the Mortgage

•
The property address on the Last Feedback Certificate is a valid address for the Mortgaged Premises

•
The appraisal report, inspection report or Property Inspection Alternative (PIA) as applicable, meets the requirements of this chapter

•
For any Mortgage originated using PIA, Form 2070 or an appraisal report with an exterior-only inspection, Seller represents and warrants the subject property has been occupied as a residence, is an existing building, and is not undergoing rehabilitation or renovation

•
The Seller complies with the Minimum Assessment Feedback on the Last Feedback Certificate and all other representations and warranties in the Guide including, but not limited to:

•
Section 22.20, No circumstances adversely affecting value of Mortgage 

•
Section 44.2(b), Type and condition of structure

•
Chapter 41, Special Warranties for Leasehold Estates

•
Chapter 42, Special Warranties for Condominiums

•
Chapter 43, Special Warranties for PUDs and

•
Chapter 44, Appraisal reports, inspection reports and the Property Inspection Alternative (PIA)

•
The Mortgage is not a Seasoned Mortgage, Seasoned Mortgage for a Newly Constructed Home, Seller-Owned Converted Mortgage, or Seller-Owned Modified Mortgage

•
The Mortgage meets the eligibility requirements in Seller's Purchase Documents

•
The Seller delivers the Mortgage in accordance with the requirements of Chapter 17, including special characteristics code(s), as applicable

•
The Mortgage is not originated based on fraudulent and/or misrepresented information and/or documentation 

•
The Delivery Date for Mortgages sold through MIDANET®, or the Settlement Date for Mortgages sold through the Selling System, as applicable, is no more than 120 days after the Note Date



	(c)
	Relief from Seller representations and warranties for interior condition
The Seller is relieved of representations and warranties for the interior condition of the Mortgaged Premises that the appraiser cannot identify from an exterior-only inspection or that were not apparent based on the typical data sources available to the appraiser, if the Mortgage meets the requirements set forth in Section 44.11(b) and:

•
The Minimum Assessment Feedback on the Last Feedback Certificate specifies an appraisal with an exterior-only inspection or a Form 2070
•
No appraisal or inspection with interior inspection of the Mortgaged Premises was performed

•
The Delivery Date for Mortgages sold through MIDANET, or the Settlement Date for Mortgages sold through the Selling System, as applicable, is no more than 120 days after the Note Date



	(d)
	Relief from Seller representations and warranties for value
The Seller is relieved of representations and warranties for value of the Mortgaged Premises if the Mortgage meets the requirements set forth in Section 44.11(b) and:

•
The Minimum Assessment Feedback on the Last Feedback Certificate indicates that Home Value Models support the transaction and the Mortgage is eligible for Form 2070 or PIA

•
No appraisal of the Mortgaged Premises was performed

•
The Delivery Date for Mortgages sold through MIDANET, or the Settlement Date for Mortgages sold through the Selling System, as applicable, is no more than 120 days after the Note Date



	(e)
	Relief from Seller representations and warranties for value, interior condition, exterior condition and marketability
The Seller is relieved of representations and warranties for value, interior condition, exterior condition and marketability of the Mortgaged Premises for the life of the Mortgage if the Mortgage meets the requirements set forth in Section 44.11 (b) and:

•
The Minimum Assessment Feedback on the Last Feedback Certificate indicates that Home Value Models support the transaction and the Mortgage is eligible for Form 2070 or PIA, and the Seller chose to originate the Mortgage using PIA

•
No appraisal of the Mortgaged Premises was performed

•
No inspection of the Mortgaged Premises was performed

•
The Delivery Date for Mortgages sold through MIDANET, or the Settlement Date for Mortgages sold through the Selling System, as applicable, is no more than 120 days after the Note Date



	(f)
	Other Seller representations and warranties
Regardless of any relief of Seller representations and warranties regarding the Mortgaged Premises, Seller is not relieved of representations and warranties for:

•
Chapter 41, Special Warranties for Leasehold Estates

•
Chapter 42, Special Warranties for Condominiums

•
Chapter 43, Special Warranties for PUDs

•
Section 44.2(b), Type and Condition of Structure

•
Section 22.20, No Circumstances Adversely Affecting Value of Mortgage

•
Section 22.23, Inclusionary Zoning

•
Section 22.24, Purchase Requirements for Mortgages Secured by Nonrestricted Units

•
Section 22.25, Purchase Requirements for Mortgages Secured by Restricted Units




44.12: Standard exhibits (08/21/06)
Each appraisal or inspection report must include at least the exhibits required for the assessment type. The exhibits must meet the requirements provided in this section.

	(a)
	Exhibit requirements
1.
Photographs
Photographs must be clear and may be either in color or black and white. They must be original photographs, electronic images or facsimiles that are illustrative of the property. The photographs must be clear, appropriately identified and must clearly show the completed improvements or any conditions that have a material effect on the market value or marketability of the subject property.

•
If black-and-white photographs of the subject property are used, the appraiser must have noted in the report any information that would have appeared in color photographs but is not apparent in black-and-white images that could adversely affect the market value or marketability.

•
For any comparable sales, if an original photograph cannot be obtained, a clear copy of the photograph of the comparable sale from a multiple listing service (MLS) is acceptable. The appraiser must have provided a reasonable justification for using the MLS source.
2.
Building sketch
•
Detached properties and end-unit properties
For detached 1-unit properties, end units in Planned Unit Developments (PUDs) and units in Detached Condominium Projects, the exterior sketch of the improvements must include the dimensions and calculations the appraiser used to determine the size of the subject property.
•
Attached properties
For interior units in PUDs and attached Condominium Units, an interior perimeter sketch is acceptable. Appraisers may have relied on the dimensions and estimates for gross living area as shown on the plat or exhibits to the condominium or PUD documents, or provided legible photocopies of floor plans or individual unit plats that include the dimensions and calculations.
•
2- to 4-unit properties
For 2- to 4-unit properties, the sketch must also include each unit's layout and entries, and indicate the square feet of living area per unit and the gross building area (GBA).
3.
Location map
The location map must identify the location of the subject property and any comparables including sale, rental and listing comparables as applicable. This map may be a photocopy of a printed street map showing the location of the subject property and comparable properties in relation to major streets and influences such as parks and schools.



