Your Comprehensive Guide to

FANNIE MAE

The Federal National Mortgage Association, nicknamed
Fannie Mae, was created following the Great Depression
after homes all around the country fell under foreclosure and
banks could not afford to fund home loans. It was then that
the country acknowledged a need for a dependable and stable
source of funding for housing. Decades later, the program
continues to provide affordable housing through accessibility
of long-term, fixed-rate loans. While many borrowers believe
they can obtain a mortgage loan directly through Fannie
Mae, the program works as a secondary mortgage market
providing sufficient funds to mortgage lenders.
Fannie Mae provides liquidity, or cash, to both the singlefamily and multifamily markets by purchasing home loans
and selling them to investors. This way, there are always funds
available for lenders to finance to qualifying borrowers. To
receive Fannie Mae loans, homebuyers must apply through
a Fannie Mae-approved lender. Due to the program’s strict
guidelines, borrowers do not have to worry about getting
involved with a lender that engages in unethical lending
practices. Furthermore, finding a loan is easy as a majority of
large banks and mortgage lending companies are approved
by the agency. With Fannie Mae being the leading source
of financing for mortgage lenders, borrowers can expect to
steady and predictable mortgage payments.
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Fannie Mae
101
The majority, if not all, of
lending companies rely on
Fannie Mae to purchase
and keep home loans off
their books. Fannie Mae
or the Federal National
Mortgage Association
purchases and pools
conforming mortgages
together and bundles
them up into mortgagebacked securities to sell to
investors.

In return, investors receive principal and interest from borrowers, while borrowers are able
to afford their homes. These conforming loans must meet strict guidelines set forth by
the enterprise to ensure that they can be fulfilled on time.
Fannie Mae has a unique origination and underwriting process that evaluates borrower
risks in relation to their home loan performance. This way, loans are not issued to borrowers
who are likely to default on their mortgage. These systems can detect poor credit reports
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and even small discrepancies that can later turn into larger ordeals. Because investors are
guaranteed profit, Fannie Mae must ensure that it is not losing capital itself. In the event
that the government-sponsored enterprise (GSE) exhausts all of its supply, the federal
government may step in to salvage the housing market. This is why both Fannie Mae and
its brother corporation, Freddie Mac, are overseen by the Federal Housing Association; to
prevent the issuance of subprime loans from unethical lending companies. Today, these
GSEs provide trillions of home loans to qualifying Americans.

