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Sample Detailed Adjustment Report 
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Review 

 Monthly reconciliation reports are available to give you summaries of the various 
activities processed during the cycle. 

 There are three monthly reconciliation reports: 

− Loan Reconciliation Difference (Available via the Service Loans application 
and IAM) 

− Monthly Account Statement (Available via the Service Loans application and 
IAM) 

− Detailed Adjustment (Available only via IAM) 
 The monthly reconciliation reports are available to you via IAM at month end. 

 You will use the monthly reconciliation reports as part of your custodial account 
reconciliation process. 

 The Loan Reconciliation Difference report summarizes every transaction our 
system did not immediately accept during the cycle due to a reporting 
discrepancy, loans that were simulated, and any loan with more than one 
transaction.  You may retrieve this report via the Service Loans application and 
IAM. 

 The Monthly Account Statement summarizes the total transactions processed and 
remittance received during the cycle.  The ending balance is the total liability due 
to us as of the accounting cycle.  You may retrieve this report via the Service 
Loans application and IAM. 

 The Detailed Adjustment report lists adjustments we make and any other billings 
to your portfolio.  If applicable, this report is available to you via IAM. 
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Adjustable-Rate Mortgages (ARMs) 
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Introduction 

This chapter introduces adjustable-rate mortgages (ARMs). 

Objectives 

After completing this chapter, you will be able to define an adjustable-rate mortgage and 
describe the following: 

 Different ARM products eligible for sale to Freddie Mac 

 Rate changes 

 How a rate change notification works 

 How to: 
− Calculate a new note rate   
− Calculate a new accounting net yield (ANY) rate  
− Identify and resolve common ARM rate discrepancies 

 Convertible ARMs   
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What is an ARM? 

An ARM is a mortgage that has a note rate that adjusts periodically based on a specified 
index. 

Common ARM Terminology 

You must be familiar with the definitions for the following ARM terms.  Refer to the 
Glossary in the Single-Family Seller/Servicer Guide (Guide) for complete definitions for 
all terms. 

 Accounting net yield (ANY) 

 Caps (initial, periodic, and life) 

 Index 

 Initial period 

 Interest change date 

 Lifetime ceiling 

 Lifetime floor 

 Lookback period 

 Margin 

 Minimum contract servicing spread 

 Note rate 

 Payment change date 

 Rounding 

ARM Programs 

ARMs sold to Freddie Mac may have been sold under any of the following programs: 

 WAC ARM Cash 

 WAC ARM Guarantor 

 ARM Cash (no longer available for new loan sales) 

 ARM Guarantor (no longer available for new loan sales) 

Each of these programs requires you to use a slightly different method to calculate the 
ANY.  Examples of the different methods for calculating the ANY are shown later in this 
chapter. 

The ARM Cash and ARM Guarantor programs are not available for new loan sales, but 
may exist in your portfolio or you may acquire them through a transfer of servicing. 
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Non-standard ARMs 

Freddie Mac may purchase non-standard ARMs (ARM products not in the Guide) on a 
negotiated basis only. 

Convertible ARMs 

A convertible ARM gives the borrower the option to convert the type of interest from an 
adjustable rate to a fixed rate according to the terms of the note. 

There are two types of convertible ARMs: 

 Convertible ARMs (CARMs) that adjust through Freddie Mac’s automated path 

 Alternative convertible ARMs (ACARMs) that must be repurchased, converted to 
a fixed rate, and resold to Freddie Mac 

Note Rate Changes 

An ARM mortgage has a specific date on which the interest rate will change (referred to 
as the interest change date), and specific instructions on how to calculate the new note 
rate.  The payment change date will occur a month after the interest change date since 
interest is in arrears.  The note specifies the components for calculating the new note rate, 
including the index, lookback, and margin. 

To determine the new note rate, take the following steps: 

1. Identify the new index. 

2. Determine the margin. 

3. Add the index and margin. 

4. Round the result, according to the rounding rules in the note. 

5. Check the cap restrictions. 

Interest Change Date 

The interest change date is each date, as established in the note, on which any adjustment 
in the note rate is effective.  Interest must be calculated at the new note rate beginning on 
this date. 

Example 

If the interest change date specified in the note is May 1.  The old rate is 7 percent, and 
the new rate is 8 percent.  The April interest collected with the May 1 payment is 
calculated at 7 percent.  Amounts due after May 1 are calculated using the 8 percent 
interest rate.  The payment change date is June 1.  May interest collected with the June 
payment is calculated using the 8 percent interest rate. 



Adjustable-Rate Mortgages (ARMs) 

Investor Reporting to Freddie Mac   Freddie Mac Document 
August 2011 10-4 

Payment Change Date 

The payment change date is each date that the monthly payment reflects any interest rate 
adjustment.  This date will be the first monthly payment date following the note rate 
change. 