	(b)
	Exhibits required for appraisals with interior and exterior inspections ( Forms 70, 70B, 72 and 465)
The following exhibits that meet the requirements in Section 44.12(a) are required for appraisals with interior and exterior inspections:

1.
Photographs of the subject property
The report of an appraisal with an interior and exterior inspection must include at least three clear photographs of the subject property. The appraiser must have attached photographs of at least the following:

•
A front view of the subject property

•
A rear view of the subject property

•
A street scene identifying the location of the subject property and showing neighboring improvements

The appraiser must include additional photographs, as needed to show the improvements, amenities or external influences that materially impact market value or marketability.
2.
Photographs of comparable sales
The report of an appraisal with an interior and exterior inspection must include at least one clear photograph that shows the front of each comparable sale.

The appraiser must include additional photographs, as needed to show the improvements, amenities or external influences that materially impact market value or marketability.

3.
Building sketch
4.
Location map



	(c)
	Exhibits required for appraisals with exterior-only inspections ( Forms 466 and 2055)
The report of an appraisal with an exterior-only inspection must include all the following that meet the requirements of Section 44.12(a):

•
At least one photograph that shows the front view of the subject property

•
Location map indicating the location of the subject property and any comparables, whether comparable sales, listings or rentals




	(d)
	Exhibits required for inspection with an exterior-only inspection ( Form 2070)
The report of an inspection must include all the following that meet the requirements of Section 44.12(a):

•
At least one photograph that shows the front view of the subject property 

•
Location map indicating the location of the subject property 

For purchase transactions only, the file must contain a signed Form 1149, Notice About Appraisal of Your Property or similar form. (See Section 44.10.)


	(e)
	Property Inspection Alternative (PIA)
For purchase transactions only, the Mortgage file must contain a signed Form 1149, or similar form. (See Section 44.10.)


	(f)
	Standard exhibit summary chart
The exhibits required for each collateral assessment type are summarized in the following chart.
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Figure 44.4, Exhibits for Appraisals, Inspections and PIA


44.13: Addenda required (10/06/06)
Changes to these requirements have been announced and will become effective on 04/01/09.
The appraiser or the Seller may determine that the appraisal or inspection report or the Property Inspection Alternative (PIA) must be supplemented by addenda. In addition, Freddie Mac requires addenda for certain circumstances. When Freddie Mac requires an addendum, it must be the form approved by Freddie Mac as of the date of the appraisal or inspection report or the Last Feedback Certificate that indicates a Minimum Assessment Feedback of Form 2070 or PIA. All addenda must either:

	•
	Be attached to the appraisal or inspection report and incorporated into the report by reference, or


	•
	For Mortgages originated using PIA, be retained in the Mortgage file along with a print-out of the Last Feedback Certificate with a Minimum Assessment Feedback of Form 2070 or PIA



	(a)
	Form 70A, Energy Addendum, for energy-efficient properties
To identify, rate and evaluate the subject property's energy-efficient features, the Seller may use one of the following:

•
Evidence of compliance with the Council of American Building Officials (CABO) 1992 Model Energy Code (MEC)

•
Form 70A, Energy Addendum (Residential Appraisal Report)

•
A report from an established Home Energy Rating System (HERS) accredited by the RESNET/NASEO Mortgage Industry Home Energy Rating System Accreditation Committee, or sponsored by a local utility, home builder association, or a state or local government



	(b)
	Form 998, Operating Income Statement
For certain 2- to 4-unit properties, Freddie Mac requires the Form 998, Operating Income Statement, to verify the income attributed to the property. This form should be completed by the Borrower, analyzed and adjusted by the appraiser, and further reviewed and adjusted (if necessary) by the Seller. See Section 37.14 for circumstances where the Form 998 is required.



	(c)
	Form 465S, Earthquake Insurance Analysis Addendum
For a Mortgage secured by a Condominium Unit in a California moderate-risk zip code, Freddie Mac requires Form 465S, Earthquake Insurance Analysis Addendum, to evaluate the subject property's structure for earthquake insurance needs. This form must be completed by the appraiser.



	(d)
	Form 1000, Single-Family Comparable Rent Schedule
For 1-unit Investment Property Mortgages, a completed Form 1000, Single-Family Comparable Rent Schedule must be attached as an addendum to the appraisal report if rental income from the subject property is being used in qualifying the Borrower.


44.13: Addenda required (Future effective date 04/01/09)
These requirements will become effective on 04/01/09. View current requirements.
This section describes the addenda Freddie Mac requires for use with certain appraisal or inspection reports or the Property Inspection Alternative (PIA). However, Sellers may determine that the appraisal or inspection report or the Property Inspection Alternative (PIA) must be supplemented by addenda not otherwise required by Freddie Mac.

Freddie Mac requires Form 71, Market Condition Addendum, for Mortgages with appraisals that have effective dates on or after April 1, 2009, regardless of the property type and inspection type. Freddie Mac does not require Form 71 with Mortgages originated with a Form 2070, Fannie Mae Form 2075 or a PIA.

In addition, Freddie Mac requires other addenda for certain circumstances. When Freddie Mac requires an addendum, it must be the form approved by Freddie Mac as of the date of the appraisal or inspection report or the Last Feedback Certificate that indicates a Minimum Assessment Feedback of Form 2070 or PIA. All addenda must either:

	•
	Be attached to the appraisal or inspection report and incorporated into the report by reference, or


	•
	For Mortgages originated using PIA, be retained in the Mortgage file along with a print-out of the Last Feedback Certificate with a Minimum Assessment Feedback of Form 2070 or PIA



	(a)
	Form 70A, Energy Addendum, for energy-efficient properties
To identify, rate and evaluate the subject property's energy-efficient features, the Seller may use one of the following:

•
Evidence of compliance with the Council of American Building Officials (CABO) 1992 Model Energy Code (MEC)

•
Form 70A, Energy Addendum (Residential Appraisal Report)

•
A report from an established Home Energy Rating System (HERS) accredited by the RESNET/NASEO Mortgage Industry Home Energy Rating System Accreditation Committee, or sponsored by a local utility, home builder association, or a state or local government



	(b)
	Form 998, Operating Income Statement
For certain 2- to 4-unit properties, Freddie Mac requires the Form 998, Operating Income Statement, to verify the income attributed to the property. This form should be completed by the Borrower, analyzed and adjusted by the appraiser, and further reviewed and adjusted (if necessary) by the Seller. See Section 37.14 for circumstances where the Form 998 is required.



