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Chapter 76:  Basics of Investor Accounting

76.1: Introduction (04/17/08)
Investor accounting responsibilities include maintaining accurate records, collecting payments and reporting to us, sending funds to us and reconciling the bank accounts in which you deposit funds.

This chapter provides you with the basic requirements you need to know to understand investor accounting. Understanding the requirements will help you with:

	1.
	Cash accounting


	2.
	Determining when, what and how to report and remit to us


	3.
	Resolving accounting problems and reconciling our funds


The next three chapters specify the actions you must take to comply with the investor accounting requirements of our Home Mortgage purchase program. Chapter 77, Establishing Investor Accounting Functions, explains the requirements of what you need to do to begin accounting for our Mortgages. Chapter 78, Reporting and Remitting Requirements, states our requirements for each transaction you must report and remit to us. Chapter 79, Managing Custodial Accounts, states what you must do to comply with our administrative and reconciliation requirements. Chapters 80, 81 and 82 contain special reporting requirements for adjustable-rate Mortgages, Seconds Mortgages, Home Improvement Loans (HIL) and SCRA-Capped Mortgages.

76.2: Process flow (06/30/97)
You will find in this chapter the basic requirements of investor accounting. Investor accounting activities occur in the part of the Mortgage Servicing cycle represented by the third box in the process flow shown below. This process flow gives you an overview of the process for investor accounting. Refer to the requirements in this chapter for complete details.
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76.4: Definitions (10/20/08)
We define the following terms used throughout this chapter in the Glossary:

	•
	Accounting Net Yield (ANY)


	•
	Business Day


	•
	Custodial Account


	•
	Home Mortgage


	•
	MIDANET®


	•
	Mortgages Purchased in Whole or in Part


	•
	PC (Participation Certificate)


	•
	Percentage of Participation


	•
	Purchase Documents


	•
	Required Net Yield (RNY)


	•
	Scheduled Interest


	•
	Scheduled Principal


76.5: Your role as a Servicer (06/30/97)
In the context of the Borrower/Servicer/Freddie Mac/Mortgage-backed security holder relationship, your role as a Servicer is to collect, account for and pass through Principal and interest to us. We in turn pass the Principal and interest to the Mortgage-backed security holders.

Accuracy and timeliness for these accountabilities are vital and are part of your warranties to us and part of our warranty to our Mortgage-backed security holders. We remit funds to investors who hold our participation certificates (PC) secured by the Mortgages that we own and you service.

76.6: General requirements (06/30/97)
Once we purchase a Mortgage from you, or you acquire the Servicing rights on a Mortgage we own through a Transfer of Servicing, you must:

	1.
	Maintain accurate records for our Mortgages


	2.
	Deposit all required funds into the appropriate Custodial Accounts


	3.
	Report and remit to us throughout the month and monthly as required


	4.
	Resolve any discrepancies between your records and ours


76.7: Investor accounting responsibilities (07/15/99)
In your investor accounting activities, you must comply with the requirements in this chapter and Chapters 77, Establishing Investor Accounting Functions; 78, Reporting and Remitting Requirements; and 79, Managing Custodial Accounts. Your investor accounting responsibilities include the following:

	(a)
	Cash accounting
Your responsibilities in administering the funds you receive for our Mortgages include:

1.

Collecting, processing and depositing Borrowers' payments to the corresponding Custodial Accounts

2.

Administering the Escrow accounts




	(b)
	Investor reporting and remitting
Your responsibilities for reporting and remitting funds to us for our Mortgages include:

1.

Reporting all Principal and interest due to us

2.

Reporting current information for each Mortgage

3.

Remitting the proper amount of Principal and interest and fees due to us

4.

Reconciling your cash accounting and investor reporting systems with our loan-level accounting records



	(c)
	Custodial Accounts management
Your responsibilities in managing the Custodial Accounts for our funds include:

1.

Ensuring that Custodial Accounts are safeguarded

2.

Ensuring that the Custodial Accounts are funded and reconciled




76.7.1: Performance standards (01/01/06)
We will measure your performance standards in the following areas of investor reporting and remitting:

	•
	Cash management


	•
	Data integrity management


	•
	Operational management


Refer to your Servicer Performance Profile for the specific criteria in each of the above-mentioned categories.

76.8: Introduction (07/15/99)
This part of the chapter provides you with requirements for investor accounting from the moment you receive funds for one of our Mortgages or acquire Servicing rights for one or more of our Mortgages through a Transfer of Servicing, until you report and remit to us.

76.9: Custodial Accounts (07/15/99)
A Custodial Account is a Demand Deposit Account or Interest-Bearing Deposit Account you must establish and maintain at an Eligible Depository for the safekeeping of funds associated with our Mortgages. You must maintain Principal and Interest Payments and Escrow Funds in separate Custodial Accounts until you remit them to us or a third party.

Refer to Chapter 77, Establishing Investor Accounting Functions for requirements on establishing Custodial Accounts. Chapter 79, Managing Custodial Accounts, states our requirements for administering and reconciling the cash in the Custodial Accounts.

76.10: Accounting reporting methods (04/25/06)
You must account for all Home Mortgages, Mortgages Purchased in Whole or in Part and both fixed-rate and adjustable-rate Mortgages (ARMs) you service for us. The three accounting reporting methods used to pass through Principal and interest to us are as follows:

	(a)
	Net yield
We require you to account for our Mortgages using the net yield accounting reporting method, except in the instances noted in Sections 76.10(b) and 76.10(c).

Under this method you must report and remit a constant rate of interest and our proportionate share of any Principal payments collected for each monthly reporting period (Scheduled Interest and actual Principal). The Accounting Net Yield (ANY) is the amount of interest that you will be required to send us for each Mortgage that you service for us. You may have to advance your own funds to ensure that you remit the correct amount of interest. Refer to Exhibit 60, Loan-Level Reporting Data Description, and Exhibit 61, Interest and Principal Due Freddie Mac, regarding the accounting reporting methods.



	(b)
	Timely Principal and Interest
This method applies to Mortgages we purchased under the super accelerated remittance cycle (super ARC) option or Timely Principal and Interest program. Under this accounting reporting method you must report and remit interest at the ANY and our proportionate share of Principal payments due for each monthly reporting period (Scheduled Interest and Scheduled Principal). You may have to advance your own funds to ensure that you remit the correct amount of Principal and interest. (You must use the formula described in Exhibit 66, Determining Borrower's Scheduled Principal Payments, to calculate what funds are due to us.)



	(c)
	Alternate method
We allow you to use the alternate method of accounting reporting only if one of the following conditions applies:

1.

Applicable law prohibits the use of the net yield method.

2.

You have accepted a partial reinstatement on a Mortgage and opted to report under the alternate method. Refer to Chapter A65, Reinstatements and Relief Options and Chapter 78, Reporting and Remitting Requirements.

3.

We have instructed you to do so.

The Principal and interest you report and remit depends on actual payments collected (actual interest and actual Principal). If you do not collect interest, you do not report interest to us. If you collect interest for more than one accounting cycle, you report and remit all of the interest collected. As in the net yield method, you report and remit only our proportionate share of actual Principal payments received. Refer to Exhibit 61 for interest calculation formulas used in the alternate method of accounting reporting.

If you use the alternate method of accounting reporting for a reason other than a partial reinstatement, and we have not instructed you to do so, you must notify us (see Directory 7) in writing. Otherwise, we will assume that you are using the net yield interest method to report and remit to us.


76.11: Calculating Mortgage interest (06/30/97)
Regardless of the accounting reporting method used, you must calculate Mortgage interest due to us by multiplying our share of the unpaid principal balance (UPB) by the net yield divided by the applicable period of time. You must use the following principles when calculating Mortgage interest due us:

	1.
	Interest is due in arrears.


	2.
	Interest is due for full calendar months, based on a 12-month, 360-day year.


	3.
	Interest is due for partial months based on the actual number of days, 365-day year.


	4.
	To calculate monthly interest for newly funded Mortgages you must use the funded balance, which is the beginning UPB. For all other mortgages, use the UPB reported at the previous accounting cycle cutoff.


For an adjustable-rate Mortgage that allows Negative Amortization, the amount by which the monthly interest calculated at the Note rate exceeds the Borrower's scheduled monthly payment to you is a Negative Amortization increase and is accounted for in the calculation of Principal due us.

76.12: Our percentage of ownership (06/30/97)
Mortgages in which we own 100% of the Principal we call whole Mortgages. Mortgages in which we own a partial interest, we call participation Mortgages. The Percentage of Participation is the portion of the Mortgage that we purchase and can range from 50 to 95%, in 5% increments.

You must identify on your permanent accounting records, in the Mortgage file and in your reporting to us, whether the Mortgage sold to us is a whole Mortgage or a participation and the Percentage of Participation.

You must report 100% of the UPB in your monthly reporting and remit only our Percentage of Participation share of the Principal and Interest Payments to us.

76.13: Net yield interest (06/28/04)
You must calculate the interest due us by using the net yield stated on the Form 15, Loan Purchase Statement, and the Funding Detail Report or as stated in the Transfer of Servicing records referenced in Section 56.8.

The yield is dependent upon the method of pricing chosen at the time the Mortgage was sold to us. Generally, the yield equals the Note Rate minus the Servicing Spread. Refer to Chapters 9 and 10 for pricing methods and product descriptions.

76.14: Servicing fee (04/17/08)
The Servicing fee, referred to as the Servicing Spread, is the compensation you earn for performing your duties to service our Mortgages.

Refer to Chapter 54, Servicing Compensation, for detailed information on Servicing fees, Section 81.3 for Second Mortgages/HILs, Section 82.6 for SCRA-Capped Mortgages and Section 83.19 for Balloon/Reset Mortgages.

76.15: Introduction (06/30/97)
This part of the chapter lists the basic requirements for reporting on our Mortgages and remitting our funds to us.

76.16: Reporting format (10/20/08)
We use a common, industry-wide electronic data interchange (EDI) investor reporting format. The American National Standards Institute (ANSI), Accredited Standards Committee (ASC) is the nationally recognized governing body for the development and maintenance of electronic data standards. We use the standardized investor reporting format, known as the Investor Reporting (203) transaction set, developed by ASC.

The reporting media you select to report to us determines your use of EDI.

	•
	If you report via MIDANET® for the PC, you are not required to use the EDI format


	•
	If you report via another electronic communication path, you must use the EDI format


	•
	If you use a service bureau to report data to us, the service bureau must use the EDI format


Refer to the Investor Reporting EDI Implementation Guide or call (800) FREDDIE for further information.

Servicing Note:
Do not confuse EDI with Electronic Default Reporting (EDR). EDR is an electronic means of reporting monthly delinquency and default information for our Mortgages.

76.17: Reporting media (10/20/08)
We require you to use of one of the following methods to report activity on the Mortgages you service for us:

	1.
	MIDANET® for the PC, our automated system for transmitting both the monthly and interim investor reporting activity via software on your personal computer. You will also be able to receive daily investor accounting reports from us via MIDANET for the PC. You must order separate copies of our software for each personal computer on which you intend to install MIDANET for the PC. The software will identify each computer with a unique site number that is the address we use for transmitting and receiving data.


	2.
	Internet-based communications method (referred to as "GCS"). GCS provides a variety of secure protocols that support a wide range of generic file transfer situations.

You will not be able to receive certain investor accounting reports from us, such as your daily Edit Reports, adjustable-rate Mortgage (ARM) notifications, and special request reports through this path. You may retrieve those reports either through MIDANET for the PC or Investor Accounting Manager at http://www.freddiemac.com/singlefamily/service/tools.html.
For additional information on setting up a reporting method, contact (800) FREDDIE.


	3.
	Any other Freddie Mac-approved reporting method


If you fail to comply with our reporting requirements, we will assess an accounting reporting noncompliance penalty in accordance with the requirements of Section 78.47. See Section 76.16 for additional information on reporting formats.

For further information, call (800) FREDDIE.

76.18: Loan-level transaction (06/30/97)
The term loan-level transaction refers to the required monthly reporting of all activity that occurs during each accounting cycle for each active Mortgage and the reporting data for each inactive Mortgage you service for us. An active Mortgage may be current or delinquent but an inactive Mortgage is one on which you have reported that you have initiated foreclosure and inactivated the Mortgage. Refer to Exhibit 60, Loan-Level Reporting Data Description.

76.19: Accounting cycle (06/30/97)
The accounting cycle is a one month period that begins on the 1st day after the accounting cycle cutoff each month and ends on the 15th day of the following month. The 15th is the last day of the accounting cycle and we call that day the accounting cycle cutoff. If the 15th falls on a weekend or Freddie Mac observed holiday, the accounting cycle cutoff is the previous Business Day.

76.20: Cash float (04/01/02)
We do not require you to remit our funds until the contract specified remittance due date. As a result, you may earn interest on the cash float of funds you deposited into the Custodial Accounts. This may offset the effect of advancing your funds for delinquent Mortgages. Refer to Section 79.8 for our requirements regarding the investment of funds in the Custodial Accounts.

76.21: Reporting and remitting (04/01/02)
You must report a loan-level transaction to us monthly for all active and inactive Mortgages you service for us. You must also report certain activity to us as it occurs, which we call interim activity. Refer to Chapter 78, Reporting and Remitting Requirements, for requirements on monthly and interim reporting and remitting:

	(a)
	Monthly activity
You must report a loan-level transaction once a month by the 5th Business Day after the accounting cycle cutoff.

You must remit funds to us based on the loan-level transaction you reported and according to the remittance options you selected at the time the Mortgages were sold to us. This may result in more than one monthly remittance for the Mortgages you service for us.

The remittance option, sometimes called the remittance cycle, determines the due date for remitting monthly Principal and interest due us. Form 15, the Funding Detail Report, and the Transfer of Servicing records referenced in Section 56.8, specify the remittance cycle and the remittance due date.



	(b)
	Interim activity
For payoffs-matured or prepaid, you must report by the 2nd Business Day after the activity. For all other interim activity, you must report by the 5th Business Day after the activity. You must remit any funds due us by the 5th Business Day after the activity.


76.22: Monthly remittance due date (04/01/02)
The monthly remittance due date varies according to the accounting method and remittance option selected at the time the Seller sold the Mortgage to us. Refer to Chapter 78, Reporting and Remitting Requirements, for monthly remitting requirements.

76.23: Remitting our funds to us (10/20/08)
	(a)
	Remitting monthly remittances
You must remit monthly remittance funds to us so that they are available on the remittance date stated on the Form 15/A/C, Loan Purchase Statement, the Funding Detail Report, and the Transfer of Servicing records referenced in Section 56.8. You must remit funds to us via our automated cash remittance system. Before you initiate your remittance, you must ensure that the account from which your remittance will be drafted is adequately funded.

The automated cash remittance system uses the information you call in to create an Automated Clearinghouse (ACH) debit file. The file is used to create an ACH draft to transfer the remittance funds to us from the Custodial Account.

We do not have use of our funds until one Business Day after you initiate your remittance via our automated cash remittance system. Therefore, you must initiate the transfer by 9 p.m., Eastern Time, on the Business Day before the remittance due date so that our funds are available to us by the remittance due date.

You must not remit investor accounting funds via check unless we instruct you to do so. The only funds you must remit by check are Real Estate Owned (REO) proceeds and Escrow refunds for taxes or property insurance premiums in connection with a foreclosure or REO.

See Sections 77.21 and 77.22 for information on initiating a remittance through the cash remittance system.



	(b)
	Remitting fees and penalties
You must remit fees and penalties you owe us via an ACH draft that we will initiate. The draft will collect any fees and penalties for which you may be billed on the Performing Loans monthly Servicer Billing Statement. To authorize ACH drafting of fees and penalties, you must:

1.

Submit a Form 1132, Authorization for Automatic Transfer of Funds Through the Automated Clearing House (ACH), to the address on the form no later than 15 Business Days before the last Business Day of the first month in which you are liable to pay us any fees or penalties, to set up or make certain changes to the draft account, and

2.

Designate an account other than one of our Custodial Accounts from which we will draft the amount due




76.24: Other reporting and remitting requirements (06/28/04)
You must process the remittance for a repurchase in accordance with the requirements in Section 78.20. In addition, you must transfer your funds into the Custodial Account prior to remitting the repurchase proceeds to us.

Refer to Chapter 72 for additional requirements for repurchases required by us or repurchases approved by us at your request. Refer to Section 80.4.3 for additional requirements for the repurchase of a Freddie Mac-Owned Converted Mortgage.

The following are default management procedures that have reporting and remitting requirements specified in other Sections of the Guide:
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76.25: Fees and penalties (02/13/01)
We require your reporting and remitting to be on time and accurate. If you report or remit late or submit inaccurate data we incur a loss. As a result, you may be subject to an accounting or Servicing reporting noncompliance penalty or a late remittance reimbursement fee. Refer to Chapter 78, Reporting and Remitting Requirements, for noncompliance fees and penalties.

76.26: Service bureau liability (02/13/01)
If you use a service bureau for data processing, you remain responsible for all obligations to us under the Purchase Documents ( Section 51.4(d)). This is why you must pay any noncompliance fees and penalties, even though it may be your service bureau's error that causes the noncompliance.

76.27: Backup reporting (04/25/06)
If we do not receive a loan-level transaction by the required reporting date for any reason, you must be able to provide us (see Directory 7) with corrected or replacement transmissions within 24 hours of our request and you will be subject to accounting reporting noncompliance penalties. Refer to Chapter 78, Reporting and Remitting Requirements, for noncompliance penalties.

76.28: Introduction (07/15/99)
This part of the chapter will provide you with requirements for the management of Custodial Accounts. You are responsible for administering Custodial Accounts to safeguard funds due us. In addition, you must ensure that you adequately fund and reconcile the accounts. Refer to Chapter 77, Establishing Investor Accounting Functions, for requirements on establishing Custodial Accounts. Chapter 79, Managing Custodial Accounts, states our requirements regarding administering and reconciling the cash in the Custodial Accounts.

76.29: Custodial Account reconciliation basics (07/15/99)
You must reconcile all Custodial Accounts monthly as of the accounting cycle cutoff. A Custodial Account reconciliation compares the funds on deposit as of the accounting cycle cutoff to the total liability of the same date. Any differences between any two parts of the investor accounting process may cause a Custodial Account to be out of balance. Refer to Chapter 79, Managing Custodial Accounts, for our requirements.

76.30: Servicer advances required (07/15/99)
You must advance your funds into the Principal and Interest Custodial Account if:

	1.
	There are insufficient funds to cover a remittance due us


	2.
	You are completing a Mortgage repurchase


You must make any advances for funds due us prior to the remittance due date.

You must make a deposit advanced from your funds into the Escrow Custodial Account whenever a deficiency occurs in an individual Escrow account. You must not use the Escrow collections from one Mortgage to offset the deficiency of another.

Your institution may reimburse itself for any advances of Principal and Interest Payments upon subsequent receipt of any Principal and Interest Payments. Your institution may reimburse itself for advances of Escrow from Escrow Funds received for the Mortgage for which you made the advance.
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Chapter 77:  Establishing Investor Accounting Functions

77.1: Introduction (06/30/97)
In Chapter 76, Basics of Investor Accounting, we provide you with what you need to know to understand your investor accounting responsibilities. This chapter specifies our requirements of what you need to do to begin accounting for our cash and reporting and remitting to us.

77.2: Process flow (06/30/97)
You will find in this chapter our requirements for establishing the processes, procedures and business relationships necessary for completing your investor accounting responsibilities. Establishing the framework for investor accounting occurs in the part of the Mortgage Servicing cycle represented by the third box in the following process flow. This process flow gives you a general overview of the process for investor accounting. Refer to the requirements in this chapter for complete details.
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77.4: Definitions (10/20/08)
The following terms used throughout this chapter are defined terms contained in the Glossary:

	•
	Business Day


	•
	Cash Purchase Contract


	•
	Concurrent Transfer of Servicing


	•
	Custodial Account


	•
	Demand Deposit Account


	•
	Eligible Depository


	•
	Escrow Custodial Account


	•
	Escrow Disbursement Clearing Account


	•
	FDIC; FDIC Insured Depository


	•
	Federal Reserve Bank


	•
	Funding Date


	•
	Interest-Bearing Deposit Account


	•
	MI


	•
	MIDANET®


	•
	Mortgages Purchased in Whole or in Part


	•
	NCUSIF; NCUSIF Insured Depository


	•
	Negative Amortization


	•
	PC


	•
	Percentage of Participation


	•
	Principal and Interest Custodial Account


	•
	Principal and Interest Disbursement Clearing Custodial Account


	•
	Purchase Documents


	•
	Purchase Proceeds


	•
	Subsequent Transfer of Servicing


The following additional term is used in this chapter. The term is italicized here and when used in the chapter.

	
	Accounting cycle cutoff


The accounting cycle cutoff for monthly reporting is the close of business on the 15th of the month. If the 15th is not a Business Day, the accounting cycle cutoff is the last Business Day before the 15th.

77.5: Introduction (07/15/99)
Once you commence Servicing one or more Mortgages for us, you must open a Principal and Interest Custodial Account and a separate Escrow Custodial Account at an Eligible Depository. Depositing funds into Custodial Accounts safeguards the funds collected for Mortgages in which we hold an ownership interest. The requirement to hold any funds you receive for our Mortgages in a Custodial Account applies at all times.

77.6: Custodial Accounts required (12/14/05)
For all of our Mortgages, whether Purchased in Whole or in Part, you must open and maintain a Custodial Account for Principal and Interest Payments and a separate Custodial Account for Escrow Funds for each Seller/Servicer number. You must open these accounts in accordance with the requirements of Sections 77.6 through 77.17. You must maintain these funds in their respective Custodial Accounts until you remit the funds to us or pay Escrow Funds for allowed Mortgage expenses:

	(a)
	Principal and Interest Custodial Account
You must open a Principal and Interest Custodial Account for each Seller/Servicer number to deposit Principal and Interest Payments for the Mortgages you service for us. At your option, you may open more than one Principal and Interest Custodial Account. If you open more than one Principal and Interest Custodial Account, you must designate one of them as the primary remittance and drafting account or, alternatively, you may open a separate Principal and Interest Disbursement Clearing Custodial Account. Refer to Section 77.7 for the Disbursement Clearing Custodial Account requirements.



	(b)
	Escrow Custodial Account
You must hold Escrow Funds in a separate Escrow Custodial Account for each Seller/Servicer number. Even if you do not collect Escrow Funds, you must open an Escrow Custodial Account in the event that you receive funds for insurance claims proceeds, partial payments or buydown funds. In addition, although we allow you to hold buydown funds in your Escrow Custodial Account, at your option you may open a separate Buydown Custodial Account for buydown funds.


77.7: Disbursement Clearing Custodial Accounts (10/20/08)
A disbursement clearing account is a bank account you maintain for the deposit of funds that you remit to us or pay to third parties.

	(a)
	Principal and Interest Disbursement Clearing Custodial Account
You may, but are not required, to open and use a Principal and Interest Disbursement Clearing Custodial Account.

A Principal and Interest Disbursement Clearing Custodial Account is only necessary if you choose to maintain the account from which we draft funds as a separate account. You may not clear our funds through an operating account or a general account through which you process non-Freddie Mac Automated Clearinghouse (ACH) transfers.

If you choose to open and use a Principal and Interest Disbursement Clearing Custodial Account, you must meet the following requirements:

1.

Open, maintain and designate the account in accordance with the requirements of Sections 77.8 through 77.12
2.

Deposit only funds you are remitting to us

3.

Transfer funds into this disbursement clearing account concurrent with, or no more than one Business Day prior to, the remittance due date



	(b)
	Escrow Disbursement Clearing Account
We do not require you to maintain a separate Escrow Disbursement Clearing Account for Escrow Funds. However, if you elect to deposit Escrow Funds into an Escrow Disbursement Clearing Account, you:

•
May deposit Escrow Funds for our Mortgages into an Escrow Disbursement Clearing Account common to all Mortgages you service

•
Must transfer the Escrow Funds from the Escrow Custodial Account to your Escrow Disbursement Clearing Account concurrent with, or no more than one Business Day prior to, the disbursement of any Escrow Funds.

An Escrow Disbursement Clearing Account is not subject to Custodial Account designation or documentation requirements, as set forth in Sections 77.11 and 77.12.


77.8: Opening Custodial Accounts (12/14/05)
You must open and maintain all Custodial Accounts at an Eligible Depository separate from a general ledger account. You may record the deposit of the funds in a general ledger account provided that you open a separate Custodial Account and the general ledger account is not a substitute for the Custodial Account.

A financial institution at which you open and maintain Custodial Accounts must qualify as an Eligible Depository. If your institution is an Eligible Depository and meets the requirements contained in this chapter, you may open and maintain Custodial Accounts within your own financial institution. Refer to Sections 77.9 and 77.10 for the eligibility requirements.

The Custodial Accounts must be Demand Deposit Accounts or Interest-Bearing Deposit Accounts. Your use of an Interest-Bearing Deposit Account is conditioned upon Freddie Mac's ability to present a sight draft and your ability to remit funds when due being maintained. If an Interest-Bearing Deposit Account limits the number of withdrawals, or requires prior notice for withdrawals, you are responsible for any payments or penalties that result from excessive withdrawals or withdrawals where advance notice is insufficient. Interest-Bearing Accounts do not include money market mutual fund accounts.

If the Custodial Accounts are maintained in an Eligible Depository that is a FDIC-Insured Depository or a NCUSIF-Insured Depository, you must maintain your books and records in a manner that meets all legal and regulatory requirements for obtaining full federal insurance coverage for the Custodial Accounts. Your books and records must reflect that the funds in the Custodial Accounts are held in a custodian capacity for the benefit of Freddie Mac and/or other specified parties, and must identify the respective interests of all such persons. Your books and records must be maintained in good faith and in the regular course of business.

77.9: Depository eligibility requirements (04/06/01)
To ensure the safety of funds in the Custodial Accounts, we have specific eligibility requirements that a depository must meet.

An Eligible Depository for the Custodial Accounts must be one of the following:

	1.
	A Federal Reserve Bank


	2.
	A Federal Home Loan Bank


	3.
	An FDIC-Insured Depository


	4.
	An NCUSIF-Insured Depository


If you choose to open your Principal and Interest Custodial Account, or a Principal and Interest Disbursement Clearing Custodial Account, at an FDIC-Insured Depository or an NCUSIF-Insured Depository, the depository institution must also meet our minimum tier rating requirements specified in Section 77.10.

Depositories for Escrow and buydown Custodial Accounts must meet our depository eligibility requirements, but are not subject to the tier rating requirements.

77.10: Insured depository tier ratings (04/06/01)
An FDIC-Insured Depository or an NCUSIF-Insured Depository, as referenced in Section 77.9, must meet our minimum rating requirements for all Principal and Interest Custodial Accounts. We group services that rate depositories into two categories; Tier 1 and Tier 2.

If a Tier 1 service does not rate your insured depository, you must use a Tier 2 service. If both Tier 1 and Tier 2 services rate your insured depository, you must use our minimum rating requirements listed for the Tier 1 service. You must use and monitor the most current ratings issued by these services both when you open your Custodial Accounts and on a continuing basis. Tier 1 services continually update their ratings and Tier 2 services update their ratings on a quarterly basis.

	(a)
	Tier 1 minimum rating requirements
IF the insured depository is rated by these services...[image: image43.png]


 

THEN our minimum rating requirements are...[image: image44.png]


 

Fitch[image: image45.png]


 

Short-term deposit rating of F3 or better[image: image46.png]


 

Standard and Poor's Corporation[image: image47.png]


 

Short-term Certificate of Deposit (CD) rating of A-3 or better[image: image48.png]


 

Moody's Investors Service[image: image49.png]


 

Short-term bank deposit rating of P3 or better[image: image50.png]


 

IF the insured depository is rated by...[image: image51.png]


 

• All three Tier 1 services, then it must meet any two rating requirements
• Any two Tier 1 services, then it must meet both rating requirements[image: image52.png]


 




	(b)
	Tier 2 minimum rating requirements
IF the insured depository is rated by these services...[image: image53.png]


 

THEN our minimum rating requirements are...[image: image54.png]


 

IDC Financial Publishing (IDC)[image: image55.png]


 

75 or better[image: image56.png]


 

LACE Financial Corporation[image: image57.png]


 

C or better[image: image58.png]


 

Fitch (formerly known as Bank Watch®)[image: image59.png]


 

Financial Performance Score 3.5 or better[image: image60.png]


 

IF the insured depository is rated by...[image: image61.png]


 

• All three Tier 2 services, then it must meet any two rating requirements
• Any two Tier 2 services, then it must meet one rating requirement
• Only one of the Tier 2 services, then it must meet that rating requirement[image: image62.png]


 

A depository institution that is a subsidiary of a holding company or an affiliate of another depository may, on a case-by-case basis, have its eligibility rating affected by the rating of its holding company or affiliate. FDIC regulations may require related depository institutions to guarantee the obligations of the troubled depository institutions. As a result, the related depository institution may be subject to a risk of regulatory action even if it meets our minimum rating requirements and we may deem it to be ineligible. You may want to consider this when selecting or monitoring your depository.


77.11: Custodial Account designation requirements (12/14/05)
You must designate Custodial Accounts exactly as stated in subsections (a) through (d) below. All of your books and records pertaining to Custodial Accounts must at all times comply with these account designation requirements. You represent and warrant to Freddie Mac that all books and records of the Eligible Depository pertaining to such Custodial Accounts shall at all times be designated in compliance with requirements in subsections (a) through (d) below.

	(a)
	Principal and Interest Custodial Accounts
The following account designation must be used: "(Name of Depositor/Servicer), as Custodian and/or bailee for Federal Home Loan Mortgage Corporation and/or various owners of interests in mortgages and/or mortgage-related securities and/or various mortgagors."

Alternatively, a Principal and Interest Custodial Account may be designated by the following abbreviated designation: "Freddie Mac P & I Custodial Account." However, if the abbreviated designation is used, then for all purposes of the Purchase Documents, and with respect to all rights and interests of Freddie Mac and/or various owners of interests in Mortgages and/or Mortgage-related securities and/or mortgagors, the abbreviated account designation shall be deemed to be the same as the unabbreviated account designation and shall be deemed to confer upon Freddie Mac and such persons the same rights and interests with respect to the Principal and Interest Custodial Account and the funds deposited or held therein.



	(b)
	Principal and Interest Disbursement Clearing Custodial Accounts
The following account designation must be used: "(Name of Depositor/Servicer), as custodian and/or bailee for Federal Home Loan Mortgage Corporation and/or various owners of interests in mortgages and/or mortgage-related securities and/or various mortgagors."

Alternatively, a Principal and Interest Disbursement Clearing Custodial Account may be designated by the following abbreviated designation: "Freddie Mac P & I Clearing Custodial Account." However, if the abbreviated designation is used, then for all purposes of the Purchase Documents, and with respect to all rights and interests of Freddie Mac and/or various owners of interests in Mortgages and/or Mortgage-related securities and/or mortgagors, the abbreviated account designation shall be deemed to be the same as the unabbreviated account designation and shall be deemed to confer upon Freddie Mac and such persons the same rights and interests with respect to the Principal and Interest Disbursement Clearing Custodial Account and the funds deposited or held therein.



	(c)
	Escrow Custodial Accounts
The following account designation must be used: "(Name of Depositor/Servicer), as trustee and/or custodian for Federal Home Loan Mortgage Corporation and various mortgagors, respectively."

Alternatively, an Escrow Custodial Account may be designated by the following abbreviated designation: "Freddie Mac Escrow Custodial Account." However, if the abbreviated designation is used, then for all purposes of the Purchase Documents, and with respect to all rights and interests of Freddie Mac and/or mortgagors, the abbreviated account designation shall be deemed to be the same as the unabbreviated account designation and shall be deemed to confer upon Freddie Mac and such persons the same rights and interests with respect to the Escrow Custodial Account and the funds deposited or held therein.



	(d)
	Buydown Custodial Accounts
If an optional Buydown Custodial Account is used in accordance with the provisions of Section 77.6(b), the following account designation must be used: "(Name of Depositor/Servicer), as trustee and/or custodian of mortgage loan subsidy buydown funds for Federal Home Loan Mortgage Corporation and various mortgagors, respectively."

Alternatively, a Buydown Custodial Account may be designated by the following abbreviated designation: "Freddie Mac Buydown Custodial Account." However, if the abbreviated designation is used, then for all purposes of the Purchase Documents, and with respect to all rights and interests of Freddie Mac and/or mortgagors, the abbreviated account designation shall be deemed to be the same as the unabbreviated account designation and shall be deemed to confer upon Freddie Mac and such persons the same rights and interests with respect to the Buydown Custodial Account and the funds deposited or held therein.


77.12: Custodial Account documentation requirements (04/25/06)
You must submit the following documentation to us upon opening your Custodial Accounts at an Eligible Depository. We base the required documentation on whether you open the accounts at your own financial institution or at another Eligible Depository.

	(a)
	Custodial Accounts opened at your own financial institution
If you are an Eligible Depository and open Custodial Accounts at your own financial institution, you must complete, execute and return the following documentation to us (see Directory 1) for each Custodial Account:

1.

Form 1059SF, Letter Agreement for Single-Family Principal and Interest, or P & I Disbursement Clearing Custodial Account

2.

Form 1060SF, Letter Agreement for Single-Family Buydown or Escrow Custodial Account

You must also send us a copy of the bank statement or signature card for each account, designated as required in Section 77.11. The documentation must identify the depository institution at which the account is maintained and the bank account number.



	(b)
	Custodial Accounts opened at another Eligible Depository
If you open Custodial Accounts at an Eligible Depository other than your own financial institution, both you and the depository's representative must complete, execute and return the following documentation to us (see Directory 1) for each Custodial Account:

1.

Form 1057SF, Letter Agreement for Servicer's Single-Family Principal and Interest, or P & I Disbursement Clearing Custodial Account

2.

Form 1058SF, Letter Agreement for Servicer's Single-Family Buydown or Escrow Custodial Account

You must also send us a copy of the bank statement or signature card for each account, designated as required in Section 77.11. The documentation must identify the depository institution at which the account is maintained and the bank account number.



	(c)
	Additional requirements
We also require that you submit the following documentation to us (see Directory 1) for each Seller/Servicer number for the Principal and Interest Custodial Account or Principal and Interest Disbursement Clearing Custodial Account you select as your remittance drafting account according to the requirements of Sections 77.6(a) and 77.7(a):

1.

Copy of the Letter of Authorization ( Exhibit 58, Draft Letter of Authorization) printed on your institution's letterhead. Even if you open your Custodial Account at your own financial institution, you must execute this letter. The depository where you opened the account must keep the original of this letter.

2.

Voided blank check or magnetic ink character recognition (MICR) specification sheet providing us with the routing number and account number information. A deposit ticket or letter is not acceptable.




77.13: Honoring sight drafts (11/16/98)
The Eligible Depository you select must honor sight drafts we may present at any time against any Custodial Account and/or related Time Deposit that you maintain. Our authorized officer, employee, representative, agent or attorney must sign the sight draft. We will identify the authorized individual in Form 1061, Certificate of Incumbency...to Draft Against Custodial Accounts, or a similar form containing identical information, including a photocopy or facsimile copy.

The sight draft we present may be an original, a photographic or facsimile copy of our Form 1062, Sight Draft, or a similar form containing identical information. Honoring such a sight draft is one of the requirements in the letter agreements referenced in Section 77.12(a) or 77.12(b).

77.14: What funds to deposit to the Custodial Accounts (11/16/98)
You must deposit the following funds for Mortgages in which we hold an ownership interest to a Principal and Interest Custodial Account or an Escrow Custodial Account. You must not deposit funds from Mortgages that we do not own or from other investors into the Custodial Accounts that you maintain to hold funds for our Mortgages:

	(a)
	Principal and Interest Custodial Accounts
You must deposit only funds due to us into a Principal and Interest Custodial Account. As an exception, you may deposit the full Principal and Interest Payment received into the Principal and Interest Custodial Account and subsequently withdraw your Servicing fee or Percentage of Participation. Following is a list of the funds you must deposit into the Principal and Interest Custodial Account for our Mortgages:

1.

Principal and Interest Payments on all of our Mortgages whether received from the Borrower or paid on the Borrower's behalf, applied from the buydown account or advanced by you

2.

Biweekly payments that require biweekly amortization based on the Note terms of Mortgages originally sold to us as biweekly

3.

Principal curtailments

4.

Payoff proceeds including those from short payoffs and third-party foreclosure sales

5.

Prepayment penalties, if applicable

6.

Repurchase proceeds




	(b)
	Escrow Custodial Accounts
You must deposit all Escrow Funds for our Mortgages into an Escrow Custodial Account opened and maintained according to our requirements. Following is a list of the funds that you must deposit into the Escrow Custodial Account for our Mortgages:

1.

All Escrow Funds paid by, or on behalf of, the Borrower or advanced by you.

2.

Funds deposited by you on a Borrower's behalf such as property insurance claim proceeds.

