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Calculate Cash Receipts Variance

Example

Shown below is an example of aloan that funded and originated in the same calendar
month, with the corresponding interest collections and interest due Freddie Mac.

Interest from borrower

(Originated 3/9) 23 days: $504.11
Interest from us

(FM funded 3/30) 29days. + 644.44

Total interest collected (52): = $1,148.55
Interest due us (30): - 666.67
Interest income (22): = $481.88

Reporting Variances

A reporting variance occurs when the loan-level Amount Due you reported to usis
different from the loan-level Amount Due we processed. When thereis areporting
difference we send you an edit report the following day. After we complete our
processing for the cycle, we summarize all the daily edits on the Loan Reconciliation
Difference Report. We suggest you use the Loan Reconciliation Difference Report when
reconciling your custodial account. Y ou will also need your Loan-Level Missing Report
if you had loans that were not reported on your original transmission.

Differences Within Your Records

A loan can have a difference between what you deposited and what you reported, AND
between what you reported and what we processed. If you have a difference between
what you reported and what you collected, it will show up when you do your |oan-level
to cash receipts analysis. Y our Loan Reconciliation Difference Report will identify
differences between what you reported and what we processed.

An example isaloan that originated and funded in the same calendar month, and had the
service fee input incorrectly resulting in an incorrect ANY and an error in interest due.
There would be a difference between what you deposited and what you reported. There
would also be areporting difference between the interest you reported and the interest we
processed. In other words, one loan can cause more than one type of variance.
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Calculate Cash Receipts Variance

Using the Loan-Level Missing Report

Record on the Current Cycle Variance Log for cash receipts the Amount Due for any
loans that you did not initialy report that you subsequently transmitted without any edits.
These loans would have appeared on the Loan-Level Missing Report without an asterisk
(*). Record all amounts subsequently reported as positive numbers on your variance log.

Do not include loans without an asterisk if you deposited funds for the loan during
the same cycle you are reconciling.

Do not include loans without an asterisk that were transmitted under an invalid
loan number that you later retransmitted under the correct loan number. The
invalid loan number would have appeared with a 101 edit on the Edits to be
Cleared Report, and again in Section 3 of the Loan Reconciliation Difference
Report.

Do not include loans without an asterisk that were transmitted under avalid, but
incorrect, loan number that you retransmitted later under the correct loan number.
(Thisis dueto aloan number being assigned to more that one loan on your
system.) The wrong loan number would have appeared with a 303 or 309 on the
Edits to be Cleared Report and again in Section 1 or 2 of the Loan Reconciliation
Difference Report.

Using Sections 1 and 2 of the Loan Reconciliation Difference Report

The amounts listed on the Loan Reconciliation Difference Report on the “LNH” line
reflect what we processed. The differences between what you reported and what we
processed need to be carried on your Current Cycle Variance Log for cash receipts. In
most cases you can use the difference as it was calculated on the report. The differenceis
calculated by subtracting what you reported from what we processed. The transaction we
used in this calculation isidentified by an asterisk (*) in the “DIFF” column.

Using Section 3 of the Loan Reconciliation Difference Report

Record any amounts reported under invalid loan numbers that were not subsequently
retransmitted under the correct loan number or processed by us for the same amountsin
Section 1 of this report.

Carry the adjustments using the amounts from this report, but reversethe sign. The sign
is reversed because we are returning this transaction to you. Do not include amounts for
loans you retransmitted under the correct loan numbers.

Using Section 4 of the Loan Reconciliation Difference Report

Record any amounts due you reported under invalid Servicer numbers that were not
subsequently posted to your account as an adjustment.

Carry the adjustments using the amounts from this report, but reversethe sign. The sign
is reversed because we are returning this transaction to you.
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Calculate Cash Receipts Variance

Review

A cash receipt is any transaction that increases your bank balance, and may
include

— Collections

— Deposits

— Bank credits
— Journa entries

There are three steps involved in the process of analyzing cash receipts and the
current Amount Due:

1. Usethe Cash Receiptsto Current Amount Due Reconciliation Worksheet to
calculate your cash recei pts variance amount.

2. ldentify the transactions causing the variance.

3. Record the outstanding items you identified in step 2 on acurrent cycle
variance log.

A cash receipts variance occurs when the amount of your deposits for the cycleis
not equal to the total amount due Freddie Mac for the cycle. The total amount due
usis comprised of loan-level transactions and other billings we processed.

Loan-level Amount Due
- Change in Delinquent Interest
+ Changein Prepaid Interest

= Cash Receipts

Cash Receipts
+ Change in Delinquent Interest
- Changein Prepaid Interest
= Loan-level Amount Due
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Custodial Account Review

Introduction

This chapter introduces the Custodial Account Review (CAR) and provides suggestions
to maximize your CAR score.

Complete
Current Cycle
and Cumulative
Variance Log

: Reconcile Reconcile Calculate Cash
Establish and . " .
Escrow Custodial P&l Custodial Disbursement
Accounts-Complete Accounts-Complete Variance
Form 59E Form 59

Calculate Cash
Receipts
Variance

Maintain Custodial
Accounts

Odd Due Date
Mortgages

Investor Accounting
Overview

Custodial Account
Review

Objectives

After completing this section, you will be able to:

Understand the Custodial Account Review (CAR)
Maximize Y our CAR Score
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Establishing and Maintaining Custodial Accounts

Overview of the Custodial Account Review (CAR)

The CAR isan analysis Freddie Mac performs of your principa and interest and escrow
custodial account reconciliations to determine compliance with our requirements. The
process not only ensures our funds are safeguarded, but it can also help you better
manage cash flow activities.

When will I receive my CAR Request?

We send letters every month to selected Servicers, on arandom basis, to request a CAR.
Therefore, you will not be informed in advance when you will receive arequest |etter.

How will | know what to send in?

Our request letter specifies which accounting cycle's custodial account reconciliation to
send in, and gives details as to what additional information we need to perform our
review. We aso include a customer profile, amatrix of suggested documentation, and a
checklist of our Sngle-Family Seller/Servicer Guide (Guide) requirements.

What if I don’t have enough time to comply with the request?

We request reconciliations that you should already have completed. Therefore complying
with our request should simply be a matter of copying the reconciliations and sending
them in. Remember, your custodial accounts must be reconciled within 45 days of the
accounting cutoff.

When will | receive the results of the review?

We review reconciliation packages upon receipt. Y ou will receive aletter detailing our
findings and overall CAR score within 60 days of receipt.

What if | am not satisfied with the results?

If you have any questions concerning your review, contact the Freddie Mac
representative identified in the request | etter.
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Custodial Account Review

Performance Profile Weightings

Y our CAR score places a 15% weighting on the cash management section of your
Performance Profile. The weighting of the Performing Loans metrics are as follows:

Cash Management

Shortage Percentage.........cooevvveeveecevceeseecee e 30%
CAR SCOME ...t 15%
Data M anagement

% of Aged Applied Transaction in Error > 60 days ..15%
Reporting Controls

% of Transactions Reported in Error ..........ccccceeeveeee. 25%
% of Payoffs Average # of Days to Report Late........ 15%

For more information, refer to our publication, Servicer Performance Profile.
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Establishing and Maintaining Custodial Accounts

Maximizing Your CAR Score

Below is an example of alist of checkpoints to help ensure your custodia account
reconciliations and cash management practices are in compliance with Freddie Mac
requirements. Thislist isnot al-inclusive and should not be the only control measure
used to ensure proper performance. Please refer to the Chapters 76 through 79 of the
Guide for detailed information.

Example:

Required Documentation for P/l & Escrow Custodial Account
Reconciliation Checklist

All documentation must be submitted with your original package, failureto properly
document your entries on forms 59 and 59E will impact your final score.

Is your institution meeting the following requirements?

Principal and Interest Custodial Account:

71| Completed Form 59, all sections must be filled out

7 | Copiesof bank statements for all three cycles being reviewed

All bank statement that cover the accounting cycle cutoff period between 15" of the
11 | month through the 16™ of the following month for depositsin transit and outstanding
debits

71| Fina Monthly Account Statement for al three cycles requested

Delinquent interest and delinquent principal reports or spreadsheets for active and
inactive mortgages if applicable as of the accounting cutoff (dated)

Prepaid interest and prepaid principal reports or spreadsheets as of the accounting
cutoff (dated)

7 | Freddie Mac’s minority principa and interest report if applicable

0| Completed Cumulative variance log for shortages and overages

Verification of variance correctionsif there is a shortage or overage: bank
[ | statements or screen prints showing verification of the deposit or withdrawal
correcting the variance within 90 days of the accounting cycle cutoff.
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Custodial Account Review

Documentation Matrix

A documentation matrix for both principal and interest and escrow custodial accounts
will also be enclosed with your CAR Request letter. The matrix contains suggested
documentation to support each line item on your custodial account reconciliation
worksheets. In order to complete your custodial account review we must be able to see
where you obtain the numbers used on your reconciliation worksheets.

Please refer below for examples of the documentation matrix.