	(c)
	Form 465S, Earthquake Insurance Analysis Addendum
For a Mortgage secured by a Condominium Unit in a California moderate-risk zip code, Freddie Mac requires Form 465S, Earthquake Insurance Analysis Addendum, to evaluate the subject property's structure for earthquake insurance needs. This form must be completed by the appraiser.



	(d)
	Form 1000, Single-Family Comparable Rent Schedule
For 1-unit Investment Property Mortgages, a completed Form 1000, Single-Family Comparable Rent Schedule must be attached as an addendum to the appraisal report if rental income from the subject property is being used in qualifying the Borrower.


44.14: Completion report (10/06/06)
For appraisal reports made subject to repairs, alterations or conditions, or subject to completion in accordance with plans and specifications, the Seller must include a completion report in the Mortgage file. The certificate must be dated before the Delivery Date of the Mortgage unless an Escrow account has been established in accordance with the requirements of Section 23.8 or 44.2(b). See Form 442 for a suggested format for a completion certificate. The certification must:

	•
	Be made after completion of the repairs, improvements, alterations, conditions or construction


	•
	Clearly state that all conditions or requirements set forth in the original appraisal report of the Mortgaged Premises have been fulfilled


	•
	Be prepared and signed by the original appraiser, if available, or by another qualified appraiser approved by the Seller


(See Section 44.3(d) for documentation requirements for detrimental conditions and see Section 44.7(k) for information about appraisal updates and completion certificates.)

44.15: Property description and analysis (03/01/08)
The appraisal report must be completed in a manner that correctly depicts or describes the neighborhood, site and improvements. The following sections correspond primarily to Form 70, Uniform Residential Appraisal Report, but all of the requirements and guidelines also apply to the other appraisal report forms unless otherwise stated in this section.

	(a)
	Subject section
This section of the report must clearly identify the subject property by providing a complete property address and legal description. If a legal description is lengthy, the appraiser may attach it as an addendum to the report.

Identify the "property rights appraised" as either a fee simple or leasehold.

The appraiser must complete the section, including the data sources used to verify the listing and sale price information.



	(b)
	Contract section
The sales price, contract date and loan charges paid by the property seller, or the financing and sales concessions made by the property seller or other interested party to the transaction, must be stated in the sales contract. The Mortgage originator must provide the complete contract for sale for the subject property to the appraiser with each appraisal request. The appraiser must have the necessary and appropriate data sources for the area in which the subject property is located. If the appraiser cannot obtain the complete contract for sale for the subject property and all information needed to perform the analysis, the appraiser should decline the appraisal assignment. In rare instances the appraiser may consider accepting the assignment without access to the sales contract if the terms of the sale reflect prevailing market terms as of the effective date of the appraisal and can be independently verified, and the appraiser can provide a credible and reliable report without the contract.

The appraiser must analyze and report his or her conclusions on any current contract for sale for the subject property, any offering or listing for sale for the subject property as of the effective date of the appraisal, and, if such information is available in the normal course of business, the sales history of the subject property and comparable sales.

The appraiser must report the total dollar amount of any sales and financing concessions, gifts and/or down payment assistance provided by anyone on behalf of the purchasers (purchase transactions) or Borrowers (refinance transactions), and must identify which party provided the concessions and/or assistance.

If the appraiser did not report and analyze any payments made on behalf of the Borrower or did not state the actions taken to obtain the information, the Seller must contact the appraiser to determine whether an appraisal update is required.



	(c)
	Neighborhood section
The neighborhood section of the report must contain an accurate description of the subject neighborhood and the factors that influence market value and marketability in the neighborhood. The information presented in the neighborhood section must be consistent with, and support, the conclusions reached by the appraiser throughout the appraisal report. For example, if the subject property is a residential mixed-use property, such as a storefront, then neighborhood analysis must demonstrate that the neighborhood is primarily residential and that storefront/mixed-use properties are acceptable residences in the neighborhood.

Unfavorable factors revealed in the neighborhood section require the appraiser to address the impact of those factors on value and marketability. If the appraisal report demonstrates that there is a viable market for housing in the neighborhood or that the neighborhood is undergoing revitalization, the unfavorable factors do not necessarily make the Mortgage ineligible for sale to Freddie Mac.

An appraiser may use a block-by-block analysis in neighborhoods that have undergone significant deterioration or abandonment in the past, but are now undergoing an evident revitalization effort, to demonstrate that there is a viable market for housing. In this analysis, the appraiser should describe the extent of revitalization efforts under way, the demand evidenced for renovated housing and the boundaries of the revitalized area being used as the subject neighborhood. This analysis must be consistent with the data presented and support the conclusions reached by the appraiser throughout the report.

If the appraiser has selected comparables from a competing neighborhood, the appraiser must identify the competing neighborhood in this section or an appropriate addendum and describe why it is comparable to the subject neighborhood. The appraiser should explain why the competing neighborhood is a more relevant source of comparables than the subject neighborhood, as of the effective date of the appraisal.

The appraiser must certify that the estimate of market value in the appraisal report is not based on the race, color, sex, handicap, familial status, religion or national origin of

•
Prospective owners or occupants of the subject property, or

•
Present owners or occupants of the properties in the vicinity of the subject property

In addition, the appraisal must not improperly take into consideration the

•
Property modifications made to accommodate handicapped persons

•
Age or location of a dwelling, or

•
Age of the neighborhood or census tract where the dwelling is located

As a matter of corporate policy, Freddie Mac will not accept any Mortgage supported by an appraisal report that makes reference to the race, color, religion or national origin of any person, or the age or racial composition of the neighborhood. (See Section 44.6(a) for unacceptable appraisal practices.)