Note Rate 

The note rate is the interest rate payable under the note.  For ARMs, the note rate may 
adjust periodically under the terms of the note. 

Frequency of Note Rate Changes 

The note specifies how often the note rate changes.  The note rate will change on a 
specific date, such as once every six months or once a year. 

Index 

The first thing you when there is a rate change is determine what index to use to 
determine the new note rate. 

The index is a fluctuating economic indicator specified in the note whose value is 
periodically used to adjust the note rate.  The specific index you use is identified in the 
note, and is usually a publicly available index such as the Treasury index, the London 
Interbank Offered Rate (LIBOR) index, or Cost of Funds (COF) index. 

Lookback Period 

Once you determine the index, you need to determine the lookback period.  The lookback 
period is the number of calendar days you count back from the interest change date to 
determine the current index. 

The lookback period is stated in the note, and is generally expressed as the number of 
days preceding the interest change date.  It is usually 30, 45, or 60 days.  Lookback days 
are calendar days, not business days.  Do not include the interest change date when 
counting days. 

Most Recently Available Index 

Once you know the interest change date, the index, and the lookback period or the 
margin, you can determine the index value you must use to calculate the new note rate.  
The index may require that you: 

 Count back from the interest rate change date the number of calendar days 
specified in the note. 

 Use the current or most recently available applicable index for that date as 
specified in the note.  Some indexes are available every Monday, some once a 
month. 
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Example One 

Count back 45 days from a May 1 interest change date, and the date is Monday, March 
17.  If you are using an index available every Monday, then you use the new index 
available on Monday, March 17.  If Monday is a holiday, then the rate would be available 
on Tuesday.  If you use an index published once a month at the end of the month, then 
you would use the index value that was published at the end of February. 

Example Two 

Count back 60 days from a May 1 interest change date, and the date is Sunday, March 2.  
If you are using an index available every Monday, then use the new index that was 
available on Monday, February 24.  If you use an index published once a month at the 
end of the month, use the index value that was published at the end of February. 

Rounding 

The note will specify whether the sum of the index and margin must be rounded.  Most 
notes require that you round the sum to the nearest eighth of a percent.  Check the note 
for the applicable rounding rules.  This is the new note rate unless a rate cap becomes 
effective. 

The index is 5.49 percent and the margin is 2.50 percent.  The new note rate is 7.99 
percent provided rounding is not required under the terms of the note, and this adjustment 
is not further limited by a rate cap.  If the note requires that the sum of the index and 
margin be rounded to the nearest one-eighth of one percent, (0.125%), then the new note 
rate is 8 percent, unless the adjustment is further limited by a rate cap. 

Sample ARM Rounding Chart 

Between Round to 

0.00 – 0.06 0.000 

0.07 – 0.18 0.125 

0.19 – 0.31 0.250 

0.32 – 0.43 0.375 

0.44 – 0.56 05.00 

0.57 – 0.68 0.625 

0.69 – 0.81 0.750 

0.82 – 0.93 0.875 

0.94 – 1.00 1.000 
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Rounding the New ANY 

Round a new ANY using the same method that you use when rounding the note rate.  
Round the ANY according to the program under which the mortgage was sold to us: 

 Mortgages sold under the WAC ARM program, are rounded at the note rate.  
Round to the nearest eighth. 

 Mortgages sold under the ARM Guarantor program are rounded at the PC rate.  
Round to the nearest eighth. 

 Mortgages sold under the ARM Cash program are rounded at the ANY rate.  
Round to the nearest eighth. 
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Caps 

Once you have rounded the note rate, you need to determine if it is subject to a cap.  A 
cap can limit the change in the note rate.  There are three types of caps: 

 Initial 

 Periodic 

 Lifetime 

Initial Periodic Lifetime 

Specifies the maximum 
increase or decrease in the 
note rate on the first interest 
change date and is 
expressed in percentage 
points. 

Specifies the maximum 
increase or decrease in the note 
rate on any interest change date 
after the first interest change 
date and is expressed in 
percentage points. 

Specifies the number of 
percentage points that when 
added to the initial note rate 
yields the lifetime ceiling 

 Limits the movement 
from the original note 
rate to a new rate on the 
first change date. 

 Applicable to upward 
or downward change. 

 Limits the movement from 
the current rate to a new 
rate.  

 Applicable to upward or 
downward change. 

 A maximum cap plus the 
initial note rate is called a 
lifetime ceiling. 

 A minimum cap less the 
initial note rate is called a 
lifetime floor. 

On the first interest change 
date, the note rate cannot: 

 Be greater than the 
initial note rate plus the 
initial cap or below the 
note rate less the initial 
cap. 

Example: 
If the initial cap is 2.00 
percent, and the note 
rate is 7.00 percent, 
then the new rate 
cannot be above 9.00 
percent or below 5.00 
percent. 