3.

Payments held as unapplied or in suspense pending proper distribution such as, partial payments and biweekly payments from plans that allow for biweekly collection of payments on monthly amortizing Mortgages.

4.

Buydown funds scheduled for future application as part of a Borrower's Principal and Interest Payment. You may also choose the option of maintaining buydown funds separately as provided in Section 77.6(b).




77.15: When to deposit funds to the Custodial Accounts (06/30/97)
You must deposit all funds you receive for our Mortgages into the Custodial Accounts no later than the 1st Business Day after you receive them.

However, if you use a lockbox service or other service to collect payments, you must apply the payment and deposit the funds to our corresponding Custodial Accounts no later than the 2nd Business Day after the day on which the lockbox or other service received the payment.

Other than a Borrower's payment, you must make all additional required deposits to the Custodial Accounts as referenced in Section 77.14 so the funds are available by the remittance drafting or Escrow disbursement due date.

77.16: Changing or transferring Custodial Accounts (06/30/97)
For information on changing or transferring your established Custodial Accounts, refer to Sections 79.13 through 79.15 for our requirements.

77.17: Administering and reconciling Custodial Accounts (06/30/97)
You must reconcile all of our Custodial Accounts on a monthly basis. Refer to Chapter 79, Managing Custodial Accounts, for our administration and reconciliation requirements.

77.18: Freddie Mac resources available (10/20/08)
The following are additional resources related to the preceding topic:

	1.
	Exhibit 58, Draft Letter of Authorization: Sample letter provides you with the information you must include in the letter of authorization


	2.
	Exhibit 87, Servicer Education Resources: Includes additional reference materials and training information


You may also call (800) FREDDIE for information on training, manuals or with other questions.

77.19: Introduction (10/20/08)
When you open your Custodial Accounts according to the requirements of Section 77.12, you must select one Principal and Interest Custodial Account from which we will draft the remittances you initiate through our automated cash remittance system. You may initiate the drafts either telephonically or online via Investor Accounting Manager at http://www.freddiemac.com/singlefamily/service/tools.html. Setup information for using our automated cash remittance system is available on the web site.

77.20: Establishing an automated cash remittance process (10/20/08)
Upon the completion of the automated cash remittance system setup process (at http://www.freddiemac.com/singlefamily/service/tools.html) and receipt and review of the copy of the Letter of Authorization and voided blank check or MICR as referenced in Section 77.12(c), we will provide you access to our automated cash remittance system. We will give you a 60-day grace period from the date you first deliver a Mortgage to us to begin using the automated cash remittance system for remitting.

We may require up to 15 Business Days from the date we receive the required documentation to process remittance instructions for new Custodial Accounts.

We will notify you to begin using the automated cash remittance system. Our written notification will include:

	1.
	Information on remittance via:

•
Investor Accounting ManagerSM (IAM) at http://www.freddiemac.com/singlefamily/service/tools.html
•
A toll-free telephone number for touch-tone transfers. Exhibit 68, Cash Remittance System, provides instructions for initiating remittances telephonically.




	2.
	Your unique six-digit cash remittance identification number for use with all remittances


	3.
	A unique PIN number for use when remitting via the web interface within IAM


	4.
	Freddie Mac's User's Guide for Cash Remittances


You must remit by check to us (see Directory 7) until you receive our written confirmation that you must begin remitting via our automated cash remittance system. You must include your Seller/Servicer number on the check you send us. Once you receive our written confirmation, you must use the automated cash remittance system to remit to us. If you fail to do so, you may be subject to the assessment of noncompliance penalty or late remittance interest reimbursement fees.

We will post remittances that we receive by check with an effective date five Business Days after receipt. We will use this effective date to determine if you made the remittance in accordance with our requirements.

See Sections 77.21 and 77.22 for more information on initiating a cash remittance.

77.21: Remitting via the automated cash remittance system (10/20/08)
You must transfer all funds referenced below via the automated cash remittance system by Seller/Servicer number, with the exception that you must send REO-related remittances to us (see Directory 6) by check. Refer to Section 71.24 for specific requirements regarding REO-related remittances.

Before initiating the remittance, you must total your remittances into the following categories. These categories represent the funds you must remit and the order in which you must report:

	1.
	Non-payoff amounts, which include:

(a)

Monthly Principal and interest

(b)

Curtailments and reductions in Negative Amortization

(c)

Interest due on reinstated Mortgages

(d)

Cash adjustments initiated by us

(e)

Net adjustment for REO and FHA/VA foreclosure interest advanced by you




	2.
	Payoff amounts, which include proceeds due for:

(a)

Paid in full Mortgages

(b)

Third-party foreclosure sales

(c)

Repurchases




See Section 78.10 for additional information. 

77.22: Initiating remittances to Freddie Mac (10/20/08)
To initiate your remittance via the automated cash remittance system, you must:

	1.
	Calculate your two-digit verification code as explained in Exhibit 68, Cash Remittance System, or Freddie Mac's User's Guide for Cash Remittances, using the total amount of all categories of remittances that you are making


	2.
	Access the automated cash remittance system via telephone or Investor Accounting ManagerSM (IAM) at http://www.freddiemac.com/singlefamily/service/tools.html (preferred)


	3.
	Authorize the transfer of funds using your unique six-digit identification number and if initiating via the interface within IAM, your unique PIN


	4.
	Key in the appropriate remittance amount(s)


You must calculate a two-digit verification code using the amounts of all remittances you are making.

	•
	If initiating the remittance via IAM, you must enter the amounts and the two-digit verification code via the on-line screen. If your remittance amount and verification code are accepted, you will receive a four-digit acceptance code. If your remittance amount and verification code are not accepted, you should check the calculation of your verification code and, if necessary, place a telephone call to an operator who will assist you.


	•
	If initiating the remittance telephonically, you must enter the amounts and the two-digit verification code via the telephone keypad for transmission to the audio response unit (ARU). If the ARU accepts the remittance amount and verification code that you provide, the ARU will read back the amount reported and a four-digit verification code. The four-digit verification code confirms your ID, call date, time and reported amount. If the ARU does not accept the remittance amount and verification code that you enter, then the amount you reported will not be drafted and the ARU will transfer you to an operator who will assist you.


77.23: Changing or transferring the drafting account (12/15/99)
If you want to change or transfer the Principal and Interest Custodial Account from which we draft our remittances, you must comply with the requirements in Sections 79.13 through 79.15.

77.24: Freddie Mac resources available (10/20/08)
The following are additional resources related to the preceding topic:

	1.
	Exhibit 68, Cash Remittance System: Complete instructions for using the telephonic cash remittance system


	2.
	Exhibit 87, Servicer Education Resources: Includes additional reference materials and training information


You may direct written questions concerning the cash remittance system to us at (see Directory 3). You may also call (800) FREDDIE for information on training, manuals or with other questions.

77.25: Introduction (05/01/98)
We require you to submit all reports to us via one of our automated systems. Your portfolio size and available technology will help determine which system or combination of systems you will need.

77.26: Implementing our reporting media (10/20/08)
This section has been deleted.

77.27: Transmitting and receiving investor accounting information (10/20/08)
Below are the media you may use to transmit loan level data to us or to receive certain information from us:

	ACTIVITY[image: image63.png]


 
	MEDIA[image: image64.png]


 

	Transmit loan level activity to us[image: image65.png]


 
	•
Internet-based transmission (GCS)

•
MIDANET® for the PC

•
Other Freddie Mac-approved reporting method
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	Receive transmission confirmations from us[image: image67.png]


 
	•
Internet-based transmission (GCS)

•
MIDANET for the PC
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	Receive reports and communications from us[image: image69.png]


 
	•
Investor Accounting Manager

•
MIDANET for the PC
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	Receive purchase statements and funding detail reports[image: image71.png]


 
	•
Freddie Mac Selling System

•
MIDANET for the PC
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	Receive software updates for MIDANET for the PC[image: image73.png]


 
	•
MIDANET for the PC
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77.28: Freddie Mac resources available (10/20/08)
The following are additional resources related to the preceding topic:

	1.
	Exhibit 87, Servicer Education Resources: Includes additional reference materials and training information


	2.
	Investor Reporting EDI Implementation Guide


You may also call (800) FREDDIE for information on training, manuals or with other questions.

77.29: Introduction (06/30/97)
The last part of this chapter contains requirements for:

	1.
	Documentation you receive from us when we purchase a Mortgage from you


	2.
	Setting up newly funded Mortgages and Mortgages you receive via Concurrent Transfers of Servicing for reporting and remitting to us


	3.
	Purchase adjustments and how to request them


	4.
	First time reporting and remitting requirements for newly funded Mortgages or Mortgages you receive via a Concurrent Transfer of Servicing


Servicing Note:
For requirements on Mortgages you receive due to Subsequent Transfers of Servicing, refer to Chapter 56, Transfers of Servicing, or call (800) FREDDIE.

77.30: Pre-purchase activity (04/25/06)
Refer to Volume 1 for our Mortgage processing and purchase requirements:

	•
	Chapter 9, Fixed-Rate Cash Through the Selling System


	•
	Chapter A9, RNY Cash Through MIDANET®


	•
	Chapter B9, Gold Cash® Through MIDANET


	•
	Chapter 10, WAC ARM Cash Through the Selling System


	•
	Chapter A10, ARM Cash Through MIDANET


	•
	Chapter 16, Documentation Delivery


	•
	Chapter 17, Mortgage Delivery and Settlement Processing, for our requirements for documentation delivery, completion of a delivery and other special delivery instructions


77.31: Our purchase of your Mortgage (04/25/06)
When we purchase a Mortgage, we will take the following actions:

	1.
	Issue Form 15/A/C, Loan Purchase Statement


	2.
	Issue a Funding Detail Report


	3.
	Wire the Purchase Proceeds to the Seller for a Cash Purchase Contract or issue a security (PC or Giant PC) for Guarantor or MultiLender Swap programs



	(a)
	Form 15/A/C, Loan Purchase Statement
Upon purchase, we will issue Form 15/A/C which will summarize the pertinent data from Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher. Form 15/A/C will include the calculation of the total amount we are funding to the Seller and a statement of the Percentage of Participation we purchased. Depending on the type of purchase, you will receive one of the following forms:

1.

Form 15 for Cash

2.

Form 15A for fixed-rate Guarantor

3.

Form 15C for WAC ARM Guarantor

Forms 11 and 13SF are located in Volume 1A of the Guide.



	(b)
	Funding Detail Report
We will send you a Funding Detail Report when we purchase a Mortgage or when you acquire the Servicing of one or more of our Mortgages through a Concurrent Transfer of Servicing. (See Chapter 56, Transfers of Servicing, for information on Transfers of Servicing.) The Funding Detail Report contains all of the information you need to setup and report a Mortgage (see Section 77.32).



	(c)
	Wiring the Purchase Proceeds or issuing a PC or Giant PC
We will notify the Seller of our purchase and initiate a wire transfer to credit the Seller's account on the Funding Date for Cash Purchase programs. For Guarantor or certain MultiLender Swaps, we will issue a PC; for other MultiLender Swaps, we will issue a Giant PC (see Section 11.1 for more information).

The Seller is responsible for verifying the receipt of funds. If the Seller finds that the wired funds are not credited to the account by the morning of the next Business Day, the Seller should contact us (see Directory 3).


77.32: Setting up a Mortgage record (10/20/08)
We will send you a Form 15/A/C, Loan Purchase Statement, and Funding Detail Report via MIDANET® for the PC, or you may access them through the Freddie Mac Selling System. (Contact (800) FREDDIE to request access to the Selling System for this purpose.) You must verify the data on the Funding Detail Report to the Note, Mortgage record and Purchase Documents and take the following actions for each newly funded or Concurrently Transferred Mortgage. For Subsequent Transfers of Servicing, the previous Servicer must supply the loan-level data to you.

Upon our purchase, prompt identification of the accounting records for Mortgages sold to us is essential for accurate reporting and remitting. You must take the following actions:

	1.
	Identify on your Servicing system Mortgages in which we have an ownership interest


	2.
	Setup a Mortgage record on MIDANET by importing the loan-level data, or by manually adding a record


	3.
	Deposit any Principal and interest and Escrow Funds to the Custodial Accounts


You must also maintain the Mortgage files in accordance with the various requirements in Section 51.9 and Chapter 52, Mortgage File Retention.

77.33: Purchase adjustments (04/25/06)
When the information on the Funding Detail Report does not match the information on the Note or your loan record, you may request an adjustment to the amount we disbursed to purchase the Mortgage. You must notify us in writing and include supporting documentation.

In most circumstances we will not adjust purchase balances after the Funding Date because we have pooled the Mortgages for resale as PCs. However, after we settle and before we pool the Mortgages, we may be able to adjust a purchase balance. We will not change the Percentage of Participation stated on Form 381, Contract Delivery Summary, and Form 15/A/C, Loan Purchase Statement, for differences of $1,000 or less.

If the Seller has any questions about purchase balances prior to funding, as delivered on the Form 381 that is transmitted via MIDANET® the Seller should contact us (see Directory 8).

77.34: Reporting and remitting on a newly funded Mortgage (06/30/97)
The Mortgage balance and the timing of the Funding Date determine when you must report for the first time on a newly funded Mortgage. You must remit for the newly funded Mortgage according to your Purchase Documents. When we purchase a Mortgage from you, we will pay you interest on the funded Principal balance at the net yield from the first of the month up to the Funding Date. You must ensure that you properly fund your Principal and Interest Custodial Account for this interest. The table on the following page summarizes when you must report to us.
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	1st Business Day of the month, up to and including the accounting cycle cutoff date[image: image79.png]


 
	Is not different from the funded balance[image: image80.png]


 
	We do not require reporting in the funding month, but you may report for the first time if you choose to do so[image: image81.png]


 
	No remittance is due[image: image82.png]


 

	
	Is different from the funded balance[image: image83.png]


 
	You must report for the first time in the funding month[image: image84.png]


 
	You must remit our share of Principal received and zero interest according to the remittance cycle[image: image85.png]


 

	1st Business Day after the accounting cycle cutoff, up to and including the last Business Day of the month[image: image86.png]


 
	Is not different from the funded balance[image: image87.png]


 
	You must report for the first time in the month following the funding month since we funded the Mortgage after the accounting cycle cutoff[image: image88.png]


 
	You must remit Principal and interest according to the remittance cycle[image: image89.png]


 

	
	Is different from the funded balance[image: image90.png]


 
	You must report for the first time in the month following the funding month since we funded the Mortgage after the accounting cycle cutoff[image: image91.png]


 
	You must remit our share of Principal received and interest according to the remittance cycle[image: image92.png]


 


77.35: Freddie Mac resources available (10/20/08)
The following are additional resources related to the preceding topic:

	1.
	Exhibit 60, Monthly Loan-Level Reporting Data Description


	2.
	Exhibit 87, Servicer Education Resources: Includes additional reference materials and training information


You may also call (800) FREDDIE for information on training, manuals or with other questions.
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 2

Chapter 78:  Reporting and Remitting Requirements

78.1: Introduction (06/30/97)
Chapter 76, Basics of Investor Accounting, and Chapter 77, Establishing Investor Accounting Functions, provide our requirements for you to begin investor reporting to us. This chapter will provide specifics on each transaction that you must report to us. This chapter will also state our requirements for reviewing daily edits and monthly account statements and fees and penalties related to our Servicing requirements.

78.2: Process flow (06/30/97)
You will find in this chapter the requirements for reporting and remitting funds due to us, clearing your daily edits, reconciling your monthly reports and fees and penalties related to late reporting and remitting. Reporting and remitting occurs in the part of the Mortgage Servicing cycle represented by the third box in the following process flow. This process flow gives you a general overview of our investor accounting requirements related to your reporting and remitting responsibilities. Refer to the requirements in this chapter for more details.
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78.3: Chapter contents (06/30/97)
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	Interim reporting and remitting[image: image99.png]
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	Monthly reporting and remitting[image: image101.png]
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	Correcting reporting errors[image: image103.png]
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	Reconciling your monthly reporting activity[image: image105.png]
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	Fees and penalties[image: image107.png]
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78.4: Definitions (10/20/08)
The following terms used throughout this chapter are defined terms contained in the Glossary:

	•
	Business Day


	•
	Due Date of Last Paid Installment (DDLPI)


	•
	MIDANET®


	•
	Mortgages Purchased in Whole or in Part


	•
	Payoff Date


	•
	Principal


	•
	Purchase Documents


	•
	Real Estate Owned (REO)


	•
	Scheduled Principal


The following additional terms are used in this chapter. The terms are italicized here and when they are used in the chapter.

	(a)
	Accounting cycle cutoff
The accounting cycle cutoff for monthly reporting is the close of business on the 15th of the month. If the 15th is not a Business Day, the accounting cycle cutoff is the last Business Day before the 15th.



	(b)
	Active Mortgage
An active Mortgage is a current or delinquent Mortgage on which you report and remit according to the remittance option selected for the Mortgage.



	(c)
	Inactive Mortgage
An inactive Mortgage is a Mortgage in foreclosure for which you have changed the reporting status to foreclosure to suspend remitting funds to us. You may inactivate a Mortgage after you have notified us that you have initiated foreclosure. No monthly remittance is due for Mortgages that you inactivated via an EDR transmission in a previous accounting cycle.



	(d)
	Exception activity
Exception activity is anything other than a regular monthly Principal and Interest Payment and partial prepayment.



	(e)
	Non-exception activity
Non-exception activity is the regular monthly Principal and Interest Payment due us and any partial prepayment.



	(f)
	Remittance due date
Remittance due date is the contract specified remittance date, or if not specified in the Purchase Documents, it is the 3rd Business Day after the accounting cycle cutoff.



	(g)
	Reporting status
The reporting status represents the information listed in Exhibit 60, Loan-Level Reporting Data Description, that you must report to us at least monthly for all active and inactive Mortgages you service for us.


78.5: Our rights (06/30/97)
We reserve the right to assess fees and penalties in accordance with the requirements of this chapter if you fail to comply with our reporting and remitting requirements. The fees and penalties are set forth in Sections 78.46 through 78.49.

78.6: Introduction (10/20/08)
Reporting and remitting are separate but related activities that we require you to complete for all Mortgages Purchased in Whole or in Part by us. Reporting is the process of transmitting the reporting status of all our Mortgages to us via one of the Freddie Mac-approved reporting media described in Section 76.17. Your transmissions must be usable, accurate and timely. Remitting is the process of transferring funds due us for those Mortgages.

Refer to the following exhibits about reporting and remitting to us: Exhibit 60, Loan-Level Reporting Data Description, Exhibit 61, Interest and Principal Due Freddie Mac and Exhibit 68, Cash Remittance System.

These exhibits will provide you with the data elements and calculations necessary for each transaction.

78.7: Reporting to us (10/20/08)
You must report specific exception activities to us throughout each month, also known as interim reporting. You must also report to us monthly all non-exception and some exception activities, also known as monthly reporting, by the 5th Business Day after the accounting cycle cutoff. (See Section 76.17 for information on reporting methods.)

Your accounting data must be reported as follows:

	(a)
	Interim reporting
You must report to us during the month all exception activities that change the reporting status of a Mortgage you service for us.

If the exception activity is:[image: image109.png]


 

You must report by:[image: image110.png]


 

Payoff of a matured or prepaid Mortgage[image: image111.png]


 

The 2nd Business Day after the exception activity occurred[image: image112.png]


 

Third party foreclosure sale[image: image113.png]


 

The 2nd Business Day after the exception activity occurred[image: image114.png]


 

Short payoff[image: image115.png]


 

The 2nd Business Day after the exception activity occurred[image: image116.png]


 

Make-whole preforeclosure sale[image: image117.png]


 

The 2nd Business Day after the exception activity occurred[image: image118.png]


 

Charge-off[image: image119.png]


 

The 2nd Business Day after the exception activity occurred[image: image120.png]


 

Repurchase of a Freddie Mac-Owned Converted Mortgage[image: image121.png]


 

The 5th Business Day after the Conversion Date[image: image122.png]


 

Repurchase required by us or a repurchase approved by us at the Seller/Servicer’s request[image: image123.png]


 

The 30th day from the date of our repurchase notification or our approval of your request to repurchase[image: image124.png]


 

Refer to Sections 78.13 through 78.20 for interim reporting and remitting requirements.



	(b)
	Monthly reporting
You must report to us monthly by the 5th Business Day after the accounting cycle cutoff all non-exception activities and some exception activities reflecting the reporting status of all Mortgages you service for us. Refer to Sections 78.21 through 78.33 for monthly reporting and remitting requirements.

The non-exception activities you must report are:

1.

Principal and Interest Payments due us on an active Mortgage (including newly funded Mortgages) and the reporting data for each inactive mortgage you service for us. (Refer to Section 76.18)

2.

Principal balance corrections

3.

Inactivations

4.

Reinstatements




The exception activities you must report are:

	1.
	FHA/VA foreclosure/conveyance


	2.
	Transfer to Real Estate Owned (REO) (acquired by us either through foreclosure sale or through a deed-in-lieu of foreclosure)


78.8: Correcting reporting errors (10/20/08)
If you discover an error after you have transmitted your accounting reporting information, you must:

	1.
	Correct the source of the error,


	2.
	Transmit a revision to us, or


	3.
	Call us (see Directory 7) for instructions on how to correct the information,


If you fail to send us the appropriate information to clear any reporting errors within the applicable timeframe, we will make those corrections on your behalf subject to the applicable fees and/or penalties.

If you report a payoff to us in error, you must transmit a revision within the same accounting cycle in which you erroneously reported it. If you report a payoff to us in error and you do not reverse it within the same accounting cycle, we will not be able to reactivate the Mortgage for you. You must remit your own funds to Freddie Mac to liquidate the Mortgage.

You must maintain accurate records for our review and inspection of the actual Principal reductions and adjustments made to correct any reporting errors.

78.9: Reporting seminars (10/20/08)
This section has been deleted.

78.10: Remitting to us (10/20/08)
You must remit all funds due to us using our automated cash remittance system, so that they are available to us by the remittance due date.

Before initiating the remittance, you must total your remittances into the following two categories that represent the funds you must remit and the order in which you must report:

	1.
	Non-payoff amounts, which include:

(a)

Monthly Principal and interest

(b)

Curtailments and reductions in Negative Amortization

(c)

Interest due on reinstated Mortgages

(d)

Cash adjustments initiated by us

(e)

Net adjustment for REO and FHA/VA foreclosure interest advanced by you




	2.
	Payoff amounts, which include proceeds for:

(a)

Paid in full Mortgages

(b)

Third-party purchase at foreclosure sales

(c)

Repurchases




If you have not yet received our written confirmation of access to our automated cash remittance system, you must remit to us (see Directory 7) by check in accordance with the requirements in Section 77.20.

See Sections 77.21 and 77.22 for information on initiating a remittance. See Section 78.11 regarding the availability of funds.

	(a)
	Remitting for interim reporting
You must remit all funds due to us for exception activity referenced in Section 78.7(a) by the 5th Business Day after the exception date. Refer to Sections 78.14 through 78.20 for remittance requirements for specific exception activities, and Section 78.11 regarding the availability of funds.



	(b)
	Remitting for monthly reporting
You must remit all funds due to us for all non-exception activity and certain exception activities as referenced in Section 78.7(b) according to the remittance due date. Refer to Section 78.11 regarding the availability of funds.


Servicing Note:
If you have an REO-related remittance, refer to the requirements specified in Section 71.24.

78.11: Availability of remittances (10/20/08)
You must initiate your remittance through our automated cash remittance system no later than 9 p.m. Eastern time on the Business Day before the remittance due date.

You must initiate the remittance by the required date and time or the remittance will not be available to us until after your remittance due date. Late remittances will result in the assessment of a late remittance interest reimbursement fee as referenced in Section 78.49.

78.12: Correcting a remittance (04/25/06)
An overremittance can occur when the amount you called in is greater than what we expected. In the event of an overremittance of funds, you must contact us (see Directory 7) for instructions on how to correct the overremittance.

An underremittance can occur when the amount called in is less than what we expected. When you underremit funds, you must immediately contact our service bureau to remit the remaining amount due us. You are in violation of the Purchase Documents if you fail to comply with the remittance requirements or underremit funds, and we will assess a late remittance interest reimbursement fee. Refer to Sections 78.46 through 78.49 for additional fees and penalties.

78.13: Introduction (04/01/02)
You must complete interim reporting and remitting throughout the month for specific exception activity for our Mortgages Purchased in Whole or in Part. All interim reporting and remitting involves exception activity. There is no non-exception activity in interim reporting and remitting. Refer to Exhibit 60, Loan-Level Reporting Data Description and Exhibit 61, Interest and Principal Due Freddie Mac, for what you must report and how to calculate the Principal and interest due us.

78.14: Interim reporting and remitting (10/20/08)
You must report specific exception activity to us via one of the reporting media identified in Section 76.17.

The chart below lists the due dates for each exception activity that you must report and remit as part of your interim reporting and remitting.

	If the activity
is a:[image: image125.png]


 
	Then the property or
Mortgage is:[image: image126.png]


 
	And you must report and
remit by the:[image: image127.png]


 

	Payoff — matured or prepaid[image: image128.png]


 
	Paid in full during the current accounting cycle[image: image129.png]


 
	Report by the 2nd Business Day and remit by the 5th Business Day after you receive the proceeds[image: image130.png]


 

	Third-party foreclosure sale[image: image131.png]


 
	Purchased by a third party at the foreclosure sale[image: image132.png]


 
	Report by the 2nd Business Day and remit by the 5th Business Day after you receive the proceeds[image: image133.png]


 

	Short payoff[image: image134.png]


 
	Sold for less than the total amount due with our prior approval[image: image135.png]


 
	Report by the 2nd Business Day and remit by the 5th Business Day after you receive the proceeds[image: image136.png]


 

	Make-whole preforeclosure sale[image: image137.png]


 
	Sold for less than the total amount due; however, there is a pending mortgage insurance claim or a Borrower contribution that results in full satisfaction of the debt.[image: image138.png]


 
	Report by the 2nd Business Day and remit by the 5th Business Day after you receive the proceeds[image: image139.png]


 

	Charge-off[image: image140.png]


 
	Determined by us to be uncollectible[image: image141.png]


 
	Report by the 2nd Business Day after you receive our charge-off approval letter (no remittance is due)[image: image142.png]


 

	Repurchase required by us or repurchase approved by us at the Seller/Servicer’s request[image: image143.png]


 
	Repurchased by you pursuant to the requirements in Chapter 72
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	Report and remit by the 30th day from the date of our repurchase notification or approval of the Seller/Servicer’s request[image: image145.png]


 

	Repurchase of a Freddie Mac-Owned Converted Mortgage[image: image146.png]


 
	Repurchased by you pursuant to the requirements in Section 80.4.3
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	Report and remit by the 5th Business Day after the Conversion Date[image: image148.png]


 


78.15: Payoff -- matured or prepaid (10/20/08)
A payoff is the repayment of a Mortgage due to full amortization or prepayment-in-full. Refer to Section 78.8 regarding an erroneously reported payoff.

You must complete the following steps to report and remit when you receive proceeds to pay off a Mortgage:

	1.
	Report the payoff by the second Business Day after you receive the payoff proceeds


	2.
	Initiate two separate remittances in accordance with Sections 77.21 and 77.22 as follows:

(a)

In your interim remittance you must remit the unpaid principal balance (UPB) due us as reported in the previous cycle, plus or minus the exception interest, so the proceeds are available to us by the 5th Business Day after you receive the proceeds

(b)

In your monthly remittance you must remit the monthly, non-exception interest or any reinstatement interest due us as of the accounting cycle cutoff in which you paid off the Mortgage based on the remittance due date



	3.
	Do not report or remit funds on this Mortgage in future cycles


78.16: Third-party foreclosure sale (10/20/08)
A third-party foreclosure sale is a sale of the secured property where title to the property is not conveyed to Freddie Mac. You must comply with the requirements of Chapter 66, Foreclosure, regarding foreclosures and Section 55.3 regarding the submission on our behalf of Internal Revenue Service Form 1099-A, Acquisition or Abandonment of Secured Property.

Notify us of the third-party foreclosure sale by the 1st Business Day after the completion of the foreclosure sale through a Foreclosure Sale/DIL transmission via MIDANET®.

You must complete the following steps to report and remit when you receive the proceeds from a third-party foreclosure sale:

	1.
	Report the receipt of the third-party foreclosure sale proceeds by the 2nd Business Day after you receive the proceeds


	2.
	Initiate two separate remittances in accordance with Sections 77.21 and 77.22 for a third-party foreclosure sale as follows:

(a)

In your interim remittance you must remit the UPB due us as reported in the previous cycle, plus or minus the exception interest, so that they are available to us by the 5th Business Day after you receive the proceeds

(b)

In your monthly remittance you must remit the monthly, non-exception interest or any reinstatement interest due us as of the accounting cycle cutoff in which you paid off the Mortgage based on the remittance due date



	3.
	Do not report or remit funds on this Mortgage in future cycles


78.17: Short payoff (10/20/08)
A short payoff is the sale of a property for which you have received our approval to sell for less than the total amount necessary to satisfy the Mortgage obligation. You must comply with the requirements of Sections B65.35 through B65.41 regarding a short payoff and charging off a deficiency and Section 55.3 regarding the submission on our behalf of Internal Revenue Service Form 1099-A.

You must complete the following steps to report and remit when you receive the funds for a short payoff:

	1.
	Report the short payoff as paid in full-prepaid by the 2nd Business Day after you receive the settlement proceeds


	2.
	Remit the proceeds of the sale to us in accordance with Sections 77.21 and 77.22 by the 5th Business Day after you receive the proceeds


	3.
	When you receive a charge-off form from us, verify it for accuracy and report any discrepancies to us using the contact name and telephone number provided on the form within one Business Day of receiving the form


	4.
	Do not report or remit funds on this Mortgage in future cycles


78.18: Make-whole preforeclosure sale (10/20/08)
A make-whole preforeclosure sale is the sale of a property for which you have received our approval to sell the property for less than the total amount necessary to satisfy the Mortgage obligation, however, there is a mortgage insurance claim payment or a Borrower contribution that satisfies the deficiency. You must comply with the requirements of Sections B65.37(a)(2) and B65.38(b) regarding a make-whole preforeclosure sale.

You must complete the following steps to report and remit when you receive the proceeds from a make-whole preforeclosure sale:

	1.
	Report the Mortgage as paid in full-prepaid by the 2nd Business Day after you receive the settlement proceeds.


	2.
	Initiate two separate remittances in accordance with Sections 77.21 and 77.22 for a make-whole preforeclosure sale as follows:

(a)

In your interim remittance you must remit the UPB due us as reported in the previous cycle, plus or minus the exception interest, so that they are available to us by the 5th Business Day after you receive the proceeds

(b)

In your monthly remittance you must remit the monthly, nonexception interest or any reinstatement interest due us as of the accounting cycle cutoff in which you paid off the Mortgage based on the remittance due date



	3.
	Do not report or remit funds on this Mortgage in future cycles


78.19: Charge off (10/20/08)
Our approval of a charge-off ceases collection efforts on a Mortgage when the debt is deemed to be uncollectible. A charge-off does not cancel the Note nor does it release the lien on the property. You must comply with the requirements of Sections B65.49 through B65.53 regarding a charge-off.

You must complete the following steps to report a charge-off:

	1.
	Report the charge off as paid in full-prepaid by the 2nd Business Day after you receive our approval letter confirming the charge-off request


	2.
	There is no remittance to us


	3.
	Do not report or remit funds on this Mortgage in future cycles


	4.
	When you receive a charge-off form from us, verify it for accuracy and report any discrepancies to us using the contact name and telephone number provided on the form within one Business Day of receiving the form


78.20: Repurchase (10/20/08)
You must follow the requirements of this Section 78.20 for reporting and remitting a repurchase when:

	•
	We require you to repurchase a Mortgage, or


	•
	You are repurchasing a Convertible ARM that has been converted to a fixed interest rate (Converted Mortgage) pursuant to the requirements of Section 80.4.3, or


	•
	We have approved your written request to repurchase a Mortgage. (Note: Only under exceptional circumstances, and on an individual basis, will we allow you to repurchase our interest in a Mortgage. Generally, we will only allow you to repurchase a Mortgage that is 90 or more days delinquent or in foreclosure.)


For a repurchase required by us or a repurchase approved by us at your request, you must document the Mortgage file with our written notification requiring the repurchase, or with our prior written approval of your request.

Repurchased Mortgages may be active or inactive Mortgages or Mortgages transferred to REO. You must comply with the requirements of Chapter 72 regarding a repurchase.

Refer to Section 80.4.3 for the calculation of the repurchase price for the repurchase of a Converted Mortgage. Refer to Section 72.3 for the calculation of the repurchase price for all other active Mortgages or inactive Mortgages, as applicable.

You must complete the following steps to report and remit a Mortgage repurchase:

	1.
	Report the repurchase to us as follows:

•
For the repurchase of a Converted Mortgage pursuant to Section 80.4.3, by the 5th Business Day after the Conversion Date, using exception code 66 (Payoff — Mortgage converted from an adjustable interest rate to fixed interest rate). In the field titled "Exception date," enter the Conversion Date. (In accordance with the requirements of Section 30.11, you must resell the Converted Mortgage to us within 60 days following the Conversion Date. Refer to Section 17.40 for the requirements for delivering a Freddie Mac-Owned Converted Mortgage.)

•
For all other repurchases, within 30 days following the date of our notification requiring the repurchase or approving your repurchase request, using exception code 65 (Payoff — Mortgage repurchased)




	2.
	If you did not transfer the property to REO, initiate two separate remittances in accordance with Sections 77.21 and 77.22 for a Mortgage repurchase as follows:

(a)

In your interim remittance you must remit the unpaid principal balance (UPB) due us as reported in the previous cycle, plus or minus the exception interest, so that they are available to us:

•
For the repurchase of a Converted Mortgage pursuant to Section 80.4.3, by the 5th Business Day after the Conversion Date

•
For all other repurchases, by the 5th Business Day after the repurchase date as reported in your repurchase reporting, and no later than the 30th day from the date of our repurchase notification or approval of your request

(b)

In your monthly remittance you must remit the monthly, non-exception interest or any reinstatement interest due us as of the accounting cycle cutoff in which you repurchased the Mortgage based on the remittance due date



	3.
	If you transferred the property to REO, you must submit the proceeds to us (see Directory 6) with a copy of the repurchase letter and a copy of the Single-Family Servicing All-In Economic Gain/Loss Calculation that we send to you within 30 days following the date of our letter requiring or approving the repurchase


	4.
	Do not report or remit funds on this Mortgage in future cycles


78.21: Introduction (10/20/08)
The loan-level transaction is what we call the monthly reporting of each active and inactive Mortgage you service for us. The loan-level transaction includes reporting monthly net yield interest, Principal reductions and Principal increases due to Negative Amortization.

Principal reductions include curtailments and Negative Amortization decreases since the previous month's cutoff, Scheduled Principal and prepaid Scheduled Principal. Refer to Exhibit 60, Loan-Level Data Reporting Description, Exhibit 61, Interest and Principal Due Freddie Mac, and Exhibit 66, Determining Borrower's Scheduled Principal Payments, for what you must report and how to calculate the remittance due us.

In the following section we will provide you with requirements for reporting and remitting on monthly non-exception and certain exception activities.

78.22: Monthly reporting and remitting requirements (10/20/08)
You must submit the following to us monthly by the 5th Business Day after the accounting cycle cutoff:

	1.
	The reporting status and any activity for each Mortgage you service for us via the loan-level transaction via one of the reporting media described in Section 76.17


	2.
	Form 1100, Supplemental Report of Curtailments for Super ARC, if applicable


(See Section 78.33 for specific requirements about submitting Form 1100.)

Servicing Note:
If you transmit your monthly reporting prior to the accounting cycle cutoff, we will consider it a test transmission rather than monthly reporting and may not process your data.

You must remit funds due us via our automated cash remittance system so they are available to us by the contract specified remittance due date, or if not specified, by the 3rd Business Day after the accounting cycle cutoff.

Failure to comply with our reporting and remitting requirements will result in the assessment of fees and penalties as set forth in Sections 78.46 through 78.49.

78.22.1: Quarterly reporting and remitting requirements (04/25/06)
You must submit Form 1071, Supplemental Accounting Report of SCRA Mortgages, if applicable, to us (see Directory 3) quarterly in March, June, September and December by the 5th Business Day after the accounting cycle cutoff. Refer to Section 78.33 for specific requirements about submitting Form 1071.

78.23: Monthly remittance cycles (04/25/06)
The remittance cycle, sometimes called the remittance option, determines the due date for remitting monthly principal and interest due to us. The remittance due date varies according to the remittance cycle the Seller selected at the time we purchased the Mortgage. The Funding Detail Report; Form 15/A/C, Loan Purchase Statement; or the Transfer of Servicing records referenced in Section 56.8 indicates the remittance cycle. Refer to Exhibit 6, Matrix of Remittance Cycle Options.