Principal and Interest Custodial Account Documentation Matrix

Suggested Documentation for the Principal and Interest Custodial Account

Reconciliation Wor ksheet

P& | Worksheet
Section

ltem

Required Documentation

Adjusted Bank
Balance

Bank Baance

Bank Statement (Disclose all bank accounts
where Freddie Mac has an interest.)

Depositsin Transit

The following month's bank statement or the
monthly collections report showing
collections as of the cutoff that are deposited
the first business day after the cycle being
reconciled (two business daysif you are
using alock box).

Outstanding Debits

The following month’s bank statement or the
monthly collections report showing
withdrawals initiated as of the cutoff that are
debited the first business day after the cycle
being reconciled.

Total Liability

Total Amount Due
Freddie Mac

Ending balance of Monthly Account
Satement. Include a copy of the fina
Monthly Account Statement for the cycle
reconciling.

Delinquencies
(Cumulative total)

Delinquent Interest on Active/lnactive
Mortgages - Last page from delinquent report
showing totals. Indicate if the values are net
or gross of servicing.

Delinquent Principal - Last page from
delinquent report showing totals.

Freddie Mac Document
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Establishing and Maintaining Custodial Accounts

Suggested Documentation for the Principal and Interest Custodial Account

Reconciliation Wor ksheet

(Cumulative total)

P& 1 Worksheet ltem Required Documentation
Section
Total Liability Prepaids Prepaid Interest - Last page from Prepaid

report showing totals.

Prepaid Principal - Last page from Prepaid
report showing totals.

RTC Minority P&

Minority Principal and Interest - Copy of
minority principal and interest bill for the
cycle being reconciled.

Variance (not al
inclusive)

Repurchases

Copy of the cycle' s payoff report with the
loan highlighted.

Newly Funded Loans

Funding Detail Report

Investment Interest

Copy of bank statement with amount
highlighted.

Amortization Last page of schedule/report reflecting
differences amortization differences.

Unidentified Provide a bank statement showing
Variances verification of deposit/withdrawal correcting

the variances. Any variance, even if
unidentified, must be funded within 90 days.
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Custodial Account Review

Escrow Custodial Account Documentation Matrix

Suggested Documentation for the Escrow Custodial Account Reconciliation

Worksheet
Escrow l[tem Required Documentation
Wor ksheet
Section
Adjusted Bank |Bank Balance Bank Statement (Disclose al bank accounts
Balance where Freddie Mac has an interest.)

Depositsin Transit | The following month's bank statement or the
monthly collections report showing collections
as of the cutoff that are deposited the first
business day after the cycle being reconciled
(two business daysiif you are using alock box).

Outstanding Debits | The following month’s bank statement or the
monthly collections report showing withdrawals
initiated as of the cutoff that are debited after
the cycle being reconciled.

Total Liability |Escrow Balance Last page of the trial balance that supports the

total escrow liability.

Y ou are required to advance funds to maintain a

El;gaaﬁé\ée Escrow positive escrow balance at al times. Please

(If applicable) provide supporting documentation for this
activity such as the escrow trial balance or
calculator tape of negative escrow balances with
loans highlighted.

Suspense Last page of the trial balance that supports the

total suspense liability.

Loans not included
inthetrial balance
total

Screen print of the loan history that verifies the
escrow balance at time of cutoff.

Adjustments for
other accounts

Any other funds held on behalf of the borrower
(for example, buydowns or replacement
reserves). Last page of thetrial balance that
supports the amount itemized.

Freddie Mac Document
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Establishing and Maintaining Custodial Accounts

Suggested Documentation for the Escrow Custodial Account Reconciliation

inclusive)

Wor ksheet
Escrow [tem Required Documentation
Worksheet
Section
Variance (not all |Posting error Copy of the transaction that was madein error

with the documentation for the correcting entry.

Unidentified variances

Provide a bank statement showing verification
of deposit/withdrawal correcting the variances.
Any variance, even if unidentified, must be
funded within 90 days.

Understanding Custodial Accounts
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Custodial Account Review

Review

The Custodial Account Review (CAR) is an analysis Freddie Mac performs of
your principal and interest and escrow custodial account reconciliations to
determine compliance with our requirements.

We send letters every month to selected Servicers, on arandom basis, to request a
CAR.

We request reconciliations that you should already have completed.

We review reconciliation packages upon receipt. You will receive aletter
detailing our findings and overall CAR score within 60 days of receipt.

If you have any questions concerning your review, contact the Freddie Mac
representative identified in the request | etter.
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Establishing and Maintaining Custodial Accounts
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Accounting for Odd Due Date
Mortgages

Introduction

This chapter explains why there are issues with odd due date mortgages and how to
account for them on your custodia account reconciliation. A mortgage with a payment
due on any day other than the first of the month is referred to as an odd due date
mortgage.

Complete
Current Cycle
and Cumulative
Variance Log

Establish and Reconcile Reconcile Calculate Cash
Maintain Custodial Escrow Custodial P&l Custodial Disbursement
Accounts Accounts-Complete Accounts-Complete Variance

Calculate Cash
Receipts

Variance
Form 59E Form 59

Investor Accounting Odd Due Date Custodial Account
Overview Mortgages Review

Objectives

After completing this section, you will:

Have a general understanding of odd due date mortgages

Be able to calculate the following for odd due date mortgages:
— Prepaid interest collected

— Monthly interest

— Prepaid and delinquent interest adjustments

— Dally interest for payoffs
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Accounting for Odd Due Date Mortgages

Understanding Odd Due Date Mortgages

A mortgage with payments due on the first day of the month is referred to as a first-of-
the-month due date mortgage. The majority of mortgages originated have a payment due
date on thefirst of the month. For example, if a mortgage has a payment due date of the
1% day of each month, then the April payment is due on April 1.

A mortgage with payments that are due on any day other than the first day of the month is
referred to as an odd due date mortgage. For example, if amortgage has a payment due
date on the 10th day of each month, then the April payment is due on April 10. Thusan

odd due date mortgage, because the payment due date is not on the 1st day of each
month.

Definitions: Payment Due Date and Payment-Received Date

It is the payment due date, not the payment received date that determines a first-of-the-
month or odd due date mortgage.

The payment due date is the effective date stated on the note on which the
payment is due every month.

The payment-received date is the date on which the payment is actually received
from the borrower.

Example: Due and Received Dates for a First-of-the-Month Mortgage

The following example explains the payment due date and payment received date for a
mortgage with afirst-of-the-month due date.

A mortgage has a payment due date of the 1% day of each month. You automatically draft
the payment from the borrower’s account each month. The April payment is due on April
1, but you collect and apply the payment after the 1%. This is a first-of-the-month due
date, even though the payment received date is after the 1% of every month.

Example: Due and Received Dates for an Odd Due Date Mortgage

The following example explains the payment due date and payment received date for a
mortgage with an odd due date.

A mortgage has a payment due date of the 25" You automatically draft the payment from
the borrower’s account after the 25" of the month. The April payment is due on April 25,

but you collect and apply the payment on May 1. Thisis an odd due date even though the
payment received date is the 1% of May.

Why do Odd Due Date Mortgages Cause a Cash Flow Variance?

A cash flow varianceis created by odd due date mortgages since the interest due period is
different than for a first-of-the-month mortgage. The interest due Freddie Mac is based
on the same time period as a first-of-the-month mortgage.
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Accounting for Odd Due Date Mortgages

Determining Interest Due Freddie Mac

When reporting to Freddie Mac, we assume a first-of-the-month due date. Interest due
Freddie Mac is determined the same way for both first-of-the-month and odd due date
mortgages. The following are some general rules:

Monthly interest is cal culated based on the previous month’s ending balance
(UPB).
The interest in arrears method is used.

The monthly interest calculation is based on a 12-month calendar and 360-day
year. The monthly interest always corresponds to the interest due for the previous
calendar month.

Daily interest due for payoffsis calculated from the first of the month up to, but
not including, the payoff date.

Determining Interest Due from the Borrower
While reporting and remitting to Freddie Mac is not affected by the payment due date, the
corresponding cash flow from the mortgageis. Interest due from the borrower is
determined the same way for both first-of-the-month and odd due date mortgages. The
difference is the time period covered.
Monthly interest is cal culated based on the previous month’s ending balance.
Theinterest in arrears method is used.

The monthly interest calculation is based on a 12-month calendar and 360-day
year. Theinterest will only correspond to the previous calendar month for afirst
of the month due date.

Daily interest due for payoffsis calculated from the due date of last paid
installment (DDLPI) up to, but not including, the payoff date. For afirst of the
month mortgage the DDLPI would be the first of the month.

Principal and Interest Adjustments
Since you report to Freddie Mac asif aloan had afirst-of-the-month due date, but
calculate the amount due from the borrower based on the actual due date, you need to

make adjustments to the principal and interest (P&1) custodia account for interest due on
odd due date mortgages when:

Interest is deposited for new fundings
Delinquent and prepaid interest are cal culated
Interest is deposited for payoffs
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Accounting for Odd Due Date Mortgages

New Funding and Adjustments for Odd Due Date Mortgages

When thereis a new funding that is an odd due date mortgage, you must calcul ate an
amount of adjustment to make to your principal and interest custodial account.