	(d)
	Site section
1.
Property characteristics
This section must accurately describe the physical characteristics of the site, site improvements and available utilities, and must fully analyze any locational factors affecting the site.

•
Zoning
The appraisal report must accurately state:

•
The zoning classification (if classified), and

•
Whether the use of the subject property complies with the reported classification

The use of the Mortgaged Premises must conform to applicable zoning and use restrictions. Freddie Mac may, however, purchase a Mortgage secured by property that does not conform to applicable zoning and use restrictions, if the property is a legal use (commonly referred to as legal nonconforming use). Units in attached Condominium Projects must be legal conforming.

The appraiser must comment on any adverse effect of any nonconforming use when estimating the market value and marketability of the property.
•
Utilities
The utilities serving the subject property must meet community standards. In addition, the comparable sales should have utilities similar to the subject property. When differences in utilities exist between the subject property and the comparable sales, any adjustments or lack of adjustments made to the comparable sales for significant differences must be explained in the comments area or on an attached addendum. In addition, the appraisal report must evaluate the effect these differences have on the subject property's value or marketability.
•
Streets
The subject property must have legally appropriate ingress and egress. The streets serving the subject property must be maintained in a manner that generally meets community standards. In addition, the comparable sales should have street maintenance similar to the subject property. When differences exist between the ownership or maintenance of the subject property's streets and the comparable sale's streets, adjustments or lack of adjustments made to the comparable sales for the differences must be explained in the comments area or on an attached addendum. In addition, the appraisal report must evaluate the effect these differences have on the subject property's value or marketability.
•
Excess acreage
The appraiser must appraise the entire site for residential use, regardless of the amount of acreage. The site description must accurately describe the entire site and any improvements to include any outbuildings. The comparable sales should have similar acreage. When differences in acreage exist between the subject property and the comparable sales, any adjustments or lack of adjustments made to the comparable sales for significant differences must be explained in the comments area or on an attached addendum, and the appraiser must explain the effect these differences have on the subject property's value or marketability.
•
Additional parcels
The Mortgaged Premises may consist of more than one adjoining parcel of real estate, but cannot include an adjoining parcel that contains an additional residence. When the subject property includes two or more adjoining parcels of real estate, the site description must accurately describe the land and any improvements included in each of the parcels. In addition, the comparable sales should have adjoining parcels similar to the subject property. When differences in sites exist between the subject property and the comparable sales, any adjustments or lack of adjustments made to the comparable sales for significant differences must be explained in the comments area or on an attached addendum. In addition, the appraisal report must explain the effect these differences have on the subject property's value or marketability (see also Section 44.2).
•
Flood hazard area
The appraiser is not required to complete this section if the flood zone is determined by another party, such as a non-appraiser on the staff of the Seller, a surveyor or a specialized flood zone determination company.

If the property is in a "Special Flood Hazard Area" (SFHA) as identified by the Federal Emergency Management Agency (FEMA) through the National Flood Insurance Program (NFIP), the appraiser must comment on and consider any impacts this has on the subject property's market value or marketability.

See Section 58.3 for flood zone determination and flood insurance requirements.
2.
Impact of Contaminated Sites, Hazardous Substances and other adverse conditions
The appraiser must consider any known Contaminated Sites or Hazardous Substances that affect the property or the neighborhood in which the property is located. The appraiser must also note the presence of Contaminated Sites or Hazardous Substances in the appraisal report, make appropriate adjustments to reflect any impact on market value and comment on the effect they have on the marketability of the subject property.

Examples of matters about which the appraiser must note and comment include but are not limited to:

•
Any presence of asbestos, urea-formaldehyde or any similar insulation in the dwelling

•
Proximity of the property and/or its neighborhood to a Contaminated Site

•
Proximity of the property to ground water contamination, chemical or petroleum spills or other Hazardous Substances that are expected to impact the area for more than one year

•
Proximity of the property to areas that may affect the value or marketability of the property including, but not limited to, the following:

1.

Industrial sites

2.

Waste or water treatment facilities

3.

Commercial establishments (other than retail establishments that serve the residential neighborhood)

4.

Airport approach paths

5.

Floodplains

6.

Landslide areas




	(e)
	Improvements section
The appraisal report must contain an accurate description of the improvements and any factors that may affect the market value or marketability of the subject property. Freddie Mac does not provide minimum specifications for materials and construction.

An unusual floor plan, such as a home with tandem bedrooms or a bathroom off the kitchen, does not make a property ineligible for financing. The appraiser should address whether an unusual floor plan or similar obsolescence is also found in other properties in the neighborhood, and to the extent possible, comparables used should also have similar obsolescence in order to demonstrate marketability and support value.

A 1-unit detached property may have an incidental accessory unit that is incidental to the overall value and appearance of the subject property. Examples of such properties include a dwelling with a unit above a detached garage, a dwelling with a guest apartment, or a detached PUD with a basement unit. The appraiser must describe the accessory unit, and analyze any effect on the value or marketability of the subject property.

For properties that have recently undergone rehabilitation or renovation, the appraiser must list the changes made and provide photographs of the rehabilitation or renovation. The photographs must meet the requirements of Section 44.12(a).

When the subject property does not conform to its neighborhood in terms of type, design, age, and the materials and techniques used in its construction, the appraisal must evaluate the effect the nonconformance has on the property's value and marketability. The appraisal must not improperly take into consideration the age of the dwelling. (See Section 44.6(a) for unacceptable appraisal practices.)

Other requirements and conditions relating to the improvements are the following:

•
The property must be habitable as a year-round residence

•
The appraiser must note if the subject property is dissimilar to competing properties in the neighborhood and address the impact on marketability

Freddie Mac does not require an estimate of remaining economic life.