 Be greater than the 
lifetime ceiling, if any, 
or less than the lifetime 
floor, if any. 

On each subsequent interest 
change date the note rate 
cannot: 

 Be greater than the current 
note rate plus the periodic 
cap or below the current 
note rate less the periodic 
cap. 

 Be greater than the lifetime 
ceiling, if any, or less than 
the lifetime floor, if any. 

Example: 
If the periodic cap is 2.00 
percent, and the current note 
rate is 7.00 percent then the 
new rate cannot be above 9.00 
percent provided this does not 
exceed the lifetime ceiling, or 
below 5.00 percent. 

Note rate cannot: 

 Exceed the lifetime ceiling 
regardless of how high the 
index value goes, even if 
the periodic or initial cap 
would allow it. 

 Be below the lifetime 
floor, if any, regardless of 
how low the index goes 
even if the periodic or 
initial cap allows it.  
Unless our contract 
specifically allows you to 
enforce a lifetime floor, 
you may not enforce it. 
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Example 

 If the current note rate is 7.00 percent, the new index is 8.00 percent, and the 
margin is 2.50 percent, then the new note rate would be 10.50 percent without 
applying caps. 

 If the periodic or initial interest cap is 2.00 percent, the maximum note rate 
allowed is 9.00 percent (7.00 + 2.00) and the minimum note rate allowed is 5.00 
percent (7.00-2.00). 

 The lifetime cap is 15.00 percent. 

 The new note rate would be 9.00 percent because of the periodic cap. 

Some ARM programs may have different servicing fees for loans that are fully adjusted, 
and/or loans that that have a periodic or initial cap, and /or loans that have a lifetime cap. 

Calculating a New ANY 

The ANY is the net yield rate Servicer use to report and remit interest due Freddie Mac 
each month.  Every time the note rate changes, the ANY will change.  The process for 
calculating the new ANY varies depending on the program under which the ARM was 
sold to Freddie Mac.  The ANY equals the required net yield (RNY) except for 
mortgages sold to Freddie Mac at a discount. 

Perform the following steps to calculate the ANY: 

1. Determine the margin.  This will vary depending on the program. 

2. Add the index and the margin or determine the fee, depending on the program. 

3. Round to the nearest one-eighth. 

4. Check the cap restrictions. 

5. Add or subtract the guarantee fee, depending on the program. 

See the ANY calculation for WAC ARM Guarantor, ARM Guarantor, ARM Cash and 
WAC ARM Cash programs and the examples in this section for more information on 
calculating the ANY. 

ANY Terminology 

This section identifies terms used when calculating the new ANY. 

Gross Margin 

The margin is the number of percentage points that is added to the index value to 
establish the new note rate at each interest change date.  The margin is generally between 
2.50 percent and 3.00 percent.  Once you have determined the index value, you need to 
add the gross margin to it. 



Adjustable-Rate Mortgages (ARMs) 

Freddie Mac Document  Investor Reporting to Freddie Mac 
 10-9 August 2011 

Guarantee Fee 

The required spread (sometimes called the guarantee fee) is the fee Freddie Mac keeps 
for guaranteeing payment to our investors.  It is the difference between the ANY due and 
the PC rate we pay out.  The required spread will be stated in your contract.   The 
required spread is only used in calculating the new ANY for mortgages in the ARM 
Guarantor program. 

Net Margin 

The net margin is the gross margin minus the minimum contract servicing spread.  It is 
used to calculate the new ANY for ARMs sold under the Cash program.  You will find 
the net margin for a mortgage on the Funding Details Report. 

The net margin is indirectly used in WAC ARM Guarantor calculations, as it is equal to 
the PC margin and the required spread. 

PC Coupon 

The PC Coupon is the interest rate, expressed as an annual percentage, which is passed 
through monthly to our PC security investors.  When calculating new ANYs for ARMs, 
the PC rate is only used for mortgages in the ARM Guarantor program. 

PC Margin 

The PC margin is the weighted average of the margins of the underlying mortgages 
minus the required spread and the minimum contract servicing spread.  The PC margin is 
the difference between the PC rate and the index.  The PC margin is also referred to as 
the participation certificate or the security margin. 

Servicing Fee 

The servicing fee (sometimes called the servicing spread) is the amount you keep for 
servicing the mortgage for Freddie Mac.  It is the difference between the note rate and the 
ANY.  If we round to the nearest one-eighth when calculating the new ANY and the note 
does not provide for rounding the note rate, the servicing fee may change after a note rate 
change, but will be within a range for the term of the note. 
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When to Use the New ANY 

Begin reporting interest due Freddie Mac using the new ANY for the accounting cutoff in 
the month following the interest change date. 