Interest Deposit Required for Odd Due Date Mortgages

For afirst-of-the-month due date mortgage, you need to fund the custodial account for a
month’s interest if the mortgage originates with the borrower in the same calendar month
as you sell the mortgage to Freddie Mac (“funding”).

For an odd due date mortgage, you need to fund the custodial account if the first payment
isdue in the calendar month after we purchase the loan. If thereis a scheduled payment
in the month of funding, you need to withdraw funds. For more information, refer to the
examples provided later in this chapter.

If thefirst payment isdue Then you

The same month the mortgage funded, | Withdraw the portion of the first payment that
represents interest for the previous calendar
month.

The month after funding Deposit interest to cover the number of days
from thefirst day of the month of funding to
the first day covered by interest by a
scheduled payment.

Source of Funds for Adjustment

The sources of funds used to make a deposit for an interest adjustment for an odd due
date mortgage are the same as for a first-of-the-month due date mortgage. The sources
areasfollows:

The interest we paid to you when you sold the mortgage to Freddie Mac

The prepaid interest you collected from the borrower at origination (you need to
advance for calculated differences)
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Accounting for Odd Due Date Mortgages

Interest Collected from Freddie Mac at Funding

When you sell amortgage to Freddie Mac, we pay you interest from the first of the month

through the day prior to funding, regardless of the actual payment due date or interest-
pai d-to-date.

We do this because in the following calendar month you will report afull month’s
interest to us for the calendar month of funding. The interest payment to you at funding
reimburses you for the number of days in the calendar month we did not own the

mortgage. Interest is calculated on a 365-day year. Following are examples of interest
we pay for new fundings.

If a mortgage fundson the Then we pay you
14" 13 days interest
1% No interest
31 30 daysinterest

Prepaid Interest Collected from the Borrower

The first payment will include the interest due starting one month prior to the first
payment due date. Y ou collect interest from the borrower from the day of closing

through the day prior to one month before the first payment due date. Examples are
provided below.

For amore detailed understanding of interest collected at closing, please refer to
Determining Prepaid Interest Collected in this chapter.

If a mortgage settles| And thefirst Then you collect And thefirst
on payment isdue interest from payment isfor
4/5 6/1 4/5 - 4/30

6/1 includes interest
for 5/1 - 5/31.

4/5 5/5 None 5/5 includes interest
for 4/5 - 5/4.
4/5 5/10 4/5 - 419 5/10 includes interest
for 4/10 - 5/9.
Freddie Mac Document Understanding Custodial Accounts
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Accounting for Odd Due Date Mortgages

Adjustments to the Custodial Account

Deposits to the principal and interest custodial account are necessary to cover the amount
of interest due Freddie Mac that will not be included in the borrower’ s next payment.
Withdrawal s are necessary to cover the amount of interest that is NOT due Freddie Mac,
which will beincluded in the borrower’ s next payment.

Odd Due Date Mortgage with First Payment Due the Month of Funding

If apayment is due the same month we fund aloan, part of that scheduled payment will
be for the previous calendar month and will need to be withdrawn.

Calculate the share of the interest for the current calendar month by subtracting 1
from the payment due date and dividing by 30. For example, if the payment due
date isthe 10", then 9/30ths of the payment is for the current month’ s interest.

Subtract the results of Step 1 from 30/30 to get the share of the interest for the
previous calendar month. For example, aloan with a payment due date on the 10"
would have 21/30th (30/30 less 9/30) of the interest for the previous calendar
month.

Withdraw from the custodial account the share of interest for the previous
calendar month.

Adjustments for a First-of-the-Month Due Date Mortgage
Y ou must deposit 30 days of interest into the custodial account for a first-of-the-month
due date mortgage if it settles and funds in the same calendar month.

However, when a mortgage originates on the first day of the month and the first payment
isdue on the first day of the following month, then the first payment will provide the
interest for the calendar month of funding and no adjustment is necessary.
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Accounting for Odd Due Date Mortgages

Example: Same Month Origination and Funding for First-of-the-Month
Due Date Mortgage

Shown below is an example of adjustments that are required to the principal and interest
custodia account for afirst-of-the-month mortgage that originates and funds in the same
calendar month. Statistics for this example are:

The mortgage originated on April 5
We funded the mortgage on April 20
The first payment due date is June 1

Prepaid at closing

Paid by us
26 days of April 19 days of April
interest interest

April May June
1 5 10 15/ 20 25 1 5 100 15 20 25 1 5 10 15

7

30 days of ——m June 1
May interest payment

26 days of April interest collected at closing from the borrower
+ 19 days of April interest collected from us at funding
=45 days of April interest collected

30 days of April interest due to us at the May accounting cycle
+ 0Odays of April interest will be due with the first payment
= 0daysof April interest must be deposited into the principal and interest account

45 days of April interest collected
- 30 days of April interest must be deposited into the principal and interest account
= 15 daysinterest incometo you
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Accounting for Odd Due Date Mortgages

Adjustments for Odd Due Date Mortgages with the First Payment Due
the Month After Funding

If the first payment is duein the calendar month after we purchase the loan, part of the
first scheduled payment will be for the calendar month of funding, but it will not cover
the entire month. The difference needs to be deposited. To calculate how much to
deposit perform the following steps.

Cadlculate the share of the interest not covered by the first payment by subtracting
1 from the payment due date and dividing by 30. For example, if the payment due
date is the 10" then 9/30ths of the month’s interest will not be covered by the first
payment, and 21/30ths will.

The amount correlating to the percentage not covered by the first payment needs
to be deposited into the custodial account (9/30ths of the monthly interest in this
example).
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Accounting for Odd Due Date Mortgages

Example: Odd Due Date Mortgage with Payment Due the Month

Following Funding

Shown below is an example of an odd due date mortgage with afirst payment due the
month following funding. Statistics for this example are

The mortgage funded on April 20 and the first payment is due May 10.
The mortgage originated April 5.

Nine days of interest must be deposited into the principal and interest account.
The May 10 mortgage payment includes 9 days of May interest and 21 days of

April interest.
Nine days of interest must be adjusted.
Prepaid at closing Paid by us
| l
5 days of April 19 days of
interest April interest
April May

1 5 (10 15 2

June

25 1 5 10 15 20 25 1 5 10 15

)

21 days of April
interest

— | 9 days of May
interest

5 days of April interest collected at closing from the borrower

May 10 payment

+ 19 days of April interest collected from us at funding

= 24 days of April interest collected

30 days of April interest dueto us at the May accounting cycle
- 21 days of April interest will be due with the first payment

= 9daysof April interest must be deposited into the principal and interest account

24 days of April interest collected
- 9daysof April interest must be deposited into the principa and interest account

=15 daysinterest incometo you
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Accounting for Odd Due Date Mortgages

Example: Odd Due Date Mortgage with First Payment and Funding in
the Same Month

Shown below is an example of an odd due date mortgage for which the first payment and
funding occur in the same month. Statistics for this example are:

The mortgage funded on May 5.
The first payment is due May 5.

26 days of interest must be withdrawn from the principal and interest account (if
the May payment is deposited in full).

The May 5 payment includes 4 days of May interest and 26 days of April interest.
26 days of April interest must be adjusted.

| Prepaid at closing Paid by us
0 days of April 4 days of May
interest interest
April May - June
1 5 10 15 20 25 1 10 15 20 25 1 5 10 15
Y/

)

26 days of April | —| 4 days of May |—*| May 5 payment
interest interest

4 days of May interest is collected at funding
+ 4 days of May interest is collected with the May payment
= 8 days of May interest collected
- 4 days of May interest deposited with the May payment
= 4 days of interest income to the Servicer

0 days of April interest is dueto us
- 26 daysof April interest is due with the May payment
= 26 days of April interest must be withdrawn (if the May 5 payment is deposited in
full) from the principal and interest account
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Accounting for Odd Due Date Mortgages

Determining Prepaid Interest Collected

This following compares the cal cul ations and time periods for the prepaid interest you
collect from the borrower at the time of mortgage origination (settlement) for both first-
of-the-month and odd due date mortgages.

Prepaid Interest

At mortgage origination, interest is collected for the time period beginning with the
settlement date up to, but not including, the first payment due date. Thisis often called
prepaid or per diem interest collected at closing. The settlement date and the first
payment due dates are used to determine prepaid per diem interest.

Definitions: Settlement Date and First Payment Due Date
The definitions for settlement date and first payment due date are provided below:

The settlement date is the date of the mortgage note, also known as the origination
date.

The first payment due date is the date that the borrower’ s first monthly installment

of principal, interest, and, if applicable, escrow isdue. Thisdate is documented
on the mortgage.

First Payment Due Date for First-of-the-Month Mortgages

The maximum number of days allowed between mortgage origination and the first
payment due date is 62.