The following chart summarizes the various remittance cycles, which are available under the Cash, Guarantor and MultiLender Swap programs.

	If the Remittance
Cycle is:[image: image149.png]
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Following Funds for all
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	Super Accelerated Remittance Cycle (super ARC)[image: image152.png]


 
	Contract-specified day between and including the 1st and 15th days of the month[image: image153.png]


 
	Scheduled net yield interest
Scheduled principal
Previous cycle's curtailments[image: image154.png]


 

	Accelerated Remittance Cycle (ARC)[image: image155.png]


 
	Contract-specified Business Day, or if not specified, by the 3rd Business Day after the accounting cycle cutoff[image: image156.png]


 
	Scheduled net yield interest (including interest due on reinstated Mortgages)

Actual principal reduction[image: image157.png]
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	3rd Business Day after the accounting cycle cutoff[image: image159.png]
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	lst Tuesday of the month following the accounting cycle cutoff[image: image161.png]
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	lst Tuesday of the month following the accounting cycle cutoff[image: image163.png]


 
	


78.24: Remittance due dates (06/30/97)
You must make all funds due to us available for our use by the remittance due date. If the remittance due date is on a non-Business Day, the funds must be available to us on the preceding Business Day. If the preceding Business Day is in a different calendar month, then the remittance must be available to us on the 1st Business Day after the original remittance due date. Refer to Section 78.11 for availability of remittances.

78.25: Monthly reporting and remitting (10/20/08)
You must report the following to us monthly by the 5th Business Day after the accounting cycle cutoff:

	1.
	All non-exception activities for all active Mortgages


	2.
	Exception activities listed in the chart below


	3.
	The reporting status of all inactive Mortgages


You must remit to us monthly via our automated cash remittance system the non-exception activity for all active Mortgages according to the remittance due date. For an inactive Mortgage no remittance is due in the cycle following the cycle in which you inactivated the Mortgage. See Section 78.26 for information on inactivating a Mortgage.

Refer to Section 78.11 for specific requirements about when funds must be available to us and to Section 56.6 for initial reporting and remitting requirements on Transfers of Servicing. Refer to Sections 77.19 through 77.22 for information on our automated cash remittance system.

The following chart summarizes the remittance due dates for the exception activity you must remit to us monthly:

	Activity[image: image164.png]


 
	Description[image: image165.png]


 
	Remit funds so that they are
available to us by the...[image: image166.png]


 

	Inactivation[image: image167.png]


 
	The process of suspending the remittance of funds for a Mortgage in foreclosure[image: image168.png]


 
	Remittance due date[image: image169.png]


 

	Newly funded Mortgage[image: image170.png]


 
	A Mortgage that was sold to us during the current accounting cycle[image: image171.png]


 
	

	Reinstatement[image: image172.png]


 
	A Mortgage that you inactivated during a previous accounting cycle that the Borrower has partially or fully reinstated, or for which you have completed a loan modification[image: image173.png]


 
	

	Principal balance correction[image: image174.png]


 
	A Mortgage on which the ending UPB is higher than the beginning UPB for a reason other than negative amortization[image: image175.png]


 
	

	Deed-in-lieu of foreclosure[image: image176.png]


 
	A Borrower's voluntary conveyance of clear title to the property with our approval in exchange for a discharge of debt[image: image177.png]


 
	No funds are due if the Mortgage was inactive.

You must take a credit for the interest you advanced for the delinquent Mortgage on the contract specified remittance due date.

If the Mortgage was active, remit any interest due us by the contract specified remittance due date, or if not specified, by the 3rd Business Day after the accounting cycle cutoff.[image: image178.png]
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	A property that did not sell at the foreclosure sale for which you have filed a claim with FHA/VA[image: image180.png]


 
	

	Transfer to Real Estate Owned (REO)[image: image181.png]


 
	A property we acquired through foreclosure[image: image182.png]


 
	


78.26: Inactivation (10/20/08)
Inactivation is the process you may complete to suspend remitting funds to us for a Mortgage in foreclosure. You may inactivate a Mortgage after you have notified us that you have initiated foreclosure. You may not inactivate a Mortgage that is accounted for under the timely Principal and interest program.

You must notify us of the initiation of foreclosure through an Electronic Default Reporting (EDR) transmission no later than the 3rd Business Day of the month following the month in which you initiated foreclosure. You may inactivate the Mortgage for the next accounting cycle following the EDR notification. Inactivate the Mortgage effective as of the 1st day of the month following the month in which you initiated foreclosure. (Refer to Section 64.10 for information on EDR.)

You must complete the following steps to inactivate a Mortgage in foreclosure:

	1.
	Report the inactive reporting status and the monthly interest due us by the 5th Business Day after the accounting cycle cutoff.


	2.
	Remit the monthly interest due us via our automated cash remittance system by the remittance due date. You must remit because the Mortgage was active as of the previous accounting cycle cutoff.
Once you have inactivated the Mortgage, you must report it to us monthly as non-exception activity with zero Principal and zero interest due. You must continue to report it in this manner until the Mortgage is reactivated by a full or partial reinstatement, paid off, sold at foreclosure sale or transferred to REO.


78.27: Newly funded mortgage (10/20/08)
A newly funded Mortgage is a Mortgage sold to us during the current accounting cycle. The Funding Date and the Mortgage balance at the end of the accounting cycle determine when you must report a newly funded Mortgage. You must comply with the requirements of Section 77.34 regarding the initial reporting of and remitting for a newly funded Mortgage.

You must complete the following steps to report and remit a newly funded Mortgage:

	1.
	Report the newly funded Mortgage to us by the 5th Business Day after the accounting cycle cutoff (Refer to 77.34)


	2.
	Remit the one month's non-exception interest and any Principal due us via our automated cash remittance system by the remittance due date


	3.
	Continue to report and remit monthly


78.28: Reinstatement (10/20/08)
Reinstatement is the process of restoring a delinquent Mortgage or a Mortgage in foreclosure to current status. A full reinstatement requires full payment of all past-due amounts. A partial reinstatement requires partial payment of past-due amounts. You must comply with the requirements as specified in Sections A65.5 through A65.11 regarding full and partial reinstatements.

	(a)
	Full reinstatement of a Mortgage in foreclosure
If you have previously notified us via an EDR transmission of the initiation of foreclosure, you must notify us of the full reinstatement through an EDR transmission no later than the 3rd Business Day of the month following the month in which you accepted the reinstatement funds.

You must complete the following steps to report and remit when you fully reinstate a Mortgage in foreclosure:

1.

Report the reinstatement to us by the 5th Business Day after the accounting cycle cutoff following the reinstatement

2.

Remit the full amount of delinquent interest and any Principal due us via our automated cash remittance system by the remittance due date
3.

Report and remit on this Mortgage as non-exception activity in future cycles, unless the reinstatement resulted in a payoff



	(b)
	Partial reinstatement of a Mortgage in foreclosure
If you have previously notified us via an EDR transmission of the initiation of foreclosure, you must notify us of the partial reinstatement through an EDR transmission no later than the 3rd Business Day of the month following the month in which you accepted the partial reinstatement funds.

You must complete the following steps to report and remit when you partially reinstate a Mortgage in foreclosure:

1.

When you partially reinstate a Mortgage in foreclosure, you have a choice of one of the following accounting methods. We will call you to confirm the partial reinstatement and which of the two following reporting methods you chose:

Net yield
a.

You must advance the total amount of delinquent interest needed to fully reinstate the Mortgage

b.

Report the reinstatement to us by the 5th Business Day after the accounting cycle cutoff
c.

Remit the full amount of delinquent interest and any Principal due us via our automated cash remittance system by the remittance due date
d.

Report and remit on this Mortgage as non-exception activity in future cycles

Alternate method
a.

To use this option, you must convert the Mortgage to the alternate method of accounting reporting on our system. Report the reinstatement to us by the 5th Business Day after the accounting cycle cutoff. When you report the partial reinstatement, you may also recover the interest you previously advanced to us by netting the amount against the Borrower's initial and partial payments under the repayment plan.

b.

Remit the Borrower's initial Principal and Interest Payments under the repayment plan to us via our automated cash remittance system by the remittance due date
c.

During the repayment plan, you must report and remit to us using the alternate method of accounting reporting only when you have collected one or more of the Borrower's full monthly payments

d.

Once the Mortgage is current, report and remit funds to us using the original accounting method for the Mortgage

When you choose to report a partial reinstatement of a Mortgage in foreclosure using the alternate method of accounting reporting, and the Mortgage was sold to us under the fixed-rate Guarantor or MultiLender Swap programs for which you selected the super ARC alternative, the remittance cycle for the Mortgage will be converted to the Gold or ARC remittance cycle during the repayment plan.


78.29: Principal balance correction (12/18/08)
If you report an erroneous principal reduction amount, you must comply with the following requirements:

	(a)
	Understated principal reduction
If you understate a principal reduction for an accounting cycle, you must adjust the amount of the understatement on the following accounting cycle's loan-level transaction by increasing the amount of total principal reduction.



	(b)
	Overstated principal reduction
If you overstate the principal reduction for a given Mortgage by $3,000 or less, you may adjust the principal balance in the following accounting cycle’s loan-level transaction. This will result in an increase in the unpaid principal balance (UPB) of that Mortgage, which we refer to as negative principal reduction. A negative principal reduction occurs when the UPB of a Mortgage is increased during the accounting cycle for reasons other than Negative Amortization. (Refer to Exhibit 61, Interest and Principal Due Freddie Mac.)

If the overstatement of principal reduction is more than $3,000, you must contact us to discuss correction options (see Directory 7). One of the options is that we may require you to repurchase the Mortgage.


Reporting a principal balance correction does not guarantee our approval. You may confirm the processing of the UPB adjustment on the Loan Reconciliation Difference Report or by contacting us (see Directory 7). Refer to Sections 78.41 and 78.43 for details on these reports. If we process the principal balance adjustment, there are no special reporting and remitting requirements for future cycles. If we do not process the principal balance correction, contact us for reporting and remitting instructions for future cycles.

78.30: Deed-in-lieu of foreclosure (10/20/08)
A deed-in-lieu of foreclosure is a Borrower's voluntary conveyance of clear title to the property in exchange for a discharge of debt. You must comply with the requirements of Sections B65.42 through B65.48 regarding a deed-in-lieu of foreclosure.

You must notify us of a deed-in-lieu of foreclosure by the 1st Business Day after receiving the executed deed through a Foreclosure Sale/DIL transmission via MIDANET®.

You must complete the following steps to report and remit a deed-in-lieu of foreclosure:

	1.
	Remit any Borrower contributions to us (see Directory 5) by check by the 5th Business Day after receipt of the funds


	2.
	Report the Mortgage as a Transfer to REO by the 5th Business Day after the accounting cycle cutoff


	3.
	There is no additional remittance due us and:

(a)
If the Mortgage was inactive as of the previous accounting cycle cutoff, on the remittance due date, you must take a credit calculated from the Due Date of Last Paid Installment (DDLPI), up to but not including the month you inactivated the Mortgage, for the interest you advanced for the delinquent Mortgage

(b)
If the Mortgage was active as of the previous accounting cycle cutoff, on the remittance due date, you must take a credit calculated from the DDLPI through the previous accounting cycle cutoff, for the interest you advanced for the delinquent Mortgage.




	4.
	Do not report or remit funds on this Mortgage for future cycles


78.31: FHA/VA foreclosure (10/20/08)
An FHA/VA foreclosure occurs when you foreclose on a Mortgage insured by the FHA or guaranteed by the VA and the property is not sold to a third party at the foreclosure sale. You must comply with the requirements of Chapter 66, Foreclosure, and Section 70.3 regarding FHA/VA foreclosures.

You must notify us of the foreclosure sale by the 1st Business Day after the completion of the foreclosure sale through a Foreclosure Sale/DIL transmission via MIDANET®.

You must complete the following steps to report and remit for an FHA/VA foreclosure when the property has not been sold to a third party:

	1.
	Report the Mortgage as an FHA/VA foreclosure by the 5th Business Day after the accounting cycle cutoff


	2.
	(a)

If the Mortgage was inactive as of the previous accounting cycle cutoff, on the remittance due date, you must take a credit calculated from the DDLPI up to but not including the month you inactivated the Mortgage, for the interest you advanced for the delinquent Mortgage

(b)

If the Mortgage was active as of the previous accounting cycle cutoff, on the remittance due date you must take a credit calculated from the DDLPI through the previous accounting cycle cutoff, for the interest you advanced for the delinquent Mortgage




	3.
	Do not report or remit funds on this Mortgage in future cycles


78.32: REO (10/20/08)
A transfer to REO occurs when we are the successful bidder at the foreclosure sale and we acquire the property. You must comply with the requirements of Sections 66.56 through 66.58, Chapter 70, REO, and Section 55.3 regarding the submission on our behalf of Internal Revenue Service Form 1099-A, Acquisition or Abandonment of Secured Property.

You must notify us of the foreclosure sale by the 1st Business Day after the completion of the foreclosure sale through a Foreclosure Sale/DIL transmission via MIDANET®.

You must complete the following steps to report and remit for a REO:

	1.
	You must report the transfer of the property to REO as follows:

(a)

If the foreclosure sale occurs between the 1st and the 15th of the month, you must report the transfer of the property to REO by the 5th Business Day after the accounting cycle cutoff
(b)

If the foreclosure sale occurs on or after the 16th of the month, you must report the transfer of the property to REO by the 5th Business Day after the following month's accounting cycle cutoff



	2.
	(a)

If the Mortgage was inactive as of the accounting cycle cutoff prior to the foreclosure, on the remittance due date, you must take a credit calculated from the DDLPI up to but not including the month you inactivated the Mortgage, for the interest you advanced for the delinquent Mortgage

(b)

If the Mortgage was active as of the accounting cycle cutoff prior to the foreclosure, on the remittance due date you must take a credit calculated from the DDLPI through the previous accounting cycle cutoff for the interest you advanced for the delinquent Mortgage




	3.
	Do not report or remit funds on this Mortgage in future cycles


78.33: Additional monthly reporting requirements (02/23/07)
In addition to the loan-level transaction you must transmit to us each month, you must also submit the following reports, if applicable:

	(a)
	Form 1100, Supplemental Report of Curtailments for Super ARC
We require you to submit this paper form to us (see Directory 7) monthly, by the 5th Business Day after the accounting cycle cutoff, to report curtailments for all Mortgages sold to us under the super accelerated remittance cycle (super ARC). Refer to the reverse side of Form 1100 for instructions on how to prepare this supplemental report.


	(b)
	Form 1071, Supplemental Accounting Report of SCRA Mortgages
We require you to submit this paper form to us (see Directory 3) quarterly in March, June, September and December, by the 5th Business Day after the accounting cycle cutoff to report all SCRA Mortgages you service for us. Refer to Chapter 82, Special Servicing and Reporting Requirements for SCRA-Capped Mortgages.


	(c)
	Form 105, Multipurpose Loan Servicing Transmittal, as used for reporting interest rate reductions on Affordable Merit Rate® Mortgages
Within 30 days of the anniversary date on which the Borrower becomes eligible for the interest rate reduction by demonstrating a good payment history, you must send Form 105 to us (see Directory 3) reporting the following information on Part C of the form:

1.

Original Note Rate

2.

Reduced Note Rate resulting from the Affordable Merit Rate Mortgage interest rate reduction

3.

New principal and interest payment amount

4.

Effective date of the new Note Rate, and principal and interest payment amount




Refer to the Affordable Merit Rate Note Rider, Freddie Mac Uniform Instrument, Form 3194, and the Addendum, Freddie Mac Uniform Instrument, Form 3294, for definitions of the anniversary date and good payment history.

We purchase Affordable Merit Rate Mortgages as a product requiring that the Servicer meet certain requirements and you must service this product according to the requirements of Section 51.11(c).

78.34: Introduction (10/20/08)
We will process the data you transmit, compare the data daily against our database, and notify you of any discrepancies on the Edit Reports within three Business Days. You are responsible for ensuring the accuracy of the data you submit to us, correcting any errors and making any needed adjustments.

78.35: Daily edit reports (12/18/08)
We will provide you the following edit reports through MIDANET® and Investor Accounting ManagerSM at http://www.freddiemac.com/singlefamily/service/tools.html:
	1.
	Freddie Mac Edits to be Cleared Report


	2.
	Freddie Mac System Cleared Edits Report


	3.
	Loan Level Missing Report


You will need a secure User ID and password to retrieve these reports via Investor Accounting Manager. You may request access to Investor Accounting Manager on the Freddie Mac web site.

78.36: Freddie Mac Edits to be Cleared Report (05/01/98)
This daily report identifies loan-level transaction edits that prevent us from processing transactions you have reported. You must take immediate action to resolve the edit errors and transmit revised transactions to us.

78.37: Freddie Mac System Cleared Edits Report (12/18/08)
This daily report identifies loan-level transaction edits that our system changed and continued processing. You must determine the cause of the edit and take action by the next accounting cycle cutoff to prevent the edit from recurring in future accounting cycles. You should also revise the system-cleared edit in order to prevent it from negatively impacting your Servicer Performance Profile.

78.38: Loan-Level Missing Report (12/18/08)
We will provide you this report between the accounting cycle cutoff and month-end. This report identifies Mortgages missing from your monthly loan-level transactions. This includes a Mortgage:

	1.
	That you did not report to us


	2.
	With unresolved edits on the Edits to be Cleared Report


	3.
	Reported to us with an invalid Freddie Mac loan number


	4.
	For which we received a transaction, but the Mortgage was rejected by our system


We generate this report only after we process 75% of the loan-level transactions for Mortgages you service for us. Once the 75% reporting threshold is met, we will provide this report daily until we close our monthly accounting cycle. You must analyze this report and ensure that any Mortgage due to be reported to us is reported by the 5th Business Day after the accounting cycle cutoff.

78.39: Introduction (12/18/08)
We will provide you various monthly reports that you must use to reconcile the amounts reported and remitted to us to the Principal and Interest Custodial Account.

78.40: Monthly reports (12/18/08)
We provide three reports each month for you to use to reconcile reported activity and remittances for the Mortgages you service for us:

	1.
	Loan Reconciliation Difference Report


	2.
	Monthly Account Statement (MAS)


	3.
	Detailed Adjustment Report


The Loan Reconciliation Difference Report and the MAS are available through MIDANET for the PC® and through Investor Accounting ManagerSM (IAM) at http://www.freddiemac.com/singlefamily/service/tools.html. The Detailed Adjustment Report is only available through IAM. You will need a secure User ID and password to retrieve these reports via IAM. You may request access to IAM on the Freddie Mac web site.

We will provide a preliminary version and a final version of these reports. See Section 78.44 for additional information.

78.41: Loan Reconciliation Difference Report (12/18/08)
We will provide you the final Loan Reconciliation Difference Report through MIDANET® and through Investor Accounting ManagerSM at the end of the calendar month. (See Section 78.44 for information on receiving a preliminary Loan Reconciliation Difference Report.) This report provides you with detailed information about transactions that:

	1.
	We processed differently than you reported


	2.
	We added manually


	3.
	You reported as revisions that we did not process


	4.
	You reported as revisions that we did process


	5.
	You reported more than once during the accounting cycle


	6.
	You reported with an invalid Freddie Mac loan number


	7.
	You reported on Mortgages belonging to another Servicer


The differences identified on this report may be outstanding items on your Principal and Interest Custodial Account reconciliation or adjustments that you need to make to your cash remittance.

78.42: Monthly Account Statement (MAS) (12/18/08)
We will provide you the final Monthly Account Statement (MAS) through MIDANET® and through Investor Accounting ManagerSM by the end of the calendar month. This report summarizes the total amount due to us as of the accounting cycle cutoff. (See Section 78.44 for information on receiving a preliminary MAS.)

The ending balance on the MAS includes principal and interest due us, remittances you have made and adjustments. The ending balance is your total liability to us as of the accounting cycle cutoff.

You must reconcile the ending balance to the Principal and Interest Custodial Account balance using Form 59, Principal and Interest Custodial Account Reconciliation Worksheet—Monthly Account Statement, in accordance with our requirements listed in Sections 79.16 through 79.20. If you disagree with the ending balance on the MAS you must notify us in writing within 90 days of the accounting cycle cutoff (see Directory 7), or contact (800) FREDDIE.

78.43: Detailed Adjustment Report (12/18/08)
We will provide you the Detailed Adjustment Report through Investor Accounting ManagerSM at the end of the calendar month. This report itemizes all adjustments posted to your Monthly Account Statement (MAS) for fees, adjustments to principal and interest and other billings for the accounting cycle cutoff. (See Section 78.44 for information on receiving a preliminary Detailed Adjustment Report.)

78.44: Reports to reconcile monthly activity (12/18/08)
We will provide preliminary and final versions of the reports listed in Section 78.40 as follows:

	(a)
	Preliminary
If you report and resolve all data discrepancies prior to the close of our monthly reporting cycle, the preliminary Loan Reconciliation Difference Report and Monthly Account Statement (MAS) will be available through Investor Accounting ManagerSM (IAM) at http://www.freddiemac.com/singlefamily/service/tools.html. You may also request these preliminary reports by contacting us (see Directory 7) and we will transmit these reports to you the next Business Day through MIDANET® for the PC. A preliminary Detailed Adjustment Report is available in IAM on a daily basis.

You may use the preliminary reconciliation reports to begin reconciling your monthly Mortgage activity and Principal and Interest Custodial Account, or use them to make revisions to your loan-level transactions.



	(b)
	Final Reports
After we close our monthly accounting cycle, we will provide you the final MAS and the Loan Reconciliation Difference Reports through MIDANET and IAM.

We will provide the final Detailed Adjustment Report to you through IAM at the end of the calendar month.

Use these reports to reconcile your investor reporting and your Custodial Account activity for the month in accordance with Chapter 79, Managing Custodial Accounts.


78.45: Seller/Servicer Remittance Analysis (12/18/08)
We will provide you a preliminary Seller/Servicer Remittance Analysis on a daily basis and a final one at the end of the calendar month through Investor Accounting ManagerSM at http://www.freddiemac.com/singlefamily/service/tools.html. The analysis summarizes the remittances we received from you during an accounting cycle via our automated cash remittance system, wires and checks (except for REO-related checks), the amounts that were due, and any overages or shortages. Shortages will result in the assessment of an interest reimbursement fee that appears on the monthly Performing Loans Servicer Billing Statement. Refer to Exhibit 69, Seller/Servicer Remittance Analysis.

If you find an error in the Seller/Servicer Remittance Analysis, you must:

	1.
	Notify us in writing (see Directory 7), and


	2.
	Provide us with the necessary documentation to substantiate your claim


	3.
	Provide us with any additional documentation to continue our research, if necessary, within 30 days of our request


If you report an error to us and our research confirms that an error was made, we will:

	1.
	Make a single balance adjustment to correct the error on the current Seller/Servicer Remittance Analysis. We will also include this adjustment on the "Adjustment to Balance Due Freddie Mac" line on your most recent Monthly Account Statement.


	2.
	Revise the current Seller/Servicer Remittance Analysis as necessary


	3.
	Recalculate any late remittance interest reimbursement fees, if necessary. Waiver of interest reimbursement fees is at Freddie Mac’s discretion.


We may charge you a fee to research or reconstruct our records according to our requirement in Section 78.51. If you elect for us to research or reconstruct our records, you must provide us with any requested documentation we deem necessary to resolve the error within 30 days of our request.

78.46: Introduction (04/25/06)
Your failure to comply with our requirements for reporting and remitting constitutes a violation of the Purchase Documents and the contractual obligations of the Guide. In addition to any other remedies we may have at law or in equity, you are subject to the assessment of fees and/or penalties for any violations.

We will charge you a noncompliance penalty for your failure to comply with our Servicing reporting requirements contained in Section 55.1 or the accounting reporting time requirements contained in this chapter. Servicing reporting and accounting reporting noncompliance penalties are each monitored and assessed separately.

We will charge you an interest reimbursement fee based upon the amount of the late remittance if you do not remit in accordance with our requirements. The interest reimbursement fee is in addition to other remedies that may be available to us. Exhibits 69A and 69B, illustrates an interest reimbursement statement.

You will receive written notification of all fee and penalty assessments. We reserve the right to revise our fee and penalty schedules and change our methods of calculating fees and penalties at any time at our sole discretion. You may direct any questions regarding the assessment of accounting reporting fees or penalties to us (see Directory 7).

You must submit a Form 1132, Authorization for Automatic Transfer of Funds Through the Automated Clearing House (ACH), to the address on the form in accordance with the requirements of Section 76.23. This form will authorize us to initiate an ACH draft, and designates an account from which we will collect any fees and penalties for which we may bill you on the Performing Loans monthly Servicer billing statement.

78.47: Reporting noncompliance penalties (04/01/02)
We assess a penalty when you fail to comply with our Servicing reporting requirements for the reports listed in Section 55.1 or with our accounting reporting requirements contained in this chapter and Sections 76.26 through 76.27.

If you commit more than one type of reporting offense within an accounting cycle you may be subject to more than one reporting noncompliance fee.

You will be subject to a noncompliance penalty for your failure to:

	1.
	Submit complete and accurate Servicing reports, including the submission of processable loan-level data within the required time frame


	2.
	Report mandated data elements, such as the Last Payment Received Date (LPRD) or other fields as listed in Exhibit 60, Loan-Level Reporting Data Description


	3.
	Provide information to us that we requested that is not a part of the regular monthly reporting requirements of this chapter, or if you do provide such requested information late or if it is unusable


We will notify you in writing of all instances of noncompliance. We assess noncompliance penalties using the escalating scale shown below based on the number of noncompliance violations you commit in any consecutive 12 month period.

	IF the noncompliance
violation within a
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Additional violations after the third violation will also result in the assessment of a $1000 noncompliance penalty for each violation during the remainder of the 12-month period starting with the month in which the first violation occurred. In addition to the monetary fees, beginning with the second violation, we may require that you attend training. We reserve the right to invoke additional remedies, including suspension or disqualification as a Seller/Servicer or a termination of Servicing.

We will submit an ACH draft transaction for all reporting noncompliance penalties you owe us on the last Business Day of the month in which you received the Performing Loans monthly Servicer Billing Statement from us stating the amount of the penalties. Refer to Section 76.23 for information on establishing the ACH draft.

78.48: Data errors penalty (04/01/02)
We may assess a $250 penalty for each accounting cycle in which there are unresolved loan-level reporting errors that appear on the Loan Reconciliation Difference Report 90 days or more category.

We will submit an ACH draft transaction for all data error penalties you owe us on the last Business Day of the month in which you received the Performing Loans monthly Servicer Billing Statement from us stating the amount of the penalties. Refer to Section 76.23 for information on establishing the ACH draft.

78.49: Late reported payoff noncompliance fee (04/01/02)
We assess this fee when you fail to report a paid off Mortgage by the 5th Business Day of the month following the month in which you receive the funds. This fee is equal to one month's interest based on the net yield for each loan that you report late. We may assess this fee in addition to fees or penalties contained in this chapter.

We will submit an ACH transaction for all late reported payoff noncompliance fees you owe us on the last Business Day of the month in which you received the Performing Loans monthly Servicer Billing Statement from us indicating the amount of the fee. Refer to Section 76.23 for information on establishing the ACH draft.

78.50: Late remittance interest reimbursement fee (04/01/00)
We assess this fee when you fail to comply with the required remittance procedures contained in this chapter. If your remittance funds are not available to us by the remittance due date, we will assess an interest reimbursement fee. Exhibit 69, Seller/Servicer Remittance Analysis, illustrates a Seller/Servicer Remittance Analysis with an interest reimbursement assessment.

We calculate this fee by multiplying the amount of the remittance shortage by the highest quoted prime rate printed on the 1st Business Day following the 15th of each month in The Wall Street Journal in its regular column entitled "Money Rates" plus 3%. If the prime rate is not published, then we will determine the charge.

The amount of the late remittance and the number of days that the remittance is late, based on a 365-day year, determines the amount of the interest reimbursement fee due to us. There is a minimum charge of $50 on any late remittance. For purposes of calculating the charge, we use the rate described above for any late remittances occurring between the first day after the accounting cycle cutoff, up to and including the following accounting cycle cutoff.

We will submit an ACH draft transaction for all late remittance interest reimbursement fees you owe us on the last Business Day of the month in which you receive the Performing Loans monthly Servicer Billing Statement stating the amount of the fee. Refer to Section 76.23 for information on establishing the ACH draft.

78.51: Contract noncompliance and contract change fees (04/25/07)
We may assess contract noncompliance fees based on the circumstances listed below.

We will submit an ACH draft transaction for all contract noncompliance and contract change fees you owe us on the last Business Day of the month in which you received the Performing Loans monthly Servicer Billing Statement from us stating the amount of the fee. Refer to Section 76.23 for information on establishing the ACH draft.

	(a)
	We may assess a fee of $100 per Mortgage per occurrence when you request us to:

1.

Perform database changes to correct your error

2.

Produce reports to reconstruct your records

3.

Process the database changes necessary to complete an approved waiver to the Guide or contract terms

If we process the same contract noncompliance change for 100 or more loans in your portfolio, we will limit your fee for that particular occurrence to $10,000.

We may require you to pay an hourly rate when we conduct research of our records at your request. We may also assess a fee for producing reports to fulfill your request to research or reconstruct errors.

We will exempt Mortgages included in a Subsequent Transfer of Servicing from this fee for 90 days following the effective date of the transfer to allow you time to complete your due diligence efforts. To avoid errors, the Transferee's due diligence efforts should include, but are not limited to reviews of:

1.

Reports and data that confirm and support the information that the Transferor may provide

2.

Pertinent reports prepared by internal or external auditors, including any recently completed Freddie Mac audit

3.

Our Servicer Performance Profile for the Transferor




	(b)
	We will assess a fee of $100 per Mortgage or transaction for each fee type up to a maximum of $10,000 per fee type per billing cycle and bill you through the Performing Loans monthly Servicer Billing Statement, in the following instances:

1.

Late Deposition — You fail to report a disposition code on a Balloon/Reset Mortgage by 4:30 p.m. Eastern time on or before the 44th calendar day prior to the Balloon Maturity Date. If the 44th calendar day prior to the Balloon Maturity Date is a non-Business Day, then you must report the disposition code by 4:30 p.m. Eastern time on the next Business Day. Refer to Section 83.47 for additional requirements.

2.

Late Document Delivery — Freddie Mac's Document Custodial Operations (DCO) receives the required Balloon/Reset documents later than 10 calendar days after the Balloon Maturity Date. The required Balloon/Reset documents are:

a.

If the Notes are held by DCO:

•
The unrecorded Balloon Loan Modification and

•
The completed Form 1034B, Custodial Certification Schedule—Balloon Loan Modification.
b.

If the Notes are held by a Custodian:

•
The fully completed and executed, two-page Form 1034B
3.

Late Reset — Form 1034B (and, if DCO holds the Note, the unrecorded Balloon Loan Modification, Form 3293) cannot be certified by DCO by the second Business Day prior to the accounting cycle cutoff in the month following the Balloon Maturity Date




78.52: Freddie Mac resources available (10/20/08)
The following are additional resources related to the topics in this chapter:

	1.
	Investor Reporting EDI Implementation Guide


	2.
	Publication 212, Servicing Maturing Balloon/Reset Mortgages Manual


	3.
	Exhibit 6, Matrix of Remittance Cycle Options


	4.
	Exhibit 60, Loan-Level Reporting Data Description


	5.
	Exhibit 61, Interest and Principal Due Freddie Mac


	6.
	Exhibits 62, 63, and 64, Interest Calculation: Amortization Method


	7.
	Exhibit 66, Determining Borrower's Scheduled Principal Payments


	8.
	Exhibit 68, Cash Remittance System


	9.
	Exhibit 69, Seller/Servicer Remittance Analysis


	10.
	Exhibit 82, Electronic Default Reporting Transmission Code List


	11.
	Exhibit 87, Servicer Education Resources


	12.
	Exhibit 88, Servicing Tools


You may also call (800) FREDDIE for further information.
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Chapter 79:  Managing Custodial Accounts

79.1: Introduction (06/30/97)
Chapter 76, Basics of Investor Accounting, and Chapter 77, Establishing Investor Accounting Functions, provide you with our requirements to begin your investor reporting to us. Chapter 78, Reporting and Remitting Requirements, provides you with our requirements on how to report Mortgage activity and remit our funds to us. This chapter explains what we require to ensure that you use sound accounting principles and that your administrative practices meet our standards and your investor reporting systems are in balance with ours.

Managing Custodial Accounts completes the cycle of your investor accounting responsibilities. These responsibilities include complying with our administrative and reconciliation requirements for Custodial Accounts. Administering and reconciling the Custodial Accounts is important because you are responsible for protecting our interests as well as the Borrower's.

Administering Custodial Accounts includes our requirements for recordkeeping, investing funds, monitoring depository eligibility and conditions for changing or transferring your Custodial accounts. Reconciling Custodial Accounts includes our requirements for identifying and correcting differences between your records and ours.

79.2: Process flow (06/30/97)
You will find in this chapter the requirements necessary for administering and reconciling the Custodial Accounts associated with our Mortgages. Managing Custodial Accounts occurs in the part of the Mortgage Servicing cycle represented by the third box in the following process flow. This process flow gives you a general overview of the process for Custodial Account administration and reconciliation that completes the cycle of your investor accounting responsibilities. Refer to the requirements in this chapter for more details.
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79.4: Definitions (06/30/97)
We define the following terms used throughout this chapter in the Glossary:

	•
	Business Day


	•
	Custodial Account


	•
	Eligible Depository


	•
	Escrow


	•
	Escrow Custodial Account


	•
	Escrow Funds


	•
	Minimum Gross Yield


	•
	Principal and Interest Custodial Account


	•
	Principal and Interest Disbursement Clearing Custodial


	•
	Account


	•
	Seller/Servicer


	•
	Time Deposit


79.5: Our rights (06/30/97)
We reserve the right to:

	1.
	At our sole discretion, request that you submit copies of Custodial Accounts and/or related Time Deposit records, such as bank account statements, detailed trial balances and completed reconciliations, as well as supporting documentation for such records


	2.
	Assess penalties and/or seek repayment of losses sustained due to errors, omission or delays by you in complying with the requirements of this chapter


79.6: Introduction (06/30/97)
Once you have opened the Custodial Accounts you are responsible for their proper maintenance. In order for you to accomplish this task, you must comply with our specific requirements for maintaining accurate records and monitoring the accounts.

Maintaining the funds and monitoring the eligibility of the depository at which you maintain the Custodial Accounts is necessary to protect our interests. To meet these requirements you may find it necessary to change the depository in which the Custodial Accounts are held. We allow you to control these accounts within the scope of the requirements specified in this chapter.

This section contains the requirements you must meet to fulfill your responsibilities to us regarding maintenance of these accounts.

79.7: Custodial Account recordkeeping requirements (06/30/97)
You must, at all times, maintain records for each Custodial Account in which we have an interest that accurately reflect the following information:

	1.
	Designating the accounts in accordance with the requirements of Section 77.11


	2.
	Account numbers


	3.
	The amounts of Principal and Interest Payments and Escrow Funds deposited for each Mortgage


	4.
	The dates on which funds were deposited


	5.
	Supporting documentation of all deposits to and withdrawals from a Custodial Account


	6.
	Our vested and ascertainable interest in funds deposited into each Custodial Account


79.8: Investing Custodial Account funds (06/30/97)
You may invest funds deposited into any of our Custodial Accounts as a Time Deposit or in federal funds. You may retain any interest earned on funds invested. Such investments must:

	1.
	Contain only our funds from one type of Custodial Account. You may not commingle funds from more than one type of Custodial Account or funds from any other source.


	2.
	Be held at an Eligible Depository for that type of Custodial Account in accordance with the requirements of Sections 77.9 through 77.12(a) or 77.12(b)


	3.
	Mature within 7 days of the date of the deposit


	4.
	Mature prior to any date on which you must use the funds for remitting to us, disbursing the payment of an Escrow item, or applying buydown funds to a payment not to exceed 7 days from the date of the deposit


Prior to remitting or disbursing, you must redeposit invested Custodial Account funds to their original Custodial Account so that they are available for remitting to us, disbursing Escrow payments or applying buydown funds to the Borrower's payment.

79.9: Maintaining the Principal and Interest Custodial Account balance (06/30/97)
You must ensure that funds are available for remittances due to us. If the funds available in a Principal and Interest Custodial Account are less than the remittance due to us on that remittance date, you must advance your funds so that the remittance due to us is made in full.

You may recover any funds you advanced for the remittance of delinquent net yield interest or for remittances under the super accelerated remittance cycle (super ARC) from subsequent collections of Principal and Interest Payments.

79.10: Maintaining the Escrow Custodial Account balance (06/30/97)
You must ensure that sufficient funds are available for disbursement from the Escrow Custodial Account. If a Borrower's Escrow Funds are insufficient to pay Escrow items when due, you must advance and deposit the deficient amount into the Escrow Custodial Account before you remit the payment for the Escrow item.