Example One 

If a mortgage has an interest change date of February1 and a payment change date of 
March 1, you calculate interest due to us at the new rate for the March cutoff since you 
are reporting February interest.  If the mortgage pays off prior to that time, use the new 
rate for all interest dye to us beginning February 1. 

Example Two 

If a mortgage pays off on February 2, the daily exception interest is calculated at the new 
rate, even though the monthly interest for January you report is calculated at the old rate. 

Important Dates for a Sample ARM Note Rate Change 

The following highlights important dates for a sample ARM note rate change. 
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ANY Calculation for the WAC ARM Guarantor Program 

Perform the following steps to calculate the new ANY for ARMs delivered under the 
WAC ARM Guarantor program: 

1. Determine the new index value. 

2. Determine the margin. 

3. Add the index value and the margin. 

4. Round to the nearest one-eighth. 

5. Check and apply cap restrictions (initial, periodic and lifetime ceiling). 

6. Subtract the servicing fee. 

ANY Calculation for the ARM Guarantor Program 

Perform the following steps to calculate the new ANY for ARMs delivered under the 
ARM Guarantor program: 

1. Determine the new index value. 

2. Determine the PC (security) margin. 

3. Add the index and the PC margin. 

4. Round to the nearest one-eighth. 

5. Check and apply cap restrictions (initial, periodic and lifetime ceiling). 

6. Add the guarantee fee. 

ANY Calculation for the ARM Cash and WAC ARM Cash Programs 

Perform the following steps to calculate the new ANY for ARMs delivered under the 
ARM Cash and WAC ARM Cash Programs: 

1. Determine the new index value. 

2. Determine the net margin. 

3. Add the index value and the net margin. 

4. Round to the nearest 1/8. 

5. Check and apply cap restrictions (initial, periodic and lifetime ceiling). 
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Rate Change Notification 

An accounting net yield notification form is available to you via Investor Accounting 
ManagerSM when the note rate changes on an ARM.  Refer to the following table to 
determine what actions you must take after you retrieve the notification form: 

Rate Change Notification 
Information Adjustment 

You should verify the rate change 
notification information.  If you identify 
any exceptions or omissions, notify your 
Freddie Mac representative in writing of 
the discrepancies. 

Interest Rate Adjustment: 

Depending on the number of days from the date 
you retrieve the notification until the interest 
adjustment is effective, you should have notified 
the borrower of the interest rate change. 

You must: 

 Report and remit net yield interest 
based on the adjusted net yield rate 
beginning with the effective 
accounting cycle reflected on the 
notification. 

 Ensure the new accounting net yield 
rate is used for the accounting cutoff 
date indicated in the notification. 

Net Yield Adjustment: 

 You must ensure that the adjusted individual 
loan rates support the adjusted net yield. 

 You will be responsible for incurring any net 
yield interest deficiencies that result from 
differences in the calculations between you 
and us. 

 Depending on the next adjustment date at the 
time you deliver the loan to us, a rate change 
notification may not be available to you prior 
to the next net yield adjustment. 

Using the Rate Change Notification 

The rate change notification contains all of the data elements you need to verify your 
ANY calculation and the data elements from the note.  Use the rate change notification to 
verify the ANY calculation and data elements from the note. 

To verify Perform the following activities 

Your calculation Ensure your system calculates the new ANY the same way 
we calculate the new ANY. 

Formulas for calculating the new ANY are not printed on the 
actual change notification. However, we provide sample 
calculations on the following pages. 

The data elements Compare each data element on the rate change notification to 
the data elements on the note, and on your system. 

Send your Freddie Mac Loan representative documentation if 
you find a discrepancy. 
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There are four different rate change notification formats.  Each of the Freddie Mac 
programs (WAC ARM Guarantor, ARM Guarantor, WAC ARM Cash and ARM Cash 
programs) have different data elements involved in the rate change. 

Rate change notifications are not available for monthly adjustable-rate mortgages or for 
rate changes on newly funded mortgages. 
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Loan Setup 

When we fund an ARM, the Funding Details Report includes the net mortgage margin, lifetime cap, life floor, and interest change (rate 
adjustment) date.  Verify the accuracy of the information when you receive the Funding Details Report.  Do not wait until there is an interest 
rate change.  Send supporting documentation to your Freddie Mac representative if there is a discrepancy. 

Below is a sample of the Funding Details Report from the selling system. 
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Sample for the WAC ARM Guarantor Program 

Interest Rate Change Notification 
 

NOTIFICATION OF ARM LOANS NET YIELD ADJUSTMENT 
        
SELLER/SERVICER: 999999 
PRODUCT TYPE: 1YR 2% WAARM GU FA 
        
UTILIZE THE APPLICABLE “NEW NET YIELD” TO CALCULATE NET YIELD INTEREST DUE FREDDIE 
MAC ON THE ARM LOANS INDICATED BELOW BEGINNING WITH THE 04/15/XX ACCOUNTING 
CUTOFF. 
        