First-of-the-month mortgages usually have the first payment due on the first day of the
calendar month two months after the origination month.

Mortgages that originate in April have the first payment due June 1.
Mortgages that originate in May have the first payment due on July 1.
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First Payment Due Date for Odd Due Date Mortgages

The first payment due date for an odd due date mortgage is determined differently than
for afirst-of-the-month due date mortgage. The first payment due date is based on either
the settlement date or a specific calendar date.

If the first payment due date will be on the same calendar date in the following month as
the settlement date, the borrower does not have to pay prepaid interest at settlement. The
following table provides examples of first payment due dates based on the settlement

date.

If a mortgage settleson Then thefirst payment isdue on
April 5 May 5

April 16 May 16

The following tables provide examples of first payment due dates based on specific
calendar dates.

If amortg}agewill have paymentsdue | Then thefirst payment isdueon
t

on the10™ of the month and the

mortgage settles on

April 5 May 10 (June 10 will be past the 62 day
maxi mum)

April 11 June 10

April 21 June 10

If amortg}agewill have paymentsdue | Then thefirst payment isdueon
t

on the20™ of the month and the
mortgage settles on
April 5 May 20
April 11 May 20
April 21 June 20
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Calculating the Amount of Prepaid Interest Collected from the Borrower

The settlement sheet provided at settlement will list the actual dollar amount of prepaid
interest collected from the borrower and the exact dates the interest covers.

Following is the calculation for the amount of prepaid interest to collect from a borrower.

Unpaid principa balance x Note Rate x Number of actual days from settlement to the
end of the month (or period not covered by the first payment) + 365

For arefinance, the calculation uses the number of actual days from settlement to
after the rescission date.

The number of days of prepaid interest should be the number of days from (and
including) the settlement date through (and including) the date that is one month
and one day before the due date of the first monthly payment, up to but not
including the first payment due date.

Prepaid Interest Collected for a First-of-the-Month Due Date Mortgage

The table below provides examples of the number of days of prepaid interest that are
collected for first-of-the-month due date mortgages.

If aloan originates | And thefirst Collect interest for | For the period of
on payment isdueon

April 5 June 1 26 days April 5-30

April 29 June 1 2 days April 29 - 30

May 5 July 1 27 days May 5- 31

Prepaid Interest Collected for an Odd Due Date Mortgage

The table below provides examples of the number of days of prepaid interest that are
collected from the borrower for odd due date mortgages.

If aloan originates | And thefirst Collect interest for | For the period of
on payment isdue on
April 5 May 5 0 days N/A
April 5 May 19 14 days April 5-18
May 5 July 10 5 days May 5-9
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Summary

The actual number of days of interest collected will vary depending on the settlement date
and the first payment due date.

Example: First-of-the Month Due Date Mortgage

The timeline below shows afirst-of-the-month due date mortgage that settles on April 5,
with afirst payment due on June 1.

April May ~ June
1 5 10 15 20 25 1 5 10 15 20 25 1 5 10 15

Prepaid at June 1
L closing | payment
26 days of April / 30 days of /
interest May interest
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Example: Odd Due Date Mortgage

The timeline below shows an odd due date payment date that originates on April 5 with a
first payment due on May 10".

Prepaid at
closing May 10 payment
April May . June
1 5 10 15 20 25 1 5 10 15 20 25 1 5 10 15
v

5 days of
April interest

Five days of interest were prepaid at closing (April 5 through April 9).
The May 10 payment includes 30 days of interest from April 10 through May 9.
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Determining Monthly Interest

There are differences between the time periods covered by the monthly interest payment
and the corresponding interest-pai d-to-date for both first-of-the-month due date and odd
due date mortgages.

Monthly Interest Due from the Borrower

Y ou calculate monthly interest due from the borrower the same way for both first-of-the-
month due date mortgages and odd due date mortgages.

Monthly interest is cal culated based on the balance after applying the previous
month’s payment.

Theinterest in arrears method is used.

The monthly interest calculation is based on a 360-day year.

The monthly interest calculation is:
Unpaid principal balance x Interest rate + 12

Time Period Covered by the Monthly Payment

For both first-of-the-month due date mortgages and odd due date mortgages, monthly
interest is calculated using 30 days, regardless of the number of actual daysin thetime
period. For example, monthly interest for February, March, and April isfor 30 days each,
even though the actual numbers of calendar days are different.

Interest Included in the Payment

The monthly payment includes interest for the calendar month through the day prior to
the payment due date.

A payment due on

May 1 includesinterest from April 1 through April 30
June 1 includes interest from May 1 through May 31
June 10 includes interest from May 10 through June 9

Interest-Paid-Through Date

The interest-paid-through date on first-of-the-month and odd due date mortgagesis the
day prior to the due date of the last paid installment. For afirst-of-the-month due date
mortgage, the interest-paid-through date is the last day of the previous calendar month.
For amortgage with a payment due date of the 10th of the month, the interest-paid-
through date is the S9th. For a mortgage with a payment due on the 20th of the month, the
interest-paid-through date is the 19th.
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Examples: Differences

Following are two examples of monthly interest collected for odd due date mortgages.
Both mortgages calculate interest for a 30-day period, however one due date is the 10th
and one is the 20th of the month. Since interest includes atotal of 30 days, some for the
previous calendar month and some for the current calendar month, the total monthly
interest for a calendar month will be in two payments.

Timeline Example

The following timeline illustrates the different time periods covered by payments with
different due dates. The timeline shows the time periods covered for the April and May
payments for mortgages with due dates on the 1%, 10th and 20th of the month.

March April . May
15 10 15 20 25 1 5 10 15 20 25 1 5 10 15 20
| April 10 payment | |
| April 20 payment | :
May 1 payment
i | May 10 payment |
May 20 payment |
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Example: Payment Due on the 10th of the Month

Shown below is atimelineillustrating the time period covered by a borrower’s April and

May mortgage payments due on the 10™ of the month.

March

April 10
payment

v

April
15 20 25

May 10
payment

May
5 10 15 20

1 5 10 15 20 25
|

|

21 days of March
interest

1 5 10
i

9 days of April
interest

21 days of April
interest

e i

Y

9 days of May
interest

The April 10 payment includes 21 days of March interest and 9 days of April

interest.

The May 10 payment includes 21 days of April interest and 9 days of May

interest.
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Example: Payment Due on the 20th of the Month

Shown below is atimelineillustrating the time period covered by April and May
mortgage payments due on the 20™ of the month.

May 20
April 20 payment payment

March April . May
1 5 10 15 20 25 1 5 10 15 20 25 1 5 10 15 20|

|

11 days of
March interest

19 days of

April interest |
11 days of

April interest 19 days of May
interest

The April 20 payment includes 11 days of March interest and 19 days of April

interest.
The May 20 payment includes 11 days of April interest and 19 days of May
interest.
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Prepaid and Delinquent Interest Adjustments

This following explains how odd due date mortgages impact delinquent and prepaid

interest calculations. Principal is not impacted regardless of the accounting method you
use.

Overview

When you compl ete the Principal and Interest Custodial Account Reconciliation

Wor ksheet you make an adjustment for delinquent and prepaid interest. The adjustment
for delinquent interest is necessary because you reported interest that has not been
collected. The adjustment for prepaid interest is necessary because you collected interest
that has not been reported.

Since the interest due reported to Freddie Mac is based on a first-of-the-month due date,
thereis adifferent time period for interest on an odd due date mortgage. This difference
requires an adjustment to your account for delinquent and prepaid interest on your
Principal and Interest Custodial Account Reconciliation Wor ksheet.

Two Methods

Listed below are the two ways to account for odd due date mortgages when calculating
delinquent and prepaid interest. Thefirst bullet is recommended.

Splitting the interest between calendar months.
Assigning the interest to a calendar month.

Interest Splitting Method

The interest splitting method involves splitting the interest portion of a payment to
allocate part of the interest to the previous calendar month and part to the current calendar
month. Every odd due date mortgage will always have some delinquent or prepaid
interest, even when it is current.

Following isthe interest allocation ratio for the current month.

(Theduedate - 1) + 30

Following is the interest allocation ratio allocated to the previous calendar month.
(1 - Thecurrent month ratio)
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Example: Interest Splitting Method

The table below shows the interest split for payments with due dates of April 10 and
April 20. Each portion of the interest is alocated to the applicable month it accrued.

If thedue | Thecurrent The previous Theinterest split is
dateis month allocation | month allocation
ratiois ratiois
April 10 9 days (10-1) 21 days 9/30ths of the interest is
divided by 30 April interest and 21/30ths
1-(9/30)=30/30- of the interest isMarch
(10-1)/30=9/30 9/30=21/30 interest
April 20 19 days (20-1) 11 days 19/30ths of the interest is
divided by 30 April interest and 11/30ths
1- (19/30)=30/30- | of theinterestisMarch
(20-1)/30=19/30 19/30=11/30 interest

Delinquent and Prepaid Adjustment

The interest portion of a payment received that is allocated to the month of the current
cycle cutoff is carried as prepaid interest. The interest portion of a payment not received,
that is allocated to the previous calendar month is carried as delinquent interest.