You may recover any Escrow advance from subsequent payments to the Escrow account of the Mortgage for which you made the advance.

79.11: Monitoring depository eligibility (06/30/97)
You must maintain all Custodial Accounts and/or related Time Deposits in an Eligible Depository at all times. You must continually monitor your depository's eligibility status to ensure it meets the requirements of Sections 77.9 and 77.10. Your obligation to transfer funds to an Eligible Depository is not dependent upon notification from us.

You may determine a depository's eligibility by subscribing at your own expense to any of the rating services referenced in Section 77.10, or by contacting us at (800) FREDDIE. In addition, you may determine a depository's ineligibility based on actual knowledge.

If you determine that your depository is no longer eligible, you must:

	1.
	Open new Custodial Accounts and/or related Time Deposits within 30 days from the release date of the ratings that make the depository ineligible


	2.
	Meet the requirements listed in Sections 79.14 and 79.15 for changing or transferring accounts


79.12: Our right to remove accounts from specified depositories (06/30/97)
We reserve the right to determine, at our sole discretion, that you may no longer deposit or hold Principal and Interest Payments and Escrow Funds in a particular depository. The exercise of our rights under this section means that we may expressly prohibit a Servicer from maintaining Custodial Accounts and/or related Time Deposits with a particular Eligible Depository.

If we determine that a depository no longer meets our requirements, we will give you written notice to remove the Custodial Accounts and/or related Time Deposits. You must comply with all requirements of the notice and take the following actions:

	1.
	Close the Custodial Accounts and/or related Time Deposits within the time frame as specified in the notice


	2.
	Open new Custodial Accounts in accordance with the requirements of Section 79.14 in an Eligible Depository other than the depository specified in the notice


If you choose to invest the Custodial Account funds in a Time Deposit at the new Eligible Depository, you must do so according to the requirements for Time Deposits in Section 79.14(a).

79.13: Your right to change or transfer accounts (06/30/97)
You may choose to change Custodial Accounts and/or related Time Deposits, or transfer them to another Eligible Depository. If you choose to do so, you must meet the requirements of Section 79.14.

79.14: Requirements for changing or transferring accounts (10/20/08)
Changes to or transfers of Custodial Accounts and/or related Time Deposits may result from any of the following circumstances:

	1.
	The ineligibility of a depository according to the requirements of Section 79.11


	2.
	A written notice from us to remove the account according to the requirements of Section 79.12


	3.
	Your choice to change or transfer the account according to the requirements of Section 79.13


	4.
	A change to the depository's name, account number or bank routing number


	(a)
	Custodial Account and/or related Time Deposit
You must meet the requirements of Sections 77.8 through 77.12(a) or 77.12(b) to change or transfer any Custodial Account.

You must meet the requirements of Sections 77.9 through 77.12(a) or 77.12(b) and Section 79.8 to change or transfer any Time Deposit related to a Custodial Account.



	(b)
	Remittance drafting account
In addition to meeting the requirements above, if there is any change or transfer that affects the Custodial Account you chose as a remittance drafting account, you must also:

1.

Contact us (see Directory 1)
2.

Submit the documentation required by Section 77.12(c) at least 15 Business Days before you plan to use the new account or modified bank routing instruction

3.

Continue to use the existing account or bank routing instructions until we give you written authorization to use the new account or modified bank routing instructions.

4.

Transfer funds from the former Custodial Account to the new Custodial Account when you receive our written notice that we have processed the new remittance instructions.




If we draft and funds are not available because you changed your drafting account without receiving our written authorization, you will be subject to an interest reimbursement fee as set forth in Section 78.49.

79.15: Liability for transfer costs (06/30/97)
We will not be liable to you for any costs, fees, penalties, loss of interest income or any other expenses directly or indirectly resulting from the transfer of any Custodial Account and/or related Time Deposit from one depository to another. Refer to Sections 79.11 through 79.13. This applies whether we require you, or you choose, to transfer the Custodial Account and/or related Time Deposit.

79.16: Introduction (02/16/98)
Reconciling your Custodial Accounts identifies any differences between your investor reporting and cash management systems and our records. It is important that you comply with our reconciling requirements in order to identify and correct any data errors for our Mortgages and ensure that you adequately fund the accounts.

79.17: Custodial Account reconciling requirements (02/16/98)
You must reconcile all Custodial Accounts as of the accounting cycle cutoff each month. You must:

	1.
	Within 45 days of each accounting cycle cutoff, complete all Custodial Account reconciliations


	2.
	Within 90 days following the respective accounting cycle cutoff, resolve any reconciling items and fund any shortages


79.18: Reconciling the Principal and Interest Custodial Account (04/17/08)
You must reconcile the total balance of the Principal and Interest Custodial Account as of the accounting cutoff to the summary total amount due us for the same accounting cycle cutoff. You must complete a consolidated reconciliation if you have more than one Principal and Interest Custodial Account, Principal and Interest Disbursement Clearing Custodial Account, or combination thereof.

We require you to use the Monthly Account Statement (MAS) to reconcile your Principal and Interest Custodial Account. The total amount due us for the accounting cycle is the ending balance on the MAS we transmit to you. You must use Form 59, Principal and Interest Custodial Account Reconciliation Worksheet — Monthly Account Statement, to identify any variances and reconcile the account.

If you disagree with the ending balance or any adjustment applied to the MAS, you must notify us (see Directory 7) within 90 days of the accounting cycle cutoff date represented by the MAS. We reserve the right to deny your request for a refund or interest on a refund if you do not notify us within the required timeframe.

You may use either the on-line version of Form 59 or a copy of the form to complete the reconciliation. Upon our request, you must be able to provide us with a paper copy of the completed Form 59, together with any supporting documentation, for up to one year from the date of the related MAS. Refer to the instructions section of Form 59 for information on supporting documentation.

79.19: Reconciling deposits to the Principal and Interest Custodial Account (12/18/08)
In reconciling a Principal and Interest Custodial Account you must, as of the accounting cutoff, account for all payments received as well as advances and other billings due from you to us. Section 77.15 specifies the timeframes you must meet for the deposit of the funds listed below. The required deposits to the Principal and Interest Custodial Account by source are as follows:

	(a)
	Our share of payments received:
1.

Principal and interest collected on all our Mortgages, whether received from, or on behalf of, the Borrower or applied from a buydown account

2.

Principal curtailments

3.

Payoffs, including short-payoffs and third-party foreclosure sale proceeds

4.

Prepayment penalties, if applicable




If you choose, you may also deposit and later withdraw the Servicing fees that you earn or the participant's share of any of the payments received. If you do not withdraw these funds by the accounting cycle cutoff, you must account for them in your reconciliation.

	(b)
	Advances and other billings due from you:
1.

Advances for remittance shortages

2.

Interest due for newly funded Mortgages

3.

Repurchase proceeds




79.20: Reconciling withdrawals from the Principal and Interest Custodial Account (10/14/00)
In reconciling the Principal and Interest Custodial Account you must, as of the accounting cutoff, account for all withdrawals from the account, including the following:

	1.
	Remittances to us


	2.
	Earned Service fees and amounts in excess of the Minimum Gross Yield originally deposited with a full Principal and Interest Payment


	3.
	Participant's share of Principal and Interest Payments


	4.
	Recovery of advances for delinquent Mortgages


	5.
	Deposit errors and other reconciling items


	6.
	Transfers to a Principal and Interest Disbursement Clearing Custodial Account. Refer to Section 79.24 for reconciliation requirements regarding this optional Custodial Account.


79.21: Reconciling the Escrow Custodial Account (04/17/08)
You must reconcile the total balance of the Escrow Custodial Account as of the accounting cycle cutoff to your Escrow trial balance as of the same date using Form 59E, Escrow Custodial Account Reconciliation Worksheet. If the Escrow trial balance total reflects negative Escrow balances netted against positive Escrow balances, you must add the negative Escrow amounts to the Escrow trial balance total to determine your total Escrow Custodial Account liability. You must deposit an advance from your funds to the Custodial Account for any shortages on the same day the shortage occurs. You must complete a consolidated reconciliation if you have more than one Escrow Custodial Account.

You must also include any buydown balances in your Escrow Custodial Account reconciliation, if any buydown funds are deposited into the Escrow Custodial Account. You may complete a separate reconciliation for buydown subsidies if you chose to set up an optional buydown Custodial Account. Refer to Section 79.24 for requirements for reconciling a separate buydown Custodial Account.

You may use either the on-line version of Form 59E or a copy of the form to complete the reconciliation. Upon our request, you must be able to provide us with a paper copy of the completed Form 59E, together with any supporting documentation, for up to one year from the date of the related reconciliation worksheet. Refer to the instructions section of Form 59E for information on supporting documentation.

79.22: Reconciling deposits to the Escrow Custodial Account (10/14/00)
In reconciling the Escrow Custodial Account you must, as of the accounting cutoff, account for all Escrow Funds received, as well as advances or interest paid on Escrow. Section 77.15 specifies the time frames you must meet for the deposit of funds to Custodial Accounts. The following lists the deposits to include in the reconciliation:

	(a)
	Payments Received:
1.

Escrow Funds paid by the Borrower or deposited on the Borrower's behalf, such as insurance loss claim proceeds

2.

Payments held in unapplied or suspense pending proper distribution such as, partial payments and biweekly payments from plans that allow for biweekly collection of payments on monthly amortizing Mortgages

3.

Buydown funds, if applicable. Refer to Section 79.24 for reconciliation requirements regarding an optional buydown Custodial Account



	(b)
	Funds due from you:
1.

Advances as specified in Section 79.10
2.

Interest on Escrow, if paid and deposited to the Borrower's Escrow account




79.23: Reconciling withdrawals from the Escrow Custodial Account (12/15/99)
In reconciling the Escrow Custodial Account you must, as of the accounting cutoff, account for all withdrawals made from the account. The following lists the withdrawals to include in the reconciliation:

	1.
	Disbursements of Escrow Funds, including insurance proceeds resulting from a loss claim


	2.
	Partial payments applied, including biweekly payment plan funds on monthly amortizing Mortgages


	3.
	Buydown funds applied to the Borrower's Mortgage


	4.
	Recovery of your advances when you receive a subsequent Escrow payment for the Mortgage for which you made the advance


	5.
	Refunds of surplus Escrow Funds resulting from an Escrow analysis or Mortgage payoff


	6.
	Deposit errors and other reconciling items


79.24: Reconciling an optional Custodial Account (12/15/99)
If you chose to open an optional Custodial Account, as referenced in Sections 77.6 and 77.7, as of the accounting cycle cutoff you must complete consolidated reconciliations as follows:

	(a)
	Principal and Interest Disbursement Clearing Custodial Account
The balance of this type of Custodial Account must equal zero or the amount of a remittance due to us. You must only make deposits to this type of Custodial Account immediately prior to a remittance date. You must consolidate a Principal and Interest Disbursement Clearing Custodial Account reconciliation with your Principal and Interest Custodial Account reconciliation. Refer to Sections 79.17 through 79.20 for requirements on reconciling the Principal and Interest Custodial Account.



	(b)
	Buydown Custodial Account
The balance of this type of Custodial Account must equal the total of buydown funds deposited at the time we purchased a Mortgage, minus the monthly buydown amount times the number of payments applied since our purchase. The balance in this Custodial Account may represent the buydown balance of more than one Mortgage. Refer to Section 79.17 for requirements on reconciling this account.


79.25: Freddie Mac resources available (10/20/08)
The following are additional resources related to the topics in this chapter:

	1.
	Form 59, Principal and Interest Custodial Account Reconciliation Worksheet — Monthly Account Statement: Provides the required format and information on supporting documentation for reconciling your Principal and Interest Custodial Account


	2.
	Form 59E, Escrow Custodial Account Reconciliation Worksheet: Provides the required format and information on supporting documentation for reconciling your Escrow Custodial Account


	3.
	Exhibit 87, Servicer Education Resources: Includes additional reference materials and training information


You may also call (800) FREDDIE for information on training, manuals or with other questions.
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Chapter 80:  Special Servicing and Reporting Requirements for Adjustable-Rate Mortgages (ARMs)

80.1: Adjustable-rate Mortgages (ARMs) (06/28/04)
An ARM has a Note Rate that adjusts periodically based on a specified Index. The specific features of an ARM vary depending upon the terms of the Note.

All ARMs must be accounted for and reported under the net yield concept, via the transmission of the Loan-Level Transaction. Under this system, which follows the individual Mortgage accounting concept in requiring the amortization method of accounting, Freddie Mac receives its proportionate share of principal and a constant rate of interest collected each month including any Negative Amortization activity for the period. For purposes of reporting to Freddie Mac, interest is computed by multiplying the beginning principal balance of a loan by the Accounting Net Yield rate, using a 30-day month/360-day year.

See Chapters 76 through 79 for the accounting and reporting requirements for ARMs.

See Chapter 78 for remittance requirements.

80.1.1: Defined terms (06/28/04)
You must be familiar with the Glossary definitions of the following terms:

	•
	Accounting Net Yield


	•
	Conversion Date


	•
	Conversion Formula


	•
	Conversion Window


	•
	Converted Mortgage


	•
	Convertible ARM


	•
	Freddie Mac-Owned Converted Mortgage


	•
	Index


	•
	Initial Cap


	•
	Initial Period


	•
	Interest Change Date


	•
	Life Cap


	•
	Lifetime Ceiling


	•
	Lifetime Floor


	•
	Lookback Period


	•
	Margin


	•
	Minimum Contract Servicing Spread


	•
	Note Rate


	•
	Payment Change Date


	•
	Periodic Cap


	•
	Required Net Yield


80.2: Rate changes on adjustable-rate Mortgages (ARMs) (12/18/08)
	(a)
	Determining the new Note Rate
You must adjust the Note Rate on an adjustable-rate Mortgage (ARM) in accordance with the provisions set forth in the Note. The Note will specify the Index on which any adjustments must be based, as well as other factors that must be used to determine the new Note Rate. These factors include, but are not limited to:

•
The dates on which the Note Rate may change (Interest Change Date)

•
The date on which the Index value used to calculate the new Note Rate is determined, usually expressed as a number of days (Lookback Period)

•
The Margin, which is the number of percentage points that must be added to the current Index value to establish the new Note Rate

•
The limitations on the amount that the Note Rate may change at the first adjustment, subsequent adjustments and during the life of the Mortgage (Initial Cap, Periodic Cap and Life Cap)

Upon each Note Rate change, you must calculate a new monthly payment amount based on the new Note Rate that is sufficient to fully amortize the unpaid principal balance (UPB) of the ARM over the remaining term.

You must notify the Borrower of the new Note Rate and new monthly payment amount in accordance with the terms of the Note and applicable law.



	(b)
	Notification of the new Accounting Net Yield (ANY)
We will notify you via the ARM notification report of the revised ANY that you will be required to send us on an ARM in accordance with the product requirements set forth at the time of purchase. The ARM notification report will be available in Investor Accounting ManagerSM (IAM) at http://www.freddiemac.com/singlefamily/service/tools.html.

You will need a secure User ID and password to retrieve these reports through IAM. You may request access to IAM on the Freddie Mac web site.

You must verify the rate change notification information. If you find any differences or omissions, you must note the discrepancies on the bottom of the notification and return it to us (see Directory 7). Do not return the notification if the information on it is correct and complete.

The new ANY must be used for the accounting cutoff date indicated in the notification. You must report and remit net yield interest based on the new ANY beginning with the effective accounting cycle shown on the notification. You must ensure that the adjusted Note Rate supports the new ANY. You will be liable for all net yield interest deficiencies that result from differences in calculations between the ANY that we provide you and your calculations.

Depending on the next Interest Change Date at the time of Mortgage delivery, you may not receive notification from us prior to the effective date of the new ANY.


80.3: Negative Amortization (10/7/02)
Negative Amortization results whenever the amount of monthly interest calculated at the Note rate exceeds the Borrower's scheduled monthly interest payment to the Servicer. Increases and decreases in Negative Amortization are to be accounted for in the calculation of principal due Freddie Mac for each monthly accounting cycle as set forth in Chapter 76.

80.4: Convertible ARMs (04/25/06)
	(a)
	Overview
A Convertible ARM has an option for the Borrower to convert the adjustable interest rate to a fixed interest rate during a specified time (Conversion Window) and based on a specified formula (Conversion Formula). The requirements for converting the adjustable interest rate to a fixed interest rate are set forth in the Note. Once the Mortgage is converted to a fixed interest rate, we call it a Converted Mortgage.

With respect to a Convertible ARM owned by Freddie Mac prior to the Conversion Date, if a Borrower exercises the option to convert the adjustable interest rate to a fixed interest rate, you must report the conversion to us through one of two processes:

•
The automated conversion process, or

•
The repurchase/resale process

Under the automated conversion process, you must notify us of the conversion before the last Business Day of the month in which the Borrower exercises the option to convert, and we will automatically convert the adjustable interest rate to a fixed interest rate.

Under the repurchase/resale process, you must repurchase the Converted Mortgage by the fifth Business Day after the Conversion Date and, subsequently, resell the Converted Mortgage back to us.

Section 80.4.1 contains general requirements that are applicable under both the automated conversion process and the repurchase/resale process. The requirements for the automated conversion process are described in Section 80.4.2. The requirements for the repurchase/resale process are described in Section 80.4.3.



	(b)
	Determining which process you must use
The process you must use to report the conversion of an adjustable interest rate to a fixed interest rate depends on the type of Convertible ARM being converted and the terms under which the ARM was originally delivered to us.

Generally, you must use the automated conversion process when converting a 1-year Convertible ARM that adjusts based on the 1-Year weekly Constant Maturity Treasury (CMT) Index. However, depending on the terms under which the 1-year Convertible ARM was delivered to us, you may be required instead to repurchase the Converted Mortgage and subsequently resell it back to us through the repurchase/resale process.

For all other Convertible ARMs, you must use the repurchase/resale process when the interest rate has been converted to a fixed interest rate.

If you are unsure of which process you must use, you may contact us (see Directory 7) for assistance.


80.4.1: General requirements for processing conversions (06/28/04)
	(a)
	Notifying the Borrower of the Required Net Yield
You must make information concerning the applicable Freddie Mac or Fannie Mae Required Net Yield for the purchase of 30-year and 15-year fixed-rate Mortgages under 60-day mandatory delivery commitments readily available to Borrowers. You must not refer or advise Borrowers to contact us directly concerning Freddie Mac's or Fannie Mae's Required Net Yield.



	(b)
	Eligibility for conversion
To convert the adjustable interest rate on a Convertible ARM owned by Freddie Mac to a fixed interest rate, all terms of the Note and rider must be met. In order to exercise the conversion option, the following conditions must be satisfied:

1.

The Borrower must not be in default on the day the Borrower exercises the option to convert

2.

The conversion option must be properly exercised

3.

The Borrower must convert within the period, or on the specified date, that is the Conversion Window, but the Conversion Date may occur as late as the first day of the second month following the last day in the Conversion Window

4.

The Borrower must not be in default on the Conversion Date

5.

The Freddie Mac Multistate Agreement to Convert, Form 3180, must be executed by you and the Borrower

6.

The maximum fee that may be charged to the Borrower for processing the conversion is $250

7.

The new Note Rate must be properly calculated

If the above conversion eligibility requirements are not satisfied, we may require you to repurchase the Mortgage and/or to indemnify us against any losses that may result from the failure to comply with the eligibility requirements. We reserve the right to take whatever other action we deem appropriate to protect our interests and enforce our rights.



	(c)
	Special warranties
With respect to Convertible ARMs that you service for us, you must represent and warrant that:

•
You will not conduct any advertising or promotional activities that have the effect of encouraging a Borrower to exercise, or discouraging a Borrower from exercising, the conversion option with respect to any Convertible ARM

•
You will implement the conversion option in accordance with the terms of the Note and applicable law

•
The Converted Mortgage remains fully enforceable against the Borrower and, in addition to the requirements of Section 30.15, the title insurance policy or attorney's opinion of title insures that the First Lien priority of the Mortgage will not be impaired because of the conversion to a fixed interest rate



	(d)
	Convertible ARMs sold with recourse
With respect to a Convertible ARM that was sold to Freddie Mac with recourse as provided in Section 11.10, the recourse obligation ceases once the Mortgage has been converted.


80.4.2: Processing a conversion through the automated conversion process (10/06/06)
	(a)
	Notification of the conversion
Before the end of the month in which the Borrower exercises the option to convert, you must notify us that a conversion option has been exercised by calling the conversion line at (800) 366-2353 between 10 a.m. and 4:30 p.m. Eastern time. You should be prepared to furnish the following information:

1.

Your name, address, contact name and telephone number

2.

Your six-digit Seller/Servicer number

3.

The name and title of your authorized representative

4.

The Freddie Mac loan number assigned to the Convertible ARM

5.

The original term of the Convertible ARM — specifically, "15 years or less," or "greater than 15 years, but less than 30 years" (to establish the appropriate net yield)

6.

Whether you will be Servicing the Converted Mortgage under the Gold or First Tuesday remittance cycle. You will automatically receive the Gold remittance option, unless you request the First Tuesday option.

The telephone conversation with the Freddie Mac representative on the conversion line may be tape-recorded for quality assurance.



	(b)
	Options
The buydown feature is not available for a Converted Mortgage processed through the automated conversion process. The Required Net Yield (RNY) for the Converted Mortgage will not be adjusted based on the Servicer's previous election of the buyup or buydown feature for the Convertible ARM.



	(c)
	Confirmation of the conversion
No later than two Business Days after the telephone notification, we will send you Form 4, Convertible Mortgage Conversion Confirmation, via MIDANET® or mail. We will state the new RNY upon which the Principal and Interest Payments that you will be required to send us on the new Converted Mortgage will be based.

You must execute the Form 4 to acknowledge receipt and return it to us (see Directory 8) together with a copy of the original executed Agreement to Convert. The Freddie Mac loan number assigned to the applicable Convertible ARM must be clearly indicated on the face of the Agreement to Convert. We must receive Form 4 and a copy of the fully executed Agreement to Convert within 15 days after the date you notified us that the Borrower had exercised the conversion option.

You must send the original executed Agreement to Convert to the Custodian who holds the original Note.

Failure to properly acknowledge and return copies of Form 4 and the Agreement to Convert will be regarded by us as a failure to honor a mandatory delivery commitment. Accordingly, the failure may result in the imposition of a pairoff fee pursuant to Section 8.7, and/or we may require that you repurchase the applicable Mortgage. We reserve the right to take whatever other action we deem appropriate to protect our interests and enforce our rights.



	(d)
	RNY to be received by Freddie Mac after automated conversion
Once you have notified us that the Borrower has exercised the option to convert, you will be obligated to remit principal and interest to us based on the new RNY, effective as of the Conversion Date. The new RNY will be the RNY for our 60-day delivery period for either 15- or 30-year fixed-rate Mortgages, as applicable, quoted by us during your telephone notification of the conversion.

The RNY is expressed as a net yield to three decimal places, and is so identified on Form 4. For a Mortgage that was originally sold as a:

•
Whole Mortgage, and for any Mortgage sold as a participation Mortgage on or after November 13, 1990, in order to provide the required Minimum Contract Servicing Spread, the Note Rate on a Converted Mortgage must be equal to or greater than the RNY, as stated on Form 4, plus the Minimum Contract Servicing Spread.

If the Note Rate is less than the RNY plus the Minimum Contract Servicing Spread, we may, at our option, require you to pay a discount fee.

•
Participation Mortgage before November 13, 1990, the Note Rate on a Converted Mortgage must be at least equal to the RNY as stated on Form 4.

If the Note Rate is less than the RNY, we may, at our option, require you to pay a discount fee.

We will notify you of any discount fee due to us. This amount must be forwarded to us within 24 hours of notification or within the time frame that we specify.

After conversion, the Freddie Mac loan number for the new Converted Mortgage will remain the same as the number for the former Convertible ARM. We will notify you of the revised Accounting Net Yield (ANY). The new ANY must be used for the accounting cutoff indicated in the notification. The notification will also indicate the month in which you must report the Mortgage as a fixed-rate Mortgage on the applicable Servicing reports.

You will be obligated to remit principal and interest to us based on the revised ANY for all accounting transactions after the Conversion Date. For example, if the Conversion Date is January 1, the cutoff date for initial monthly reporting at the revised ANY is February 15.



	(e)
	Summary of automated conversion process
The following chart summarizes the automated conversion process and timing as described in Section 80.4.2.
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Action[image: image204.png]


 

Month in which option is exercised (for example, November)[image: image205.png]


 

Borrower notifies you in writing that he or she intends to exercise the conversion option in accordance with the terms of the Convertible ARM Note.

At the same time, you must:

• Lock the new fixed interest rate with the Borrower

• Call our conversion line with notification information to lock the new rate at Freddie Mac's 60-day RNY (conversion call)[image: image206.png]


 

Following conversion call (for example, the remainder of November and December)[image: image207.png]


 

We send you Form 4 within two Business Days after the conversion call.

You send the Borrower the Agreement to Convert for execution and notarization, if required.

The Borrower returns the executed Agreement to Convert to you.

You send us the executed Form 4 and a copy of the executed Agreement to Convert within 15 days after the conversion call. The original executed Agreement to Convert is sent to the Custodian that holds the original Note.

We notify you of:

• Discount amounts (if the Note Rate on the Converted Mortgage is less than 60-day RNY + Minimum Contract Servicing Spread)

• New ANY

• Effective date for new ANY

• Effective date for reporting the Converted Mortgage as a fixed-rate Mortgage[image: image208.png]


 

2nd month after option is exercised (for example, January)[image: image209.png]


 

The new fixed interest rate becomes effective on the 1st day of this month[image: image210.png]


 

3rd month after option is exercised (for example, February)[image: image211.png]


 

The new payment, based on the fixed interest rate, is due on the 1st day of this month

You report principal and interest for the Converted Mortgage on the 15th day of this month[image: image212.png]


 




80.4.3: Processing a conversion through the repurchase/resale process (04/25/07)
If the Convertible ARM does not meet the criteria specified in Section 80.4(b) for processing the conversion through the automated conversion process, then you must process and notify us of the conversion pursuant to the following requirements:

	(a)
	Actions prior to repurchase
Upon receipt of notice from the Borrower that he or she intends to exercise the conversion option, you must prepare and arrange for execution by the Borrower of the Agreement to Convert.



	(b)
	Calculation of the repurchase price
You must calculate the repurchase price of the Converted Mortgage as follows:

•
The amount of Freddie Mac's participation interest in the unpaid principal balance (UPB) of the Mortgage, including Negative Amortization, if applicable, plus

•
Accrued interest at the current Accounting Net Yield from the first day of the month of repurchase through the day before the repurchase



	(c)
	Reporting and remitting the repurchase to us
By the fifth Business Day after the Conversion Date of any Converted Mortgage, you must:

•
Transmit to Freddie Mac by MIDANET® a loan-level report of the exception activity, using exception code 66 (Payoff — Mortgage converted from adjustable interest rate to fixed interest rate). In the field titled "Exception date," enter the Conversion Date, and

•
Remit the funds to us in accordance with the requirements in Section 78.20
If the Note is held by a Custodian, you must arrange for the release of the Note in accordance with the requirements of Section 18.6(e). If the Note is held by Freddie Mac's Document Custodial Operations (DCO), the Note will automatically be released upon repurchase.



	(d)
	Resale obligation
You must resell the Converted Mortgage to us within 60 days of the Conversion Date, pursuant to the requirements in Section 17.40 for delivery of Freddie Mac-owned Converted Mortgages and Section 30.11.

You must deliver the original Convertible ARM Note with the executed Agreement to Convert for certification by the Custodian or DCS, as applicable.

At our request, you must provide us with such documentation as may be required to evidence that you have resold to us all Converted Mortgages processed through the repurchase/resale path, as required in this Guide and other Purchase Documents.



	(e)
	No re-underwriting of Freddie Mac-owned Converted Mortgages delivered under the repurchase/resale process
Because the Borrower was qualified at the time of origination of the Convertible ARM, a Freddie Mac-Owned Converted Mortgage resold to us under the repurchase/resale process is eligible for purchase by us without additional underwriting.



	(f)
	Postsettlement delivery fees in connection with repurchase/resale process
For Mortgages sold to us as Freddie Mac-Owned Converted Mortgages under the repurchase/resale process, postsettlement delivery fees (delivery fees) indicated in Exhibit 19, Postsettlement Delivery Fees, are not assessed.



	(g)
	Obligation of Freddie Mac to purchase under the repurchase/resale process
We will purchase all Freddie Mac-Owned Converted Mortgages repurchased by you, and delivered and resold by you under the repurchase/resale process, provided that we have statutory authority to do so at such time.



	(h)
	Right to change process
We reserve the right to require you, at such time as we deem appropriate, to use the automated process described in Section 80.4.2 or other automated process as we may require at such time, instead of the repurchase/resale process.
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Chapter 81:  Special Reporting Requirements for                       Second Mortgage/HILs

81.1: General (07/31/94)
The accounting and reporting requirements for Second Mortgages and Home Improvement Loans (HILs) are identical to the requirements for Home Mortgages unless otherwise noted in this chapter.

81.2: Net yield reporting concept (07/31/94)
The net yield reporting concept is used when reporting on Second Mortgages/HILs, both for those Second Mortgages on which the interest is collected on a due-date-to-due-date basis and for those on which interest is collected on a payment-date-to-payment-date basis.

A due-date-to-due-date Second Mortgage is a Mortgage in which the Due Date may be established as any date during the month and which provides for repayment in substantially equal monthly payments over the life of the loan. The interest is calculated using the outstanding principal balance after application of the preceding payment. Under this method, application of an individual payment of principal and interest is determined by first calculating and applying the interest portion to the interest due, and then calculating and applying the remainder of the payment as a principal reduction. Interest computed applies to the period preceding the Due Date of the installment being applied.

A payment-date-to-payment-date Second Mortgage is a Mortgage in which the Due Date may be established as any date during the month and which provides for repayment in substantially equal monthly payments over the life of the loan. The interest is calculated using the outstanding principal balance after application of the preceding payment. Under this method, application of an individual payment will be applied first to the interest earned to the date of the payment with the remainder applied as a principal reduction. Thus, interest computed applies to the period preceding the payment date of the installment being applied.

The fiscal responsibilities of the Servicer include the timely accounting, reporting and remittance to Freddie Mac of the principal amount collected and the interest amount calculated via the net yield reporting concept.

81.3: Servicing compensation: Mortgages Purchased in Whole (06/30/97)
A minimum Servicing compensation of 0.625% for HILs and 0.500% for Second Mortgages is to be taken into consideration when computing the Accounting Net Yield to Freddie Mac. Usually the Accounting Net Yield will be the Note interest rate less 0.625% for HILs and 0.500% for Second Mortgages.

When the Note interest rate less 0.625% for HILs, or 0.500% for Second Mortgages, is greater than Freddie Mac's Required Net Yield, the Accounting Net Yield of that HIL or Second Mortgage, as applicable, is limited to the Required Net Yield. In other words, there is a ceiling on the Accounting Net Yield. The interest received in excess of Freddie Mac's Required Net Yield is retained by the Servicer as additional Servicing compensation.

In the following examples, the Required Net Yield to Freddie Mac is 18%. In example (1), the Note interest rate less 0.625% for HILs and 0.500% for Second Mortgages equals the Required Net Yield; the Accounting Net Yield is equal to the Required Net Yield. In example (2), the Note interest rate less 0.625% for HILs and 0.500% for Second Mortgages is greater than the Required Net Yield, and the additional amount is retained by the Servicer; the Accounting Net Yield is limited to the Required Net Yield. In example (3), the Note interest rate less 0.500% for Second Mortgages is less than the Required Net Yield; this Mortgage would be purchased at a discount and the Note rate less 0.500% would be the Accounting Net Yield reported each month.
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	•
	For Second Mortgages:
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81.4: Preparation of documents for delivery of Second Mortgages (06/17/08)
This section has been deleted.
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Chapter 82:  Special Servicing and Reporting Requirements for SCRA-Capped Mortgages

82.1: Military relief (12/18/08)
Active military service entitles a Borrower to various forms of relief from debt obligations, including Mortgage obligations. At the termination of active military service, the Borrower will be expected to reinstate the Mortgage as rapidly as circumstances permit.

For the purpose of this and subsequent sections, a Borrower claiming entitlement to military relief is referred to as a "service member."

Relief under the federal Servicemembers Civil Relief Act of 2003 (SCRA), which replaced the Soldiers' and Sailors' Civil Relief Act of 1940 (SSCRA), as amended, is available to Borrowers covered by the SCRA as detailed below, regardless of duty station and whether this station is in a combat zone. You must be familiar and comply with all the provisions of the SCRA or applicable State law as it relates to service members. The SCRA covers the following:

	1.
	Career members of the United States Army, United States Navy, United States Air Force, United States Marine Corps and United States Coast Guard


	2.
	Civilians drafted for active federal duty in the armed services


	3.
	Members of the reserve components of the armed services volunteering for or called to active federal duty


	4.
	Members of the National Guard volunteering for or called to active federal duty


	5.
	Members of the National Guard called to active State duty in response to a national emergency declared by the President of the United States


	6.
	Officers of the United States Public Health Service detailed for active federal duty with any of the armed services


Military relief, other than that provided under the SCRA, may be available under State law to Borrowers who are serving or have served active State duty, such as members of a State's National Guard serving pursuant to orders of the State's governor in response to a State emergency. Relief under State law may also be available to Borrowers who are serving or have served active federal duty.

If the Borrower requests military relief other than interest rate relief provided under the SCRA, you must submit Form 105, Multipurpose Loan Servicing Transmittal, for a Home Mortgage or Form 102, Second Mortgage/HIL Servicing Transmittal, for a Second Mortgage/HIL to us (see Directory 5) within 10 Business Days of receiving the Borrower's request. You must include all relevant information along with your recommendation.

Compulsory training that civilians must undergo periodically to retain membership in the reserve components of the armed services or the National Guard is not considered active duty for military relief purposes.

	(a)
	Interest rate cap
The SCRA caps interest at 6% per year (including all charges and fees) on a service member's Mortgage obligations during the period of active duty and for one year thereafter. Escrows for insurance, property taxes and other assessments are not affected and must be paid in accordance with contractual terms. The difference between the contractual rate of interest and 6% is forgiven, not deferred.

The rate cap provision of the SCRA is intended to help a service member whose ability to pay a Mortgage obligation incurred before active duty is materially affected by such duty. It does, however, offer an affected creditor the opportunity to demonstrate to the appropriate court that active duty does not materially affect a Borrower's ability to continue making payments at the contractual rate.

The SCRA provides for the rate cap to be in force for the entire duration of the service member's active duty and for a period of one year thereafter. In implementing the SCRA, Freddie Mac will:

•
Begin applying the rate cap with the first monthly Mortgage payment due after the reporting date or effective date of the service member's active duty

•
Reinstate the Mortgage to its contractual rate of interest beginning with the second monthly Mortgage payment due one year after the date the service member's active duty terminates

For reinstatement purposes, the contractual rate of interest is defined as follows:

•
For a fixed-rate Mortgage, the same rate that was in effect before the reporting date or effective date of active duty

•
For an adjustable Mortgage, as defined in Section 80.1, the rate to be determined or calculated based on the last interest rate that would have been in effect, or the last payment adjustment that otherwise would have taken place, during the rate cap period

If the rate cap request is made after either the reporting date or effective date of active duty and it is received by you no later than 180 days after the date active duty terminates, we will allow the rate cap to be retroactive to the first monthly Mortgage payment due after the reporting date or effective date of active duty. However, we will bear the interest loss only from the first monthly Mortgage payment due after the Funding Date.



	(b)
	Eligible Mortgages
The rate cap provision of the SCRA applies to any Mortgage Purchased in Whole or in Part by us if both of the following conditions are met:

•
The Mortgage must be the contractual obligation of the service member as Borrower or co-Borrower under the Note, or as obligee under a written agreement by which the service member assumes the Borrower's liability under the Note and the Borrower is released from such liability

•
The service member must have executed the Note or the assumption agreement before the reporting date or effective date of the service member's active duty as shown in military orders. You must exercise due diligence in examining such orders to distinguish qualifying active duty from nonqualifying active duty and to distinguish start-up of active duty from administrative action, such as transfer, travel or training of someone who already is on active duty. The rate cap applies only to the Mortgage obligations of a service member who is serving or has served active duty and such obligations must have been incurred before such active duty began.



	(c)
	Request submission
The rate cap request may be made by the service member or a representative, such as:

•
The spouse of the service member

•
A co-Borrower of the service member

•
An attorney of the service member

•
Any person authorized to act on behalf of the service member by power of attorney that you have duly verified. A copy of the power of attorney must be maintained in the Mortgage file.

We do not prescribe a particular form to be completed by the requestor. While the SCRA provides for written notice from the Borrower to request the rate cap, you may process and approve a request without written notice if the Borrower's active duty status and its duration are definitively established. If the Borrower does not submit a written request for the interest rate cap, you must document when and how the Borrower requested the interest rate cap in the Mortgage file.