 
SERVICER 
LOAN 
NUMBER 

FREDDIE 
MAC 
LOAN 
NUMBER 
 

 
 
CURRENT 
INDEX 

 
 
GROSS 
MARGIN 

 
ROUNDED 
GROSS 
YIELD 

 
 
 
CAP 

 
 
SERVIC-
ING FEE 

 
 
NEW 
NET 
YIELD 

1239 
 

123456789 3.879 2.3750 6.2500 N 0.375 5.8750 

Interest Rate Change Calculation 

Below is the calculation for ARMs sold under the WAC ARM Guarantor program. 

1.  Determine the new index value. 3.879 

2.  Determine the margin. (Shown in the Gross Margin field.) 2.375 

3.  Add the index value and the margin. 6.254 

4.  Round to the nearest one-eighth. 6.250 

5.  Check cap restrictions (initial, periodic, life). No restrictions 
in this example. 

6.  New note rate: 6.250 

7.  Subtract the servicing fee. .375 

 New ANY 5.875 
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Sample for the ARM Guarantor Program 

Interest Rate Change Notification 
 

NOTIFICATION OF ARM LOANS NET YIELD ADJUSTMENT 
        
SELLER/SERVICER: 999999 
PRODUCT TYPE: 1YR 2% ARM GUAR 
        
UTILIZE THE APPLICABLE “NEW NET YIELD” TO CALCULATE NET YIELD INTEREST DUE FREDDIE 
MAC ON THE ARM LOANS INDICATED BELOW BEGINNING WITH THE 04/15/XX ACCOUNTING 
CUTOFF. 
        
 
SERVICER 
LOAN 
NUMBER 

FREDDIE 
MAC 
LOAN 
NUMBER 
 

 
 
CURRENT 
INDEX 

 
 
PC 
MARGIN 

ROUNDED 
ADJUSTED 
PC 
COUPON 

 
 
 
CAP 

 
 
GUARAN-
TEE FEE 

 
NEW 
NET 
YIELD 

1237 
 

123456789 3.630 1.875 5.500 Y 0.250 5.7500 

Interest Rate Change Calculation 

Below is the calculation used for ARMs sold under the ARM Guarantor program. 

1.  Determine the new index value. 3.630 

2.  Determine the PC (security) margin.  1.875 

3.  Add the index value and the PC margin. 5.505 

4.  Round to the nearest one-eighth. 5.500 

5.  Check cap restrictions (initial, periodic, life). No restrictions in 
this example. 

6.  Add the guarantee fee (also called the required spread) 0.250 

 New ANY 5.750 
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Sample for the WAC ARM Cash and ARM Cash Program 

Interest Rate Change Notification 
 

NOTIFICATION OF ARM LOANS NET YIELD ADJUSTMENT 
  
SELLER/SERVICER: 999999  
PRODUCT TYPE: 2-5 1 YR RATE CAP FA 
 
UTILIZE THE APPLICABLE "NEW NET YIELD" TO CALCULATE NET YIELD INTEREST DUE FREDDIE 
MAC ON THE ARM LOANS INDICATED BELOW BEGINNING WITH THE 04/15/XX ACCOUNTING CUTOFF. 
      
SERVICER 
LOAN 
NUMBER 

FREDDIE MAC 
LOAN 
NUMBER 

CURRENT 
INDEX 

NET MARGIN CAP NEW NET 
YIELD 

      
1233 123456783 3.630  1.8750

  
N 5.5000 

      

Interest Rate Change Calculation 

Below is the calculation used for ARMs sold under the ARM Cash program. 

1.  Determine the new index value. 3.630 

2.  Determine the net margin.  1.8750 

3.  Add the index value and the net margin. 5.5050 

4.  Round to the nearest one-eighth. 5.5000 

5.  Check cap restrictions (initial, periodic, life). No restrictions in 
this example. 

 New ANY 5. 50 

 

Identify and Resolve ARM Interest Discrepancies 

Data integrity is very important.  You can have multiple interest rates for the same loan 
level transaction.  Calculating the interest due for exception transactions (i.e. as 
reinstatements, payoffs, third-party foreclosure sales, or transfers to REO) can cover 
more than one month.  Different ANYs are used in different parts of the calculation if 
there was a rate change during a particular time period. 
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Resolving Common Discrepancies 

Use the information below to help you resolve common ARM interest rate discrepancies. 

Discrepancy Unless your contract states otherwise: 

The note has floors. Unless our contract 
specifically allows you to enforce a 
lifetime floor, you may not enforce it. 

This is a non-standard note. 
 The floors must be waived.  
 The borrower must be notified that the floor 

provision will not be enforced. 
We round to the nearest one-eighth but the 
note: 
 Does not round. 
 Rounds to something other than one-

eighth. 
 Rounds to the next highest one-eighth. 
 Rounds to the next lowest one-eighth. 