For example, in the April cycle you are reporting March interest. For afirst-of-the-month
due date mortgage, the entire interest amount is either prepaid or delinquent. When you
split the interest for an odd due date mortgage, you have to account for each part of the
split according to the calendar month it isfor.

Example: Payment Received

Shown below is an example of a payment due in the April cycle with interest received as

of the April cutoff.

If the due date of last
paid installment is

And, asof the April
accounting cutoff, the
amount of March
Interest received is

Ten the amount of prepaid
interest is

April 1 All 30 days Zero.
April 10 All 30 days, plus 9 days 9 days. (April interest is not
of April interest reported until the May
cutoff.)
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Example: Payment not Received

Shown below is an example of a payment due in the April cycle with al or most of the
interest not received as of the April cutoff.

If the due date of last And, asof the April Then the amount of
paid installment is accounting cutoff, the delinquent interest is
amount of March
interest received is

March 1 0 30 days. (March interest
was reported at the April
cutoff.)
March 10 21 days 21 days. (March interest
was reported at the April
cutoff.)
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Example: Next Reporting Cycle’s Payment Received as of Cutoff

Shown below is an example of the interest from the next reporting cycle' s payment is
received as of the April cutoff.

If the due date of last And interest collected by the | Then the amount of

paid installment is April 15th cutoff is prepaid interest is

May 1 one month of April interest 30 days. (April interestis
reported at May cutoff.)

May 10 30 daysof April interest, plus | 39 days. (April interestis

9 days of May interest reported at May cutoff

and May interest is
reported at June cutoff.)

Field Explanations for Interest Splitting Chart

The chart below provides explanations for the due date of last paid installment (DDLPI)
fields in the Example Interest Splitting Chart shown on the next page.

Field Explanation

DDLPI isfor previous cycle The payment due in the current cycle was not
received as of the accounting cutoff. For
example, if it isthe April cycle and the due date
isthe 1%, then the DDLPI is March 1. If the due
date is the 10th, the DDLPI is March 10; and if
the due date is the 20", the DDLPI is February
20.

DDLPI isfor current cycle The payment due in the current cycle was
received as of the accounting cutoff. For
example, if it isthe April cycle and the due date
isthe 1%, then the DDLPI is April 1. If the due
date isthe 10", the DDLPI is April 10; and if the
due date is the 20", the DDLPI is March 20.

DDLPI isfor next cycle Payment due in the following cycle was
received as of the accounting cutoff. For
example, if itis April cycle and the due dateis
the 1%, then the DDLPI isMay 1. If the due date
isthe 10", the DDLPI is May 10; and if the due
date is the 20", the DDLPI is April 20.
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Interest Splitting Chart Based on DDLPI as of the Accounting Cutoff

The following chart specifies what the delinquent or prepaid interest due to Freddie Mac
would be for each mortgage based on the DDLPI as of the accounting cutoff being
reconciled. The monthly interest for each mortgage is based on 30 days.

Due | April payment | DDLPI isfor DDLPI isfor DDLPI isfor
Date | splitis previous cycle current cycle next cycle
March | April | DI PPI DI PPI DI PPI

1 30 0 30 0 0 0 0 30
2 29 1 29 0 0 1 0 31
3 28 2 28 0 0 2 0 32
4 27 3 27 0 0 3 0 33
5 26 4 26 0 0 4 0 34
6 25 5 25 0 0 5 0 35
7 24 6 24 0 0 6 0 36
8 23 7 23 0 0 7 0 37
9 22 8 22 0 0 8 0 38
10 21 9 21 0 0 9 0 39
11 20 10 20 0 0 10 0 40
12 19 11 19 0 0 11 0 41
13 18 12 18 0 0 12 0 42
14 17 13 17 0 0 13 0 43
15 16 14 16 0 0 14 0 44
16 15 15 45 0 15 0 0 15
17 14 16 a4 0 14 0 0 16
18 13 17 43 0 13 0 0 17
19 12 18 42 0 12 0 0 18
20 11 19 41 0 11 0 0 19
21 10 20 40 0 10 0 0 20
22 9 21 39 0 9 0 0 21
23 8 22 38 0 8 0 0 22
24 7 23 37 0 7 0 0 23
25 6 24 36 0 6 0 0 24
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Interest Assigning Method

The interest assigning method treats a payment due within an accounting cycle asif it
were due the first of the month of the accounting cycle cutoff, with the interest for the
previous calendar month. When an odd due date mortgage is current, it will not have any
delinquent or prepaid interest. The difference in the amount deposited at funding for an
odd due date mortgage will not be accounted for with the delinquent and prepaid interest
using this method, and must be accounted for separately.

Assigning Interest to a Calendar Month

When accounting for odd due date mortgages by assigning interest to a calendar month, a
payment due within a cycleistreated as being due on the first day of the month of the
accounting cycle.

Loans with Payments Due Between the 2" and 15"

For amortgage with a payment due date between the 2" and the 15", the mortgage is
reported as if the due dateis the 1% of the same month and the interest is for the previous
calendar cycle.

Example: April cycle mortgages with payments due between the 2"
and 15"

In the April cycle, March interest isreported. A payment due April 10istreated asa
payment due April 1 and is accounted for as March interest.

For the custodial reconciliation, the interest is considered delinquent if the
payment is not collected by the cutoff, and is considered prepaid if the payment
due the following month is received by the accounting cutoff.

A payment due April 10 istreated as delinquent if it is not received by April 15.
A payment due May 10 istreated as prepaid if it isreceived by April 15.

Loans with Payments Due Between the 16™ and the End of the Month

For amortgage with a payment due date between the 16" and the end of the month, the
mortgage is reported as if the due date is the 1% of the following month and the interest is
for the same calendar month that the payment is due.

Example: April Cycle - Mortgages with Payments Due Between the 16"
and the End of the Month

In the April cycle, March interest isreported. A payment due April 20 istreated asa
payment due May 1, and is accounted for as April interest. Thisisnot reported to
Freddie Mac until the May cutoff. The payment that was due March 20 was for March
interest and is reported to usin April.
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For the custodial reconciliation, the interest is considered delinquent if the
payment is not collected by the cutoff, and is considered prepaid if the payment
due the following month is received by the accounting cutoff.

A payment due March 20 is treated as delinquent if it is not received by April 15.
A payment due April 20 istreated as prepaid if it isreceived by April 15.

Custodial Account Discrepancies

The custodial account will stay in balance until a mortgage pays off. The amount of
interest collected from a borrower at the time of payoff may be different than the amount
of interest due to us. The amount of interest collected depends on the timing of the
payment date and the payoff date.

For mortgages with a payment due date of the 2nd through the 15th, lessinterest is
collected from the borrower than is due to Freddie Mac.

For mortgages with a payment due date from the 16th through the end of the
month more interest will be collected from the borrower than is due to Freddie

Mac.
If the previous calendar month includes | Then
30 days There will be no difference.
31 days An extraday’ s interest must be collected.
29 days (leap year) Y ou will be short one day’ sinterest.
28 days You will be short 2 day’ s interest.
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Determining Interest Collected

To determine differences in the amount of interest collected, use the calcul ations
provided in the following table.

If the payment due
dateis

Then usethisformulato calculate theinterest collected
difference:

Between the 2™ - 15"
and the payoff isin on
or after the due date

1- Duedate = Number of days of differencein collected
interest

Note: There will be a shortage.

Between the 2™ - 15"
and the payoff is before
the due date

1- Duedate + Number of daysin previous month - 30 =
Number of days of differencein collected interest

Note: There will be a shortage.

After the 15" and the
payoff is after the 15™

31 - Duedate = Number of days of differencein
collected interest

Note: There will be an overage.

After the 15" and the
payoff is before the 15™

31 - Duedate + Number of daysin previous month - 30
= Number of days of differencein collected interest

Note: Therewill be an overage.
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Examples: Differences in Interest for Mortgages Due the 2nd - 15th

Refer to the following tables for examples of determining differencesin interest collected
for mortgages with a due date between the 2™ and the 15"

Duedate | Payoff dateon or after Calculation for thedifference | Differencein
between |theduedate ininterest collected is: days of

the 2" interest

and the 1 - Theduedate collected

5h ™ 1-5 (4)

10" 12" 1-10 (9)

15" 15" 1-15 (14)
Duedate | Payoff date beforethe Calculation for thedifference | Differencein
between |duedate ininterest collected is: days of
the 2" inter est
and the (1 - Theduedate) + collected
15t (Number of daysin the

previous month - 30)
5 In March (1-5) + (28-30) (4) + (2) = (6)
10" In March (1-10) + (28-30) 9) + (2) = (12)
15" In March (1-15) + (28-30) (14) + (2) =
(16)
5 In March in leap years (1-5) + (29-30) (4 +(D)=(5)
10" In March in leap years (1-10) + (29-30) (9 + (1) =(10)
15" In March in leap years (1-15) + (29-30) (18+(D)=(15)
5 In Jan., Feb., Apr., June, (1-5) + (31-30) (4) +1=(3)
Aug., Sept., Nov.
10" In Jan., Feb., Apr., June, (1-10) + (31-30) (9) + 1=(8)
Aug., Sept, Nov.
15" In Jan., Feb., Apr., June, (1-15) + (31-30) (14)+ 1=(15)
Aug., Sept, Nov.
5 In May, July, Oct., Dec. | (1-5) + (30-30) (4) + 0=(4)
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Duedate | Payoff date beforethe Calculation for thedifference | Differencein
between | duedate ininterest collected is: days of
the 2" interest
and the (1 - Theduedate) + collected
15t (Number of daysin the

previous month - 30)
10" In May, July, Oct., Dec. (1-10) + (30-30) (9) + 0=(9)
15" In May, July, Oct., Dec. (1-15) + (30-30) (14)+ 0=(14)

Examples: Differences in Interest for Mortgages Due After the 15t

Refer to the following tables for examples of determining differencesin interest collected

for mortgages with a due date after the 15™.

