Freddie Mac

OVERVIEW

We have included the most recent information available at the date of publication. At the end of each section,
we include a list of resources with web links where you can find updates, as well as information about additional
programs and other helpful information related to the subject.

OVERVIEW

Freddie Mac is a government-sponsored enterprise
or GSE, created by the federal government to ensure
access to home mortgage credit. Freddie Mac has

a statutory mission to provide liquidity, stability, and
affordability to the U.S. housing market. Freddie Mac
does not make loans directly to homebuyers. The
primary business of Freddie Mac is to purchase loans
from lenders to replenish their supply of funds so
they can make more mortgage loans to other bor
rowers. Freddie Mac then issues securities backed by
pools of these mortgages that it sells to the capital
markets. Freddie Mac guarantees to investors prompt
payment of interest and principal on the mortgages
backing the securities. Banks may sell loans to
Freddie Mac individually or pooled with other loans,
or directly or through intermediaries.

Freddie Mac funds its operations and loan loss
reserves primarily through fees, which banks may
pass through to borrowers. Freddie Mac charges
both guarantee fees and loan-level price adjustments
(LLPASs). LLPAs vary based on credit score, loan-to-
value ratio, type of product used, and various

other factors.

Freddie Mac is charged with affordable housing
goals.”? The goals were first implemented in 1993
and provide clear guidelines for low- and moder
ate-income (LMI) lending that the GSEs are required
to facilitate. Freddie Mac operates special programs
with underwriting standards that eliminate common
barriers to low-income homeownership, such as
high down payments, credit history issues, and the
inability to get affordable fixed-rate financing on
unusual property types that tend to be more afford
able, such as manufactured homes and properties
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with significant deferred maintenance. Freddie Mac
also purchases loans secured by condominiums and
properties in rural areas. Freddie Mac provides training
to lender customers through its online Learning Center
and has pioneered a multilingual Credit Smart online
curriculum to help borrowers know their pre-purchase
counseling options.

This Guide covers the following Freddie Mac
homeownership options:

HomePossible®: Low down payment financing with
discounted fees for creditworthy LMI borrowers.

HomePossible Advantages™: Low down payment
financing for first-time homebuyers.

Construction Conversion and Renovation Mortgage:
Financing that covers property purchase and renova
tion/construction costs in a single mortgage.

Manufactured Home Mortgage: Financing for manu
factured homes that uses the credit standards of the
home mortgage market.

Relief Refinances™/Home Affordable Refinance
Program (HARP): Helps borrowers with good payment
records who have little or no home equity refinance
into more affordable mortgages.

12 By statute, the Federal Housing Finance Agency is required to set annual
housing goals for mortgages bought by Fannie Mae and Freddie Mac. The
agency's goals for single-family housing include categories for mortgages for
low-income families, very low-income families and families that live in low-in
come areas, and for refinancing mortgages. The multifamily goals include
separate categories for mortgages on properties with five or more units afford
able to low-income families and very low-income families.
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MORTGAGE INSURANCE AND LOAN LIMITS

Freddie Mac requires mortgage insurance (Ml) on all loan amounts that
exceed 80 percent of the property value. The amount of M| coverage
required varies by transaction type and loan-to-value range. Freddie
Mac offers standard and/or flexible Ml pricing options for all loan
products. Flexible mortgage insurance options include reduced Ml and
custom M| options.

Custom MI coverage options typically carry corresponding post-settle
ment delivery fees. Post-settlement delivery fees are risk-based pricing
adjustments and vary by product type and loan-to-value ratio. Custom
mortgage insurance delivery fees range from 0.375 percentto 0.75
percent. The table on the next page provides the level of Ml coverage
required for all first lien mortgages delivered to Freddie Mac.

The Federal Housing Finance Agency (FHFA) publishes Freddie Mac's
conforming loan limits annually. Loan limits vary by number of units and
by property location. Properties in areas defined as “high cost” are asso
ciated with higher loan limits. The current range for original principal
balance for single-family, one-unit properties is $417,000 to $625,500
depending on the geography (two- to four-unit properties have corre
spondingly higher loan limits).