This is a non-standard note.  

You will have a variable servicing fee.  This 
should have been specified in the contract.  At no 
time may the servicing fee fall below the 
minimum or go above the maximum stated in the 
contract.  If it does, please contact your Freddie 
Mac representative. 

The product type specified at the top of the 
Notification of ARM Loans Net Yield 
Adjustment form does not match the note. 

 The incorrect product was delivered.  
 The mortgage may have to be repurchased. 

Please contact your Freddie Mac 
representative. The intervals (annually, semi-annually) 

between the note rate adjustments specified 
in the note do not match the product 
delivered. 

The index on the note does not match the 
index specified at delivery. 

The interest change date on the note does 
not match the interest change date at 
delivery. 

 The incorrect information was delivered at 
funding.  

 Contact your Freddie Mac representative. The 
product type will determine how this 
discrepancy is resolved. 

The look back period on the note does not 
match the lookback period specified at 
delivery. 

The margin on the note does not match the 
margin specified at delivery. 

The periodic cap on the note does not 
match the periodic cap at delivery. 

The lifetime ceiling (also called maximum 
rate) on the note does not match the 
lifetime ceiling specified at delivery. 

The required spread does not match the 
required specified at delivery. 

Check the contract. 

The information used for ARM calculations is based on the information delivered at the 
time of funding. 
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Convertible ARMs 

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”) based on a 
specified conversion formula.  The requirements for converting the adjustable interest 
rate to a fixed interest rate are in the note.  Once the mortgage is converted to a fixed 
interest rate, we call it a converted mortgage. 

If a borrower exercises the option to convert the adjustable interest rate to a fixed interest 
rate on a convertible ARM owned by Freddie Mac prior to the conversion date, you must 
report the conversion to Freddie Mac through one of two processes: 

 Automated process (for convertible ARMs (CARMs)) 

 Repurchase/resale process (for alternative convertible ARMs (ACARMs)) 

Automated Process for CARMs 

With the automated process, you must notify Freddie Mac of the conversion before the 
last business day of the month in which the borrower exercises the option to convert.  To 
notify us, you must call Delivery at (800) FREDDIE between 10 a.m. and 4:30 p.m. 
Eastern time.  Freddie Mac automatically converts the adjustable interest rate. 

Repurchase/Resale Process for ACARMs 

With 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. 

How to Determine Which Option to 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 to determine the applicability of the automated and repurchase/resale 
process.  However, depending on the terms for delivery of 1-year convertible ARMs to 
Freddie Mac, you may be required 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. 

Contact (800) FREDDIE or your Freddie Mac representative if you are unsure of which 
process you must use. 
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Servicer Obligations 

You must make information concerning the applicable Freddie Mac or Fannie Mae 
required net yield (RNY) for the purchase of 30-year and 15-year fixed-rate mortgages 
under 60-day mandatory delivery commitments readily available to borrowers.  You may 
not refer or advise borrowers to contact us directly concerning the required net yield. 

Investor Impacts 

Investors of Freddie Mac PCs comprising convertible ARM securities are aware of the 
impacts converting loans have on the performance of the PCs.  The impacts include: 

 Adjustments to the weighted average coupon of the PC each time an ARM within 
the PC converts to a fixed rate of interest 

 Reductions to the PC’s unpaid principle balance each time an ARM in a PC 
converts to a fixed rate of interest 

Buydown Features 

The buydown feature is not available for a converted mortgage processed through the 
automated conversion process.  The RNY for the converted mortgage will not be adjusted 
based on your previous election of the buyup or buydown feature for the convertible 
ARM. 

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: 

 The borrower must not be in default on the day the borrower exercises the option 
to convert. 

 The conversion option must be properly exercised. 

 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. 

 The borrower must not be in default on the conversion date. 

 Form 3180, Freddie Mac Multistate Agreement to Convert, must be executed by 
you and the borrower. 

 The maximum fee that may be charged to the borrower for processing the 
conversion is $250. 

 The new note rate must be properly calculated. 

http://www.allregs.com/ao/doc/doc.asp?path=fhlmc/vol-2b/n7a/xref.asp?did=inst:ffui:n3180�
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 For convertible ARMs with non-standard conversion conditions sold to us as a 
specially negotiated product: 

− Any other provisions specified in the master agreement under which the 
convertible ARMs was sold to us 

− Any other terms of the note except those specifically prohibited by Freddie 
Mac in the master agreement under which the convertible ARM was sold 

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.  Freddie Mac reserves the right to 
take whatever other action we deem appropriate to protect our interests and enforce our 
rights. 