The service member or a representative must submit copies of military orders for the entire period for which the interest rate cap is requested.

If the requestor is other than the service member, you must establish the identity and contact address of the requestor and maintain this information in the Mortgage file. In addition, you must also establish or verify the contact address and addressee for future communications regarding the request and the related Mortgage. This information must also be maintained in the Mortgage file.

If the Borrower is delinquent in his or her monthly payments, you must contact your Borrower assistance counselor (see Directory 5) via Form 105 within five Business Days of receiving the request for interest rate relief.



	(d)
	Notice to service member, Freddie Mac
Within five Business Days of receiving a rate cap request on a Home or Second Mortgage that meets both conditions in Section 82.1(b), you must provide written notice of approval to the service member or the service member's representative, as applicable. We do not prescribe a particular form of notice. The notice should, however, at a minimum detail the following:

1.

The amount of the monthly installment of principal and interest calculated at the rate of 6% per year

2.

The amount of the monthly installment of Escrow, if any, which remains unchanged unless insurance coverages, property tax rates or other assessments are modified

3.

The total amount and first Due Date of the new monthly Mortgage payment

4.

The reinstatement of the monthly Mortgage payment to its contractual rate of interest beginning with the second monthly payment due following the date that is one year after the service member’s release date from active duty

5.

If known at the time, the scheduled date the service member will be released from active duty and the Due Date of the first monthly payment at the reinstated contractual rate of interest

6.

The service member is obligated to notify you as soon as possible of:

•
The actual release date (and to provide copies of supporting military orders submitted to claim SCRA eligibility, such as the Defense Department Form 214 (Form DD214))

•
Any change from the originally scheduled release date (and to provide a copy of orders extending the period of active duty)

Within 10 Business Days of receiving the request, you must:

1.

Complete Form 1066, SCRA Accounting Data Form, retain a copy of the form and all other related documentation in the Mortgage file and make it available to us upon request

2.

Send completed Form 1066 and a copy of the military orders evidencing the service member's active duty status to your investor accounting representative

Once you have submitted this information to us, you must implement the interest rate cap.

While the rate cap is in effect, you must report and remit on the Mortgage in accordance with Section 55.1 and Chapter 82.



	(e)
	Assessing a service member's ability to pay at the Note Rate
Unless we notify you otherwise, we do not intend to have you assess the material effect of active duty on a Borrower's ability to continue making payment on a Home or Second Mortgage at the contractual rate of interest. You must implement the 6% rate cap, upon request of a Borrower, provided that the Borrower meets both conditions cited in Section 82.1(b).

If, however, you have reason to believe the service member's ability to pay at the Note Rate is not materially affected by a call to active duty, then you must indicate on Form 1066 that we may wish to investigate the service member's financial circumstances. Include any facts to support your supposition and copies of the following:

•
The military orders evidencing the service member's active duty status

•
Form 65, Uniform Residential Loan Application

•
The Note

We may determine that a service member's request for the interest rate cap should be challenged. If so, we will provide you with instructions on how to proceed.

We may also decline to implement an interest rate cap if the rate cap was improperly granted (for example, the service member was already on active duty at the time the Mortgage was originated). If we inform you that we are declining the request, then within five Business Days, you must so advise the service member or the service member's representative in writing, citing the specific reasons the Mortgage does not qualify for the rate cap and offering to consider other forms of assistance.

If in need of guidance, you may contact your investor accounting representative (see Directory 3).



	(f)
	Status updates, reinstatements
While the rate cap is in effect, you must periodically, but no less than every three months, verify that the service member is still on active duty or that no changes have been made to the duration/term of the service member’s service that may affect the service member’s eligibility to receive relief.

If the service member informs you, or you learn by other means, that the service member's active duty has ended, you must send a written notice to the service member at least 30 days before the reinstatement of the contractual interest rate indicating that the rate cap has been terminated and the monthly Mortgage payment has been reinstated to its contractual rate of interest.

The written notice of reinstatement of the Mortgage should advise the service member of the following:

•
The amount of the monthly Mortgage payment when reinstated to its contractual rate of interest, specifying such interest rate

•
The date the reinstated monthly payment amount is first due

•
That he or she must furnish military orders for any extension of the active duty beyond the originally scheduled release date, if applicable

•
That he or she must furnish Form DD214 to document his or her release from active duty

You must follow the pertinent instructions in the chart below:
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The military orders submitted with the rate cap request state the release date from active duty[image: image252.png]


 

Send the service member or his or her representative a written notice that you will reinstate the monthly Mortgage payment to its contractual rate of interest including the effective date of the payment change one month before the end of the period for which the interest rate is capped at 6%[image: image253.png]


 

The release date from active duty has been extended based on notice from the service member or his or her representative[image: image254.png]


 

Within 10 Business Days of being notified of the extension of service, send an updated Form 1066 along with a copy of the military orders extending the service member's active duty status, to your investor accounting representative (see Directory 3)[image: image255.png]


 

No evidence of extension of the release date from active duty has been provided by the service member or his or her representative within 30 days of the scheduled release date[image: image256.png]


 

Take the following steps:

•
Send the service member or his or her representative a written notice that you will reinstate the monthly Mortgage payment to its contractual rate of interest including the effective date of the payment change, and request orders releasing the service member from active duty (for example, Form DD214)

•
Reinstate the monthly Mortgage payment to its contractual rate of interest beginning with the second monthly payment due following the date that is one year after the service member’s release date

•
Notify your investor accounting representative (see Directory 3) of the service member's release from active duty via Form 1071, Supplemental Accounting Report of SCRA Mortgages, at least 30 days before the reinstatement of the contractual interest rate



If, as a result of your notification, the service member notifies you that his or her term of duty has been extended and provides you with copies of orders evidencing such extension, then you must notify us via Form 1066 within 10 Business Days of receiving the notification from the service member and notify the service member of the new date the Mortgage will reinstate to its contractual interest rate at least 30 days before the reinstatement of the interest rate occurs.[image: image257.png]


 

The service member has been released from active duty[image: image258.png]


 

Take the following steps: 

•
Reinstate the monthly Mortgage payment to its contractual rate of interest beginning with the second monthly payment due following the date that is one year after the service member’s release date from active duty

•
Send the service member or his or her representative written notice of the date the Mortgage will reinstate to its contractual interest rate at least 30 days before the reinstatement of the interest rate occurs

•
Notify your investor accounting representative (see Directory 3) of the service member's release from active duty via Form 1071 at least 30 days before the reinstatement of the contractual interest rate
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	(g)
	Forbearance, relief from foreclosure
Under the SCRA or various State laws, service members who are serving or have served active duty are entitled to additional and varied forms of protection from creditors' enforcement of contractual terms.

Such protection is generally premised on hardship caused by military service and may remain in effect for some time after a protected service member is released from military service. A court order may be required to activate such protection or to deny it. Such protection may entail:

•
Deferral and/or restructuring of payments

•
Restrictions on foreclosure action

•
Extensions of redemption periods for completed foreclosures

You must be familiar with applicable law as it relates to the particular circumstances of a service member.

In addition, you must make every effort to arrange maximum relief and forbearance under our existing guidelines in Chapter A65 and Section 82.1 without the service member's having to seek statutory protection. If a relief option is not sufficient to help the service member, you must consider the workout options contained in Chapter B65.

In enforcing any remedies available under the Mortgage, you must fully comply with applicable law.

You must not initiate foreclosure against a service member without our prior written approval. To obtain our approval you must submit completed Form 105, Multipurpose Loan Servicing Transmittal for a Home Mortgage or Form 102, Second Mortgage/HILServicing Transmittal for a Second Mortgage/HIL to us (see Directory 5). Refer to Section 66.12.1 for information regarding initiating foreclosure against a service member.

You must not initiate or resume foreclosure for at least 90 days after the service member has been released from active duty. During this period, you must work with the Borrower to explore all relief options available. If no foreclosure alternative is agreed upon during this period, you must contact us (see Directory 5) by submitting Form 105, Multipurpose Loan Servicing Transmittal for our approval to proceed with foreclosure.

Pursuant to the Housing and Economic Recovery Act of 2008, you must not initiate or resume foreclosure for at least nine months after the service member has been released from active duty. This requirement will remain in effect through December 31, 2010. During this period, all other requirements listed in this section remain in effect.

If foreclosure is allowed to proceed and a Mortgage insurance claim is eventually filed, you must notify the mortgage insurer (MI) that the Mortgage was subject to military relief so that:

•
Interest for SCRA-capped payments due but unpaid by the service member is claimable at the Note rate, not at the SCRA-capped rate

•
Claimable interest will not be curtailed by the MI for a delay that was caused solely by your compliance with applicable military relief law

For further guidance on relief (other than interest rate cap under the SCRA) to, or remedies against, service members who are serving or have served active duty, you must contact us (see Directory 5).



	(h)
	Late charges
You must waive all late charges resulting from Mortgage payments deferred, restructured or rate-capped under the SCRA, applicable State law or our guidelines.



	(i)
	Credit reporting
You must report a service member who is receiving the protection of the SCRA or applicable State law or receiving military relief under our guidelines as "paying as agreed" to the credit repositories.

You must fully comply with the SCRA or applicable State law as it relates to credit reports filed on service members who exercise their statutory rights to military relief.



	(j)
	Death, disability of service member
In the event of a service member's disability or death while on active duty or resulting from such duty, you must obtain official documentation of the service member's disability or death and government benefits available to the service member or the service member's survivors and forward such documentation to us with a request for instructions within 10 Business Days of receiving such information. If the service member is:

•
Not in default at the time of his or her death or disability, then you must submit the documentation to your investor accounting representative (see Directory 3)
•
In default at the time of his or her death or disability, then you must submit the documentation to us (see Directory 5)
We will contact you with instructions within 10 Business Days of receiving the information.



	(k)
	Documentation
You must maintain records of all communications with, and copies of all correspondence and documentation to or from, service members seeking Mortgage relief for hardship caused by active duty in the Mortgage file.



	(l)
	Transfers of Servicing
When a Transfer of Servicing includes Mortgages with interest rates capped under the SCRA, the Transferor must identify each such Mortgage to the Transferee before transferring the Mortgage files to the Transferee. See Chapter 56 for more information on Transfers of Servicing.



	(m)
	Monthly reporting to Freddie Mac
You must notify us via an Electronic Default Reporting (EDR) transmission within the first three Business Days of the month following the month that a Borrower is granted military relief that interferes with a foreclosure action. You must indicate that the military relief is in effect, by using a default action code of 32 and providing the date the relief was granted. You must continue to report each month that the Borrower is receiving relief until it has ended.

You must continue to report on the Mortgage until the Mortgage is fully reinstated, paid off, a foreclosure sale is held or a deed-in-lieu of foreclosure is executed. Once we receive a transmission indicating that one of these events has occurred, you can discontinue reporting on the Mortgage in the monthly EDR transmission. If a workout is completed you may also discontinue reporting on the Mortgage in the monthly EDR transmission.

For additional information about EDR, refer to Section 64.10.


82.2: Calculation of new monthly payment (12/18/08)
If the interest rate on a Mortgage is capped in accordance with Section 82.1 ("SCRA-capped Mortgage"), you may choose between the following two methods for calculating the new monthly payment amount:

	•
	Reamortization of the Mortgage based on the interest rate of 6%, or


	•
	Implementation of the 6% rate using the original amortization schedule


	(a)
	Revised interest rate, reamortized Mortgage
This method applies in calculating the principal and interest (P&I) payment amount both at:

•
The interest rate of 6%

•
The reinstated contractual rate of interest

You must use the following formula:

          a x (b/12)

P&I =  ----------------

       1 - (1 + b/12)-c

a =

Mortgage unpaid principal balance (UPB)

1.

For 6% rate: scheduled UPB after application of the last payment made before the Due Date of the first payment at 6%

2.

For reinstatement to contractual rate: scheduled UPB after application of the last payment made before the Due Date of the second payment due one year after the service member is released from active federal duty

b =

interest rate

1.

Rate applicable to the rate cap period: 6%

2.

Rate applicable when reinstated to contractual rate: for fixed-rate Mortgages, use the original Note rate; for adjustable-rate Mortgages (ARMs), use the current applicable index plus margin

c =

actual number of remaining payments, using a calculated term to maturity




	(b)
	6% rate cap, original amortization schedule
Under this method, you must calculate the Borrower's monthly P&I at 6% as follows:

d + e = monthly P&I

d = scheduled principal as calculated per amortization schedule in effect before rate cap

e = accrued interest = prior ending UPB x (.06/12)

Upon reinstatement to the contractual rate of interest, the P&I amount will correspond to the amortization schedule in effect before the rate cap.

See examples of calculations in Exhibit 71, SCRA Example of Principal and Interest Payment Calculation.


82.3: Application of payments (02/17/05)
Monthly payments made by service members on SCRA-capped Mortgages must be applied in accordance with Section 51.17.

82.4: Accounting reports and remittances (10/20/08)
You must report each SCRA-capped Mortgage in accordance with Section 78.33. Net yield interest due must be calculated based on the current Accounting Net Yield rate. You will receive credit for the interest rate differential, which is defined as follows:

	•
	Interest rate differential = Accounting Net Yield less adjusted interest rate


	•
	Adjusted interest rate, whole Mortgage or participation with Note Rate higher than net yield = 6% less Servicing fee paid to you


	•
	Adjusted interest rate, participation Mortgage with Note Rate lower than net yield = (6% divided by original coupon) multiplied by original Accounting Net Yield


Each month you must calculate the credit amount due to you for the interest rate differential on each SCRA-capped Mortgage, as well as the total credit amount for all such Mortgages you service for us. You must also deposit the total calculated credit amount into your Freddie Mac Principal and Interest Custodial account each month.

Each SCRA-capped Mortgage must also be reported quarterly on Form 1071, Supplemental Accounting Report of SCRA Mortgages. You must send Form 1071 to us (see Directory 3) listing the totals of credits we owe you for all SCRA-capped Mortgages for the previous quarter within five Business Days of the quarterly accounting cycle cutoff in March, June, September and December. We will enter the total quarterly credit in the "Adjustment Line" of the Monthly Account Statement (MAS) for the last month of each quarter. Apply the credit against the amount you remit for that monthly accounting cutoff by reducing your cash remittance and make the appropriate adjustment to the Principal and Interest Custodial Account. The amount of Principal and Interest due must be remitted in accordance with Sections 77.19 through 77.24, 78.23 and 78.24. (See Exhibit 72, SCRA Example of Monthly Interest Rate Differential Credit, for an example of how the credit is calculated.)

If, prior to the end of the quarter, an SCRA-capped Mortgage pays off or is involved in a Transfer of Servicing, or if the Borrower is released from active duty, you have the option to complete a Form 1071 for the affected Mortgage and submit it to us (see Directory 3) immediately. Otherwise, you must report all other active SCRA-capped Mortgages on Form 1071 within five Business Days of the end of the quarter. We will enter the credit adjustments for all Forms 1071 within a given quarter on the following month's MAS.

If you disagree with the interest credit we give you, you must notify us (see Directory 3) in writing within 30 days of the date of the MAS. Your notification must state:

	1.
	Your Seller/Servicer number


	2.
	The applicable Freddie Mac loan number(s)


	3.
	A brief description of the problem


	4.
	The unpaid balance for any disputed credit


	5.
	Military orders supporting the relief period requested


The Internal Revenue Service (IRS) Form 1098, Mortgage Interest Statement, that you file in accordance with Section 55.2 should reflect the reduced interest amount paid by the Borrower during the rate cap period.

82.5: Rate changes on adjustable Mortgages (02/17/05)
We notify you of Accounting Net Yield changes on adjustable Mortgages in accordance with Section 80.2. When monthly net yield interest is reported on the Loan-Level Transaction for an SCRA-capped adjustable Mortgage, you must calculate the interest based on the new net yield shown in Freddie Mac's Notification of ARMs Group Net Yield Adjustment.

We will calculate the interest credit due to you in accordance with Section 82.4.

82.6: Servicing compensation (04/25/06)
Your compensation for Servicing an SCRA-capped Mortgage will be as follows:

	(a)
	Whole loan
The Servicing Spread will remain at the rate in effect before the first month to which the rate cap applies.



	(b)
	Participation
The Servicing Spread will remain at the rate in effect before the first month to which the rate cap applies. If the Note Rate is less than the Accounting Net Yield, you must, before the first accounting cutoff for which the rate cap is effective, contact your investor accounting representative (see Directory 3) to verify the Servicing Spread amount.


82.7: Retroactive rate cap (12/18/08)
Retroactive application of the SCRA rate cap under Section 82.1(a) must be processed as follows:

	(a)
	Reimbursement to the service member
You must calculate the difference between the amount of interest paid by the service member at the contractual rate of interest and the amount of interest due at 6%, for the applicable benefit period. At the service member's option, the resulting amount may be credited to the unpaid principal balance (UPB) of the Mortgage or to reduce monthly Escrow installments, or refunded to the service member.



	(b)
	Reimbursement to the Servicer
You must calculate the credit that results from the retroactive interest rate differential and notify us (see Directory 3) of the amount of the credit you are claiming (see Section 82.4). We will validate the credit amount you request and enter it on the "Adjustment Line" of your Monthly Account Statement (MAS).
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Freddie Mac Single-Family Seller/Servicer Guide – Volume 2

Chapter 83:  Additional Servicing Requirements for Maturing Balloon/Reset Mortgages

83.1: Introduction (03/26/97)
Balloon/Reset Mortgages must be serviced according to the requirements in Volume 2 of the Single-Family Seller/Servicer Guide (the Guide). However, as these Mortgages approach maturity, additional Servicing requirements are needed for:

	1.
	Notifying a Borrower about the Balloon Payment due at the Balloon Maturity Date and the Borrower's Reset Option


	2.
	Resetting a Balloon/Reset Mortgage according to the terms and conditions of the Mortgage documents when a Borrower elects to exercise his or her Reset Option, and is eligible to do so


	3.
	Working with a Borrower who does not meet the Reset Conditions and who cannot pay the Balloon Payment


83.2: Maturing Balloon/Reset Mortgage process (03/26/97)
You will find the requirements necessary to service maturing Balloon/Reset Mortgages in this chapter. Servicing maturing Balloon/Reset Mortgages occurs in the part of the Mortgage Servicing cycle represented by the second and third boxes in the following process flow. This process flow gives you a general overview of the process for Servicing maturing Balloon/Reset Mortgages.
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83.4: Servicing philosophy for maturing Balloon/Reset Mortgages (09/30/97)
We expect that many Borrowers will want to exercise their Reset Option. We further expect that some of these Borrowers will not meet the Reset Conditions and will not be able to pay the Balloon Payment in full. There will also be some Borrowers who will be unresponsive to your notifications. We are committed to working with you to develop the best solution to meet the needs of Borrowers, you and us.

When you have a Borrower who cannot pay the Balloon Payment, does not meet the Reset Conditions and makes a request to reset the Balloon/Reset Mortgage, you must consider the Borrower for a Reset Mortgage. Sections 83.78 through 83.89 describe our requirements and guidelines for an Ineligible Borrower.

83.5: Supplemental manual (12/19/07)
Publication 212, Servicing Maturing Balloon/Reset Mortgages (the Manual) supplements the information in this chapter. It is available to you and we refer to it throughout this chapter. The Manual includes:

	1.
	Our Servicing requirements for maturing Balloon/Reset Mortgages


	2.
	Specific, detailed guidelines to assist you in implementing a maturing Balloon/Reset Mortgage process in compliance with the requirements in this chapter


	3.
	How-to information


	4.
	Instructions for using MIDANET® for the PC for maturing Balloon/Reset Mortgage activities


	5.
	Sample Borrower notifications


	6.
	All required and suggested forms


To obtain the Manual, go to our Learning Center at http://www.freddiemac.com/learn/service/balloon_resets.html and print a copy, or contact (800) FREDDIE. We encourage you to obtain a copy of the Manual to assist you in Servicing maturing Balloon/Reset Mortgages.

83.6: Definitions (12/05/03)
The following terms are capitalized when used throughout this chapter and are defined terms contained in the Glossary:

	•
	Balloon Loan Modification


	•
	Balloon Maturity Date


	•
	Balloon Note


	•
	Balloon Note Addendum


	•
	Balloon Payment


	•
	Balloon/Reset Mortgage


	•
	Balloon Rider


	•
	Eligible Borrower


	•
	Ineligible Borrower


	•
	Notice of Acceleration


	•
	Notice of Default


	•
	Reset Conditions


	•
	Reset Mortgage


	•
	Reset Note Rate


	•
	Reset Option


The following additional terms are used in this chapter. The terms are italicized here and when they are used in the chapter:

	(a)
	Balloon rate lock transmission
The balloon rate lock transmission is the function within MIDANET for the PC that you use to communicate with us when Servicing maturing Balloon/Reset Mortgages. Through this transmission you can:

1.

Transmit information on maturing Balloon/Reset Mortgages to us

2.

Obtain Required Net Yields (RNY)

3.

Receive and transmit forms




	(b)
	Early notice
The early notice is the written notice you must send to the Borrower between the 13th and 14th month before the Balloon Maturity Date to remind the Borrower that he or she has a Balloon/Reset Mortgage, that there is a conditional Reset Option and that there are Reset Conditions.



	(c)
	Election to reset (elect to reset, elects to reset, elected to reset)
For a Balloon/Reset Mortgage, an election to reset is an Eligible Borrower's election to exercise the Reset Option.



	(d)
	Investment property
Deleted. The definition of Investment Property appears in the Glossary.



	(e)
	Offer letter
An offer letter is the written offer you must send to a Borrower who has not responded to the required notice and whose Balloon/Reset Mortgage is covered by mortgage insurance.



	(f)
	Required notice
The required notice is the written notice you must send to the Borrower to comply with the Balloon Note Addendum and Balloon Rider advising the Borrower of the Balloon Payment due on the Balloon Maturity Date and of the Reset Option.



	(g)
	Reset (resetting)
A reset is the act of changing the interest rate and extending the term of a Balloon/Reset Mortgage for either an Eligible Borrower or an Ineligible Borrower.



	(h)
	Reset date
For a Reset Mortgage, the reset date is the effective date of the Reset Note Rate and is always the same date as the Balloon Maturity Date.



	(i)
	Reset rider
A reset rider is the term used throughout this chapter to indicate both the Balloon Note Addendum and the Balloon Rider.



	(j)
	Second home
A second home is a one-unit residential property owned by the Borrower, occupied by the Borrower for some portion of the year and not subject to any timesharing ownership arrangements.

The property must be:

1.

In such a location so it functions as a second home,

2.

Suitable for year-round occupancy,

3.

Available for the Borrower's exclusive use and enjoyment, and

4.

Not subject to any rental pools or agreements that require the Borrower either to rent the property or give a management firm control over the occupancy of the property




83.7: Reset Conditions (10/7/02)
	(a)
	Reset Conditions
For a Balloon/Reset Mortgage, the Reset Conditions are the conditions set forth in Paragraph two of the Balloon Note Addendum and the Balloon Rider that must be met for the Borrower to exercise the Reset Option.

Unless the Reset Conditions in the Balloon Note Addendum and the Balloon Rider were modified at origination in accordance with the permissible changes described in Section 83.7(b), the typical Reset Conditions are:

1.

The Borrower must still be the owner and occupant of the property. (The wording for this condition is taken from the Balloon Note Addendum and Balloon Rider; however, throughout this chapter the term "occupant" will mean, "occupy as a Primary Residence or second home" for consistency within the Guide.)

2.

The Borrower must be current in his or her monthly Mortgage payments and cannot have been more than 30 days late on any of the 12 scheduled monthly payments due immediately preceding the Balloon Maturity Date. (The wording for this condition is taken from the Balloon Note Addendum and Balloon Rider; however, throughout this chapter the phrase "30 or more days late" will be used rather than "more than 30 days late" for consistency within the Guide.)

3.

There are no liens, defects or encumbrances against the property, or other adverse matters affecting title to the property (except for real estate taxes and special assessments not yet due and payable) arising after the Security Instrument was recorded.

4.

The Reset Note Rate cannot be more than 5 percent (5%) above the original Balloon Note rate.

5.

The Borrower must make a written request to you, complying with the requirements of the Balloon Note Addendum and Balloon Rider, to exercise the Reset Option.



	(b)
	Authorized changes to the Reset Conditions
A Balloon/Reset Mortgage may be originated as an Investment Property Mortgage or with secondary financing meeting certain requirements. Consequently, the first and third Reset Conditions in the Balloon Note Addendum and the Balloon Rider may have been modified at origination as follows:

•
For Balloon/Reset Mortgages secured by Investment Property, the words "and occupant" will have been crossed out or deleted in the first Reset Condition, thereby removing the occupancy requirement as a condition for reset.

•
For Balloon/Reset Mortgages originated with secondary financing, the third Reset Condition will have been modified by the addition of the words "except for the secondary financing in existence on the date of this [Rider] [Note Addendum] which meets the Lender's requirements," or substantially similar language to the beginning of the third Reset Condition.




83.8: Approval authority (10/7/02)
This section sets forth the approval authority that you have to reset Balloon/Reset Mortgages:

	(a)
	Resetting Balloon/Reset Mortgages for Eligible Borrowers
You must reset a Balloon/Reset Mortgage effective on the Balloon Maturity Date without our prior approval if the Borrower meets all the Reset Conditions in the reset rider. A Borrower who meets all the Reset Conditions is considered an Eligible Borrower.



	(b)
	Handling exceptions for Ineligible Borrowers
If the Borrower does not meet all the Reset Conditions, cannot pay the Balloon Payment and requests a reset, then the Borrower is considered an Ineligible Borrower.

We have two decision-making paths for handling reset requests from Ineligible Borrowers:

1.

Servicer-delegated review path. Through this path, you have decision-making authority to approve a reset for an Ineligible Borrower, when certain Reset Conditions are not met, subject to the requirements contained in Sections 83.78 through 83.83.

2.

Freddie Mac review path. Through this path, you work with us by communicating with the Ineligible Borrower on our behalf, gathering information and making recommendations for us to use in our decision-making process. We may approve an Ineligible Borrower for a reset or we may suggest an alternative to foreclosure. Refer to Sections 83.84 through 83.89 for more details on this path.

Under the Servicer-delegated review path you have approval authority, but not denial authority. If you believe a reset request should be denied, then the request must be sent through the Freddie Mac review path for a decision.



	(c)
	Balloon/Reset Mortgages covered by mortgage insurance
If a Balloon/Reset Mortgage is covered by mortgage insurance you:

1.

Must obtain approval from the mortgage insurer (MI), if required by the MI, to approve a reset for an Ineligible Borrower

2.

May not deny a request for a reset; instead, you must forward the case to us for review

Refer to Sections 83.49 and 83.57 for more detail.


83.9: Compliance with applicable laws (10/7/02)
You must comply with all applicable laws for Servicing Balloon/Reset Mortgages, including:

	1.
	Providing disclosure to Borrowers of the costs of resets


	2.
	Providing notices and disclosures to Borrowers required under the Equal Credit Opportunity Act, Fair Credit Reporting Act, Truth in Lending Act and any law applicable to the Borrower's exercise of a Reset Option


	3.
	Perfecting liens


	4.
	Recording Balloon Loan Modifications (see Exhibit 80, Balloon Loan Modification (Form 3293))


	5.
	Determining when you need to execute a new Note and/or Security Instrument


	6.
	Preparing and recording subordination agreements, when applicable


83.10: Form a Reset Mortgage transaction takes (03/26/04)
For each Balloon/Reset Mortgage that is to be reset, you must process the transaction as a modification and extension of the existing Balloon Note. The Reset Mortgage must retain:

	1.
	The existing Freddie Mac loan number


	2.
	The same remittance cycle as the Balloon/Reset Mortgage


	3.
	At least the same Minimum Contract Servicing Spread as the Balloon/Reset Mortgage


83.11: First Lien position and title insurance coverage (02/23/07)
The Reset Mortgage must remain a First Lien on the property and you must obtain title insurance coverage to ensure such status. There are:

two methods to obtain such title insurance coverage:

	1.
	Special Reset Mortgage title insurance coverage


	2.
	Traditional title insurance coverage


When we refer to requirements regarding title insurance coverage throughout this chapter, we will alert you to the differences in such requirements depending upon whether you are obtaining special Reset Mortgage title insurance coverage or traditional title insurance coverage:

	(a)
	Special Reset Mortgage title insurance coverage
Some title insurers have designed a type of title insurance coverage specifically for our Reset Mortgages. When obtaining this coverage in most cases, you do not need to obtain a title report, or subordination agreements if there are junior liens. Exhibit 85, Special Reset Mortgage Title Insurance Information, lists the title insurers that offer this coverage, the name of the coverage and the States where the coverage is available. With this coverage, the original title insurance policy also remains in force. The special Reset Mortgage title insurance coverage insures that the priority, validity and enforceability of the Mortgage has not been affected by the reset.

The number of States where the special Reset Mortgage title insurance coverage is available is subject to change as more States approve the coverage. You must check with the title insurers listed in Exhibit 85 to ensure you have the most up to date list of States where the coverage is available.

The title insurers have important requirements and conditions for the issuance of this title protection. You should contact the title insurers for further information. The following are common conditions for title insurance for Reset Mortgages:

1.

Each of the title insurers will require you to provide evidence of the original title insurance policy (issued at Mortgage origination), either by way of a copy of the policy or an identification of the date and policy number of such policy

2.

You may be required to represent for each Balloon/Reset Mortgage that the Mortgage was originated using the standard Freddie Mac or Fannie Mae balloon documents (including the Balloon Note Addendum, and the applicable riders to the uniform Security Instrument) (refer to Section 83.14)

3.

You may be required to obtain representations from the Borrower that:

a.

Ownership of the property has not changed since the Balloon/Reset Mortgage was originated

b.

He or she has not filed for bankruptcy protection nor is in a bankruptcy repayment plan

4.

The Reset Note Rate must be calculated in accordance with the requirements in this chapter. That is, the Reset Note Rate must be the applicable Freddie Mac or Fannie Mae Required Net Yield (RNY) plus 1/2 of 1% (0.50%), rounded to the nearest 1/8th of 1% (0.125%).

A matured Balloon Reset Mortgage, modified using an alternative to foreclosure, is not eligible for the special reset title insurance. Refer to Chapter B65 for the requirements of these alternatives.



	(b)
	Traditional title insurance coverage
When using traditional title insurance coverage, you obtain a title report and then obtain an endorsement to the existing title insurance policy or a new title insurance policy. The title insurance policy must meet the conditions in Chapter 39. Additionally, if the title report reveals the existence of junior liens, and the title insurer requires a subordination agreement to ensure the Reset Mortgage will remain a First Lien, then before approving a reset, you must obtain confirmation from all junior lienholders that they will subordinate. If the junior lienholders will not agree to subordinate, contact your investor accounting specialist.

The Balloon/Reset Mortgage may not actually be reset until the necessary subordination agreement(s) has (have) been executed and recorded. Contact your investor accounting specialist if you have previously locked in a rate but are then unsuccessful in obtaining the necessary subordination agreement(s) prior to resetting the loan.


83.12: Borrower notice standards (10/7/02)
There are a number of notices and letters that you will send to Borrowers with maturing Balloon/Reset Mortgages. To be effective all notices and letters must:

	1.
	Be dated


	2.
	Be written in language that is clear and easy for a Borrower to understand


	3.
	Include contact information so a Borrower can get questions answered


	4.
	Comply with all applicable laws


83.13: Introduction (10/7/02)
We purchase Balloon/Reset Mortgages that are originated using either Freddie Mac Uniform Instruments or Fannie Mae Uniform Instruments. There are some differences in the form and terminology used in these documents, which are described in Section 83.15.

You must know and understand the requirements contained in the Mortgage documents to ensure you process maturing Balloon/Reset Mortgages according to the terms specified in the documents. Section 83.17 details your specific responsibilities for resetting a Balloon/Reset Mortgage.

83.14: Mortgage documents (04/25/06)
	(a)
	Acceptable documents
Balloon/Reset Mortgages must have been originated on the following Freddie Mac or Fannie Mae Uniform Instruments in the form acceptable under the terms of Volume 1 of this Guide at time of origination:

•
The Freddie Mac/Fannie Mae Uniform Security Instrument (1-4 Family) for the jurisdiction where the property is located, and

•
Either the Freddie Mac Uniform Instrument Multistate Balloon Fixed-Rate Note-Single Family, or the Fannie Mae Uniform Instrument Multistate Balloon Fixed-Rate Note-Single Family, and

•
An acceptable combination of either the Freddie Mac Uniform Instrument Multistate Balloon Note Addendum and Balloon Rider or the Fannie Mae Uniform Instrument Multistate Balloon Note Addendum and Balloon Rider. (Balloon/Reset Mortgages originated on the Fannie Mae Note Addendum and Balloon Rider with the tagline "01/01 (rev. 9/01)" are not eligible for sale to Freddie Mac. If you discover a Balloon/Reset Mortgage originated on documents with this tagline, you must contact us (see Directory 3) for further instructions.)



	(b)
	Balloon Note Addendum and Balloon Rider
The Balloon Note Addendum and the Balloon Rider to the Security Instrument list your responsibilities (acting on behalf of Freddie Mac, the Note holder) and the Borrower's rights and responsibilities for exercising the Reset Option. The reset riders use the terms "conditional modification or refinance." However, the term "reset" will be used throughout this chapter.


83.15: Understanding the differences in the Mortgage documents (10/7/02)
Balloon/Reset Mortgages originated using the Fannie Mae Uniform Instruments must be serviced and reset according to our requirements.

The major differences between the Freddie Mac Uniform Instruments and Fannie Mae Uniform Instruments may be in the RNY you are required to use to calculate the Reset Note Rate, and the period of time in which a Borrower can notify you of his or her election to reset:

	(a)
	RNY differences
The reset rider specifies that you must use the RNY for 30-year fixed-rate Mortgages subject to a 60-day mandatory delivery commitment to calculate the Reset Note Rate. However, you must review the reset rider for each Eligible Borrower's Mortgage to determine if you must use the Freddie Mac RNY or the Fannie Mae RNY to calculate the Reset Note Rate.

Freddie Mac Uniform Instruments require you to use the Freddie Mac RNY to calculate the Reset Note Rate.

Fannie Mae Uniform Instruments may require you to use the Fannie Mae RNY or they may require you to use the Freddie Mac RNY to calculate the Reset Note Rate. If the documents require you to use the Fannie Mae RNY, you may only do so if the Borrower is an Eligible Borrower. (If the Borrower is an Ineligible Borrower approved for a reset, then you must use the Freddie Mac RNY to calculate the Reset Note Rate even if the Uniform Instruments require you to use the Fannie Mae RNY.)

In either case, you will be required to remit to us an amount based on the Freddie Mac RNY even if the Balloon/Reset Mortgage was originated using Fannie Mae Uniform Instruments that require you to calculate the Reset Note Rate using the Fannie Mae RNY. If the Freddie Mac RNY is higher than the Fannie Mae RNY, then you may be facing a discount situation. Refer to Section 83.105.



	(b)
	When a Borrower can elect to reset
The Freddie Mac reset riders specify that the Borrower must notify you no earlier than the 60th calendar day and no later than the 45th calendar day before the Balloon Maturity Date of his or her election to reset. The Fannie Mae reset riders do not contain the "no earlier than 60 calendar days" prior to the Balloon Maturity Date language. However, effective 10/97, for all Balloon/Reset Mortgages originated on the Fannie Mae Uniform Instruments, this language must have been added to the Balloon Note Addendum and Balloon Rider at origination.

For a Balloon/Reset Mortgage originated on Fannie Mae Uniform Instruments without the added language, you must obtain the Fannie Mae RNY to calculate the Reset Note Rate on the date and time you receive the Borrower's election to reset if the Borrower is an Eligible Borrower, even if the election is received prior to the 60th day before the Balloon Maturity Date.

Regardless whether the Balloon/Reset Mortgage was originated using the Freddie Mac Uniform Instruments or the Fannie Mae Uniform Instruments, with or without the "no earlier than 60 calendar days" language, you cannot obtain the Freddie Mac RNY until the 60th calendar day before the Balloon Maturity Date. If the 60th calendar day is not a Business Day, you must wait until the next Business Day to obtain the Freddie Mac RNY.


83.16: State differences (03/26/97)
Certain States have specific requirements for Mortgages that have balloon provisions and that are secured by residential property. Therefore, if State law is more restrictive than the requirements in this chapter, you must comply with the State law.