How does Fannie Mae work?
Fannie Mae is a government-sponsored enterprise (GSE), meaning it is a privately held
corporation created and supported by the federal government. It promotes a secondary
market, providing a flow of funds to lending companies, such as credit unions, banks and
other financial institutions. This way, they always have enough money supply to offer to
low and moderate-income citizens in need of home loans. While Fannie Mae provides
liquidity to the mortgage market, there are other integral roles in the housing finance
system that contribute to its successful function. This includes investors a part of the
Fannie Mae stock, borrowers and the federal government.
Over the years, Fannie Mae has enforced strict guidelines to avoid corrupt lending
practices and subprime loans. Unlike prime loans, subprime loans have higher rates
and are typically offered to higher risk borrowers with poor credit scores. While the way
Fannie Mae operates may be complex, read the following sections below to learn how the
program provides affordable housing opportunities to qualifying applicants.
Investing in the Mortgage Market
While Fannie Mae is not a primarily lender, its mission is to provide liquidity, accessibility
and stability by investing into the housing market. The program provides funds through
the secondary mortgage market to approved lenders who in return provide mortgage
loans to buyers. In other words, Fannie Mae purchases and promises home loans created
by firms for their unique buyers. These mortgages are called conforming mortgages,
meaning they meet underwriting requirements, have low interest rates and do not exceed
the maximum loan limit set for that year.
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If a lending company grants a homebuyer a mortgage
of 100 thousand dollars, the lending company cannot
lend any more money until the loan is replenished. Where
does Fannie Mae come in? Fannie Mae will pay off the
loan immediately and either hold the mortgage or sell it
in the form of money-backed securities (MBS), meaning
they bundle it up with other home loans and sell them
to investors who accrue profit from borrower interest
rates. These investors typically consist of insurance
companies, investment banks, institutions and pension
funds. Essentially, those buying into Fannie Mae stock
are paying off the mortgages of homebuyers. Once
these securities are sold, lenders use the profit raised
by Fannie to engage in future lending.
Fannie Mae Stock
Until 2008, Fannie Mae was privately owned and run
with a government charter that provided certain public
benefits. It funded its operations by trading on public
exchanges, including the New York Stock Exchange
(NYSE). However, due to the excess amount of subprime
loans handed out by unethical lending companies and
risky MBS investments, Fannie’s stock plummeted well
below the minimum capital requirements set by the
NYSE. As a result, the housing market collapsed and
mortgage payments defaulted well beyond their due
dates. It was then that the Federal government took
Fannie into conservatorship, essentially bailing them
out. Following this takeover, Fannie Mae was delisted
from the NYSE. Today, the GSE is only traded over-the
counter, meaning there is less public transparency and
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stocks are unlisted forcing dealers to make trades privately. To trade in Fannie Mae stock,
there is a smaller minimum investment and interest subject to taxation.
Doing Business With Fannie Mae
Fannie Mae serves as the middle man for two important parties- the lending companies
and the investors. At the same time, lending companies serve as the liaisons for borrowers
and Fannie Mae. All parties must fulfill their roles to keep the housing market running. The
process follows the following steps:
The lender collects valuable information and documentation for
Fannie Mae regarding the borrower’s income, assets, liabilities, debt
to income ratio, down payment and credit score.
Fannie reviews this data and decides whether the borrowers is
eligible for a home loan. Once the borrower is approved, the loan
must meet the Fannie Mae selling guide requirements. If there are
differences, the lending company must resolve them or the loan will
be dropped from the process.
If the loan is approved, Fannie Mae will continue with the
securitization process. This means that the GSE will buy and sell the
loan to investors through a MBS.
It is then the lender’s duty to service the mortgage loan, collecting
payments from the borrowers and sending principal and interest to
Fannie after keeping a servicing fee.
Fannie Mae will pass this principal and interest to the investors
through a trust, which provides the funds for the investors. Investors
may see the current status of their securities through monthly
disclosures.
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Investors are guaranteed timely payments of principal and interest by Fannie Mae,
meaning they will receive their portion of the deal even if borrowers are not meeting their
loan agreements. This is why Fannie Mae has strict guidelines regarding loan approval
and refuse to accept subprime home loans from lending companies.
When does Uncle Sam step in?
If Fannie Mae holds a mortgage loan in a retained portfolio, it is essentially investing into
its own MBS. The GSE will then issue debt, formerly known as agency debt, to supply its
portfolio. This means that Fannie Mae is backed by its own credit rating and worthiness.
If Fannie is unable to pay off its own debt, it may borrow funds from the U.S. Treasury.
However, this is considered a risky business as the government is not obligated to supply
capital to Fannie Mae.
Furthermore, the demand for home loans increases as more investors supply funding.
Meaning that the more investors willing to invest in MBS, the more loans lending companies
will be able to distribute to eligible homebuyers. If the economy is not doing well, the
less likely investors are going to want to invest into Fannie. Therefore, there will be less
mortgages available to homebuyers if Fannie Mae is unable to sell MBS to investors. This
is where ‘Uncle Sam’, or the federal government, appears again. The U.S Treasury may
step in due to the lack of investors and provide the funding necessary to maintain the
home financing system and prevent foreclosure houses.
What happens if borrowers cannot pay their home loans?
There are instances where borrowers are deemed eligible for home loans and later struggle
to meet mortgage payments due to a loss of income or unexpected expenses. These
unexpected expenses may include costly medical bills or funeral expenses due to a death
in the family. In these case, Fannie Mae will offer a loan modification. This may include
lowering monthly payments for the borrower, by reducing the interest rate or extending
the term of the loan. As a result, borrowers can meet their mortgage payments and avoid
foreclosure.
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What are mortgage-backed securities?
A mortgage-backed security (MBS) is a bond that secures a mortgage loan or a collection
of home loans. These packages are sold by lending companies to government-sponsored
enterprises, such as Fannie Mae, or investments banks that sell them to investors. These
securities are typically issued in shares to investors who buy them and collect their portion
of interest and principal in the form of monthly payments. This is known as the secondary
mortgage market, where lenders replenish the entirety of the funds they lend borrowers
so that they do not run out of money supply for loans.
If you plan on financing a home, then the process of obtaining a mortgage loan through
a lender is completed in the primary market. You may be wondering why a secondary
mortgage market might concern you. Interest rates and underwriting standards are
directly dependent on mortgage-backed securities sold in the secondary market. The
more investors put their money towards these bonds the smaller interest rates will be
for you when financing your dream home. Read the following sections below to learn
about how mortgage-backed securities affect the housing market and the different types
offered by Fannie Mae.
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What is the purpose of a mortgage-backed security?
When you are issued a mortgage loan, your lending company has two choices. Your
lender can either keep the loan in their portfolio and collect the interest rate and principal
payments over an extended period of time or bundle the loan in a money-backed security
sold by a government-sponsored enterprise, such as Fannie Mae. If your lender goes with
the latter, then they are choosing to restore their loss funds immediately.
This way, they will have enough collateral to continue distributing loans. If your lender keeps
the loan in their portfolio, then they are relying on you to meet your monthly payments
on time to restore these funds. This is a riskier option considering lending companies are
hindered from administering loans if they are still owed money they already handed out.
Mortgage-backed securities ultimately give these companies leverage, allowing them to
issue loans while remaining financially fluid. As a result, homebuyers like you are able to
afford housing.
Fannie Mae’s Role in Mortgage-Backed Securities
Fannie Mae, formerly known as the Federal National Mortgage Association (FNMA),
was created by Congress in 1938 to promote a secondary mortgage market that would
provide liquidity to the housing market. It was established after the Great Depression
when homeowners could not pay their mortgages and banks could not afford to supply
any more home loans to homebuyers. To save the housing market, Fannie Mae stepped
in and purchased these mortgages to restore loss capital within struggling banks and
credit unions.
As a result, lending companies were able to provide homebuyers with mortgage loans.
The FNMA would then pool these loans into bonds or mortgage-backed securities to sell
to investors. These investors included investment banks, pension funds and insurance
companies. Today, Fannie Mae continues to purchase and sell mortgage loans to these
investors through mortgage-backed securities. However, there are much stricter eligibility
guidelines for all parties as a result of the financial crisis that occurred in 2008 due to
unethical lending practices. While Fannie Mae has a line of credit with the U.S. Treasury, it
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is not a direct obligation to the U.S. government in the
event of a crisis.
The Benefits and Risks of Mortgage-Backed
Securities for Investors
Anyone who invests in a mortgage-backed security
through Fannie Mae will receive a guaranteed profit from
the principal and interest payments of the mortgages.
However, there is a chance that the principal of these
loans is paid off early causing interest rate payments
to come to an end quicker than the loan’s term length.
Due to Fannie’s lower perceived credit quality, the
enterprise typically offers higher yields in its MBSs.
This means there is a potential for investors to receive
a greater return on their bonds. However, these yields
are estimated and not guaranteed for the bonds entire
maturity.
Prepayment risks typically happen when interest rates
decrease and homeowners refinance their mortgages
or they make higher monthly mortgage payments to
pay off their home loan faster. Additionally, due to the
government not being directly obligated to Fannie Mae,
there is a potential default risk. However, considering
that the U.S. government stepped in at the wake of the
2008 mortgage crisis, it is likely that the government
would do the same if necessary.
Types of Mortgage-Backed Securities
The two main types of mortgage-backed securities are
pass-throughs and collateralized mortgage obligations
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(CMO). With pass-through MBSs, mortgage payments are collected and passed through
a trust to investors. Lending companies will collect monthly mortgage payments by
homeowners, keeping their servicing fees and passing the principal and interest payments
on to Fannie Mae.
The FNMA will then pass the payments through a trust that distributes them to
shareholders on a monthly basis. Typically, adjustable-rate mortgages and fixed-rate
mortgages are pooled to create pass-throughs. This means they typically have settled
maturities from five to 30 years. However, the actual life of the pass-throughs may be
shortened, depending on how quickly principal payments are met on the mortgages.
On the other hand, CMOs are repackaged pass-through MBSs known as tranches or
slices. A CMO is more complex and consists of multiple securities in which the cash
flow is prioritized based on the bond’s structure. Mortgages are arranged into different
tranches based on maturity and risk. Moreover, principal repayments are determined by
the arrangement of these tranches to provide a more certain time-frame for investors.
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Fannie Mae Multifamily and Single-Family MBSs
Fannie Mae creates both single-family and multifamily mortgage-backed securities. The
single-family MBSs consist of mortgage loans for single-family residential properties of
one to four units. On the other hand, the multifamily MBSs consists of loans for multifamily
properties consisting of five or more units. These loans must meet the FNMA standards
and must be fixed-rate or adjustable-rate mortgages. Both single-family and multifamily
MBSs cannot be backed by a mixture of the two. Additionally, Fannie Mae offers discounted
mortgage-backed securities that carry no interest and have terms lasting a maximum of
one year.