	(f)
	Sales comparison approach
Freddie Mac considers the sales comparison approach to be the most reliable approach to value. Therefore, a Seller must place primary emphasis on this approach when reviewing and judging the acceptability of each appraisal report.

Each comparable sale must be analyzed for similarities and differences between it and the subject property. The appraiser must make appropriate adjustments for differences, and indicate the dollar amount of the adjustments to reflect the value of the differences to the market. Comparable sales must be adjusted to the subject property, except for sales and financing concessions that must be adjusted to the market at the time of the sale.

The appraiser must independently verify and analyze all pending and recent sales of comparable properties, report how the sales were verified and whether concessions were granted. At least three verified, closed (settled) sales of comparable properties must be analyzed and market-based adjustments made for significant differences between the comparable sales and the subject property.

Sales or financing concessions are offered by interested parties to the transaction (e.g., the builder, developer, property seller or real estate agent). Because the effect of concessions on sale prices can vary with the type and amount of the concessions, any adjustments to comparable sales must be based on the market reaction to them. The appraiser should provide comparable sales that sold without concessions to support the adjustments made in determining the market reaction to the concessions. Adjustments may not be based solely on dollar-for-dollar deductions equal to the dollar value of the concessions. If comparable sales without concessions are not available, adjustments to comparable sales with concessions must reflect the differences between what the comparable sales actually sold for with the concessions and what they would have sold for without the concessions.

The appraiser's opinion of value must reflect the value of the subject property without the concessions. The appraiser must also provide the dollar value of the concessions as a comment in the appraisal report.

For Seller treatment of concessions, see Section 25.3, Interested party contributions.

The three comparable sales listed in the report must be:

•
Similar to and located near the subject property

•
Properties with closing (settlement) dates that occurred before the effective date of the appraisal of the subject property

•
Recently sold. If the sale of a comparable property occurred more than 12 months before the date of the appraisal, the appraiser must justify in the appraisal report the use of the comparable property

Additional comparables, in the form of closed sales, sales under contract or current listings, may be used to support the appraiser's adjustments and conclusions, address changes in the market, support the use of older comparables in stable neighborhoods or support the use of distant or less similar comparables in rural areas.

Additional comparables are not always needed, but may contribute significantly to understanding unusual situations, such as limited markets, neighborhoods with little turnover of property and areas with a variety of distinct property types. For example, if the subject property is mixed-use, such as a storefront residence, then additional comparables may be needed to support the appraiser's conclusion that the property use is primarily residential, the value is based on residential use and there is a ready acceptance of such properties as residences.

Comparables may be taken from a competing neighborhood if:

•
The appraiser has established that the neighborhoods are comparable and compete for the same buyers, and

•
Comparables taken from the competing neighborhood are better indicators of current market trends in the subject neighborhood than the existing comparables available in the subject neighborhood

For properties located in existing established subdivisions, PUDs or ground lease communities and for units in existing Condominium Projects, the appraisal report may use three comparable sales from within that subject project or subdivision. However, if the subject property is in a controlled market (such as a new subdivision or project, a newly-converted project or an area where the property seller owns a substantial number of units), at least one comparable sale must be outside the influence of the developer, builder or property seller. Resales from within the subject project or subdivision may be used to meet this requirement. When comparable sales from outside the subject project or subdivision are used, they must also be outside the influence of the subject property's developer, builder or property seller.



	(g)
	Sale and listing history
The appraiser must research, verify, analyze and report:

•
Any current agreement for sale for the subject property

•
Any offering for sale of the subject property in the twelve months prior to the effective date of the appraisal

•
Any prior sales or transfers of the subject property for the three years prior to the effective date of the appraisal

•
Any prior sales or transfers of each comparable sale for the year prior to the date of sale of each comparable sale

The Seller's review of the acceptability of each appraisal report should include an analysis of the sale and listing history. The Seller must confirm that the sale price trend in relation to the appraiser's estimate of value is reasonable and representative of the market.

For purchase transactions, the Seller should analyze the appraisal report and the current contract for sale for the subject property.

For both purchase and refinance transactions, the Seller's underwriting analysis of the appraisal report should include any current listing or offering for sale for the subject property, the sales history of the subject property and comparable sales, and the current ownership of the subject property.

To reduce the Seller's risk of liability resulting from fraudulent or inaccurate appraisal reports, the Seller should analyze the subject property and comparable sales and evaluate the time elapsed between the date(s) the property was acquired and the date(s) resold, or the date of the current resale contract, if applicable. If the sales history of the subject property or comparable sales indicates current or prior sale prices may be excessive, and resale dates occurred shortly after the property seller's acquisition of the property, the appraisal report should provide evidence to support a rapidly appreciating real estate market, significant improvements that resulted in a corresponding increase in the property value or a previous sale that was below market value due to a distress or tax sale.



	(h)
	Reconciliation
The data and information presented in the appraisal report must support the appraiser's estimate of market value. The appraiser must explain how the final value conclusion was determined, and the rationale must be consistent with the comments, conclusions and assumptions stated throughout the appraisal report.

The reconciliation must contain any conditions of the appraisal on which the final estimate of value is based.

If the subject transaction involves sales or financing concessions, the appraiser's opinion of value must reflect the value of the subject property without the concessions. The appraiser must also provide the dollar value of the concessions as a comment in the appraisal report.



	(i)
	Comments section
Any additional features; necessary repairs or modernization; or physical, functional or external inadequacies must be reported in the "comments" sections of the appraisal report or detailed in the addenda to the appraisal report.

Repairs that affect the safety, structural integrity, mechanical systems or habitability of the improvements must be made. Cosmetic repairs, those that do not affect the safety, structural integrity, mechanical systems or habitability need not be made as long as:

•
The appraiser has made any necessary adjustments to the comparables

•
The appraisal is not made subject to repairs and

•
The appraiser has addressed whether the condition affects the value or marketability of the property

Examples of cosmetic repairs include: worn floor coverings, minor cracks in windows, minor holes in interior walls or interior doors, etc.

If the appraiser notes that additions or alterations were made without required permits, the appraisal report should also contain comments on the quality and appearance of the work. In addition, the appraiser should note special energy-efficient items and adverse environmental conditions.