83.17: Your responsibilities (12/05/03)
The reset rider details what you must do when a Balloon/Reset Mortgage is maturing. You must

	1.
	Notify the Borrower at least 60 calendar days in advance of the Balloon Maturity Date that the Balloon Note is maturing and of the amount that the Borrower will owe on the Balloon Maturity Date


	2.
	Advise the Borrower that he or she may exercise the Reset Option if all Reset Conditions are met


	3.
	Provide the Borrower with payment record information for the period beginning 12 months before the Balloon Maturity Date


	4.
	Provide the Borrower with the name, title and address of the person representing the Note holder that he or she must notify to exercise the Reset Option


	5.
	Calculate the Reset Note Rate based on the applicable net yield in effect on the date and time of day that you receive written notice of the Borrower's election to reset


	6.
	Notify the Borrower before the Balloon Maturity Date of the

(a)

Reset Note Rate

(b)

New monthly payment amount

(c)

Date, time and place the Borrower must appear to sign any documents required to complete the reset (Although the reset rider states that the Borrower "must appear" to execute the documents, you may conduct the reset transaction through the mail.)




83.18: Introduction (03/26/97)
We have specific expectations and requirements for how you manage maturing Balloon/Reset Mortgage activities. These expectations and requirements are listed in Sections 83.19 through 83.24.

83.19: Your compensation (02/23/07)
The reset rider permits you to charge an Eligible Borrower a $250 processing fee for exercising the Reset Option. In addition to the $250, the Borrower must pay all costs associated with the exercise of the Reset Option.

You may charge a $350 processing fee to an Ineligible Borrower whose Balloon/Reset Mortgage is reset. In addition to the $350, the Borrower must pay all costs associated with the transaction.

On a Reset Mortgage, you will continue to receive the same Minimum Contract Servicing Spread that you received on the Balloon/Reset Mortgage, plus any excess remaining from the following calculation:
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If the Minimum Contract Servicing Spread is 50 basis points (0.50%) or higher, you may be charged a discount fee. Refer to Section 83.105.

Servicing Note:
If you have collected the processing fee from a Borrower and the Balloon/Reset Mortgage is not reset, then you must refund the processing fee to the Borrower. You may retain any other funds you have received from the Borrower for actual costs you have incurred, such as a title report.

83.20: Your responsibilities (09/30/97)
Your management of maturing Balloon/Reset Mortgages activities must include:

	1.
	Preparing your organization to manage this process, including assigning knowledgeable staff who can handle all aspects of the process


	2.
	Communicating with Borrowers as their Balloon Maturity Dates approach


	3.
	Reporting Borrowers' intentions to us


	4.
	Processing resets for Eligible and Ineligible Borrowers


	5.
	Working with Ineligible Borrowers


83.21: Operations (12/05/03)
You must ensure that you have processes in place to:

	1.
	Comply with all applicable laws


	2.
	Produce notices and disclosures to Borrowers


	3.
	Estimate transaction costs (see Section 83.22)


	4.
	Define when the Borrower's written notice of election to exercise the Reset Option is considered received by you (see Section 83.23)


	5.
	Obtain the Fannie Mae RNY, when applicable


	6.
	Obtain title insurance coverage insuring the Reset Mortgage as a First Lien (see Section 83.11)


	7.
	Ensure all applicable documents are executed in accordance with the requirements in this chapter


83.22: Estimating reset transaction costs (02/23/07)
You must estimate which transaction costs will apply, and how much the transaction costs will be to process a reset. The costs will vary depending on the State and jurisdiction in which the property securing the Balloon/Reset Mortgage is located. Determining these costs in advance is necessary so you can provide the Borrower with an estimate so he or she can decide whether or not to elect to reset.

The Borrower must pay the transaction costs in full. The costs may not be added to the unpaid principal balance (UPB):

	(a)
	Reset transaction costs for an Eligible Borrower
The transaction costs to process a reset for an Eligible Borrower include:

1.

Obtaining title insurance coverage (see Section 83.11) through either a:

a.

Special Reset Mortgage title insurance policy, when available

b.

Traditional title insurance policy, which includes obtaining a title report and obtaining an endorsement to the existing title insurance policy (if the existing title insurer will issue an endorsement) or a new title insurance policy, whichever is the least costly to the Borrower

2.

Recording the Balloon Loan Modification (see Exhibit 80, Balloon Loan Modification (Form 3293))

3.

The $250 processing fee allowed in the reset rider



	(b)
	Reset transaction costs for an Ineligible Borrower
The transaction costs to process a reset for an Ineligible Borrower include:

1.

Obtaining title insurance coverage (see Section 83.11) through either a:

a.

Special Reset Mortgage title insurance policy, when available

b.

Traditional title insurance policy, which includes obtaining a title report and obtaining an endorsement to the existing title insurance policy (if the existing title insurer will issue an endorsement) or a new title insurance policy, whichever is the least costly to the Borrower

2.

Obtaining and recording subordination agreements if there are junior liens on the property and the title insurer requires such subordination agreements, and any fees the junior lienholders charge for the subordination agreements

3.

Recording the Balloon Loan Modification (see Exhibit 80)

4.

The $350 processing fee allowed in this chapter




83.23: Defining when a Borrower's election to reset is considered received (10/7/02)
The reset rider requires that the Borrower provide you with written notice of his or her election to exercise the Reset Option. The Borrower must know and agree to what constitutes the "date and time of day" for purposes of Provision 3 of the reset rider. This provision requires you to calculate the Reset Note Rate based on the RNY in effect on the date and time that you receive the Borrower's election to reset.

You must define what the date and time of day will mean to you and include an explanation of this in your required notice to the Borrower. Additionally, you must have the Borrower acknowledge and accept your definition of the date and time of day. Refer to Sections 83.34 through 83.39. (The Manual provides a suggested method to obtain the acknowledgment and acceptance from the Borrower.)

83.24: Selecting a communication path with us (10/7/02)
	(a)
	Communication items
There are a number of regular communications between you and us that will occur when you are Servicing maturing Balloon/Reset Mortgages. These communications are as follows:

1.

We send notices to you about the Balloon/Reset Mortgages that you have maturing in a given period of time. Refer to Sections 83.25 and 83.26.

2.

You notify us about a Borrower's ineligibility to reset and inability to pay the Balloon Payment.

3.

You notify us of a Borrower's election to reset.

4.

You obtain the Freddie Mac RNY from us to calculate the Reset Note Rate. (If the Balloon/Reset Mortgage was originated using Fannie Mae documents requiring the use of the Fannie Mae RNY to calculate the Reset Note Rate and the Borrower is an Eligible Borrower, you must obtain the Fannie Mae RNY from Fannie Mae or a Fannie Mae-approved provider of such information.)

5.

We send you Form 1074, Freddie Mac Reset Mortgage Confirmation, to confirm the Freddie Mac RNY.

6.

You complete Form 1074 and return the form to us.

7.

We send you Form 1034B, Custodial Certification Schedule Balloon Loan Modification.



	(b)
	Communication methods
You can communicate with us regarding Balloon/Reset Mortgages by one of the two following methods:

1.

MIDANET for the PC

2.

Telephone contact with an (800) FREDDIE representative any Business Day between 10:00 a.m. and 4:30 p.m. Eastern time

If you are a licensed holder of MIDANET for the PC, we will send you any notices and Form 1074 via MIDANET for the PC. If you are not a licensed holder of MIDANET for the PC, we will send you these notices by mail or facsimile.

We encourage you to use the automated communication path through MIDANET for the PC to manage this process and ensure you meet the time lines required in the reset rider and in this chapter. You may contact (800) FREDDIE to:

•
Determine if you are a licensed holder of the software

•
Determine the site location we will use to transmit data on maturing Balloon/Reset Mortgages to you.

•
Set up a separate site location for processing maturing Balloon/Reset Mortgages

This chapter will provide you with requirements for the use of MIDANET for the PC and the use of (800) FREDDIE for the above-described purposes.

Our Publication 212, Servicing Maturing Balloon/Reset Mortgages provides detailed instructions for using the balloon rate lock transmission in MIDANET for the PC. Refer to Section 83.5 for information on obtaining a copy of this publication.


83.25: Introduction (04/17/08)
To remind you that you have Balloon/Reset Mortgages maturing, we will send you various notices. These notices are a confirmation of our records and do not relieve you of the responsibility of monitoring your portfolio of Balloon/Reset Mortgages to determine when these Mortgages are maturing.

If you are a licensed holder of MIDANET for the PC, we will send you these notices via the Freddie Mail feature in MIDANET for the PC. If you are not a licensed holder of MIDANET for the PC, we will send you these notices by mail, e-mail or fax.

You may contact (800) FREDDIE to determine who or what MIDANET for the PC site location in your organization is designated to receive these notices. You may also contact (800) FREDDIE to change this designation.

83.26: Reminder notices (12/05/03)
	(a)
	One-time, 18-month notice
We will send you a one-time notice to remind you that you have Balloon/Reset Mortgages beginning to mature in 18 months. This notice will not contain any details on specific Mortgages or maturity dates.



	(b)
	Recurring notices
We will send you a notice and list of maturing Balloon/Reset Mortgages each time you have one or more scheduled to mature in 14 months and six months. For each Balloon/Reset Mortgage, the list contains the:

1.

Freddie Mac loan number

2.

Servicer loan number (if provided to us when we purchased the Mortgage)

3.

Scheduled Balloon Maturity Date

4.

UPB as of the most recent accounting cycle report

5.

Expected Reset Mortgage maturity date that will be effective if the Balloon/Reset Mortgage is reset
6.

Borrower's name and property address

You must compare our list of Balloon/Reset Mortgages with your records and ensure that the information is the same. This comparison is important because incorrect data may slow the process if a Borrower elects to reset. If any of the information contained in the list is incorrect, you must forward a correction to us at the address stated in our notice. You must include a copy of the Balloon Note and/or other appropriate documentation when you return the list to us to confirm what the correct information should be.


83.27: Notifying Borrower process (03/26/97)
You will find the requirements necessary to send two notices to a Borrower with a maturing Balloon/Reset Mortgage in this part of the chapter. Notifying the Borrower is the first stage in the Servicing maturing Balloon/Reset Mortgages process, as shown below. This process flow will give you a general overview of the process. Refer to the requirements in this chapter for more details.
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83.28: Notifying Borrower contents (03/26/97)
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83.29: Notices to the Borrower (03/26/97)
To advise a Borrower that his or her Balloon/Reset Mortgage is maturing, there are two types of notices that you are required to send to the Borrower. They are the early notice and the required notice. The early notice is detailed in Sections 83.30 through 83.32 and the required notice is detailed in Sections 83.33 through 83.44.

83.30: Introduction (06/01/97)
The early notice is a "heads up" to the Borrower that we require you to send. This notice is to remind the Borrower that he or she has a Balloon/Reset Mortgage that is maturing, that there is a Reset Option and that there are Reset Conditions that the Borrower needs to meet to qualify for the Reset Option. Sending this early notice to the Borrower helps him or her prepare better for the upcoming maturity of his or her Mortgage.

83.31: Early notice standards (06/01/97)
The early notice must conform to the notice standards detailed in Section 83.12 and contain, at a minimum, the following:

	1.
	A reminder that the Borrower's Mortgage is a Balloon/Reset Mortgage with a lump-sum payment due on the Balloon Maturity Date


	2.
	The Balloon Maturity Date


	3.
	A reminder that the Balloon/Reset Mortgage documents provide for a reset of the Balloon Note if certain conditions are met


	4.
	The Reset Conditions (emphasize that the Borrower must keep his or her monthly payments current for the period that begins 12 months before the Balloon Maturity Date)


	5.
	A statement that you will send the Borrower another notice several months before the Balloon Maturity Date and that he or she will need to respond to that notice


	6.
	Contact information for your organization where the Borrower can obtain additional information


The Manual provides a sample early notice.

83.32: When to send the early notice (06/01/97)
You must send the early notice to the Borrower between 13 and 14 months before the Balloon Maturity Date. For example, if the Balloon Maturity Date is July 1, 1999, you must send the early notice between May 1 and June 1 of 1998.

83.33: Introduction (12/05/03)
The reset rider requires that you send a written notice to the Borrower to advise the Borrower of the Balloon Payment due on the Balloon Maturity Date and the Borrower's Reset Option. The required notice is discussed in Sections 83.34 through 83.44.

Sending the required notice to the Borrower is one of the most critical steps in Servicing maturing Balloon/Reset Mortgages. This notice has three vital functions; it is the:

	1.
	Official notice to the Borrower that is required in the Mortgage documents (and in some States it is required by State law)


	2.
	Opportunity to explain the reset process in detail to the Borrower


	3.
	Vehicle to get the Borrower to make a timely decision about whether or not to exercise the Reset Option and to advise you of that decision


83.34: Required notice standards (04/25/07)
To ensure that the Borrower is informed about his or her rights and options, you must send the Borrower a required notice that:

	1.
	Conforms to the notice standards in Section 83.12


	2.
	Is complete, accurate and complies with the requirements in the reset rider including, at a minimum, the following information:

(a)

The Balloon Maturity Date

(b)

The amount of the Balloon Payment

(c)

A statement that the Mortgage documents provide the Borrower with a Reset Option if certain conditions are met

(d)

The Reset Conditions

(e)

All information required in Sections 83.39, 83.41 or 83.44, whichever section is applicable based on the Borrower's payment record

(f)

The operational meaning of the "date and time of day" for receipt of the Borrower's written notice of election to reset



	3.
	Is sent by certified mail if required by applicable law (we recommend you send the required notice by certified mail even if not required by applicable law).


A copy of the required notice must be kept in the Mortgage file.

When quoting dates in the required notice, check to see if any due dates fall on a Saturday, Sunday or holiday. If the 60th day before the Balloon Maturity Date falls on a non-Business Day, then quote the first Business Day after the 60th day. If the 45th day before the Balloon Maturity Date falls on a non-Business Day, then quote the first Business Day before the 45th day.

83.35: When to send the required notice and penalty for failing to send it (10/7/02)
The reset rider states that you must send the required notice by a certain numbers of days before the Balloon Maturity Date. Our requirements, detailed in Section 83.35(a), require you to send the required notice during a specific time frame (this time frame complies with the requirements in the reset rider).

	(a)
	When to send
You must send the required notice to the Borrower between the 100th and 120th day before the Balloon Maturity Date. However, if the property is located in a State that requires earlier or later notification, then you must comply with the requirements of that State.

Sending the required notice between the 100th and 120th day before the Balloon Maturity Date ensures that the Borrower receives the notice to have sufficient time to:

1.

Make a decision about exercising the Reset Option

2.

Resolve problems with meeting the Reset Conditions

Servicing Note:
For purposes of complying with the 120-day requirement, you may send the required notice out four months before the Balloon Maturity Date without having to count out the 120 days. For example, if the Balloon Maturity Date is July 1, 1998, you may send out the required notice on March 1, 1998.



	(b)
	Penalty for failing to send the required notice in the time specified
If you fail to send the required notice to a Borrower in the time specified in Section 83.35(a), you may be required to repurchase the Balloon/Reset Mortgage from us.


83.36: Review of Borrower's payment history (10/7/02)
To comply with the terms of the reset rider, you must review the payment history of the Balloon/Reset Mortgage and include that information in the required notice sent to the Borrower.

Reviewing the payment history ensures that a Borrower does not receive a notice that leads him or her to believe the payment history Reset Condition has been met or that he or she can obtain a reset under the exact terms stated in the reset rider.

You must review the Borrower's payment history for the period beginning 12 months before the Balloon Maturity Date to the date you send the required notice to the Borrower. Based on the Borrower's current payment status and the payment record for the earlier period, you must adapt the required notice that you send to ensure that the Borrower is given the correct information about his or her ability to reset under the exact terms stated in the reset rider. If the Borrower had been 30 or more days delinquent in the 12-month period before the Balloon Maturity Date, the Borrower must be informed that he or she still may be able to reset, but under terms that are similar to, but not exactly the same, as those in the reset rider.

83.37: Adapting the required notice (10/7/02)
A Borrower who is:

	1.
	Current, but has been 30 or more days delinquent in monthly payments during the 12-month period preceding the Balloon Maturity Date, is an Ineligible Borrower and may reset his or her Balloon/Reset Mortgage only with your or our approval, as applicable. Refer to Sections 83.61, 83.82 and 83.88.


	2.
	Delinquent in his or her monthly payments, is automatically ineligible to reset. Refer to Section 83.109.


A Borrower in either of these two circumstances must not receive the same type of required notice that a Borrower who has kept his or her payments current in the 12-month period preceding the Balloon Maturity Date must receive.

Required notices must contain different language for each of the following situations:

	1.
	A Borrower's payments are current and he or she has not been 30 or more days delinquent in the 12-month period preceding the Balloon Maturity Date.


	2.
	A Borrower's payments are current, but he or she has been 30 or more days delinquent in the 12-month period preceding the Balloon Maturity Date.


	3.
	A Borrower's payments are delinquent. If either of the following two situations exist, you do not need to send the required notice unless the Borrower fully reinstates the Balloon/Reset Mortgage (refer to Section 83.112 for details on accepting reinstatements on delinquent maturing Balloon/Reset Mortgages):

(a)

The Borrower is now delinquent in monthly payments and you have accelerated the Balloon/Reset Mortgage

(b)

The Balloon/Reset Mortgage is in foreclosure




The requirements for each of the three versions of the required notice are described in Sections 83.38 through 83.44.

If you know that the Borrower has filed for bankruptcy protection or is currently in a bankruptcy repayment plan, you will need to adapt the required notice to the Borrower's specific circumstances. Refer to Section 83.58 for information concerning a Borrower's ability to reset when he or she is in bankruptcy.

If the Reset Conditions contained in paragraph 2 of the Balloon Note Addendum and Balloon Rider were modified at origination, you will need to adapt the required notice to match the Reset Conditions contained in the Mortgage documents. Refer to Section 83.7(b) for information concerning authorized changes to the Reset Conditions.

83.38: Introduction (10/7/02)
The required notice described in Section 83.39 is targeted to a Borrower whose payments are current and who has not been 30 or more days delinquent in the period beginning 12 months before the Balloon Maturity Date.

The reset rider requires certain information to be included in this notification. We do not believe the required information is enough to ensure that the Borrower understands the reset process so it can be completed by the Balloon Maturity Date. Therefore, we have added requirements for the required notice content to those in the reset rider.

The Manual provides more details on this process and includes suggestions about other information that can be included in the required notice to ensure an efficient process. A sample required notice is also contained in the Manual.

83.39: Contents of required notice (10/7/02)
In addition to the information required in Section 83.34, the required notice for a Borrower whose payments are current and have not been delinquent must contain the following information:

	1.
	A statement that the Borrower has not been 30 days or more delinquent on any scheduled monthly payment in the period beginning 12 months before the Balloon Maturity Date and ending with the Due Date of the payment due before the date of the required notice.


	2.
	A statement that advises the Borrower that all remaining monthly payments due under the Balloon Note must be paid on time.


	3.
	A statement that advises the Borrower that he or she must notify you in writing of his or her election to reset no earlier than 60 calendar days (unless the reset rider does not contain the "no earlier than 60 calendar days" language), and no later than 45 calendar days before the Balloon Maturity Date. You must include a warning in boldface type, in print at least the size of other print used in the required notice, stating that if the Borrower fails to notify you of his or her election to exercise the Reset Option by the 45th calendar day before the Balloon Maturity Date, the Borrower will lose the Reset Option and the Balloon Note will be due and payable on the Balloon Maturity Date.


	4.
	The name, title and address of the person at your organization whom the Borrower must notify to exercise the Reset Option.


	5.
	A statement that you will calculate the Reset Note Rate on the date and time of day you receive the Borrower's election to reset notice, provided that all of the Reset Conditions contained in the reset rider are met.


	6.
	An explanation of how you will determine the date and time of day you receive the Borrower's election to reset notice.


	7.
	A statement that you will advise the Borrower of the Reset Note Rate and the new monthly payment amount after you receive the Borrower's election to reset and after you have calculated the Reset Note Rate.


	8.
	If occupancy is one of the Reset Conditions contained in the reset rider, a statement that the Borrower must provide you with acceptable proof of occupancy of the property at the same time you receive the Borrower's election to reset. You must determine what documentation will be acceptable to verify occupancy of the property and include the list in the required notice. Examples are, a copy of the Borrower's driver's license or voter's registration card, or a copy of a recent utility bill for the property.


	9.
	A statement that you will order title insurance coverage to ensure that the Reset Mortgage is a First Lien on the property once you receive the Borrower's election to reset.


	10.
	An estimate of the costs of the reset transaction, including the $250 processing fee.


	11.
	A reminder that if the Borrower will be paying the Balloon Payment in full, it must be paid on or before the Balloon Maturity Date.


	12.
	A statement that if the Borrower does not meet the Reset Conditions, he or she may still be considered for a reset, but it will be under terms that are similar to, but not exactly those terms detailed in the reset rider.


	13.
	The name, title, address and telephone number of the person within your organization that the Borrower may contact with questions.


	14.
	You must require that if the Borrower elects to reset, that he or she must provide you with the following:

(a)

An acknowledgment and acceptance, in writing, of your statement about the date and time of day that you will consider his or her election to reset to be received by you.

(b)

A certification that he or she still owns the property and there have been no changes in ownership.

(c)

A certification that he or she has not filed for bankruptcy protection nor is under a bankruptcy repayment plan (refer to Section 83.58)

(d)
A certification that he or she is current in real estate tax payments (if you are not escrowing for real estate taxes)

The Manual provides a suggested method for obtaining the acknowledgment and certifications.


83.40: Introduction (10/7/02)
The required notice described in Section 83.41 is to be sent to a Borrower whose monthly payments are current, but were 30 or more days delinquent in the period beginning 12 months before the Balloon Maturity Date.

Since the Borrower is an Ineligible Borrower because of the delinquent payment history, the required notice needs to be adapted to explain to the Borrower that the payment history Reset Condition has not been met.

The required notice must be written to convey a willingness to consider a reset if the Borrower requests such consideration.

The Manual provides more detail on this process and includes a sample required notice.
83.41: Contents of required notice (10/7/02)
In addition to the information required in Section 83.34, the required notice for a Borrower whose payments are now current but have been delinquent must contain the following information:

	1.
	A statement that the Borrower has been 30 or more days delinquent in the 12-month period preceding the Balloon Maturity Date and information on which payment(s) was (were) delinquent.


	2.
	A statement advising the Borrower that you may be willing to consider a reset if certain conditions are met.


	3.
	A statement that the Borrower must keep all remaining payments current to be considered for a reset.


	4.
	The name, title and address of the person within your organization that the Borrower must notify in writing to request a reset.


	5.
	The name, title, address and telephone number of the person within your organization that the Borrower may contact with questions.


	6.
	A statement advising the Borrower to notify you in writing no earlier than 60 calendar days, and no later than 45 calendar days before the Balloon Maturity Date to request a reset.


	7.
	If occupancy is one of the Reset Conditions contained in the reset rider, a statement that the Borrower must provide you with acceptable proof of occupancy of the property at the same time the Borrower notifies you in writing that he or she is requesting a reset.


	8.
	A statement that you will order title insurance coverage to ensure that the Reset Mortgage is a First Lien on the property once you receive the Borrower's request to reset.


	9.
	A statement that you will advise the Borrower of the Reset Note Rate and the new monthly payment amount after you determine the Borrower can be approved to reset.


	10.
	An estimate of the costs for a reset, including the $350 processing fee. Explain that the processing fee is higher than allowed in the reset rider because the Borrower does not meet the payment history Reset Condition and additional work is needed to process the reset request.


	11.
	A reminder that if the Borrower will be paying the Balloon Payment in full, it must be paid on or before the Balloon Maturity Date.


	12.
	You must require that if the Borrower wants to reset, that he or she must provide you with the following:

(a)

A certification that he or she still owns the property and that there have been no changes in ownership

(b)

A certification that he or she has not filed for bankruptcy protection nor is under a bankruptcy payment plan (refer to Section 83.58)

(c)

A certification that he or she is current in real estate tax payments (if you are not escrowing for real estate taxes)




The Manual provides a suggested method for obtaining the acknowledgment and certifications.

83.42: Introduction (03/26/97)
A Borrower whose payments are 30 or more days delinquent at the time you are preparing the required notice is not eligible to reset. Whether or not you need to send the Borrower a required notice, and what the notice should say, will depend on the severity of the Delinquency and what collection notices you have already sent to the Borrower.

It is important that you send the Borrower the required notice specified in the reset rider if you have not accelerated the Balloon Note. However, any such notice you send to a Borrower who is delinquent in regards to resetting needs to take into account any communication you have already sent out. It also needs to reflect any collection or workout activities you may have pending.

The Manual provides more detail on this process and includes a sample required notice.

83.43: When to send the required notice (12/05/03)
The following table details when you must send the required notice to a Borrower who is delinquent in his or her Mortgage payments.

	IF the Mortgage is...[image: image357.png]


 
	AND you have...[image: image358.png]


 
	THEN...[image: image359.png]


 

	30 or more, but less than 60 days delinquent[image: image360.png]


 
	Not sent a Notice of Default[image: image361.png]


 
	Send the Borrower the required notice described in Section 83.44

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

	30 or more, but less than 60 days delinquent[image: image363.png]


 
	Sent a Notice of Default[image: image364.png]


 
	

	60 or more days delinquent[image: image365.png]


 
	Sent a Notice of Default, but have not sent a Notice of Acceleration[image: image366.png]


 
	

	60 or more days delinquent[image: image367.png]


 
	Sent a Notice of Default and a Notice of Acceleration[image: image368.png]


 
	Do not send the Borrower a required notice, because you have accelerated the Mortgage and the balance is due in full[image: image369.png]


 

	In foreclosure[image: image370.png]


 
	Referred the Mortgage to litigation counsel or trustee[image: image371.png]


 
	

	30 or more days delinquent and is being reviewed by you for a workout (Refer to Chapters 65 and B65 for information on workout options)[image: image372.png]


 
	Been working with the Borrower to complete the workout[image: image373.png]


 
	Send a customized required notice that describes the options that may be available to the Borrower[image: image374.png]


 


You must comply with the notification requirements of Section 83.112 when considering a reinstatement on a delinquent Balloon/Reset Mortgage that is scheduled to mature in 120 days.

83.44: Contents of required notice (10/7/02)
In addition to the information required in Section 83.34, the required notice for a Borrower whose payments are now delinquent must contain the following information:

	1.
	A statement that the Borrower is now delinquent in payments that makes him or her ineligible to reset.


	2.
	A statement of how much is past due on the Balloon/Reset Mortgage.


	3.
	The name, title and address of the person within your organization that the Borrower can contact with questions, or for assistance.


	4.
	A statement that the Borrower must contact you within 21 days of the date of your required notice to discuss alternatives to foreclosure.


Since the Borrower is delinquent, this letter will be considered a collection letter and must conform to all applicable laws governing such letters. You must customize the letter depending on how many payments are due and what the Borrower's general payment habits have been.

83.45: Determining Borrower's intention process (10/7/02)
You will find the requirements necessary to determine the Borrower's intention about his or her maturing Balloon/Reset Mortgage in this part of the chapter. Determining the Borrower's intention is the second stage in the Servicing maturing Balloon/Reset Mortgage process, as shown below. This process flow will give you a general overview of the process. Refer to the requirements in this chapter for more details.
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83.46: Determining Borrower's intention contents (10/7/02)
	Topic[image: image376.png]


 
	Section(s)[image: image377.png]


 

	No response from Borrower[image: image378.png]


 
	83.48-83.51
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	Borrower responds to required notice[image: image380.png]


 
	83.52-83.53
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83.47: Introduction (10/7/02)
You may or may not receive a response to the required notice from a Borrower. If you have not heard from the Borrower, and the due date for the Borrower's response is approaching, you should attempt to contact the Borrower and remind him or her of the approaching deadline.

You must notify us of whether or not you have received a response from each Borrower who has a Balloon/Reset Mortgage maturing according to the timing requirements in Sections 83.48, 83.53, 83.64, 83.83 and 83.85.

You must notify us by either:

	1.
	Transmitting the applicable disposition code via the balloon rate lock transmission in MIDANET for the PC, or


	2.
	Calling (800) FREDDIE any Business Day between 10:00 a.m. and 4:30 p.m. Eastern time


We will assess a penalty as provided in Section 78.51 if you fail to report a disposition code required by this section by 4:30 p.m. Eastern time on the 44th calendar day before the Balloon Maturity Date. If the 44th calendar day prior to the Balloon Maturity Date is not a Business Day, then you must report the disposition code by 4:30 p.m. Eastern time on or before the next Business Day.

Our Publication 212, Servicing Maturing Balloon/Reset Mortgages, provides details on this process.

83.48: Notifying us of no Borrower response (02/23/07)
If by the 44th calendar day before the Balloon Maturity Date the Borrower has not responded to the required notice, you must notify us of the lack of response by either:

	1.
	Transmitting a disposition code of "N" through the balloon rate lock transmission of MIDANET® for the PC, or


	2.
	Calling (800) FREDDIE any Business Day between 10:00 a.m. and 4:30 p.m. Eastern time and giving us the following information:

(a)

Your six-digit Freddie Mac Seller/Servicer number

(b)

Your company name, address, contact name, title and telephone number

(c)

The nine-digit Freddie Mac loan number

(d)

Tell the representative that the Borrower has not responded to the required notice



Be sure to keep a record of the date and time you called (800) FREDDIE. We will log in the information for tracking purposes, but will not quote you an RNY since no election to reset has been received from the Borrower. Section 83.108 discusses what you should do if you do not receive the payoff within five Business Days after the Balloon Maturity Date.

If the Borrower responds after the 45th calendar day before the Balloon Maturity Date that he or she wants to reset, then refer to the requirements in Section 83.80.

If the Mortgage is covered by mortgage insurance and the Borrower does not respond to the required notice, refer to Section 83.49 for our requirement that you send an offer letter to the Borrower to protect the mortgage insurance coverage.

83.49: No response and Mortgage covered by mortgage insurance (02/23/07)
If the Mortgage is covered by mortgage insurance, the Borrower is current in monthly payments and the Borrower does not respond by the 44th calendar day before the Balloon Maturity Date to the required notice, you must send an offer letter by the 40th calendar day before the Balloon Maturity Date to the Borrower to protect the mortgage insurance coverage in case the Borrower does not pay the Balloon Payment. The offer letter must contain:

	1.
	A statement that you have not received a response from the Borrower to your required notice


	2.
	A reminder that if the Borrower does not request a reset, then the Balloon Payment must be paid in full on or before the Balloon Maturity Date


	3.
	A statement that you are offering the Borrower a reset if:

(a)

There has been no Transfer of Ownership of the property, and

(b)

The Reset Mortgage will be a First Lien on the property, and

(c)

The Borrower makes the remaining monthly payment on time




	4.
	A statement that you will calculate the Reset Note Rate after you receive the Borrower's request to reset


	5.
	A statement that the Reset Note Rate is calculated by using the Freddie Mac RNY for 30-year fixed-rate Mortgages subject to a 60-day mandatory delivery commitment in effect at 4:30 p.m. Eastern time on the 45th calendar day before the Balloon Maturity Date or the date you determine the Borrower meets the three conditions stated in number 3 above, whichever is higher; adding 1/2 of 1% (0.50%) and then rounding to the nearest 1/8th of 1% (0.125%). Include an example of how the rate is calculated or an explanation of where the Borrower can check for the RNY (for example, daily newspaper's business section, The Wall Street Journal).


	6.
	An estimate of the costs of the reset transaction (the $350 processing fee for an Ineligible Borrower will apply to this situation)


	7.
	A statement that the Borrower should contact you to advise you of any problem that would prevent the Borrower from resetting or paying the Balloon Payment


	8.
	The name, title, address and telephone number of the person within your organization that the Borrower may contact with questions


	9.
	A statement that if the Borrower elects to reset but fails to respond or return requested documents timely, he or she may be subject to late fees


The Manual provides a sample offer letter.

83.50: Reserved (03/26/97)
This section is intentionally left blank and is reserved for future use

83.51: Reserved (06/30/97)
This section is intentionally left blank and is reserved for future use

83.52: Possible Borrower responses (01/02/01)
You may have four possible responses from a Borrower to the required notice. The Borrower:

	1.
	Will pay off the Balloon/Reset Mortgage


	2.
	Elects to reset


	3.
	Cannot pay off the Balloon/Reset Mortgage, wants to reset but does not meet one or more of the Reset Conditions


	4.
	Provides a response not listed above


83.53: Borrower response to required notice (02/23/07)
	(a)
	Borrower will pay off the Balloon/Reset Mortgage
If a Borrower's response to a required notice is that the Balloon/Reset Mortgage will be paid in full, then you must notify us no later than 4:30 p.m. Eastern time on the 44th calendar day before the Balloon Maturity Date by either:

1.

Transmitting a disposition code of "I" through the balloon rate lock transmission of MIDANET® for the PC, or

2.

Calling (800) FREDDIE between 10:00 a.m. and 4:30 p.m. Eastern time and giving us the following information:

a.

Your six-digit Freddie Mac Seller/Servicer number

b.

Your company name, address, contact name, title and telephone number

c.

The nine-digit Freddie Mac loan number

d.

Tell the representative that the Borrower intends to pay the Balloon/Reset Mortgage in full

You must flag your Mortgage records to ensure that the Borrower pays the Balloon Payment in full. Section 83.108 discusses what you should do if you do not receive the payoff within five Business Days after the Balloon Maturity Date. When you receive the payoff funds, process the Balloon Payment according to the requirements in Sections 51.19 and 78.13 through 78.20.



	(b)
	Eligible Borrower elects to reset
If a Borrower's response to the required notice is that he or she elects to reset and he or she claims to meet all the Reset Conditions and is not delinquent in his or her monthly payments, then process the election according to the requirements in Sections 83.56 through 83.77.



	(c)
	Ineligible Borrower requests a reset
If a Borrower's response to the required notice is that he or she requests a reset, but cannot meet the Reset Conditions, then process the Borrower's request according to the requirements in Sections 83.56 through 83.89.



	(d)
	Other Borrower responses
A Borrower may elect not to reset and may not be able to pay the Balloon Payment in full on or before the Balloon Maturity Date. This and any other Borrower response will require a case-by-case analysis to determine the best course of action. Refer to Section 83.80 if a Borrower fails to notify you by the 45th calendar day, Section 83.84 regarding the handling of exceptions through the Freddie Mac review path and Section 83.110 regarding recommending a workout option.


83.54: Determining Borrower's eligibility to reset process (02/23/07)
In this part of the chapter, you will find the requirements necessary to determine if a Borrower is eligible to reset the Balloon/Reset Mortgage. Determining if the Borrower is an Eligible Borrower, making decisions on Ineligible Borrowers through the Servicer-delegated path or sending reset requests through the Freddie Mac review path is the third stage in the Servicing maturing Balloon/Reset Mortgage process, as shown below. This process flow will give you a general overview of the process. Refer to the requirements in this chapter for more details.
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83.55: Determining Borrower's eligibility to reset contents (03/26/97)
	Topic[image: image383.png]


 
	Section(s)[image: image384.png]


 

	Verifying three Reset Conditions before notifying us[image: image385.png]


 
	83.59-83.61
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	Notifying us and confirming the Reset Note Rate[image: image387.png]


 
	83.62-83.70
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	Verifying property ownership and lien status[image: image389.png]


 
	83.71-83.77
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	Handling an exception through the Servicer-delegated review path[image: image391.png]


 
	83.78-83.83
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	Handling an exception through the Freddie Mac review path[image: image393.png]


 
	83.84-83.89
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83.56: Introduction (04/25/06)
When a Borrower responds to the required notice that he or she elects to reset, then you must determine if the Borrower meets all the Reset Conditions and is an Eligible Borrower. If you determine during this process that the Borrower does not meet one or more of the Reset Conditions, then the Borrower is an Ineligible Borrower. You must then determine if you can process the Borrower's reset request through the Servicer-delegated review path. If you do not have the authority under the Servicer-delegated review path to make an exception for the unmet Reset Condition, then you must send the reset request to us through the Freddie Mac review path. Refer to Section 83.8 for a summary of these two paths.

	(a)
	Decision-making authority for a reset request from an Ineligible Borrower
If you are processing a reset request for an Ineligible Borrower, determine which path you must use based on the unmet Reset Condition(s) as listed in the table below.

Unmet Reset
Condition[image: image395.png]


 

Servicer-Delegated
Review Path[image: image396.png]


 

Freddie Mac
Review Path[image: image397.png]


 

The Borrower does not own the property[image: image398.png]


 

X
(If the Transfer of Ownership is exempt under federal restrictions or the conditions in Sections 83.73-83.77 can be met)[image: image399.png]


 

X
(If the Transfer of Ownership is not exempt under federal restrictions or the conditions Sections 83.73-83.77 cannot be met)[image: image400.png]


 

Occupancy of the property is a condition for reset; however, the Borrower does not occupy the property as either a Primary Residence or second home. (The Property is now an Investment Property)[image: image401.png]
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The Borrower did not provide you with his or her election to reset by the 45th calendar day before the Balloon Maturity Date[image: image404.png]


 

X
(If the Borrower responded within 44 calendar days of the Balloon Maturity Date)[image: image405.png]


 

X
(If the Borrower's response is received during the Balloon maturity month)[image: image406.png]


 

The title to the property is not free from liens, defects, encumbrances or other adverse matters[image: image407.png]


 

X
(Provided the Balloon/Reset Mortgage, once reset, will remain a First Lien)[image: image408.png]


 

X
(If the Balloon/Reset Mortgage, once reset, will not remain a First Lien)[image: image409.png]


 

The Borrower was 30 or more days late in one or more of the payments due in the 12-month period before the Balloon Maturity Date[image: image410.png]


 

X
(If Borrower is current at the 90th day before the Balloon Maturity Date and stays current)[image: image411.png]


 

X
(If Borrower is delinquent at the 90th day before the Balloon Maturity Date and subsequently becomes current)[image: image412.png]


 

The Reset Note Rate is greater than 5% over the existing Balloon Note rate[image: image413.png]
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If there are multiple unmet Reset Conditions, the proper review paths are as follows:

1.