Due Payoff date after the | Calculation for the difference | Differencein
date 15th ininterest collected is: days of

after the interest

15th 31 - Theduedate collected

16" 17" 31-16 15

20" 22™ 11 (9)

25" 25" 31-25 6
Duedate | Payoff dateisbefore | Calculation for thedifference | Differencein
after the | the 15th ininterest collected is: days of
15th interest

(31 - Theduedate) collected

+ (Number of daysin the

previous month - 30)
16" In March (31-16) + (28-30) 15+ (2) = 13
20" In March (31-20) + (28-30) 11+(2)=9
25" In March (31-25) + (28-30) 6+(2) =4
16" In March in leap years (31-16) + (29-30) 15+(1) =14
20" In March in leap years (31-20) + (29-30) 11+ (1) = (10)
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Duedate | Payoff dateisbefore | Calculation for thedifference | Differencein
after the | the 15™" ininterest collected is: days of
15t interest
(31 - Theduedate) collected
+ (Number of daysin the
previous month - 30)
25" In March in leap years (31-25) + (29-30) 6+(1)=5
16" In Jan., Feb., Apr., June, | (31-16) + (31-30) 15+1=16
Aug., Sept, Nov.
20" In Jan., Feb., Apr., June, | (31-20) + (31-30) 11+1=12
Aug., Sept, Nov.
25" In Jan., Feb., Apr., June, | (31-25) + (31-30) 6+1=7
Aug., Sept, Nov.
16" In May, July, Oct., Dec. | (31-16) + (30-30) 15+0=15
20" In May, July, Oct., Dec. | (31-20) + (30-30) 11+0=11
25" In May, July, Oct., Dec. | (31-25) + (30-30) 6+0=6
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Determining Daily Interest for Payoffs

This section explains how to identify custodial account differences due to the amount of
payoff interest collected for first-of-the-month due date mortgages and odd due date
mortgages.

Daily Interest Due from the Borrower

When a mortgage pays off, interest is collected from, and including, the due date of last
paid installment (DDLPI) through the day prior to payoff. Monthly interest is brought
current so that the DDLPI is the most recent one before the payoff date. Daily interest is
collected from and including the DDLPI to the day prior to the payoff date.

If the time period between the DDL PI Then you collect
and the payoff dateis

Less than one month Daily interest.

Equal to one month (e.g., mortgage pays | Monthly interest.
off on the due date)

Greater that one month Monthly and daily interest.

Time Period of Daily Interest Collected

Y ou collect interest from the DDLPI through the day prior to the payoff regardless of the
payment due date. In turn, the amount of daily interest collected from the borrower will
be different for mortgages that have the same payoff date but have different payment due
dates.

Daily Interest Collected for Payoffs on or After their Payment Due Date

For mortgages that pay off on or after their payment due date in the same calendar month,
you collect the same number of days of interest for the month of payoff (regardless of the
payment due date). For odd due date mortgages, some of the interest for that month will
be accounted for as monthly interest instead of daily interest.

The only time you collect a different amount of total interest for an odd due date
mortgage is when the mortgage pays off before the due date in the same calendar month,
and the previous month did not have 30 days.
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Examples: Interest Collected After the Payment Due Date

Shown below are two examples of timelines showing the interest collected for mortgages
that pay off after the payment due date.

Example 1 is an odd due date mortgage with payments due on the 10" of the month. The
mortgage paid off on April 21.

9 days of March interest were collected as monthly interest with the March 10
payment.

9 days of April interest were collected as monthly interest with the April 10
payment.

50 days of total interest were collected for March and April.

April
1 5 10 15 20 21

Monthly Interest | |

T I

April 10 payment Paid to date is April 10. Eleven days of
includes 9 days of April daily interest are collected for April 10
interest. through April 20.

Example 2 is an odd due date mortgage with payments due on the 20" of the month. The
mortgage paid off on April 21.

19 days of March interest were collected as monthly interest with the March 20

payment.
19 days of April interest were collected as monthly interest with the April 10
payment.
April
1 S 10 15 20 21

Monthly Interest |

April 20 payment includes Paid to date is April 20. One day of
19 days of April interest. daily interest is collected for April 20.
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Daily Interest Collected for Mortgages with a Payoff Date Before the
Payment Due Date

When the payoff date for an odd due date mortgage is before the payment due date in the
same calendar month, the total amount of interest collected for the preceding calendar
month may be different than for a first-of-the-month due date mortgage with the same
payoff date. Therewill always be a differenceif the preceding calendar month does not
have 30 days. Thisis because monthly interest is always based on a 30-day month for
first-of-the-month due date mortgages, regardless of the actual number of daysin the
calendar month. For an odd due date mortgage, the part of the preceding calendar month
after the payment due date is treated as daily interest instead of monthly interest. So,
instead of collecting 30 days of interest for the month, you may collect 31, 29,or 28 days.
The number of days of daily interest collected for the payoff month will be the same
regardless of the payment due date.

When an odd due date mortgage pays off before its due date in January, April,
June, August, September, or November, the amounts collected for monthly and
daily interest for the preceding calendar month will total 31 days, one day more
than if it were all monthly interest.

When an odd due date mortgage pays off before its due date in March, the
amounts collected for monthly and daily interest for the preceding calendar month
(February) will be 28 days (29 in aleap year), 2 days lessthanif it were all
monthly interest (1 day lessin aleap year).

Freddie Mac Document Understanding Custodial Accounts
9-33 March 2011



Accounting for Odd Due Date Mortgages

Examples: April 1 Payoffs

Shown below are two examples of timelines showing mortgages that paid off on April 1,
for which no interest was collected.

Example 1 is an odd due date mortgage with payments due on the 10™ of the month,
which paid off on April 1, before the payment due date.

9 days of March interest was collected as monthly interest with the March 10
payment.

22 days of March interest, collected as payoff daily interest (March 10 - March
31).

A total of 31 days of March interest was collected.

March April

1 10 20 1 10 20

1 \

Monthly interest is 9 Daily interest is 22 days
days. (3/10-3/31).

Example 2 is an odd due date mortgage with payments due on the 20™ of the month,
which paid off on April 1, before the payment due date.

19 days of March interest were collected as monthly interest with the March 20
payment.

12 days of March interest were collected as payoff daily interest (March 20-March
31).

A total of 31 days of March interest was collected.

March April
1 10 20 1 10 20
Monthly interest Daily interest is 12 days
is 19 days. (3/20-3/31).
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Accounting for Odd Due Date Mortgages

Examples: Mortgages that Pay Off on April 15"

Shown below are two examples timelines showing mortgages that paid off on April 15™,
for which 14 days of interest were collected.

Example 1 is an odd due date mortgage with payments due on the 10" of the month. The
mortgage paid off on April 15 (after the payment due date), for which 14 days of interest
were collected.

9 days of March interest were collected as monthly interest with the April 10
payment.

21 days of March interest were collected as monthly interest with the March 10
payment.

A total of 30 days of March interest was collected.

9 days of April interest were collected as monthly interest with the April 10
payment.

5 days of April interest were collected as payoff daily interest (April 10-April 14).
A total of 14 days of April interest were collected.
44 days of total interest were collected for March and April.

March April

1 10 20 1 10 15 20

Monthly interest is 9 days for Daily interest is 5 days
April and 21 days for March. (4/10-4/14).
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Accounting for Odd Due Date Mortgages

Examples, Continued: Mortgages that Pay Off on April 15th

Example 2 is an odd due date mortgage with payments due on the 20" of the month. The
mortgage paid off on April 15" (after the payment due date), for which 14 days of interest
were collected.

19 days of March interest were collected as monthly interest with the March 20

payment.

12 days of March interest were collected as payoff daily interest (March 20-March

31).

A total of 31 days of March interest were collected.

14 days of April interest were collected as payoff daily interest (April 1-April 14).
A total of 14 days of April interest was collected.

45 days of total interest were collected for March and April.