DOING BUSINESS WITH FREDDIE MAC

Benefits

Delivering mortgage loans to the secondary market through Freddie
Mac can help community banks access sustainable affordable mortgage
products and responsibly expand mortgage business opportunities
while limiting long-term credit, prepayment, and interest rate risks.

Delivery Options

There are several ways for banks to deliver loans to Freddie Mac.

They can become direct Freddie Mac approved sellers or seller/
servicers. They can generate loans for sale to Freddie Mac through the
Independent Community Bankers of America’s (ICBA) Correspondent
Lending Program. They can act as a correspondent lender by originating
and funding loans and then selling them to investors or aggregators that
sell to Freddie Mac. Banks can also generate loans that are funded in the
name of an investor and then sold to Freddie Mac. Lenders selling to
Freddie Mac must make, directly or indirectly through a service provider,
certain representations and warranties (reps and warrants).

Delivering to Freddie Mac as a direct seller or seller/servicer

In order for banks to deliver loans directly to Freddie Mac, they must
become approved sellers or seller/servicers. Freddie Mac approved sell
ers and seller/servicers are able to deliver a wide range of single-family
mortgage products including purchases and refinances on one- to
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PROGRAMS IN THIS SECTION:

HomePossible®: Low down payment financ
ing with discounted fees for creditworthy
LMI borrowers.

HomePossible Advantage: Low down pay
ment financing for first-time homebuyers.

Construction Conversion and Renovation
Mortgage: Financing that covers property
purchase and renovation/construction costs in
a single mortgage.

Manufactured Home Mortgage: Financing
for manufactured homes that uses the credit
standards of the home mortgage market.

Relief Refinance™/Home Affordable
Refinance Program (HARP): Helps borrowers
with good payment records who have little or
no home equity refinance into more afford
able mortgages.
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Freddie Mac Mortgage Insurance (Ml) Coverage Requirements, 2016

Product Types

Loan-to-Value
(LTV) and MI
Coverage

Property Types

Transaction
Types

Home Possible®

Home Possible
AdvantageM
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STANDARD Ml

O Fixed-rate mortgages

O Adjustable-rate mortgages

For all mortgages, except
15- and 20-year fixed-rate
mortgages:

O >80% <85% requires
12% coverage

O >85% <90% requires
25% coverage

O >90% requires 30%
coverage

For all 15- and
20-year fixed-rate
mortgages:

O >80% <85% requires
6% coverage

O >85% <90% requires
12% coverage

O >90% requires 25%
coverage

O One- to four-unit primary residence

O One- to four-unit investment property

O One-unit second home

O Purchase
O No cash-out refinance

O Cash-out refinance

0 >90% <95% requires 16% coverage

O >85% <90% requires 12% coverage

0 >80% <85% requires 6% coverage

O >95% <97% requires 18% coverage

O >90% <95% requires 16% coverage

O >85% <90% requires 12% coverage

O >80% <85% requires 6% coverage
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REDUCED Mi

O Fixed-rate, fully
amortizing level
payment mortgages

O Amortizing over a
period greater than
20 years

O >85% <90%
requires 17%
coverage

O >90% <95%
requires 25%
coverage

One- to two-unit
primary residence

O Purchase
O No cash-out
refinance of existing

Freddie Mac-owned
mortgages

N/A

N/A

CUSTOM MI

O Fixed-rate
mortgages

O Adjustable-rate
mortgages

O >85% <90%
requires 12%
coverage

O >90% <95%
requires 18%
coverage

One- to four-unit
primary residence or
second home

O Purchase

O No cash-out
refinance

O Cash-out
refinance

N/A

N/A




four-unit properties through Home Possible® and Home
Possible Advantage®™, and refinances through the
Home Affordable Refinance Program. Both fixed-rate
and adjustable-rate products are available.

Approved sellers or seller/servicers are also provided
with training, technical support, and business develop
ment support. Once approved, lenders are assigned
a Freddie Mac representative to help them navigate
Freddie Mac's benefits, systems, and requirements.

Approval process to deliver as Freddie Mac direct
seller or seller/servicer

Lenders can be approved through Freddie Mac as a

seller/servicer or as a seller only. Freddie Mac seller/
servicers either service loans directly or contract with
a Freddie Mac approved subservicer. If approved as

a seller only, servicing rights must be transferred to a
Freddie Mac approved servicer.