If all the exceptions to the unmet Reset Conditions are allowed through the Servicer-delegated review path, then you must process the reset request, subject to all the requirements for each individual exception in Sections 83.78 through 83.83.

2.

If some exceptions to the unmet Reset Conditions are allowed to be processed though the Servicer-delegated review path and others must be processed through the Freddie Mac review path, then you must process the reset request through the Freddie Mac review path. Refer to Sections 83.84 through 83.89.

You have approval authority to make exceptions for unmet Reset Conditions as listed in the table above, subject to the conditions in Section 83.78 through 83.83. You do not have the authority to deny a reset request if the Borrower is current in his or her monthly payments. If you believe that a Borrower's reset request should be denied, then you must send a completed Form 1130, Balloon/Reset Mortgage Exception Transmittal, to us (see Directory 3) along with any appropriate documentation to support your recommendation. We will notify you of our decision within seven Business Days. If the Borrower is delinquent in monthly payments, refer to Section 83.109.



	(b)
	RNY locks for Ineligible Borrowers
For both an Eligible Borrower and an Ineligible Borrower approved for a reset, the Reset Note Rate is calculated as described in Section 83.66. However, for an Ineligible Borrower, the RNY is not locked on the day you received the Borrower's request for a reset as it is for an Eligible Borrower. Instead the RNY is locked as follows:

If the Reset Condition(s) that the Borrower cannot meet:

1.

Is (are) an allowable exception(s) through the Servicer-delegated review path, then you will obtain the RNY when you approve the Borrower for the reset and notify us of that approval.

2.

Require our review, then we will provide you with the RNY if we approve the Borrower for a reset.

If an Ineligible Borrower's request for a reset is approved (either by you or us) within 44 calendar days of the Balloon Maturity Date, then the RNY will be the higher of the Freddie Mac RNY in effect:

1.

At 4:30 p.m. Eastern time on the 45th calendar day before the Balloon Maturity Date

2.

The date you notify us that you have approved the reset request through the Servicer-delegated review path or the date we approve the reset request through the Freddie Mac review path

You will use the Freddie Mac RNY to calculate the Reset Note Rate for an Ineligible Borrower even if the Balloon/Reset Mortgage is originated using Fannie Mae Uniform Instruments that require the use of the Fannie Mae RNY.

Obtaining the RNY for an Ineligible Borrower is detailed in Sections 83.83 and 83.85 through 83.89.


83.57: If Mortgage is covered by mortgage insurance (10/7/02)
If the Balloon/Reset Mortgage is covered by mortgage insurance, and the Borrower does not meet the Reset Conditions and cannot pay the Balloon Payment, the terms of the mortgage insurance master policy must be taken into account when determining a course of action. For an MI to cover a Balloon Payment default, a Borrower must have been offered a reset as long as the monthly payments are current, there has been no unauthorized Transfer of Ownership and the Balloon/Reset Mortgage, once reset, would remain a First Lien on the property. The requirements in this chapter have been written to comply with the provisions of the master policy. Refer to Sections 83.8(c) and 83.49.

You must have documentation in the Mortgage file to prove you have offered a reset (subject to the conditions in the preceding paragraph) to a Borrower whose Balloon/Reset Mortgage is covered by mortgage insurance.

83.58: Borrower bankruptcy (12/19/07)
There are no specific provisions in the reset rider that prevent the Borrower from being eligible to reset if the Borrower has filed for bankruptcy protection. One factor that must be considered is the Borrower's payment history and whether or not the monthly payments due under the Balloon Note are current and have not been delinquent in the 12-month period before the Balloon Maturity Date. The following requirements are in addition to the requirements of Sections 67.6 through 67.16 regarding the Servicing of Mortgages subject to bankruptcy proceedings:

	(a)
	Borrower is current in monthly payments
If the Borrower:

1.

Has filed for bankruptcy protection or is under a bankruptcy repayment plan,

2.

Is current in the contractual monthly payments that are due under the Balloon Note, and

3.

Was not 30 or more days delinquent on those contractual monthly payments in the 12-month period before the Balloon Maturity Date

then the Borrower meets the payment history Reset Condition. However, you may need to get permission from the bankruptcy court to process the reset transaction. Contact your bankruptcy counsel for guidance.



	(b)
	Borrower is delinquent in monthly payments
If the Borrower:

1.

Has filed for bankruptcy protection or is under a bankruptcy repayment plan, and

2.

Is delinquent in contractual monthly payments that are due under the Balloon Note (even though the Borrower may be current in the monthly payments due under a bankruptcy repayment plan)

then the Borrower does not meet the payment history Reset Conditions and is an Ineligible Borrower. Contact us (see Directory 3) to discuss what actions you should take.


83.59: Introduction (12/05/03)
If the Borrower:

	1.
	Responds to a required notice by the 45th calendar day before the Balloon Maturity Date, and


	2.
	Responds that he or she elects to reset, and


	3.
	Claims to meet the Reset Conditions, and


	4.
	Is current in his or her monthly payments and there were no Delinquencies of 30 or more days in the 12-month period before the Balloon Maturity Date,


then you must take the steps detailed in Sections 83.60 through 83.77 and process the election to reset to determine if the Borrower meets the remainder of the Reset Conditions and, is therefore, an Eligible Borrower.

If the Borrower:

	1.
	Did not respond by the 45th calendar day before the Balloon Maturity Date, and/or


	2.
	Was 30 or more days delinquent in his or her monthly payments during the 12-month period before the Balloon Maturity Date, and/or


	3.
	Advised you that he or she does not meet one or more of the other Reset Conditions,


then refer to Sections 83.71 through 83.89.

83.60: Verifying occupancy status (10/7/02)
A Balloon/Reset Mortgage may be originated and sold to Freddie Mac as an Investment Property Mortgage. Consequently, the Balloon Note Addendum and the Balloon Rider may have been modified at origination by deleting or crossing out the words "and occupant" in the first Reset Condition thereby deleting the occupancy requirement as a condition for reset. You must review the Reset Conditions contained in the Balloon Note Addendum and Balloon Rider for each Borrower to determine if the Borrower must currently occupy the property as either his or her Primary Residence or a second home as a condition to reset.

If the documents do not contain the occupancy requirement as a Reset Condition, then you do not need to verify occupancy status and, provided all other Reset Conditions are met, the Borrower is considered to be an Eligible Borrower even if the property is being used as an Investment Property.

If the Balloon Note Addendum and Balloon Rider contain the occupancy requirement, then the Borrower must currently occupy the property as his or her Primary Residence or second home to be considered an Eligible Borrower. From the documentation the Borrower provided to verify occupancy status (refer to Section 83.39), and any pertinent documentation you may have in the Mortgage file, you must determine if the Borrower occupies the property as a Primary Residence or a second home.

If you determine that the:

	1.
	Borrower does occupy the property and claims to meet the other Reset Conditions, then process the Borrower's election to reset starting with the requirements in Section 83.61.


	2.
	Property is an Investment Property, then the Borrower is an Ineligible Borrower. You may continue considering the Borrower for a reset through the Servicer-delegated review path. Refer to Sections 83.61 and 83.71 through 83.77 to determine if the Borrower meets the other Reset Conditions.


83.61: Verifying payment history Reset Condition (12/05/03)
Verify that the Borrower is current in his or her monthly payments and was not 30 or more days delinquent in the 12-month period before the Balloon Maturity Date. If the Borrower is current and was not delinquent, then the payment history Reset Condition is met. Continue with the processing requirements in Section 83.62. Refer to Section 83.82.

83.62: Introduction (10/7/02)
If you received the Borrower's election to reset by the 45th calendar day before the Balloon Maturity Date and you have determined that the Borrower meets the Reset Conditions, then your next step is to notify us of the election to reset. When you notify us you will obtain the Freddie Mac RNY and calculate the Reset Note Rate (refer to Section 83.63 if the Mortgage was originated using Fannie Mae documents). You can then determine if the Borrower will meet the Reset Condition that restricts that Reset Note Rate from being higher than 5 percent above the existing Note rate. At this point, you are assuming that the Borrower is an Eligible Borrower subject to verification of the remainder of the Reset Conditions.

83.63: Obtaining the Fannie Mae RNY (12/05/03)
Balloon/Reset Mortgages may have been originated using Fannie Mae Uniform Instruments that require the use of the Fannie Mae RNY to calculate the Reset Note Rate, or the documents may require the use of the Freddie Mac RNY. You must use the RNY specified in the Mortgage documents to determine the Reset Note Rate for an Eligible Borrower. (Your monthly remittance to us must be based on the Freddie Mac RNY even if you used the Fannie Mae RNY to determine the Borrower's Reset Note Rate. Section 83.105 provides information on what to do if there is a significant difference between the Freddie Mac RNY and the Fannie Mae RNY.)

If the instruments require the use of the Fannie Mae RNY, you must obtain the Fannie Mae RNY from Fannie Mae or other sources authorized by Fannie Mae to provide that information.

If the Fannie Mae instruments do not contain the "no earlier than 60 calendar days" language, then you must obtain the Fannie Mae RNY on the date and time of day you receive the Borrower's written notice of his or her election to reset, even if the date is earlier than the 60th calendar day before the Balloon Maturity Date.

Refer to Section 83.66 for instructions on calculating the Reset Note Rate if the Balloon/Reset Mortgage was originated using the Fannie Mae Uniform Instruments and the Borrower is an Ineligible Borrower.

83.64: Notifying us and obtaining RNY (10/7/02)
If the Borrower responds with their intent to reset and it is after the 60th calendar day but prior to the 45th calendar day before the Balloon Maturity Date, on the date and time you receive the Borrower's election to reset you must notify us by either:

	1.
	Transmitting a disposition code of "R" through the balloon rate lock transmission in MIDANET for the PC. You will receive the RNY through MIDANET for the PC (refer to Section 83.65), or


	2.
	Calling (800) FREDDIE between 10:00 a.m. and 4:30 p.m. Eastern time any Business Day and giving us the following information:

(a)

Your six-digit Freddie Mac Seller/Servicer number

(b)

Your company name, address, contact name, title and telephone number

(c)

The nine-digit Freddie Mac loan number

(d)

The occupancy status of the property

(e)

If applicable, tell us that the Balloon/Reset Mortgage was originated using Fannie Mae Uniform Instruments




The (800) FREDDIE representative will give you the Freddie Mac RNY for 30-year fixed-rate Mortgages subject to a 60-day mandatory delivery commitment. Be sure to note the date and time of your call in case any discrepancies arise at a later date.

If the Borrower sends you a response earlier than the 60th calendar day before the Balloon Maturity Date, you cannot transmit the balloon rate lock transmission or call (800) FREDDIE to obtain the RNY until the 60th calendar day.

If the 45th calendar day before the Balloon Maturity Date is not a Business Day, then you must transmit the balloon rate lock transmission or call (800) FREDDIE no later than the Business Day before the 45th calendar day.

If our records show one of the following situations, you will not be able to request an RNY through MIDANET for the PC (or if you contact (800) FREDDIE, the representative will advise you of the situation).

	IF...[image: image416.png]


 
	THEN you will see a response code on the list of maturing Balloon/Reset Mortgages that appears in MIDANET for the PC (or the (800) FREDDIE representative will advise you of this code) of...[image: image417.png]


 

	The Borrower was 30 or more days delinquent in his or her monthly payments as of the 90th calendar day before the Balloon Maturity Date[image: image418.png]


 
	"D"[image: image419.png]


 

	The Balloon/Reset Mortgage is in foreclosure[image: image420.png]


 
	"F"[image: image421.png]


 

	You have submitted a workout recommendation to us on the Borrower[image: image422.png]


 
	"W"[image: image423.png]


 


If the Borrower has brought the monthly payments current, then you must submit the reset request through the Freddie Mac review path. Refer to Sections 83.84 through 83.89.

Similarly, our system will calculate the Reset Note Rate based on the RNY in effect when we receive your notification and compare the calculated rate to the existing Balloon Note rate. If the Reset Note Rate is more than five percent higher than the existing Balloon Note rate, then you will not receive an RNY. Instead you will receive a "daily response report" that shows a response code for the Mortgage of "Q".

If the Borrower is an Eligible Borrower and the reset rider required you to calculate the Reset Note Rate using the Fannie Mae RNY, you must manually compare the Reset Note Rate to the existing Balloon Note rate to determine if the Reset Note Rate is more than five percent above the existing Balloon Note rate.

Refer to Section 83.67 to determine what you must do when the Reset Note Rate exceeds the Note Rate by more than five percent.

83.65: Confirmation of your notification ( Form 1074) (02/23/07)
You will receive Form 1074, Freddie Mac Reset Mortgage Confirmation, from us after you notify us of the Borrower's election to reset.

If you notify us through the balloon rate lock transmission via MIDANET® for the PC, then you will receive Form 1074 with the RNY to be used to calculate the Reset Note Rate the next Business Day after your transmission. (If you transmit the balloon rate lock transmission after 4:30 p.m. Eastern time, you will receive Form 1074 two Business Days after your transmission.)

If you notify us through (800) FREDDIE, we will transmit Form 1074 to you as follows:

	1.
	If you are a licensed holder of MIDANET for the PC, we will transmit Form 1074 to you via MIDANET for the PC on the Business Day after you contact (800) FREDDIE


	2.
	If you are not a licensed holder of MIDANET for the PC, we will mail or fax Form 1074 to you within two Business Days of your call to (800) FREDDIE


If there are any errors on Form 1074, contact us (see Directory 3).

83.66: Calculating the Reset Note Rate (10/7/02)
Once you have received Form 1074, Freddie Mac Reset Mortgage Confirmation, from us, you must calculate the Reset Note Rate as follows (examples of the calculation are shown below):

	1.[image: image424.png]


 
	Take the RNY
(Either Freddie Mac's or Fannie Mae's as applicable)[image: image425.png]


 
	8.06%[image: image426.png]


 
	8.07%[image: image427.png]


 

	2.[image: image428.png]


 
	Add ½ of 1%
(0.50% or 50 basis points)[image: image429.png]


 
	.50%[image: image430.png]


 
	.50%[image: image431.png]


 

	3.[image: image432.png]


 
	Subtotal[image: image433.png]


 
	8.56%[image: image434.png]


 
	8.57%[image: image435.png]


 

	4.[image: image436.png]


 
	Round the subtotal to the nearest 1/8th of 1% (0.125%)[image: image437.png]


 
	8.50%[image: image438.png]


 
	8.625%[image: image439.png]


 


83.67: Comparing the Balloon Note rate to the Reset Note Rate (10/7/02)
The Reset Note Rate cannot be more than 5% above the existing Balloon Note rate. As stated in the Servicing Note in Section 83.64, when you request an RNY from us, our system will compare the Reset Note Rate that our system calculates using the Freddie Mac RNY with the existing Balloon Note Rate. If the Reset Note Rate we calculate is more than 5% above the existing Balloon Note rate, we will advise you by a response code of "Q" on the daily response report that this Reset Condition is not met.

If the Mortgage was originated using Fannie Mae documents that require the use of the Fannie Mae RNY and you have determined the Borrower is eligible up to this point in the reset process, then you must compare the Reset Note Rate that you calculated using the Fannie Mae RNY to the existing Balloon Note rate. If the difference is 5% or less, then the Reset Condition is met. If the difference is more than 5%, then the Borrower is an Ineligible Borrower.

Refer to Section 83.86 for details on resetting the Balloon/Reset Mortgage of an Ineligible Borrower when the Reset Note Rate would be more than 5% above the Balloon Note rate.

83.68: Calculating the Servicing Spread (03/26/04)
Once you have determined the Reset Note Rate, you must calculate the Servicing Spread as follows (an example of this calculation is shown below):

	1.[image: image440.png]


 
	Take the Reset Note Rate[image: image441.png]


 
	8.50%[image: image442.png]


 
	8.625%[image: image443.png]


 

	2.[image: image444.png]


 
	Subtract the Freddie Mac RNY[image: image445.png]


 
	8.06%[image: image446.png]


 
	8.070%[image: image447.png]


 

	3.[image: image448.png]


 
	This equals the Servicing Spread[image: image449.png]


 
	0.44%[image: image450.png]


 
	0.555%[image: image451.png]


 


The result is the Servicing Spread on the Reset Mortgage you must use to complete Form 1074, Freddie Mac Reset Mortgage Confirmation. The Servicing Spread must be equal to, or greater than, the Minimum Contract Servicing Spread on the Balloon/Reset Mortgage. If the Servicing Spread is less than the Minimum Contract Servicing Spread on the Balloon/Reset Mortgage, you will be charged a discount fee. Refer to Section 83.105.

83.69: Completing and transmitting Form 1074 (12/19/07)
After calculating the Reset Note Rate, complete the blank fields on the Form 1074, Freddie Mac Reset Mortgage Confirmation, that you received from us. This will include calculating the new principal and interest payment based on the Reset Note Rate, the unpaid principal balance (UPB) scheduled to be due on the Balloon Maturity Date and the maturity date of the Reset Mortgage. You must transmit the completed Form 1074 to us at least one Business Day prior to sending the reset documents to Freddie Mac's Document Custodial Operations (DCO).

If you received Form 1074:

	1.
	Via MIDANET® for the PC, then transmit the completed form back to us via MIDANET for the PC. Print a copy of Form 1074 by accessing the "List 1074 Forms Received" screen in MIDANET for the PC, and retain the copy in the Mortgage file.


	2.
	By mail, fax or e-mail, then return the completed form to us (see Directory 3) by e-mail or fax. If you prefer to fax the form to us, contact us (see Directory 3) to inform us that you will be faxing the Form 1074 and to obtain the fax number. Retain a copy of the Form 1074 in the Mortgage file.


83.70: Obtaining Form 1034B (04/25/06)
You must obtain Form 1034B, Custodial Certification Schedule—Balloon Loan Modification, from us for use in completing the reset transaction.

If you receive Form 1074:

	1.
	Via MIDANET® for the PC, then Form 1034B will automatically be printed by MIDANET for the PC when you package the completed Form 1074 for transmission


	2.
	By mail or fax, then we will mail or fax Form 1034B to you after we receive the completed Form 1074 from you


You must verify the accuracy of all the information on Form 1034B. If any of the data on Form 1034B are incorrect, you must contact us (see Directory 3) within two Business Days of receiving the form to resolve the problem. If the data are accurate, you type or print your name and sign on the "Preparer's Name" line, and provide your telephone number and the date on the first page of the form.

Keep the form until you are ready to complete the Reset Mortgage transaction. Refer to Section 83.103.

83.71: Introduction (10/7/02)
To complete your determination of whether the Borrower is an Eligible Borrower who meets all the Reset Conditions, you must also verify the ownership and lien status of the property.

To be considered an Eligible Borrower, the Borrower must still be the owner of the property. Also, the property must be free from any liens, encumbrances and defects except for:

	•
	the Balloon/Reset Mortgage


	•
	If applicable, the secondary financing in existence as of the date the Balloon/Reset Mortgage was originated, provided the Balloon Note Addendum and Balloon Rider allow for secondary financing and the secondary financing recorded security instrument contains language clearly subordinating the lien of the secondary financing to the Reset Mortgage. If secondary financing meeting these requirements is still in existence at the time of reset, the Borrower is considered to be an Eligible Borrower provided all other Reset Conditions are met


The method for verifying whether or not the Borrower meets the property ownership and lien status Reset Conditions will depend on whether you are obtaining special Reset Mortgage title insurance coverage or traditional title insurance coverage (refer to Section 83.11). Each method is described in Section 83.72.

If you determine that the Borrower:

	1.
	Is an Eligible Borrower, then you must process the reset transaction according to the requirements in Sections 83.90 through 83.105


	2.
	Fails to meet one or more of the Reset Conditions and is an Ineligible Borrower, then refer to Sections 83.78 through 83.89 to process the reset request


83.72: Verifying ownership of the property (03/26/97)
The Borrower(s) who owned the property at the time the Balloon/Reset Mortgage was originated must still be the legal owner(s) of the property:

	(a)
	Verifying ownership if you are obtaining special Reset Mortgage title insurance coverage
If you are obtaining special Reset Mortgage title insurance coverage, then you must obtain a certification from the Borrower that he or she is still the owner of the property and has not filed for bankruptcy protection nor is under a bankruptcy repayment plan. Additionally, you must check your Mortgage file to see if there is any indication that there has been a Transfer of Ownership and the Borrower did not notify you of such a change. Examples would be different names on the property insurance policy, or a different mailing address than the property address. If there has been a Transfer of Ownership, you must contact the title insurer to see if the special Reset Mortgage title insurance coverage will be provided, or whether you will be required to obtain a title report and traditional title insurance coverage.

Servicing Note:
The Manual provides a Borrower intention/request statement that you can send with the required notice. The statement has a certification for the Borrower to sign that he or she still owns the property. If you use the statement that is in the Manual, the title insurers may accept the statement to satisfy this condition.



	(b)
	Verifying ownership when obtaining traditional title insurance coverage
If you are obtaining traditional title insurance coverage, then you must order a title report to determine the ownership of the property and the lien status. You must obtain an endorsement to the existing title insurance policy (if available) or a new title insurance policy (whichever is least costly to the Borrower) for the Reset Mortgage.

The title report must show that the Borrower(s) who owned the property at the time the Balloon/Reset Mortgage was originated is (are) still the legal owner(s) of the property. If the Borrower(s) is (are) no longer the owner(s), then refer to Sections 83.73 through 83.76 and 83.87.


83.73: Acceptable Transfer of Ownership (12/05/03)
There are only two acceptable circumstances in which we will allow you to reset a Mortgage where the current Borrower(s) electing to reset may be different from the Borrower(s) who signed the Balloon Note. These circumstances are:

	1.
	There is the death of one of the original Borrowers. In this case, the living Borrower is considered to be an Eligible Borrower if all other Reset Conditions are met. You must obtain a copy of the death certificate and any other documentation the title insurer may require to ensure the Reset Mortgage remains an enforceable First Lien.


	2.
	The property has been transferred to a party exempt under Federal restrictions from the due-on-transfer clause of the Security Instrument ( Section 60.5 explains the Federal restrictions in detail), or as allowed in Section 60.6 and the requirements in one of the following three sections are met, whichever is applicable to the type of Transfer of Ownership that has occurred:

(a)

Transfer of Ownership to a living trust (Refer to Section 83.74)

(b)

Transfer of Ownership between existing Borrowers (includes divorces and legal separations) (Refer to Section 83.75)

(c)

Transfer of Ownership to a relative who did not originally execute the Balloon Note (Refer to Section 83.76)

You must obtain copies of the documents showing the Transfer of Ownership and any other documentation the title insurer may require to ensure the Reset Mortgage remains an enforceable First Lien and continue to process the reset request.

If the original Borrower(s) on the Balloon Note is (are) no longer the owner(s) of the property (except as described in 1 and 2 above), then there has been an unauthorized Transfer of Ownership. Therefore, the ownership of the property Reset Condition is not met and the Balloon/Reset Mortgage may not be eligible to be reset. Refer to Section 83.87.


83.74: Transfer of Ownership to a living trust (09/10/01)
The Borrower may be considered to meet the property ownership Reset Conditions if title to the property has been or will be transferred to a living trust prior to the recording of the Balloon Loan Modification document if the following conditions are met:

	1.
	The Borrower is the settlor in the settlor's individual capacity and the trustee on behalf of the trust


	2.
	The settlor is the trustee or one of the cotrustees


	3.
	The settlor occupies the property either as a Primary Residence or a second home


	4.
	An assumption agreement without a release of liability has been or will be recorded to the settlor and the trustee from the Borrower


	5.
	The title to the property is vested in the trustee on behalf of the trust (or such other manner as is customary in the jurisdiction for living trusts)


	6.
	The title insurance policy does not list any exceptions arising from the trust ownership of the property


	7.
	The Servicer must examine either the trust agreement for the living trust or, if required by the applicable jurisdiction, an abstract or summary of the trust agreement, and determine that the living trust addresses each of the following matters:

(a)

The trustee is authorized to borrow money and to purchase, construct or encumber realty.

(b)

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

(c)

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

(d)

The beneficiary need not grant written consent for the trust to borrow money, or, if such consent is required, it has been granted in writing for purposes of the Mortgage.




	8.
	The deed conveying the property to the trustee or trust ensures that title is vested in the trustee on behalf of the trust (or is vested in such other manner as is customary in the jurisdiction for living trusts)


The Balloon Loan Modification (refer to Exhibit 80) documents must be executed by both the settlor (the Borrower) individually and the trustee on behalf of the trust. Refer to Exhibit 81 for the format of how the signature and acknowledgment section of the Balloon Loan Modification documents must be modified for a living trust.

Servicing Note:
If you are unfamiliar with living trust arrangements, you may want to check with legal counsel to determine if the proper documentation has been or will be executed to effect the transfer and ensure that the Reset Mortgage is a valid, enforceable First Lien.

83.75: Transfer of Ownership between existing Borrowers (09/10/01)
A Borrower may have transferred his or her interest in a property to another Borrower who is also on the title to the property. This situation usually occurs when there is a divorce or legal separation of the Borrowers, or when a Borrower wishes to sell or transfer his or her rights to the other Borrower(s). Both are allowable Transfers of Ownership under the provisions of Sections 60.5 and 60.6 as long as the transferee Borrower(s) remaining on the title to the property occupies the property as a Primary Residence. While such transfers are allowable for purposes of not invoking the due-on-transfer clause of the Security Instrument, financial liability on the Balloon Note is not automatically changed by the Transfer of Ownership. Therefore, to process a reset request when such a Transfer of Ownership has taken place, you must determine:

	1.
	Whether the transferee Borrower(s) who is (are) requesting the reset meets the ownership Reset Condition


	2.
	Which Borrower(s) must sign the Balloon Loan Modification documents.


Servicing Note:
A Borrower who transfers his or her ownership interest in the property securing a Mortgage is called the transferor Borrower. A Borrower who retains his or her ownership interest in the property and accepts additional ownership interest from transferor Borrower is called the transferee Borrower.

	IF...[image: image452.png]


 
	THEN...[image: image453.png]


 

	You previously released the transferor Borrower from liability on the Balloon Note through a written release of liability[image: image454.png]


 
	Process the reset request from the transferee Borrower and have this Borrower sign the Balloon Loan Modification documents[image: image455.png]


 

	Both the transferor Borrower and transferee Borrower are still obligated on the Balloon Note and the transferee Borrower requests that the transferor Borrower be released from liability[image: image456.png]


 
	You must determine if the transferee Borrower qualifies for the Mortgage debt in his or her own name. Process the release of liability request as you do normally, according to the requirements in Chapter 60. If you determine that the transferee Borrower:[image: image457.png]


 

	
	1.[image: image458.png]


 
	Can qualify for the debt in his or her own name and the transferor Borrower can be released from liability, then process the reset request and have the transferee Borrower sign the Balloon Loan Modification documents[image: image459.png]


 

	
	2.[image: image460.png]


 
	Does not qualify for the debt in his or her own name, then the transferor Borrower cannot be released from liability and must sign the Balloon Loan Modification documents[image: image461.png]


 

	Both the transferor Borrower and transferee Borrower are still obligated on the Balloon Note and they have not requested that the transferor Borrower be released from liability[image: image462.png]


 
	Have both the transferee Borrower and transferor Borrower sign the Balloon Loan Modification documents[image: image463.png]


 


83.76: Transfer of Ownership to a relative that did not execute the Balloon Note (10/7/02)
A Transfer of Ownership may have resulted from transfer of the title to the property from the transferor Borrower (who originally executed the Balloon Note) to a transferee who is a:

	1.
	Spouse


	2.
	Parent


	3.
	Child


	4.
	Brother or sister


Such Transfers of Ownership are exempt from enforcement of the due-on-transfer clause of the Security Instrument if the requirements in Sections 60.5 and 60.6 are met. While such transfers prevent your ability to invoke the due-on-transfer clause of the Security Instrument, the financial liability of the original transferor Borrower on the Balloon Note is not changed by the Transfer of Ownership. Therefore, to process a reset request when a Transfer of Ownership has taken place to a parent, child or sibling who was not an original signor on the Balloon Note, you must determine:

	1.
	If the transferee occupies the property as a Primary Residence


	2.
	Who must sign the Balloon Loan Modification documents


Your determinations will depend on whether you processed the Transfer of Ownership as an assumption and released the transferor Borrower(s) from liability on the Balloon Note.

	IF...[image: image464.png]


 
	THEN...[image: image465.png]


 

	You previously released the transferor Borrower from liability on the Balloon Note through a written assumption and release agreement[image: image466.png]


 
	Process the reset request from the transferee and have the transferee sign the Balloon Loan Modification documents[image: image467.png]


 

	The transferor Borrower[image: image468.png]


 
	You must determine if the transferee qualifies for the Mortgage debt in his or her own name. Process the assumption and release of liability request as you do normally, according to the requirements in Chapter 60. If you determine that the transferee:[image: image469.png]
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	Has not been released from liability on the Balloon Note,[image: image471.png]


 
	

	2.[image: image472.png]


 
	Is no longer on the title to the Property, and[image: image473.png]


 
	

	3.[image: image474.png]


 
	Is now requesting to be released from liability[image: image475.png]


 
	

	
	
	1.[image: image476.png]


 
	Can qualify for the debt in his or her own name and the transferor Borrower can be released from liability, then have an assumption agreement with a release of liability executed and have the transferee sign the Balloon Loan Modification documents as the Borrower of record[image: image477.png]


 

	
	
	2.[image: image478.png]


 
	Does not qualify for the debt in his or her own name, then the transferor Borrower cannot be released from liability and must sign the Balloon Loan Modification documents as the Borrower of record[image: image479.png]


 

	The transferor Borrower:[image: image480.png]


 
	You may not release the transferor Borrower from liability and the transferor Borrower and the transferee must sign the Balloon Loan Modification documents[image: image481.png]


 

	1.[image: image482.png]


 
	Has not been released from liability on the Balloon Note,[image: image483.png]


 
	

	2.[image: image484.png]


 
	Is still on the title to the Property and will continue to remain on the title, and[image: image485.png]


 
	

	3.[image: image486.png]


 
	Is now requesting to be released from liability[image: image487.png]


 
	


83.77: Verifying status of liens (10/7/02)
You will be verifying the status of liens in different ways depending on the type of title insurance coverage you are obtaining:

	(a)
	Special Reset Mortgage title insurance coverage
Since you do not have to order a title report when obtaining special Reset Mortgage title insurance coverage, you are not actually verifying the status of liens. Contact the title insurer to order the title insurance coverage. The title insurer will advise you of any additional documentation that it may require to issue the title insurance coverage. You must obtain such documentation and forward it to the title insurer before completing the reset transaction.



	(b)
	Traditional title insurance coverage
If you are obtaining traditional title insurance coverage, then the title report must show that the property is free from any liens, defects, encumbrances or other adverse matters affecting title to the property arising after the Security Instrument was recorded except for:

•
Real estate taxes not yet due and payable

•
If applicable, the secondary financing in existence as of the date the Balloon/Reset Mortgage was originated, provided the Balloon Note Addendum and Balloon Rider allow for secondary financing and the secondary financing recorded security instrument contains language clearly subordinating the lien of the secondary financing to the Reset Mortgage

If the title report:

1.

Does not reveal any additional liens, defects, encumbrances or other adverse matters except as provided above, then the Borrower meets the lien status Reset Condition.

2.

Reveals additional liens, defects, encumbrances or other adverse matters other than as provided above, then the Borrower must pay off or have such items removed before he or she can be considered an Eligible Borrower. You must contact the Borrower and advise him or her of what needs to be done to resolve the title problems. If the outstanding liens cannot be paid off or removed, then the Borrower is an Ineligible Borrower. Refer to Section 83.81 for details on resetting the Balloon/Reset Mortgage of an Ineligible Borrower who fails to meet the lien status Reset Condition.



	(c)
	Mortgages without an escrow for real estate taxes
If you do not maintain an Escrow account for real estate taxes, you must ensure that the Borrower is current in his or her real estate tax payments. The Manual provides methods for complying with this requirement.


83.78: Introduction (10/7/02)
You may approve a reset for an Ineligible Borrower as long as the requirements listed in Sections 83.79 and 83.83, whichever are applicable, are met. If you do not believe a reset should be offered to the Borrower, then you must submit the case through the Freddie Mac review path (refer to Sections 83.84 through 83.89) and we will determine a course of action.

83.79: Failure to meet the occupancy Reset Condition (10/7/02)
If the Borrower is not occupying the property as a Primary Residence or a second home and the occupancy requirement was not deleted from the Mortgage documents at origination, you may consider the Borrower for a reset as an Ineligible Borrower if the remainder of the Reset Conditions can be met. If these conditions cannot be met, exceptions can be approved through either the Servicer-delegated review path or the Freddie Mac review path, as applicable.

83.80: Failure of the Borrower to notify you by the 45th calendar day (02/23/07)
A Borrower who gives notice to reset after the 45th calendar day before the Balloon Maturity Date is an Ineligible Borrower. You must process the Borrower's reset request if the process can be completed by the Balloon Maturity Date and the Borrower meets the other Reset Conditions.

If the reset request is approved and because of the Borrower's delay in requesting the reset you deliver the documents required in Section 83.103 to us later than 10 calendar days after the Balloon Maturity Date, you may charge the noncompliance fees stated in Section 83.103(c) to the Borrower. You must include the fee in any disclosures to the Borrower (if applicable).

If the process cannot be completed by the Balloon Maturity Date, contact us (see Directory 3) for instructions.

83.81: Failure to meet the lien status Reset Condition (12/19/07)
When there are other liens, defects, encumbrances or other adverse matters against the property affecting the title (except for real estate taxes not yet due and payable) arising after the Security Instrument was recorded and you are obtaining traditional title insurance coverage, you may offer a reset if all of the following conditions are satisfied:

	1.
	For liens, the junior lienholder must execute a subordination agreement (if required by the title insurer) or the secondary financing recorded security instrument contains language clearly subordinating the lien of the secondary financing to the Reset Mortgage


	2.
	For encumbrances, the encumbrance, such as an easement, does not affect the market value of the property (refer to Chapter 39)


	3.
	The title insurer must insure the Mortgage, once reset as a First Lien


	4.
	The Borrower pays all costs associated with clearing the title, obtaining and recording the subordination agreement, and obtaining an endorsement to the lender's title insurance policy or a new policy


If a junior lienholder refuses to subordinate, then contact the title insurer or its agent and determine if it will issue an endorsement to the title insurance policy or a new policy showing the Mortgage, once reset as a First Lien, even if the junior lienholder will not sign a subordination agreement.

If the title insurer states that the Mortgage, once reset, will continue to be a First Lien, then you can approve the Borrower for a reset without the subordination agreement, as long as the endorsement to the title insurance policy or a new policy will be issued without an exception for the junior lien.

If the title insurer states that the Reset Mortgage would not be a First Lien without a subordination agreement, then contact the junior lienholder and explain that without the subordination agreement your only recourse is to foreclose. If the junior lienholder still refuses to subordinate, then complete Form 1130, Balloon/Reset Mortgage Exception Transmittal Form, and send it to us (see Directory 3). We will review the situation and provide you with a course of action to take.

83.82: Failure to meet payment history Reset Condition but monthly payments current as of 90th calendar day before the Balloon Maturity Date (12/05/03)
You may approve the Borrower for a reset if the Borrower had been 30 or more days delinquent in the 12-month period before the Balloon/Maturity Date if both of the following conditions are met:

	1.
	The Borrower was current in monthly payments 90 calendar days before the Balloon Maturity Date


	2.
	The Borrower remains current until the Balloon Maturity Date


If the Borrower was 30 or more days delinquent in monthly payments 90 calendar days before the Balloon Maturity Date, but subsequently became current, you may submit the reset request through the Freddie Mac review path. Refer to Section 83.88.

If the Borrower was delinquent in monthly payments, then refer to Sections 83.106 through 83.112.

83.83: Obtaining the RNY for an Ineligible Borrower (12/05/03)
Although you may approve an Ineligible Borrower for a reset after the 44th calendar day, you must report the applicable disposition code within the time frame specified in Section 83.47.