If the property has been modified to accommodate mixed use, the appraiser should address whether the modifications affect the property's marketability as a residence and whether the cost to restore the property to solely residential use will affect its value.



	(j)
	Cost approach
The cost approach to value is required for appraisals of Manufactured Homes. It is not required for appraisals of attached PUD or Condominium Units.

The Seller may request the appraiser to develop and report the cost approach to value when not required for the transaction. The appraiser must develop and report the result of any approach to value that is applicable and necessary for an appraisal report, even if the Seller did not request it. The approach may be appropriate especially when appraising properties that are:

•
New or proposed construction

•
Under renovation

•
Unique because of their styles or construction methods, or

•
Have functional obsolescence not typical for the market

When the cost approach to value is developed, the appraiser must make proper adjustments for any items detrimental to stability or marketability, such as physical, functional and external depreciation that are not typical for the market.

Appraisal reports that rely primarily on the cost or income approaches to value in order to estimate market value are unacceptable.



	(k)
	Income approach
The income approach to value is required for appraisals of 2- to 4-unit properties. The Seller may request the appraiser to develop and report the income approach to value when not required for the transaction. The appraiser must develop and report the result of any approach to value that is applicable and necessary for an appraisal report, even if the Seller did not request it.

Appraisal reports that rely primarily on the income or cost approaches to value in order to estimate market value are unacceptable.



	(l)
	PUD units
The appraisal report must describe the subject project and any common property. It must also identify and analyze any differences between the amenities and monthly unit charge of the subject property and the comparable properties, if the comparable properties are from competing projects. The appraisal report form must include the project name for the subject project. (See Section 43.1 for the definition of PUD unit.)



	(m)
	Condominium Units
Appraisal reports used for Condominium Units require the appraiser to analyze project information and individual unit data in estimating the Condominium Unit's marketability and market value. The appraiser must also report the project name, amenities, unit charge and the property rights for each comparable sale, and must compare them to the subject property in the market data analysis (see Chapter 42).



	(n)
	Manufactured Homes
A Mortgage secured by a Manufactured Home must meet the requirements in Chapter H33. The appraisal report and property must meet the requirements of this chapter.

1.
Additional appraiser qualifications for appraisals of Manufactured Homes
In addition to the appraiser qualifications stated in Section 44.4, the Seller must determine that the appraiser demonstrates the knowledge and experience to perform quality appraisals for Manufactured Homes. The appraiser must:

•
Have adequate experience and must have previously completed real property appraisals of Manufactured Homes

•
Have adequate education and/or training related to the appraisal of Manufactured Homes

•
Understand the unique features that affect the quality of Manufactured Homes and the factory construction techniques for Manufactured Homes

•
Understand the manufacturers' and federal, State and local requirements for the installation of Manufactured Homes

•
Be knowledgeable concerning the local Manufactured Home market, and

•
Have access to appropriate data sources to establish an opinion of value

Traditional appraisal data sources may not provide sufficient quality Manufactured Home data for the appraiser to develop a supportable and well-documented appraisal. Although the MLS and public records information remain an important source of data, the appraiser must develop other sources such as Manufactured Home retailers and builders experienced in the installation of Manufactured Homes.

The N.A.D.A. Manufactured Housing Appraisal Guide® and Marshall & Swift® Residential Cost Handbook may also be used to provide support for the appraiser's quality adjustments and value conclusions.
2.
Contract for sale of a Manufactured Home provided to appraiser
In addition to the requirements in Section 44.5, the Seller must provide the appraiser with:

•
A complete copy of the executed contract for sale of the Manufactured Home and the land, or if the Manufactured Home and land have separate contracts, the executed contract for each is required. If the Borrower has owned the land for 12 months or more, a copy of the executed contract for the land is not required.

•
A copy of the manufacturer's invoice and the Manufactured Home Purchase Agreement when:

•
The Manufactured Home is a new Manufactured Home

•
The Mortgage either is:

1.

A Newly Built Home Mortgage that is a purchase transaction, or

2.

A Construction Conversion Mortgage that is either a purchase transaction or "no cash-out" refinance transaction

•
The appraiser must analyze the contract for sale and other documents for the transaction, including, if required, the manufacturer's invoice and Manufactured Home Purchase Agreement.
3.
Appraisal requirements for a Manufactured Home
The appraiser must, at a minimum:

•
Perform a complete visual inspection of the interior and exterior areas of the Manufactured Home

•
Inspect the neighborhood

•
Inspect each of the comparable sales from at least the street

•
Research, verify, and analyze data from reliable public and/or private sources

•
Develop an opinion of the market value of the Manufactured Home based on the sales comparison approach to value. Non-realty items, such as insurance, warranties or furniture must be excluded from the value conclusion.

•
Develop the cost approach to value as support for the sales comparison approach

•
Report his or her analysis, opinions, and conclusions on Form 70B, Manufactured Home Appraisal Report

•
Match the manufacturer's serial number(s) and the HUD Certification Label number(s) on the dwelling to the number(s) on the contract for sale, manufacturer's invoice, and any other documentation provided. If the numbers do not match, the appraisal report must clearly state that the Manufactured Home is not the same dwelling referenced on the contract for sale or other applicable documentation.

•
Complete the Form 70B in its entirety

4.
Sales comparison approach for Manufactured Homes
The appraiser must state the specific number of manufactured home sales and listings as well as the respective price ranges that were used in the analysis.

The appraisal report for the Manufactured Home must contain at least two comparable Manufactured Home sales of similar configuration (i.e., single-wide comparable sales for a single-wide subject property and multiwide comparable sales for a multiwide subject property) and similar quality.

The appraiser may use either site-built housing or a different type of factory built-housing as the third comparable sale if the appraiser explains the reason for selecting the comparable and makes and supports the appropriate adjustments in the appraisal report. More than three comparable sales may be used if needed to adequately support the appraiser's opinion of value.