Notifying Freddie Mac of a 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.  To notify us, you must 
contact Delivery at (800) FREDDIE between 10 a.m. and 4:30 p.m. Eastern time. You 
should have the following information available: 

 Your name, address, contact name and telephone number  

 Your six-digit Seller/Servicer number 

 The name and title of your authorized representative 

 The Freddie Mac loan number assigned to the convertible ARM 

 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) 

 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 may be recorded for 
quality assurance. 
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Summary of the Automated Conversion Process for CARMs 

The following summarizes the automated conversion process and timing.  Refer to the 
Single-Family Seller/Servicer Guide (Guide) for additional information. 

Timeframe Action 

Month in which 
option is exercised 
(For example, 
November) 

The borrower notifies you, in writing, of his intention to exercise 
the conversion option according to the terms of the convertible 
ARM note. 

At the same time, you  
 Lock the new fixed rate with the borrower. 
 Call Delivery at (800) FREDDIE to lock the new rate at 

Freddie Mac’s 60-day RNY.  This is also referred to as the 
“conversion call.” 

Following 
conversion call (For 
example, the balance 
of November and 
December) 

 We send you Form 4, Convertible Mortgage Conversion 
Confirmation, within two business days of the conversion 
call. 

 You send the borrower an executed and if applicable, 
notarized, Form 3180, Freddie Mac Multistate Agreement to 
Convert. 

 The borrower executes and returns Form 3180 to you. 
 You execute and return Form 4, and a copy of the executed 

Form 3180, to us within 15 days after the conversion call. 
 You send the original executed Form 3180 to the custodian 

who holds the original note. 
 We will notify you of the date as of which you must report 

and remit using the fixed rate.  We will also provide the 
following information for the RNY and ANY: 
− Discount amounts (if fixed-rate mortgage coupon is less 

than 60-day RNY plus the servicing spread) 
− New ANY 
− Effective date for new ANY 

Second month after 
option is exercised 
(For example, 
January) 

New fixed rate becomes effective on the first day of this month. 

Third month after 
option is exercised 
(For example, 
February) 

 The new payment based on the fixed rate is due on the first 
day of this month. 

 Report principal and interest for the converted fixed-rate 
mortgage within five business days after 15th of the month 
(the accounting cutoff). 
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Confirmation of the Conversion for CARMs 

No later than two business days after the telephone notification, Form 4, Convertible 
Mortgage Conversion Confirmation will be available to you.  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. 

After you retrieve the Form 4, you must take the following actions: 

 Execute Form 4 to acknowledge its receipt. 

 Return the executed Form 4 with a copy of the Form 3180 to us. 

 Ensure that you clearly indicate the Freddie Mac loan number for the converted 
loan on the front of the Form 3180. 

 Mail Form 4 and Form 3180 to us so that we receive the executed forms within 15 
days of the date you notified us that the borrower had executed the conversion 
option. 

 Send the original executed Form 3180 to the custodian who holds the note. 

If you do not properly acknowledge and return Form 4 and Form 3180, Freddie Mac 
regards it as failure to honor a mandatory delivery commitment.  Refer to the Guide for 
additional information. 

Accounting and Reporting for the Automated Conversion Process for 
CARMs 

Once you have notified us that the borrower exercised the option to convert, you are 
obligated to remit principal and interest to us based on the new RNY, effective as of 
conversion date.  Contact the commitment line at (703) 903-2333 between 10 a.m. and 
4:30 p.m. Eastern time.  You should know the following about the required net yield and 
accounting net yield. 

RNY 

The new required net yield is the RNY for our 60-day delivery period for either 15- or 
30-year fixed rate mortgages, as applicable, quoted by Freddie Mac during your 
telephone notification of the conversion.  The RNY is expressed as a net yield to three 
decimal places and is identified on Form 4. 

http://www.allregs.com/ao/doc/doc.asp?doc=fhlmc:vol-2b:n80.4.2&path=fhlmc/vol-2b/n7a/xref.asp?did=fhlmc..vol-2b..form-4�
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Convertible ARMs Originally Sold as 
Whole or Participation Loans on or 

After November 13, 1990 

Convertible ARMs Originally Sold as 
Participation Loans Before November 13, 

1990 

 The minimum contract servicing 
spread on a converted convertible 
ARM must be equal to or greater than 
the RNY as stated on Form 4 plus the 
minimum contract servicing spread. 

 We have the option to require that 
you pay a discount fee if the note rate 
is less than the RNY plus the 
minimum contract servicing spread. 

 The minimum contract servicing spread 
on a converted convertible ARM must be 
equal to the RNY as stated on Form 4. 

 We have the option to require that you pay 
a discount fee if the note rate is less than 
the RNY. 

We will notify you of the amount of any discount fee due us.  You must forward this 
amount to us within 24 hours of notification, or within the timeframe we specify. 