Once you approve an Ineligible Borrower for a reset, you must notify us no later than the Business Day following your approval, as long as your approval occurs by the last Business Day prior to the Balloon Maturity Date, by:

	1.
	Transmitting a disposition code of "S" through the balloon rate lock transmission of MIDANET® for the PC, or


	2.
	Calling (800) FREDDIE between 10:00 a.m. and 4:30 p.m. Eastern time and providing the following information:

(a)

Your six-digit Freddie Mac Seller/Servicer number

(b)

Your company name, address, contact name, title and telephone number

(c)

The nine-digit Freddie Mac loan number

(d)

The occupancy status of the property

(e)

Tell the representative that you have approved an Ineligible Borrower for a reset
The representative will quote you the Freddie Mac RNY. Be sure to note the date and time you called.

If you are a licensed holder of MIDANET for the PC, then we will send you Form 1074 through MIDANET for the PC. If you are not a licensed holder of MIDANET for the PC, then we will send you Form 1074 by mail or facsimile.

If the Balloon/Reset Mortgage was originated using Fannie Mae Uniform Instruments, the new Reset Note Rate will be calculated using the Freddie Mac RNY rather than the Fannie Mae RNY.

Refer to Sections 83.65 through 83.70 for calculating the Reset Note Rate and the Servicing Spread, and receiving Form 1034B. Then refer to Sections 83.90 through 83.105 to process the reset transaction.


Our system will calculate the Reset Note Rate based on the RNY in effect when we receive your notification and compare the calculated rate to the existing Note rate. If the Reset Note Rate is 5 percent (5%) higher than the existing Balloon Note rate, then you will not receive an RNY. Instead you will receive a "daily response report" that shows a response code for the Mortgage of "Q". You must then send the reset request through the Freddie Mac review path. Refer to Section 83.86.

83.84: Introduction (02/23/07)
The following types of situations must be submitted through the Freddie Mac review path:

	1.
	There has been an unauthorized Transfer of Ownership (see Chapter 60)


	2.
	There is a lien, encumbrance or defect in the title to the property that cannot be resolved


	3.
	The Borrower is current in his or her payments, but was 30 or more days delinquent at the 90th calendar day before the Balloon Maturity Date


	4.
	The Borrower was current at the time you sent the required notice, but became delinquent by the time you received the Borrower's election to reset


	5.
	The Reset Note Rate would be more than 5% above the existing Balloon Note rate


	6.
	Any reset request that you may approve through the Servicer-delegated review path, but you believe the reset request should not be approved


	7.
	The Borrower cannot afford to pay the reset transaction costs


	8.
	Any combination of unmet Reset Conditions not handled through the Servicer-delegated review path


	9.
	A Mortgage selected for consideration for a workout option when the Borrower cannot afford the Reset Note Rate


	10.
	Any other situation not described above (for Borrowers who are delinquent in monthly payments, refer to Sections 83.106 through 83.112)


83.85: Notifying us of the situation (12/05/03)
When an Ineligible Borrower's reset request must be submitted to us for review (when one or more of the situations described in Section 83.84 exist), then you must notify us no later than the 44th calendar day before the Balloon Maturity Date of the situation by:

	1.
	Transmitting disposition code "P" through the balloon rate lock transmission of MIDANET® for the PC, or


	2.
	Calling (800) FREDDIE between 10:00 a.m. and 4:30 p.m. Eastern time any Business Day and giving us the following information:

(a)

Your six-digit Freddie Mac Seller/Servicer number

(b)

Your company name, address, contact name, title and telephone number

(c)

The nine-digit Freddie Mac loan number

(d)

The occupancy status of the property

(e)

Tell the representative that you are referring the situation to us for our review




83.86: Failure to meet Reset Note Rate Reset Condition (12/19/07)
If the Reset Note Rate is more than 5% above the existing Balloon Note rate, you must contact the Borrower to see if the Borrower still wants to reset at the Reset Note Rate. If so, then process the request as described below, since the Reset Condition is not met.

We must determine if the Borrower can afford a payment increase of more than 5%. The Borrower must complete Form 1126, Borrower Financial Statement, and return the completed form to you. Complete Form 1130, Balloon/Reset Mortgage Exception Transmittal Form, and send it and Form 1126 to us (see Directory 3).

No later than seven Business Days after we receive the information from you, we will call you and tell you whether or not to offer a reset to the Borrower. If we approve the reset request, we will send you Form 1074, Freddie Mac Reset Mortgage Confirmation.

If you are a licensed holder of MIDANET® for the PC, then we will send you Form 1074 through MIDANET for the PC. If you are not a licensed holder of MIDANET for the PC, then we will send you Form 1074 by mail or fax.

If we deny the request for a reset, we will notify you of our decision and give you instructions on what to do with the maturing Balloon/Reset Mortgage.

83.87: Failure to meet ownership Reset Conditions (12/19/07)
If there has been an unauthorized Transfer of Ownership of the property (see Sections 83.73 through 83.76 for authorized Transfers of Ownership), then complete Form 1130, Balloon/Reset Mortgage Exception Transmittal Form, and send the form to us (see Directory 3). Include all documents applicable to the Transfer of Ownership.

Additionally, if there are other Reset Conditions that are not met, check the applicable boxes on Form 1130 and include all documents required for us to review the case.

No later than seven Business Days after we receive the information from you, we will call you and tell you what to do about the unauthorized Transfer of Ownership and the maturing Balloon/Reset Mortgage.

83.88: Failure to meet payment history Reset Condition (12/19/07)
You must submit a request for a reset to us if the Borrower was:

	1.
	30 or more days delinquent in monthly payments at the 90th calendar day before the Balloon Maturity Date, but subsequently brought the payments current


	2.
	Current in monthly payments on the 90th calendar day before the Balloon Maturity Date, but subsequently became delinquent


If the Borrower is delinquent in monthly payments, then refer to Sections 83.106 through 83.112.

Complete Form 1130, Balloon/Reset Mortgage Exception Transmittal Form, and include a copy of the payment history that begins 12 months before the Balloon Maturity Date. Send the completed form and payment history to us (see Directory 3).

No later than seven Business Days after we receive the information from you, we will call you and tell you whether or not to offer the reset to the Borrower. If we approve the reset request, we will send you Form 1074, Freddie Mac Reset Mortgage Confirmation, with the RNY you use to calculate the Reset Note Rate.

If you are a licensed holder of MIDANET® for the PC, then we will send Form 1074 through MIDANET for the PC. If you are not a licensed holder of MIDANET for the PC, then we will send you Form 1074 by mail.

If we deny the request for a reset, we will send you an explanation in writing and instructions on what to do with the maturing Balloon/Reset Mortgage.

83.89: Completing the eligibility process (12/05/03)
Once we have notified you of our decision on the reset request, you will need to take certain actions depending on our decision:

	(a)
	Borrower approved for a reset
If we have approved the Borrower for a reset, you will receive Form 1074 from us. You must comply with all conditions that we make for the approval (if any).

If you are a licensed holder of MIDANET® for the PC, then we will send you Form 1074 through MIDANET for the PC. If you are not a licensed holder of MIDANET for the PC, then we will send you Form 1074 by mail or fax.

If the Balloon/Reset Mortgage was originated using Fannie Mae Uniform Instruments, the new Reset Note Rate will be calculated using the Freddie Mac RNY rather than the Fannie Mae RNY.

We will also report a response code of "A" on the daily response report.

Refer to Sections 83.65 through 83.70 for receiving a confirmation of the Freddie Mac RNY ( Form 1074) from us, calculating the Reset Note Rate and the Servicing Spread, and receiving Form 1034B. Then refer to Sections 83.90 through 83.105 to process the reset transaction.



	(b)
	Borrower not approved for a reset
If we deny the Borrower's request for a reset, we will report a response code of "F" or "W" on the daily response report and provide you with instructions on how to proceed. We may recommend that the Borrower be considered for a workout, or we may recommend foreclosure if the Borrower cannot pay the Balloon/Reset Mortgage in full on or before the Balloon Maturity Date. If we deny the reset request and do not recommend that a workout be considered, you must send a letter to the Borrower advising him or her of the denial and the reasons for the denial. The letter must include information about the Balloon Payment that will be due on the Balloon Maturity Date and the consequences to the Borrower if the Mortgage is not paid in full.


83.90: Processing reset transaction process (09/30/97)
You will find the requirements necessary to process a reset transaction in this part of the chapter. Processing a reset transaction is the fourth stage in the Servicing maturing Balloon/Reset Mortgages process, as shown below. This process flow will give you a general overview. Refer to the requirements in this chapter for more details.
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83.91: Processing reset transaction contents (09/30/97)
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83.92: Introduction (09/30/99)
To reset a Balloon/Reset Mortgage, a number of processes need to occur. Each of these processes involve detailed procedures.

Sections 83.93 through 83.105 provide our reset transaction process requirements.

The Manual provides these procedures in detail, as well as guidelines to ensure an efficient process.

The requirements in Sections 83.93 through 83.105 apply to a reset for an:

	1.
	Eligible Borrower who elects to reset


	2.
	Ineligible Borrower who is approved for a reset


83.93: Reset Mortgage terms and conditions (09/30/99)
The Reset Mortgage must include all of the following terms and conditions:

	1.
	Two Balloon Loan Modifications must be executed on or before the Balloon Maturity Date.


	2.
	The Reset Mortgage must be a fixed-rate, level-payment Mortgage.


	3.
	The principal amount must be the UPB of the Balloon Note due on the Balloon Maturity Date.


	4.
	The extended term may not exceed 25 years (for a 5-year Balloon/Reset Mortgage) or 23 years (for a 7-year Balloon/Reset Mortgage) from the Balloon Maturity Date.


	5.
	The Reset Note Rate is calculated according to the requirements in Sections 83.56 and 83.66.


	6.
	The Reset Note Rate must be effective on the Balloon Maturity Date.


	7.
	The first payment of the Reset Mortgage must be due 1 month after the Balloon Maturity Date and must be on the first day of that month.


	8.
	The monthly principal and interest payments must be equal and must fully amortize the UPB over the term of the Reset Mortgage.


	9.
	The documents must be executed by all living Borrowers, endorsers, guarantors, sureties and other parties that signed the original Balloon Note and Security Instrument. If there has been an allowable Transfer of Ownership of the property, then the current Borrower(s) must execute the documents (refer to Sections 83.73 through 83.76).


	10.
	Unless State or local law, or the title insurer requires different documents, the Reset Mortgage must be documented by the execution and recordation of the Freddie Mac Single-Family Uniform Instrument Multistate Balloon Loan Modification (Form 3293; see Exhibit 80).


	11.
	The Reset Mortgage must be covered by mortgage insurance if the Balloon/Reset Mortgage is covered by mortgage insurance, unless the coverage has been canceled in accordance with Sections 61.2 through 61.3.


	12.
	The Reset Mortgage must be covered by title insurance in accordance with Section 83.11, insuring that the Reset Mortgage remains a First Lien on the property.


	13.
	The property must be covered by property insurance (including flood insurance, if applicable) that meets the requirements of Chapter 58.


83.94: Servicer warranties (09/30/99)
	(a)
	Mortgage documents
With respect to the Balloon Loan Modification and any other Reset Mortgage execution documents, you must warrant that the:

1.

Documents have been completed accurately

2.

Documents comply with all applicable laws

3.

Costs of the Reset Mortgage do not exceed the sum of the $250 processing fee for an Eligible Borrower or the $350 processing fee for an Ineligible Borrower plus the costs for:

a.

Obtaining title insurance coverage (refer to Section 83.11)

b.

Recordation fees for the Balloon Loan Modification and any other documents that must be recorded

c.

Any other charges, fees or taxes associated with executing the reset transaction



	(b)
	Reset Mortgage
With respect to each Reset Mortgage, you must warrant that:

1.

The Borrower has been given the required notice in accordance with Sections 83.33 through 83.44 and the reset rider.

2.

If the Borrower is an Eligible Borrower, that all the Reset Conditions have been satisfied in accordance with the terms of the reset rider.

3.

If the Borrower is an Ineligible Borrower, that all applicable requirements in Sections 83.78 through 83.89 have been satisfied.

4.

If the Borrower is an Eligible Borrower, that the Reset Option has been exercised in accordance with the provisions of the reset rider.

5.

All documents required for the Reset Mortgage have been executed by all parties, and the documents have been recorded in all places necessary to perfect a First Lien security interest in the property in favor of Freddie Mac.

6.

All the documents necessary under the laws of the jurisdiction in which the property is located, that make up the terms of the Reset Mortgage, are valid and binding on the Borrower and have been duly executed and delivered by the Borrower.




83.95: Package contents (03/26/97)
Once you have determined that the Borrower is an Eligible Borrower, or an Ineligible Borrower is approved for a reset, then you must prepare the Reset Mortgage package to send to the Borrower. The package you send must include the following:

	1.
	Two original Balloon Loan Modifications.


	2.
	A cover letter that gives the Borrower information that complies with the reset rider requirements and instructions on what to do with the contents of the package. You should require the Borrower to return the executed documents and payment for costs and interest to you no later than 15 days before the Balloon Maturity Date. This time frame should provide you with sufficient time to ensure the Reset Mortgage is still in the First Lien position and send the required documentation to us by the Balloon Maturity Date.


	3.
	Any notices or disclosures required by applicable law.


Sections 83.96 through 83.99 describe the preparation and notification process.

83.96: Verifying payment status (03/26/97)
Before preparing the Reset Mortgage package, verify that the Borrower is still current in his or her monthly payments. If the Borrower has become 30 or more days delinquent, then refer to Section 83.109.

83.97: Calculating the Reset Mortgage terms (12/05/03)
To prepare the Balloon Loan Modifications, you must calculate four items:

	1.
	The UPB on the Balloon Maturity Date


	2.
	The Reset Mortgage term (either 25 or 23 years)


	3.
	The first payment Due Date of the Reset Mortgage


	4.
	The monthly principal and interest payments based on the UPB, the Reset Note Rate, and the term of the Reset Mortgage



	(a)
	Unpaid principal balance
You must calculate the UPB scheduled to be due on the Balloon Maturity Date. If there is still a monthly principal and interest payment due when you are making this calculation, then you must subtract the principal part of the unpaid payment from the current UPB. The Reset Mortgage amount may only be for the UPB due at the Balloon Maturity Date. No interest, late charges or other fees may be added to the UPB.



	(b)
	Reset Mortgage term
If the term of the Balloon/Reset Mortgage was 5 years, then the term of the Reset Mortgage will be 300 months (25 years) from the Balloon Maturity Date.

If the term of the Balloon/Reset Mortgage was 7 years, then the term of the Reset Mortgage will be 276 months (23 years) from the Balloon Maturity Date.



	(c)
	First payment due date
The Reset Note Rate will be effective on the Balloon Maturity Date and the first payment under the Reset Mortgage will be due 1 month from the Balloon Maturity Date. The payments must be due on the first day of each month. Because interest is accrued in arrears, the first payment will cover the interest at the Reset Note Rate from the Balloon Maturity Date to the end of that month.



	(d)
	Monthly principal and interest payment
Using the scheduled UPB, the Reset Mortgage term and the Reset Note Rate, determine the monthly principal and interest payment sufficient to fully amortize the Reset Mortgage over its term in equal monthly installments.


83.98: Preparing the Balloon Loan Modification (12/05/03)
You must prepare two original Balloon Loan Modifications (Form 3293). Refer to Exhibit 80 for a copy of the form. You may prepare one original and make a photocopy of the original; however, both documents must have original signatures of the Borrower(s).

The Balloon Loan Modifications must be signed by all living Borrowers who signed the Balloon Note and any persons:

	•
	Who signed the Security Instrument to perfect the First Lien, and


	•
	Are not Borrowers on the Balloon Note, and


	•
	Who must still sign to continue to perfect the lien of the Reset Mortgage.


The title insurer can provide you with guidance on who must sign the Balloon Loan Modifications.

The Manual provides instructions for completing the document.

83.99: Cover letter to Borrower (03/26/97)
After you have prepared the Balloon Loan Modifications and transmitted Form 1074 to us, you must prepare a cover letter to the Borrower to accompany the Balloon Loan Modifications. It is important that your cover letter provide all the necessary information that the Borrower needs to complete the reset transaction. The cover letter must give the Borrower the following information:

	1.
	The terms of the Reset Mortgage (the Reset Note Rate, the new monthly principal and interest payment, the Due Date of the first payment due under the Reset Mortgage, the new maturity date and the principal amount)


	2.
	Depending on when you send the package, a condition that the last monthly payment due the month before the Balloon Maturity Date must be paid on time for the Borrower to qualify for the reset


	3.
	Instructions on how to complete the Balloon Loan Modifications


	4.
	Details on how much money the Borrower must send you for:

(a)

Transaction costs

(b)

Interest for the month before the Balloon Maturity Date

(c)

Any Escrow payment (if applicable)

Include the form of the payment you require (personal check, money order, etc.) and when the payment is due


	5.
	The deadline for returning the documents and the money


	6.
	An address where the Borrower must return the documents to


	7.
	A telephone contact for the Borrower to call with questions about the package


	8.
	An explanation of what happens after you receive the documents and payment from the Borrower


	9.
	Information on what will happen if the Borrower does not return the documents and funds on time


	10.
	If the Borrower is an Ineligible Borrower that you or we have approved for a reset, you must add the following to the cover letter:

(a)

Advise the Borrower about how the Reset Note Rate was calculated and that you are using the Freddie Mac RNY instead of the Fannie Mae RNY (if the Balloon/Reset Mortgage was originated using Fannie Mae Uniform Instruments).

(b)

Add in any additional costs, such as the costs to obtain and record a subordination agreement (when there is a junior lien and the title insurer required you to obtain a subordination agreement)




83.100: Introduction (03/26/97)
Once you receive the two executed Balloon Loan Modifications from the Borrower, verify that all the Borrowers and other required persons have signed the two documents as their names are typed and have dated the documents in the space provided. Verify the signatures were notarized (when applicable) and that the acknowledgment section is properly completed by the notary public.

Upon receipt, post the interest and Escrow payment (if applicable) to the Balloon/Reset Mortgage. The UPB on your records must match the UPB on the Balloon Loan Modification. You must ensure that you receive these funds before recording the Balloon Loan Modification.

83.101: Recording and retaining the Balloon Loan Modification (03/26/97)
After you have reviewed the two executed Balloon Loan Modifications, you must send one original Balloon Loan Modification, with a check for recording fees, to the appropriate land records office to be recorded. You must send the Balloon Loan Modification to be recorded no later than the Balloon Maturity Date.

When you receive the recorded Balloon Loan Modification back from the land records office, retain it in the Mortgage file with the recorded original Security Instrument. If the practice of the applicable land records office is to keep the original of the recorded document, then you must obtain a certified recorded copy of the Balloon Loan Modification that you must file with the original Security Instrument.

83.102: Obtaining proof of title insurance coverage (09/30/97)
After the Balloon Loan Modification has been recorded, you must obtain one of the following:

	1.
	The applicable endorsement listed in Exhibit 85 if you are obtaining special Reset Mortgage title insurance. Remember, if you are obtaining this coverage, then the existing original title insurance policy must also remain in force.


	2.
	The endorsement to the title insurance policy or a new policy if you are obtaining traditional title insurance coverage for the Reset Mortgage.


You must ensure that the Reset Mortgage is still a First Lien on the property.

83.103: Delivering documents to Freddie Mac's Document Custodial Operations (DCO) or a Custodian (12/19/07)
	(a)
	Notes are held by Freddie Mac's Document Custodial Operations
If the original Balloon Note is in the custody of DCO, you must deliver the unrecorded Balloon Loan Modification with the completed Form 1034B, Custodial Certification Schedule—Balloon Loan Modification, to DCO (see Directory 4) no later than 10 calendar days after the Balloon Maturity Date.

If there has been an allowable Transfer of Ownership of the property (see Sections 83.73 through 83.76), then include any documents necessary for DCO to certify the Borrower name(s) on the Balloon Loan Modification.

DCO certifies that the following information on the Balloon Loan Modification is accurate, complete and matches the information on Form 1034B:

1.

Freddie Mac loan number

2.

Property address

3.

Mortgage amount

4.

Reset Note Rate

5.

New maturity date

6.

Monthly principal and interest payment

7.

Borrower's last name

8.

Seller/Servicer number

9.

Seller/Servicer loan number (optional)

DCO will confirm that the blanks for "date interest begins" and the "date monthly payments begin" are completed and that the Borrowers have dated the Balloon Loan Modification.

If there are any discrepancies in the information, DCO will contact you for corrective action. Once the discrepancies are resolved the certification process can be completed. DCO will attach the Balloon Loan Modification to the Balloon Note and file it in our vault for safekeeping. We will not acknowledge the terms of the Reset Mortgage until the Balloon Loan Modification and Form 1034B are certified by DCO.

DCO will charge you a $2.25 certification fee for certifying the Balloon Loan Modification. Refer to Section 18.8.



	(b)
	Notes are held by a Custodian
If the Balloon Note is in the custody of a Custodian, you must deliver the unrecorded Balloon Loan Modification and Form 1034B to that Custodian for certification. You must ensure that the Custodian receives the documents in time to have the certified Form 1034B sent to Freddie Mac (see Directory 4) no later than 10 calendar days after the Balloon Maturity Date.

If there has been an allowable Transfer of Ownership of the property (see Sections 83.73 through 83.76), then include any documents necessary for the Custodian to certify the Borrower name(s) on the Balloon Loan Modification.

Your Custodian must certify that the following information on the Balloon Loan Modification is accurate, complete, and matches the information on Form 1034B:

1.

Freddie Mac loan number

2.

Property address

3.

Mortgage amount

4.

Reset Note Rate

5.

New maturity date

6.

Monthly Principal and Interest Payment

7.

Borrower's last name

8.

Seller/Servicer number

9.

Seller/Servicer loan number (optional)

The Custodian must confirm that the blanks for the "date interest begins" and the "date monthly payments begin" are completed and that the Borrowers have dated the Balloon Loan Modification.

If there are any discrepancies between the Balloon Loan Modification and Form 1034B, your Custodian must contact you for the corrections. Your Custodian may not execute Form 1034B if there are discrepancies. After you have determined the correct information, you must provide an updated Form 1034B to your Custodian. (Contact us (see Directory 3) to obtain a corrected Form 1034B.) Your Custodian will certify the updated Form 1034B. The Custodian must attach the unrecorded Balloon Loan Modification to the Balloon Note.

Once the certification process has been completed, the Custodian must make a paper copy or an imaged copy of the Form 1034B for its files and must retain the copy for at least three months from the date the certification is completed. (See Section 18.6(g) for additional information on imaging and retention requirements.) The Custodian must deliver the certified original Form 1034B to you. After you have received the certified original Form 1034B from the Custodian, you must make a copy or an imaged copy of the form for your files and forward the original form to Freddie Mac (see Directory 4) so it is received no later than 10 calendar days after the Balloon Maturity Date. If you prefer, your Custodian may deliver the form directly to Freddie Mac and send a copy to you. Ultimately, you are responsible for ensuring that we receive the Form 1034B no later than 10 calendar days after the Balloon Maturity Date.



	(c)
	Contract noncompliance fee for late delivery of documents
You will be charged a $100 late fee if Form 1034B (and the unrecorded Balloon Loan Modification, if DCO is holding the Note) is received by Freddie Mac later than 10 calendar days after the Balloon Maturity Date. If the 10th calendar day after the Balloon Maturity Date falls on a non-Business Day, then we must receive the document(s) by the last Business Day before the 10th calendar day.

If the Borrower fails to return the documents to you on time and you will be unable to meet the 10-day timeframe, then contact us (see Directory 3).

Refer to Section 78.51 regarding an additional penalty if we are unable to certify the Balloon Loan Modification or if there is a further delay in our receipt of the Balloon Loan Modification or Form 1034B.


83.104: Completing the transaction (12/05/03)
To complete the reset transaction, you must ensure the following tasks are completed:

	(a)
	Notifying the MI
If the Balloon/Reset Mortgage is covered by mortgage insurance, you must provide whatever reset notification is required by the individual MI in the time frame specified by the MI.



	(b)
	Changing the Mortgage records
The Reset Mortgage will retain the existing Freddie Mac loan number. Therefore, you must change your Mortgage record to reflect the terms of the Balloon Loan Modification. The timing of when you change your Mortgage record will depend on your system and processes.

After you have changed the Mortgage record, you must send the Borrower a new payment book, billing statement or whatever type of payment voucher system you use. You must provide the Borrower with the new payment voucher in sufficient time for the Borrower to make the first payment due under the Reset Mortgage.



	(c)
	Reporting and remitting to us after reset
For the accounting cycle cutoff that occurs in the same month as the Balloon Maturity Date, you must report the Balloon/Reset Mortgage information, not the Reset Mortgage information, since in this cycle you are reporting activity that occurred in the month before the Balloon Maturity Date. You must report the interest paid by the Borrower due for the month before the Balloon Maturity Date in this reporting cycle. You must remit to us in this accounting cycle based on the Accounting Net Yield (ANY) for the Balloon/Reset Mortgage.

For the accounting cycle cutoff that occurs in the month following the Balloon Maturity Date, you must report the Reset Mortgage information, since in this cycle you are reporting activity for the same month that the Balloon Maturity Date occurs in. You will report and remit based on the ANY for the Reset Mortgage. The ANY is the same as the Freddie Mac RNY from Form 1074 unless there is a discount situation (refer to Section 83.105).
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Accounting cycle cutoff[image: image499.png]
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Monthly reporting and remitting on the Balloon/Reset Mortgage terms (before the reset) for the period[image: image502.png]
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Monthly reporting and remitting on the Reset Mortgage terms for the period[image: image507.png]
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Form 1074 will state the RNY and the ANY for monthly reporting. The ANY is effective on the Balloon Maturity Date and is used to calculate the interest due to us beginning with the first month of the Reset Mortgage. Form 1074 will also provide the accounting cycle for which the new ANY is due to us.


83.105: Discount situations (06/28/04)
Depending on the requirements contained in the reset rider, the Reset Note Rate may be based on the Fannie May Required Net Yield (RNY) in effect on the date and time of day you received an Eligible Borrower's election to reset. However, the Accounting Net Yield that you use to report and remit to us for the Reset Mortgage is always based on the Freddie Mac RNY as specified on Form 1074, Freddie Mac Reset Mortgage Confirmation.

If the Freddie Mac RNY is higher than the Fannie Mae RNY, you may be charged a discount fee. You must retain on the Reset Mortgage at least the same Minimum Contract Servicing Spread you retain on the Balloon/Reset Mortgage (the Minimum Contract Servicing Spread is shown on Form 1074). If the Reset Note Rate calculated using the Fannie Mae RNY is less than the Freddie Mac RNY plus the existing Minimum Contract Servicing Spread on the Balloon/Reset Mortgage, then you will be charged a discount fee to make up the difference. You will be billed for the discount through our monthly billing, payment and collection process. Examples are shown below.
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	Fannie Mae RNY[image: image519.png]


 
	+[image: image520.png]


 
	0.50% allowed in reset rider[image: image521.png]
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	Reset Note Rate less than Minimum Gross Yield[image: image526.png]
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You will also be charged a discount fee when the Minimum Contract Servicing Spread on the Balloon/Reset Mortgage is 0.500% (50 basis points) and the Reset Note Rate calculation results in a rounding down to the nearest one-eighth of 1% (0.125%). For example, if the Freddie Mac RNY is 8.06, after adding the 0.500% and rounding to the nearest one-eighth, the Reset Note Rate would be 8.50. Subtracting the Freddie Mac RNY of 8.06 gives you a Servicing Spread of 0.440%, which is below the 0.500% Minimum Contract Servicing Spread.

83.106: Loss mitigation process (10/7/02)
You will find requirements and guidelines for handling Balloon/Reset Mortgages that are not reset and are not paid in full in this part of the chapter. Conducting loss mitigation activities is the last stage in the maturing Balloon/Reset Mortgage process as shown below. This process flow will give you a general overview of the process. Refer to the requirements in this chapter for more details.
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83.107: Introduction (10/7/02)
There is a significant difference between a delinquent Balloon/Reset Mortgage as it approaches its Balloon Maturity Date and a delinquent Mortgage of another product type. That is, at the Balloon Maturity Date there is a large, lump sum payment due (Balloon Payment). To protect everyone's interest, a quick resolution to the Delinquency or failure to receive the Balloon Payment is necessary. Sections 83.108 through 83.111 provide you with requirements and guidelines for handling Balloon/Reset Mortgages that are not reset and are not paid in full.

83.108: Balloon Payment not received and monthly payments were current (08/15/08)
	(a)
	Request for information
If the monthly payments were current and you do not receive the Balloon Payment within five Business Days after the Balloon Maturity Date, then you must attempt to contact the Borrower by the sixth Business Day after the Balloon Maturity Date to determine why the Balloon Payment has not been paid in each of the following circumstances:

If the Borrower:

1.

Did not respond to the required notice, or

2.

Responded that the Balloon/Reset Mortgage would be paid in full, or

3.

Elected to reset, but did not complete the reset transaction, or

4.

Could not be approved for a reset, and was informed that the Mortgage would have to be paid in full

You must notify Freddie Mac (See Directory 3) immediately of the results of your contact with the Borrower.



	(b)
	Partial payments and reporting
DO NOT POST ANY PAYMENTS TO THE MORTGAGE BALANCE EXCEPT PAYMENT IN FULL UNDER ANY CIRCUMSTANCE AFTER THE BALLOON MATURITY DATE.

Payments other than the full payoff amount due received after the Balloon Maturity Date should be returned to the Borrower or credited to an unapplied or suspense funds account in accordance with applicable laws. (You must report the Mortgage as delinquent via Electronic Default Reporting (EDR) within the first three Business Days of the following month.)

You must send a notice to the Borrower that includes:

•
An explanation as to why the payment was not posted to the Mortgage

•
A demand for payment in full that is due no later than 30 days past the Balloon Maturity Date

•
The name and contact information of the person within your organization that the Borrower can contact if he or she is not able to pay the Balloon Payment within 30 days after the Balloon Maturity Date and would like to be considered for a workout option or other alternative to foreclosure



	(c)
	Loss mitigation
(i)
Short-term forbearance
If the Borrower applied for and has been approved for alternative financing, you can grant a short-term forbearance for a period not to exceed 90 days from the Balloon Maturity Date to allow the Borrower time to close on the alternative financing and payoff the Mortgage with the proceeds. The Borrower must provide proof that he or she has been approved for the alternate financing.

If the property is under contract for sale, you can grant a short-term forbearance for a period not to exceed 90 days from the Balloon Maturity Date to allow the Borrower time to close on the sale of the property and payoff the Mortgage with the proceeds from the sale. The Borrower must provide proof that there is a valid sales contract on the property.

If short-term forbearance is granted, you must have the Borrower sign a stipulation agreement that will allow you to foreclose as soon as legally possible if the Balloon/Reset Mortgage is not paid in full by the end of the forbearance period.

You must report that a short-term forbearance plan has been executed via EDR using action code "09" in accordance with Section A65.21.1.

See Sections A65.20 through A65.22 for additional information on short-term forbearance.
(ii)
Workout options
If the Borrower cannot pay the Balloon/Reset Mortgage in full, is not a candidate for a reset, but will work with you to resolve the problem, then contact Freddie Mac (see Directory 3) to see if the Borrower is eligible for a workout. (See Section 83.110 for information on recommending a workout option.)



	(d)
	When to initiate foreclosure
If the Borrower(s) refuses to pay the Balloon/Reset Mortgage in full, is not being considered for a workout option and will not work with you to resolve the problem, then you must initiate foreclosure as soon as legally possible in the State where the property is located. (Refer to Chapter 66 for information on foreclosure.)


83.109: Borrower delinquent in monthly payments (03/26/97)
If the Borrower is delinquent in monthly payments before the Balloon Maturity Date, your possible options will be based in part on the Borrower's payment history for the last 12 months. You can send this type of case through the Freddie Mac review path described in Sections 83.84 through 83.89. We will consider a reset if the Borrower has stable monthly income, wants to keep the home, wants to resolve the Delinquency and can bring the Balloon/Reset Mortgage current by the Balloon Maturity Date.

If the Balloon/Reset Mortgage is already in foreclosure as of the Balloon Maturity Date, then continue with the foreclosure action.

If the Borrower cannot bring the Balloon/Reset Mortgage current before the Balloon Maturity Date, cannot pay the Balloon Payment and will work with you to resolve the problem, then consider if the Borrower may be a candidate for a workout option. (Refer to Section 83.110.) If the Borrower is not a candidate for a workout option, then you must institute foreclosure proceedings as soon as legally possible.

83.110: Recommending a workout option (12/05/03)
When a Borrower cannot qualify for a Reset Mortgage, cannot pay the Balloon Payment, is cooperative and wants to resolve the problem, then you must consider whether the use of a workout option will resolve the problem. Refer to Chapter B65 for our workouts options.

If you want to submit a loan modification, short payoff or deed-in-lieu of foreclosure recommendation, then follow the procedures in Chapter B65.

Additionally, notify us of the problem no later than the 44th calendar day before the Balloon Maturity Date by either:

	1.
	Transmitting disposition code "P" through the balloon rate lock transmission in MIDANET® for the PC, or


	2.
	Calling (800) FREDDIE between the hours of 10:00 a.m. and 4:30 p.m. Eastern time any Business Day and giving the following information:

(a)

Your six-digit Freddie Mac Seller/Servicer number

(b)

Your company name, address, contact name, title and telephone number

(c)

The nine-digit Freddie Mac loan number

(d)

The occupancy status of the property

(e)

Advise that you are going to submit a workout recommendation package to us

If we do not receive a workout recommendation package from you within seven Business Days of your notification to us, we will contact you to discuss potential solutions.


83.111: Borrower in bankruptcy and monthly payments are delinquent (12/19/07)
If the Borrower has filed for bankruptcy protection or is in a bankruptcy repayment plan and the monthly payments due under the Balloon Note are contractually delinquent (even if the repayment plan payments are current), then contact us (see Directory 3) to discuss what actions you should take.

Refer to Sections 67.6 through 67.16 for additional requirements regarding the Servicing of Mortgages subject to bankruptcy proceedings.

83.112: Reinstatement (12/19/07)
If a Balloon/Reset Mortgage is scheduled to mature in 120 days and the Borrower is delinquent in monthly payments, but offers to reinstate the Mortgage, then you must comply with the requirements of Section 83.112(a) if the offer is for a full reinstatement, or Section 83.112(b) if the offer is for a partial reinstatement.

A reinstatement offer received from a Borrower within 120 days of the Balloon Maturity Date requires careful analysis because the Balloon Payment will soon be due and because of the notification requirements of the reset rider and State law (when applicable). Refer to Section 83.43 for our requirements on when the required notice must be sent to a Borrower who is delinquent in monthly payments. Refer to Sections 83.106 through 83.110 for the process for recommending a Borrower for a workout option.

	(a)
	Full reinstatement offer
If a Borrower who is delinquent in monthly payments offers to fully reinstate a Balloon/Reset Mortgage within 120 days of the Balloon Maturity Date, you must accept the offer if it meets the requirements of Section A65.8.

The timing of the Borrower's offer will determine what notices, if any, you must send to the Borrower.

If You Accept This Offer[image: image556.png]
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Between the 120th day before the Balloon Maturity Date, but before the last day the required notice must be sent to the Borrower (under either the terms of the reset rider or State law, whichever is earlier)[image: image558.png]


 

You must send the required notice detailed in Sections 83.34-83.35 to the Borrower by the last day the required notice must be sent[image: image559.png]


 

After the last day the required notice must be sent, and you had not sent the required notice between the 100th and the 120th day before the Balloon Maturity Date because the Balloon/Reset Mortgage had been accelerated or was in foreclosure[image: image560.png]


 

You must send the Borrower a notice stating the amount of the Balloon Payment due on the Balloon Maturity Date. In the notice, advise the Borrower to contact you within five Business Days of receiving the notice if he or she will not be able to pay the Balloon Payment.[image: image561.png]


 

Servicing Note:
If the Borrower advises you that he or she cannot pay the Balloon Payment, contact us (see Directory 3) for instructions.



	(b)
	Partial reinstatement offer
If a Borrower who is delinquent in monthly payments offers to partially reinstate (see Sections A65.7 and A65.9 for our partial reinstatement requirements) the Balloon/Reset Mortgage within 120 days of the Balloon Maturity Date, you may not accept the offer without our approval. Complete Form 1130, Balloon/Reset Mortgage Exception Transmittal Form, include the details of the partial reinstatement offer and send it to us (see Directory 3).

No later than seven Business Days after we receive the information from you, we will call you with our decision on the offer and provide any other necessary instructions.


83.113: Introduction (02/23/07)
This section has been deleted.

83.114: Servicer and Borrower requirements for the alternative Balloon Loan Modification program (02/23/07)
This section has been deleted.

83.115: Possible outcomes of Mortgages we identify for the alternative Balloon Loan Modification program (02/23/07)
This section has been deleted.
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