If the Manufactured Home is in a controlled market (such as a new subdivision or project, a newly converted project or an area where the property seller owns a substantial number of units), at least one comparable sale must be outside the influence of the developer, builder or property seller. Resales from within the subject project or subdivision may be used to meet this requirement. When comparable sales from outside the subject project or subdivision are used, they must also be outside the influence of the subject property's developer, builder or property seller.

The appraiser must not create comparable sales by combining vacant land sales with the contract purchase price of the Manufactured Home. If the appraiser is unable to develop an appraisal based on at least two comparable sales of similar Manufactured Homes, the Mortgage is not eligible for sale to Freddie Mac.
5.
Cost approach for Manufactured Homes
The cost approach and sales comparison approach are complementary for the valuation of manufactured housing and must support the final value conclusion.

A detailed cost approach to value based on published sources and supported by market data is required for all Manufactured Home appraisals. It must, at a minimum, provide the information indicated on Form 70B and provide sufficient information and data to allow the Seller and other reviewers to replicate the cost figures and calculations.

The cost figures must come directly from a published cost service without modification by the appraiser.

The appraiser must report the source of the cost data and the effective date of cost data.

The appraiser must provide a quality rating from the cost service used. The appraiser's quality rating must be based on objective criteria.

The appraiser must provide his or her opinion of site value supported by a summary of comparable land sales or other methods used for estimating site value.
6.
Income Approach for Manufactured Homes
The income approach to value is not required; however, the appraiser must consider the income approach to value and develop it if applicable and necessary to develop a credible report.
7.
Completion certificate for Manufactured Homes
If the appraisal is performed before the Manufactured Home is delivered and installed on a permanent foundation, the Seller must obtain a completion certificate or appraisal update from the appraiser. The certificate or update must report the appraiser's analysis of previously unavailable information, and provide certification that the conditions of the appraisal have been satisfied. Form 442 or a comparable form with an interior inspection may be used.



	(o)
	2- to 4-unit properties
In addition to the other requirements and guidelines set forth in this chapter, the following requirements and guidelines are applicable to completing Form 72, Small Residential Income Property Appraisal Report, for 2- to 4-unit properties.

1.
Comparable rent data for 2- to 4-unit properties
At least three rental comparables must be analyzed in the "comparable rental data" section. These rental comparables must:

•
Have current rental information

•
Be units similar to and located near the subject property

The rental comparables are usually not the same comparable properties used in the sales comparison approach. The appraisal report should state that the units and properties selected as rental comparables are comparable to the subject property (both the units and the overall property) and should accurately represent the rental market for the subject property unless otherwise stated in the report.
2.
Subject's rent schedule for 2- to 4-unit properties
This section contains the subject property's current actual rents and the estimated market rents. The estimated market rents for the subject property must be supported in the appraisal report and be consistent with the data presented throughout the report.
3.
Sales comparison approach for 2- to 4-unit properties
In addition to the other requirements in this chapter, the appraisal must contain the unadjusted units of comparison for the comparable sales. If the appraisal is prepared in conjunction with a purchase transaction, the units of comparison must be provided for the subject property as well. These units of comparison are the sales price per square foot of gross building area (GBA), per unit and per room and the gross rent multiplier (GRM). The comment area of the sales comparison analysis must reconcile the adjusted sales prices of the comparable sales and the unadjusted units of comparison, as appropriate, according to the manner in which such properties sell in the defined market area.

The appraiser must indicate in the comments area which factors are deemed most consistent and which factors typical investors or purchasers in that market consider when purchasing a similar property.



	(p)
	Leasehold estates in ground lease communities
For leasehold estates in ground lease communities, the appraiser must:

•
Include in the neighborhood section a description of the amenities and common property

•
Comment on the monthly unit charge of the subject property and the comparable properties, if the comparable properties are from competing ground lease communities, and

•
Consider and analyze how the ground lease affects value and make the appropriate adjustments to the comparable sales



	(q)
	Energy-efficient properties
An energy-efficient property uses cost-effective design, construction, materials, equipment and site orientation to conserve energy, consistent with the climate of the area in which the property is located. Items that contribute to the energy efficiency of a property include, but are not limited to, the following:

1.

Insulation with adequate R-values installed in ceilings, exterior walls and roofs; around hot water heaters; under floors that cover unheated areas; and surrounding ducts and pipes that are not air-conditioned

2.

Caulking and weatherstripping

3.

Double- or triple-paned windows

4.

Window shading or landscaping for solar control

5.

Storm doors and windows

6.

Automatic setback thermostats

7.

Heating, cooling and lighting systems and appliances designed to be energy-efficient

8.

Solar systems for water heating, space heating and cooling

9.

Wood-fired heating systems (using outside combustion air)

10.

Building designs that minimize energy use, such as reduced window areas and earth sheltering

The appraisal report must list the energy-efficient items in the subject property and note their contribution to the value for the Mortgage to receive the special underwriting consideration allowed under Section 37.16. (See Section 44.13(a) for addendum requirements.)


44.16: Property valuation on the appraisal report (01/01/06)
This section has been deleted.

44.17: Energy-efficient properties (01/01/06)
This section has been deleted.

44.18: PUD units (01/01/06)
This section has been deleted.

44.18.1: Leasehold estates in ground lease communities (01/01/06)
This section has been deleted.

44.19: Condominium Units (01/01/06)
This section has been deleted.

44.20: 2- to 4- unit properties (01/01/06)
This section has been deleted.