The seller/servicer approval process is estimated to
take between four and six months from the time of
application through final approval. Banks interested

in becoming a Freddie Mac approved seller or seller/
servicer must meet minimum financial standards includ
ing a minimum net worth of $2.5 million plus 25 basis
points of unpaid principal balance for total one- to four-
unit residential mortgage loans serviced. Operational
standards related to quality control and servicing apply
as well.

Delivering to Freddie Mac through the ICBA
Correspondent Lending Program

ICBA's Correspondent Lending Program offers mem
bers access to various GSE and government loan
program product options. ICBA member banks can
originate Freddie Mac loan products and deliver them
to ICBA, which acts as an aggregator for the loans,
allowing the bank to take advantage of secondary
market liquidity and GSE product offerings, while avoid
ing the operational requirements of becoming a direct
Freddie Mac seller/servicer. ICBA offers “co-branded”
servicing, and automated underwriting options.

Delivering to Freddie Mac through other third parties

Smaller lenders often turn to investors or aggregators
to help them carry out underwriting, funding, and/

or secondary market sales functions. Correspondent
lenders typically fund loans in their own names and

then sell them to investors, who in turn sell the loans
into the secondary market. In some cases, the corre
spondent lenders handle the underwriting in-house.

In others, the investor acts as the underwriter. Smaller
lenders that are interested in originating loans but do
not have the internal capacity to either underwrite or
fund the loans can also work with investors to carry out
the origination function while looking to the investor
to underwrite and fund the loans in the name of

the investor.

Lenders can work with sponsoring Freddie Mac
approved seller/servicers to originate Freddie Mac
loan products. Originating loans for or selling loans
to a Freddie Mac approved aggregator can be useful
to banks that do not meet minimum standards and/or
do not have the internal capacity to become approved
by Freddie Mac. However, many aggregators and/or
investors administer their own underwriting guide
lines or overlays, which may be more restrictive than
standard Freddie Mac program requirements. Final
underwriting decisions, standards for delivery, and
fees for participation are set by each investor.

SYSTEM REQUIREMENTS
AND QUALITY CONTROL

Freddie Mac offers the Loan Prospector® (LP) for third-
party originators (TPOs), which is a portal system that
provides product guidelines and preliminary auto
mated underwriting to lenders working with investors.
Lenders can underwrite loans manually or electroni
cally with the use of LP. Loan Prospector® provides an
assessment of a loan’s eligibility for sale and delivery
to Freddie Mac. Lenders can access Loan Prospector®
through an interface on FreddieMac.com, a third-party

vendor, or direct integration with a lender’s proprietary
loan origination system. There is no charge for Loan
Prospector®.

Freddie Mac sellers are also required to have a quality
control program in place that includes pre-funding
and post funding quality control reviews, covers the
full scope of the mortgage origination business of the
bank, and includes an active role by senior manage
ment in the effective resolution of gaps discovered in
the origination process.
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http://www.freddiemac.com/

RESOURCES

Freddie Mac eligibility requirements
https://ww3.freddiemac.com/ds1/singlefamily/beourcustomer.nsf/frmEligReq?OpenForm

Freddie Mac application process
http://www.freddiemac.com/singlefamily/doingbusiness/

Freddie Mac sales and delivery information: Information about pricing, sales executions, and delivery and
funding requirements.
http://www.freddiemac.com/singlefamily/sell/

Freddie Mac's Learning Center: Ongoing training opportunities.
http://www.freddiemac.com/learn/

Freddie Mac's Single Family Seller/Servicer Guide: Rules and regulations covering all aspects of selling loans to
Freddie Mac including lender approval, loan origination, loan delivery, quality control, and servicing requirements.
http://www.freddiemac.com/singlefamily/guide/

ICBA Correspondent Lending Program: Program description and available products list.
http://www.icbams.com/

Freddie Mac participating wholesale lenders list: List of Freddie Mac approved aggregators.
http://www.loanprospector.com/about/wholesaler.html

Freddie Mac Community Lender Resource Center
http://www.freddiemac.com/singlefamily/community_lenders/
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