March

1 10 20

1

April

10 15 20

7

| |
i

Monthly interest
includes 19 days for
March.

Daily interest is 12 days for
March (3/20-3/31) and 14 days
for April (4/1-4/14).
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Accounting for Odd Due Date Mortgages

Review

A mortgage with payments that are due on any day other than the first day of the
month is referred to as an odd due date mortgage.

A cash flow variance is created by odd due date mortgages since the interest due
period is different than for afirst-of-the-month mortgage.

When thereis anew funding that is an odd due date mortgage, you must calculate
an amount of adjustment to make to your principa and interest custodial account.

Deposits to the principa and interest custodial account are necessary to cover the
amount of interest due Freddie Mac that will not be included in the borrower’s
next payment.

Withdrawal s are necessary to cover the amount of interest that isNOT due
Freddie Mac, which will be included in the borrower’ s next payment.

When a mortgage pays off, interest is collected from, and including, the due date
of last paid installment (DDLPI) through the day prior to payoff. Monthly interest
is brought current so that the DDLPI isthe most recent one before the payoff date.
Daily interest is collected from and including the DDLPI to the day prior to the
payoff date.

The only time you collect a different amount of total interest for an odd due date
mortgage is when the mortgage pays off before the due date in the same calendar
month, and the previous month did not have 30 days.
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Sample Worksheets and Instructions

PR Freddi
aMac Form 59

W make hoims passibie™

As of 001500

Principal and Interest Custodial Account Reconciliation
Worksheet - MMonthiy Account Statement

Mioke; Do niot enter ary data in shaded fields. Walues will automatically calculate based on information entered in other figlds.

Seller/Servicer Humber: Seller/Servicer Hame:
Section 1 - Adjusted Bank Balance
1a) Bank halance as of _ (00A 3000

11 Outstanding debits

1) Deposits intransit

11 Adjusted bank balance (lines 1a-1h +1c) 0.a0
Section 2 - Total Liabiliby
21 Endling Balance fram the Monthly Account Statement
[Marth T

Subtract cumulative totals for:

3a) Delinguent interest on active Mortgages
3k Delinguent interest on inactive Mortgages
3 Delinguent principal on scheduledizcheduled
Mortgages
31 Suktotal for delinguent principal and interest (ines 3a + 3b + 3c) Q.00
Add cumulative totals for:
4a) Prepaid interest
4k Prepaid principal on scheduled/zcheduled
Mortgages
4 Minority principal and interest collected but
not reported az of
(hdonith )

4] Subtatal for prepaid tems (lines 4a + 4h + 42) 0.00
5l Total Liakility (lines 2 - 3+ 4) 0.00
section 3 - Total Yariance
Ga) Current cycle's tatal cumulative variance (line 1 - line £) 0.00

Gk Previous cycle's total cumulative variance (line Ga from previous cycle)

G Total wariance far the current cycle (line Ba - line &k 0.00
Prepared by Date

Approved by Date

The Principal and Interest Custodial Account Reconciliation Worksheet is a required document. See
instructions worksheet for information on completing it. The additional worksheets in this
workbook are optional tools to assist you in identifying variances.
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Sample Worksheets and Instructions

Instructions for Form 59, Principal and Interest Custodial Account
Reconciliation Worksheet—Monthly Account Statement

Hote: This worksheet contains automatical ly calculating formulas.
Do not enter any datain shaded fields.

Section 1 - Adjusted Bank Balance

1a

Bark Balance: Enter the balance from wour Principal and Interest C ustodial Account bank statement as of the accounting
cycle cutoff, Example: If wou are performing April's reconciliation and the April cutoff is the 15, use the bark balance as
of 155, Supporting documentation: The current eycle's bark statement to werify the bark balance a= of the accounting
oycle cutoff,

1h

Outstanding Debits: Enter any outstanding debits intiate d a= ofthe accounting cycle cutoff but not reflected on the bank
statermnent until the ned Business Day atter the cotoff. BE<amples of valid ortstanding debits may include payment
reversaks for chedes returned for non-sufficient funds and recoweny of advances. Generally, wou should not include any
calkin remittances to Freddie Mac initiated as of the accounting cycle cutoff. However, if wour system automatically
reflects call-in remittances a= an ouktanding debit, you may include those remittances on this line. This may cause a
shortage wariance that will clear the next Business Day. Mote: ouwill rarely have an adjustment for outstanding debits.
Supporing documentation: The bank statement with all outstanding debik cle arly identified.

=

Leposits in Transit: Enter any deposits made as of the accounting cycle cuboff but not refle cted on the bank state ment
until the next Business Day atter the cuteff (or two Business Days after the cutoff for lockboxtransactions). Supporting
documentation: The bank statement or the month by colle ctions report with all depos its infransit clearty identified on the
statement.

1

Adjusted Bark Balance: Total of lines 1a—1b+1c.

Section 2 - Total Lisbility

2

Ending Balanze: Enterthe ending balance (lastline) from the Monthby Account Statement (5] for the month being
reconciled. Example: Ifyou are performing Aprifs reconciliation, use the MAS for 5000 Supporting documentation:
Final hi&S for the month being reconciled.

2a

Celinquent Interest on Active Mortgages: Enter the total cumul ative amount of delinquent interest for active Mortgages
thathas been reported to Freddie Mac and i included in the amount due to Freddie Mac on the bAS but not collected a=
of the cycle's cutaff. (Do not include repayment plares accounted for as partial reinstatements ) Supporting documentation:
The last page ofthe delinquent interest report Ifwour system does not gener ate a delingquent interest repor, you may
substitute a spreadshest or handwrithen report.

b

Celinquent Interast on Inactive Mortgages: Enter the total cumul ative amount of delinquent inter est for inactive
Martgages that has been reported fo Freddie bac and i included inthe amount due te Freddie Mac on the M&S but not
collected a5 of the eycle's cutoff. (Do not include repayment plans accounted for a5 partial reirstatement ) Supporting
documentation: The 1ast page of the delinquent interest report. Ifyour system does not generate a delinquent interest
repart, wou may substitute aspreadsheet or handwritten report. Mote: § your delingquent inter est report does not s eparate
outthe delinquant interest on inactive hdortgages, you may report the total amount of delinquent interest on active and
inactive Mortgages on line 3a.

el

Celinquent Principal: Enter the total cumulative amount of delinquent princip al for Mortgages reported under the
guaranteed Timehs Principal and Interest and Super ARC produck (=chedule dscheduled reporting methods). This is the
amount of delinquent principal pass ed through ta Freddie Mac bt not collected a2 ofthe eyele's cuteff. Supporting
documentation: The last page of the delinquent principal report. If wour system does not generate a delinquent principal
repart, wou may substitute aspreadsheet or handwritten report.

(%)

Subtotal for Delinquent Princip al and Interest: Total of lines 2 2+3b+30

Prepaid Interest Enter the total cumulative amount of prepaid interest payments collected from Borrowers but not yet

reported to Freddie bac or included inthe amount due onthe M&S. (Do not include repayment plars accounted for as

partial reinstatements.) Supporting documentation: The last page ofthe prepaid interestreport. K your system does not
generate a prepaid interest report, wou may substitute 3 spreadshest or handwritten report.

Frepaid Princip al on Scheduled'Scheduled Mortgages: Enter the total cumulative amount of principal reduction prepaid
by Borraers but notwetreported for guaranteed Timely Principal and Interest and Super ARC produck

(zcheduled’s cheduled repoting methods). Supporing documentation: The last page of the prepaid principal report. If your
systemn does not generate a prepaid principal report, wou may substitite aspreadshest or handwritten report.

Freddie Mac Document Understanding Custodial Accounts

A-3 March 2011




Sample Worksheets and Instructions

Section 2 - Tatal Lishility

i Mlinor ity Principal and Interest: Enter the total cumuolative amount of minority principal and interest payments collected but
notywet posted to the adjustments line on the MAS. If wee originalty purchased a participation percentage and then later
purch ased the remaining minority pereertage you must remitto us the majority and minority portions separateby. The
majority partion of the amount due Freddie hac must be included in the current eycle's repoting and remitting. The

minoar ity portion of the funds you receive in the current cycle & not due to us until the last Business Day of the follaning
manths accounting cycle. The funds received for the minarty porttion are carried as part of your prepaids in the corrent
cyle, The minority billing amount are zent to wou via the Detailed Adjustment Report and the monthhy RTC minar iy
Frinzipal and Interest billings. The date atthe top of the report must match the cycle date wou are reconciling. The amount
wou must enter appears on the folloming month's Detailed Adjustment Report. Supporting documentation: Freddie hac
minor ity principal and inter est report

) Subtotal for Frepaid kems: Total of lines da+dbede.