44.21: Faxing and other electronic transmission of appraisal and inspection reports (08/21/06)
	(a)
	Facsimile (fax) transmission of appraisal and inspection reports
The Seller may receive, use and maintain a fax transmission of the appraisal and inspection report as an original Mortgage file document if all of the following conditions are met:

•
The appraisal or inspection report otherwise complies with all applicable requirements of this chapter

•
The appraiser faxes the completed appraisal or inspection report by fax transmission directly to the Seller or the Mortgage originator, as applicable

•
The photographs and any addenda are clear and otherwise satisfy the requirements of Section 44.12(a) and 44.13
•
The Seller represents and warrants that the fax copy of the appraisal or inspection report contains a copy or representation of the appraiser's original written signature and, if applicable, the supervisory appraiser's original written signature

•
The Seller represents and warrants that the fax copy of the appraisal or inspection report is as effective, enforceable and valid as a paper original of the appraisal or inspection report duly executed by the appraiser and, if applicable, the supervisory appraiser

The Seller retains liability for the authenticity and accuracy of the appraisal or inspection report. In the event the Seller is concerned about the accuracy or reliability of the appraisal or inspection report or photographs, the Seller shall immediately obtain a paper duplicate of the original appraisal or inspection report signed with pen and ink by the appraiser and, if applicable, the supervisory appraiser and maintain it in the Mortgage file. The Seller shall provide the original appraisal or inspection report and photographs to Freddie Mac at any time upon Freddie Mac's request. After receiving the paper duplicate of the original appraisal or inspection report signed with pen and ink by the appraiser, and the supervisory appraiser if applicable, the Seller may maintain a copy of the paper duplicate of the original appraisal or inspection report and photographs reproduced from the original of such documents, in accordance with the requirements of Section 52.2 of the Guide. The Seller shall provide Freddie Mac with a copy of the original appraisal or inspection report and photographs upon Freddie Mac's request.

The Seller represents and warrants that any appraisal or inspection report and photographs received from an appraiser by the Seller or Mortgage originator as a fax copy is a copy of the original appraisal or inspection report, including photographs, that was signed by the appraiser, and a supervisory appraiser if applicable, and that it complies with applicable State and federal laws and regulations. The Seller agrees that the appraisal or inspection report and photographs received from an appraiser by the Seller or Mortgage originator as a fax copy are subject to Seller's representations, warranties, covenants, agreements and requirements contained in Section 1.3(j) and 1.3(k) of the Guide, as applicable.

In the event the Seller becomes aware of the unauthorized or improper use of the appraiser's signature and a supervisory appraiser's signature if applicable, in connection with any fax copy of an appraisal or inspection report, including photographs, the Seller must notify Freddie Mac immediately.



	(b)
	Electronic transmission of electronic appraisal and inspection reports
The Seller may use and maintain an Electronic Record of the appraisal or inspection report as an original Mortgage file document if all of the following conditions are met:

•
The electronic appraisal or inspection report otherwise complies with the applicable requirements of Chapter 44

•
The appraiser electronically transmits the electronic appraisal or inspection report directly to the Seller or Mortgage originator, as applicable

•
The electronically transmitted photographs and any addenda are clear and otherwise satisfy the requirements of Sections 44.12(a) and 44.13
•
The Seller represents and warrants that the appraiser's Electronic Signature, and a supervisory appraiser's signature if applicable, are attached to or logically associated with the electronic appraisal or inspection report in accordance with the federal Electronic Signatures in Global and National Commerce Act ("E-Sign") and other applicable State and federal laws

•
The Seller represents and warrants that the electronic appraisal or inspection report is as effective, enforceable and valid as a paper original of the appraisal or inspection report duly executed by the appraiser, and the supervisory appraiser if applicable 

In addition to the unacceptable appraisal and inspection report practices set forth in Section 44.6, the following are unacceptable electronic appraisal and inspection report practices and will constitute a breach of the Seller's warranty of the professional quality of the appraisal and inspection report:

•
Failure of the appraiser to take reasonable precautions to protect his or her electronic signature from identity and signature theft, including granting a trainee, administrative personnel or other third party permission to use the appraiser's or supervisory appraiser's electronic signature

•
Failure to maintain proper security controls to protect against alteration of the appraisal or inspection report or data used in connection with preparing the reports by someone other than the appraiser, or supervisory appraiser if applicable, ultimately responsible for the report

•
Failure to securely store the electronic appraisal or inspection report, including all original photographs, maps and supporting documents, as originally reported by the appraiser 

The Seller retains liability for the authenticity and accuracy of the electronic appraisal or inspection report, including all original photographs, maps and supporting documents. In the event the Seller is concerned about the accuracy or reliability of the electronic appraisal or inspection report or photographs, maps and supporting documents, the Seller shall immediately obtain a paper duplicate of the electronic appraisal or inspection report signed with pen and ink by the appraiser, and the supervisory appraiser if applicable, and maintain the paper duplicate of the electronic appraisal or inspection report in the Mortgage file. The Seller shall provide the electronic or original appraisal or inspection report and photographs, as applicable, to Freddie Mac at any time upon Freddie Mac's request. After receiving the paper duplicate of the original appraisal or inspection report signed with pen and ink by the appraiser, and the supervisory appraiser if applicable, the Seller may maintain a copy of the paper duplicate of the original appraisal or inspection report and photographs reproduced from the original of such documents, in accordance with the requirements of Section 52.2. The Seller shall provide Freddie Mac with a copy of the original appraisal or inspection report and photographs upon Freddie Mac's request.

The Seller represents and warrants that any appraisal or inspection report, including photographs received from an appraiser by the Seller or Mortgage originator as an electronic record, is a copy of the original appraisal or inspection report, including photographs, that was signed by the appraiser and a supervisory appraiser if applicable, and that it complies with applicable State and federal laws and regulations. The Seller agrees that the appraisal or inspection report and photographs received from an appraiser by the Seller or Mortgage originator as an Electronic Record are subject to the Seller's representations, warranties, covenants, agreements and requirements contained in Sections 1.3(j) and 1.3(k).

In the event the Seller becomes aware of the unauthorized or improper use of the appraiser's signature and a supervisory appraiser's signature if applicable, in connection with any electronic appraisal or inspection report, including photographs, or if the Seller suspects unauthorized alteration of any appraisal or inspection report, the Seller must notify Freddie Mac immediately.


44.22: Appraisal review reports (01/01/06)
Two report forms are available for use when a Seller requests a review of an appraisal report:

	•
	Form 1032, One-Unit Residential Appraisal Field Review Report, for 1-unit properties


	•
	Form 1072, Two- to Four-Unit Residential Appraisal Field Review Report, for 2- to 4-unit properties
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