ANY 

We will notify you of the new ANY.  You must use the new ANY for the accounting 
cutoff indicated on the notification of the conversion.  For example, if the conversion date 
is January 1, the accounting cutoff date for initial monthly reporting using the new ANY 
is February 15.  You are also required to remit principal and interest based on the new 
ANY for all accounting transactions after the conversion date. 
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Summary of the Repurchase and Resale Process for ACARMs 

If the convertible ARM does not meet the criteria specified in the Guide for processing 
the conversion through the automated conversion process, you must process and notify us 
of the conversion according to the following requirements: 

Timing Actions 

When you receive 
notice from the 
borrower that he or 
she wants to exercise 
the conversion 
option 

Prior to repurchase, you must: 
 Prepare Form 3180 for the borrower. 
 Arrange for the borrower to execute Form 3180. 
 
Use the following formula to calculate the repurchase price of 
the converted mortgage: 

The amount of Freddie Mac’s participation interest in the 
UPB of the mortgage, including any applicable negative 
amortization 

                             + 
Accrued interest at the current ANY from the first day of the 
month of repurchase through the day prior to the repurchase 

 
                Repurchase price of the converted mortgage 

By the fifth business 
day after the 
conversion date of 
any converted 
mortgage 

 Report the mortgage to us as paid in full – conversion through 
the Service Loans application.  Ensure the “Payoff Date” field 
contains the conversion date. 

 Remit the funds to us. 
 Request the release of the note. 
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Timing Actions 

Within 60 days of 
the conversion date  

You must resell the converted mortgage to us in accordance with 
the requirements outlined in Section 17.40 of the Guide for 
delivery of Freddie Mac-owned converted mortgages. 
 You must deliver the original convertible ARM note with the 

executed Form 3180 for certification by the document 
custodian. 

 At our request, you must provide us with documentation to 
evidence that you have resold to us all mortgages processed 
through the repurchase/resale path as required by the Guide 
and other purchase documents. 

 Because the borrower was qualified at the time of origination 
of the convertible ARM, no re-underwriting is required for a 
Freddie Mac-owned converted mortgage resold to us under 
the repurchase/resale process.   

 Post-settlement delivery fees are not assessed for mortgages 
sold to us as Freddie Mac-owned converted mortgages under 
the repurchase/resale process. 

 We will purchase all Freddie Mac-owned converted 
mortgages you have repurchased, delivered, and resold under 
the repurchase/resale process, provided we have statutory 
authority to do so at such time. 

 We may require you to use the automated process described 
in Section 80.4.2 of the Guide or other automated process as 
we may require at such time, instead of the repurchase/resale 
process. 
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Conversion Timeline 

 

Special Warranties 

You 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 Guide 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. 

Convertible ARMs Sold with Recourse 

A convertible ARM that was sold to us with recourse, as provided in the recourse 
obligation, ceases once the mortgage has been converted. 
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Review 

 An ARM is a mortgage where the note rate the borrower pays does not remain 
fixed over the term of the note. 

 An ARM mortgage has specific date(s) when the interest rate will change and 
specific instructions on how to calculate the new note rate. 

 Freddie Mac has three ARM programs: 
− ARM Cash Program 

− ARM Guarantor Program 

− WAC ARM Program 

 Begin reporting interest due Freddie Mac using the new ANY for the accounting 
cutoff in the month following the rate change date (interest in arrears). 

 Round a new ANY using the same method that you use when rounding the note 
rate.  The ANY is rounded according to the program under which the mortgage 
was sold to us. 

 When we fund an ARM, the Funding Details Report includes the net mortgage 
margin, life cap, life floor, and rate adjustment date.  Verify the accuracy of the 
information when you retrieve the report. 

 Ensure data integrity, especially when calculating the ANY.  You could have 
more than one ANY for a loan-level transaction, such as a reinstatement that had 
one or more rate changes during the period the loan was inactive. 
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Example 8: 

A borrower makes their monthly payment on 05/01/xxxx for $822.68 ($65.78 principal, 
$756.90 interest) reducing the UPB to $98,126.67.  The note rate is 9.25% and the 
servicing fee is .35%.  During the next cycle’s reporting, you notice that the borrower’s 
$65.78 principal payment was incorrectly posted to the mortgage as a $657.80 principal 
payment, incorrectly reducing the UPB to $97,534.65.  The borrower does not make a 
payment for the 06/xxxx accounting cycle.   

How much principal and interest is due to Freddie Mac?  What is the ending UPB? 

Principal reduction  ($592.02) 

Monthly interest  $723.38 

Ending UPB  $98,126.67 

Calculations: 
Beginning UPB:   $97,534.65 
Ending gross UPB:    $98,126.67 
Principal Due:  $97,534.65 - 98,126.67 = (592.02) 
Interest Due   $97,534.65 x 8.90% ÷ 12 = $723.38 
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