] Taotal Liability: The total liability &= galeylgted as follows: line 2: M&S ending balance — line 3: subtatal for delinguent
principal and interest + line <: subtotal for prepaid tems = line 5: total liability

Section 3 - Total Wariznoe

[=E] Current Cycle's Total Cumuolative Wariance: The current eycle's total cumulative variance is caleulated by s ubfr acting the
total liability in line 5 from the adjusted bark balance in line 1. This amount is the cumulative fotal of all wariance tems that)
hawe occurred up o the accounting cutoff. Supporting documentation: Ifthere are any variances, you must provide a bank
statement or screen print showing werification of the de pozit or withdramw al correcting the variances. All variances must be
clearad within 90 days of the aceounting oycle cutoff, even fthe source of the wariance has not been identified.

[al4] Previous Cyele's Total Cumulative Wariance: Enter line Ga fram the previouws accounting cycle’s Principal and Interest
Custadial Accourt B e conciliation W orkes heet for the AS.
G Current Cyele's Warianee: The total wariance for the current is caleoulated as followes: line Sa; current oycle's total

cumulative wariance —line Gb: previous cycle's total cumulative variance = line Gc: current eycle's variance. The current
oyl = total cumulative variance (line Ga) = the total of allwarianees that have occurred inthe current cycle plus all

unres ohred previous cycle variances, The current eyele's wariance (line Gc) repres ents how much variance occurred in the
cycle being reconciled. 1dentifying the individual items causing the wvariance will help ywou resobre the variance. Publication
173, Understanding Custodial Accounts, provides wortksheets and logs for that purpose. Refer to Exhibit 87 for additional
Servicer educational materiak and information on fraining courses. Supporting docomentation: Wariance logs.

Mate 1:1f there are posting errars, you must attach a copy of the trars action thatweas made in error together with the
docume ntation for the correcting entry.

Mate 2: In addition to the supporting decumentation identified within this form, Freddie Mac resenves the right, at amy ime
and at its sole discretion, to request copies of army other documentation that it deems necessany to ensure that the
custadial account reconciliations are completed in accordance with the requirement setforth in Chapter 77, Establishing
Imrestor Accounting Functions, and Chapter 73, Managing Custadial Accounts, of the Single-Famiby Sellen’Se nricer
Guide,
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Sample Worksheets and Instructions

5 Elreddie
L aC
e Form 59E
As of 00500
Escrow Custodial Reconciliation
Worksheet - Wonthly Account Statement
Mate: Oo not enter any data in shaded fields. W alues will automatically calculate based oninfarmation entered in other figlds.
You must complete a consolidated reconciliation if you have more than one Escrow Custodial Account
Seller’Servicer Number: Seller’Servicer Name:
Section 1 - Adjusted Bank Balance
1a) Bank Balance as of 00 500 100.00
1 Subtract Outstanding debits 0.00
1c) Add: Deposits in Transit 0.00
13 Adjusted hank balance (lines 1a-1h+1c) 100.00
Section 2 - Total Liability
2a) Escrow trial balance total as of a0 &m0 T5.00
Enter cumulative totals for:
20 Megative escow trial balance as of 00 5500 25.00
20 Adjustments for suspense accounts 0.00
2d) Adjustments for Mortgages notincluded on trial 0.00
2ge) Adjustments far other accaunts (8.q. buydown
subsidies) 0.00
21 Adjusted escrow balance (lines Za+2h+2c+2d+2e) 100.00
Section 3 - Total Variance
da) Current cycle's total cumulative variance (line 1 - ling 23 0.00
3 Enter previous cycle's cumulative wariance (line 3a of previous cycle) 0.00
ach Current cycle's variance {line 3a- 3k 0.00
overage/{shortage)
Prepared by: Boh Jones Cate 452850
Approved by Mary Smith Date 45280

The Escrow Custodial Reconciliation Worksheet is a required document. See Instructions tab for
information on completing it. The additional tabs in this workbook are optional tools to assist you in
identifying variances.
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Sample Worksheets and Instructions

Instructions for Form 59E, Escrow Custodial Account Reconciliation
Worksheet

Section 1 - Adjusted Bark Balance

1a Bank Balance: Enterthe balance fom your Escrow Custodial Account bank statement a= ofthe accounting cycle cutoff (usially the
15th day ofthe manth). Bample: | you are peroming Movermber's reconcilation, use the bank balance as of 11515801,
Supparting documentation : The curment cyde's bank sEtement to werifythe bank balance as ofthe accounting cywdle cotoff.

1b QOutstanding Debis: Enter the total amount of funds disbursed fromthe Escrow Custedial Sccount as ofthe cutoff but not redected

on the bank statement until the nest Business Day aterthe cutoff. Mote: Aoy disbursement as ofthe accounting cywcle cuteffthat is

niot redectad onthe bank statement must be induded onthis line. Supporting documentation: The bank statement, with all

outstanding debits cleary identified.

1c Oeposits in Transt: BEnter the total amount of Escrow funds that hawe been collected as ofthe accounting cwclke cutoff but not

refected onthe bank statement untl the nest Business Day aterthe cuteff (ortw o Business Days after the oo for lochkbox

ransactions). Supporting documentation: The bank satement or the monthly collections report with all deposits o ranst clealy

idertified.

1|Adjusted Bank Babnoe: Total oflines 1a-1b+1c.

Section & - Tatal Liability

13 E=szrow Trial Balance Tofl: Enterthe tom@l ofthe Escrow balances as relected on yourinwestor loan fal balancz. Ensure that the

amournt oftotal Escrow includes all positive balances and exdudes negative balances. If your trial balance nets negative Escron

fom positive Escrom wou may add back the negative Escrow on line 2b. You, asthe Servicer, must advance any negative amounts

for each indivdual Bormowerthe same daythe shortage accurs. Supporting documentation: The [ast page of the trial balance that

supports the positive Ezcrow liability.

b Megative Escrow Tral Balance: Add the total amourt of negative Escrow balances if wour fial babBnee subtracs ([Qete] them fom

[thee total in line 2a. fthe Escrow balance total on the fial balanee is 3 "netted” figure, wou must add the to@l amount of any

negative Escrow back tothe netted Escrow figure to capture the total positive Ezcrom Bability. Supporting documentation: The totals

page ofthe negative Escrow trial balanc:.

2o Adjustments for Suspense Accounts: Add your suspense account balances ifthey are not included in tial balancs totals on line 2a.
Suspense nds are partial pawnents or unapplied funds held in the BEscrow Custod@l Account untilthe f0nds are applied tothe

hiortgage or retumed to @ Borrower. Supporting documentation: The [ast page of the fial balance that supports the tolal suspense

liability.

2d Adjuztments for Wortgages Mot hcluded on Trial Balance: Add the Escrow balances of any bortgages finded by Freddie hiac as= of
& accounting cyde cutoff, but not included in yourtrial balance totals on line 2a. Supporting documentation: Ascreen print of the

hiortgage history that werifies the Escrow balance at thetime of cutoff, ora spreadsheet with a list of Mortgages and their

respective ending positive Escrow balance.

le Adjustments for Cther Accourts (e.g9., Buydown Subsidies): Add the toal of wour buydown account balances if wour ral balance

subtracts them fom the total on ine 2a. The balance of a buydown gecount must equal the total of buydown fands deposited at the

Fme we purchased the hortgage, minus the monthly buydow n amount, times the number of payments applied since we purchased

e hdortgage. Mote: Kthe amount of wour buydow n liability is negative, determine the reason before ywou account for a negative
liability on Form S9E. Supporting documentation: The last page ofthe tral balance that supports the total liabifty for buydown
=subsidies.

z Adjusted Ezcrow Balance: Tomal oflines Za+2b+2c+ld+ie.
Pddmonal required documentanon for ToEl a0ty For any ofer Junds held on behalf offfie Bormomer (2., replacement reseres ],
gttach the last page ofthe tral balance to support the itemized amount.

Section 2 - Tatal Mariance

a Current Cyele's Total Cumulative Yarance caloulated by subtracting line 2 fom line 10ine 1 - line 2. Thiz is your total curmulative
wariance for the coment cycle, Supporting documerntation: Kthene are any warances, wou must provde a bank statement or screen
print showing werification ofthe deposit or withdraw al comedting the varances. Al wanances most be deared within 90 days of the
accounting cyde cutoff, ewen ifthe sounse ofthe warance has not been identided.

b Previous Cycle's Total Cumulative Yarance: BEnter the total amount of cumulative wanance Jine 337 from the previous cyde's
Eszrow Custodial Account Reconciliaion Wiorsheet.
e TIirent Ciche s wanance Calolged Dy St aenng e 0 T ne FTIne 8 - 0T This 1= your COmert cyie & vanance

(oweragefshorage’. Supporting documentation: Warance logs.

Mote 1: fthere are posting emors, wou must attach a copy ofthe tansaction that was made in emor together with the
documentation for the comecting entry.

Mate 2: In addition to the supporting documentation identified withinthis &rm, Freddie bac reserves the dght, at anytime and atits
zole diszretion, to request copies of any other documentation that it deems necessanyto ensure that the custodial acoount
reconciliaions are completed in aczordance wih the requirements sst forth in Chapter 77, BEs@blishing Inwestor Accounting
Functions, and Chapter 79, Managing Custodial Accounts, ofthe Single-Faniy Selles Sendoer Geide .
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