The Origination and Underwriting Processes
In order for Fannie Mae to purchase mortgages, lending companies must originate home
loans that meet the program’s underwriting requirements. These guidelines are put in
place to ensure that lending companies are not issuing subprime loans to borrowers who
cannot meet their mortgage payments. The underwriting process allows lender’s the
opportunity to identify high-risk applicants and determine whether they have the capacity
to repay a mortgage loan.
The process includes an assessment of the potential borrower’s income, assets, liquid
reserves, credit history, employment and other vital financial information. It is the lender’s
duty to collect this information as well supporting documentation and verify that the
information is complete and accurate. This can be done manually or with the assistance
of Fannie Mae Desktop Underwriting system. Once the lender conducts a comprehensive
risk evaluation, he or she can approve or deny the application. Read the following sections
below to learn more about what you can expect during the origination and underwriting
processes for Fannie Mae.
Originating a Mortgage for Fannie Mae
If you are applying for a mortgage, then the application process for the loan is called
loan origination. On the other hand, underwriting is the process that your lender uses to
identify the risk of offering you the mortgage. The origination process involves providing
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various financial information and documentation to your lender. This may include tax
returns, bank balances and credit card information.
With a background of your finances, your lender will determine the type of loan and
interest rate you are eligible to receive. He or she will either recommend a fixed-rate loan
or adjustable-rate mortgage while informing you of their differences. After discussing
your options, you will decide which one is more suitable for you. You will then complete a
Uniform Residential Loan application with sufficient information needed for your lender
to perform a preliminary review before the underwriting process. This review will verify
whether you meet Fannie Mae mortgage eligibility requirements and will be determined
using Fannie Mae Eligibility Matrix. Your lender will predict certain risk factors, based on
the following:

Loan type

Purpose of
loan

Occupancy
in home

Number of
units

Applicant’s
credit score

Loanto-value
ratio(s)
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If you and a potential co-borrower’s assets and liabilities do not make a combined
statement valuable, then your co-borrower may be advised to fill out this Statement of
Assets and Liabilities form.
What will the loan application include?
When filling out your loan application, you will need to provide complete and accurate
information about your finances. This includes all income and debts, employment, assets
and liabilities as well as any declarations. This includes being obligated to pay child
support, filing bankruptcy in the past seven years and having any outstanding judgments
against you. Additionally, you will need to provide property information and define the
purpose of the loan.
Your lender will assist you with this application and help you determine the type of
mortgage and terms of the loan you are applying for. Once this application has been
completed and signed, you must submit valuable documentation that verifies, clarifies
or substantiates any pertinent information as needed. If applicable, then you will also
need to provide a copy of your ratified sales agreement and/or the escrow/closing or
settlement guidelines.
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Determining the Type of Loan You Will Receive
As mentioned above, your lender will go over the type of mortgage you will be eligible
to receive. He or she will discuss with you your chances of receiving the loan you desire
based on Fannie Mae guidelines. For example, the amount of money you may receive will
depend on the type of housing you would like to finance. Fannie Mae guarantees a higher
lending amount for single-family homes rather than investment properties. This is due to
investment properties being seen as a high-risk.
Furthermore, there are allowable amounts or loan limits set each year for loans arranged
by the unit of a home and where it is located. While you can purchase a home that is
priced more than this loan limit, you can only finance the home until the maximum loan
amount is reached. Additionally, your loan cannot match 100 percent of the purchase
price of your home as Fannie Mae only guarantees a percentage of the home’s market
value.
The Process of Underwriting Borrowers
The process of underwriting a borrower involves defining how his or her risks will
affect the performance of a mortgage loan. While the factors evaluated are the same,
lenders can perform the underwriting process manually or with the assistance of Fannie
Mae’s automated Desktop Underwriter (DU). Manual underwriting involves using a
comprehensive risk assessment approach that determines the overall delinquency risk.
The DU system assesses a borrower’s risk for the lender as long as he or she enters
the correct information. When relying on the DU system, lenders must show prudent
judgment in assessing whether the system’s recommendations are valid based on the
information inputted.
Comprehensive Risk Assessment
The comprehensive risk assessment requires that the lender determine whether or not the
borrower’s loan meets Fannie Mae’s eligibility criteria. More importantly, the lender must
decide whether the loan is appropriate to submit to Fannie Mae. This involves reviewing
the borrower’s credit report and evaluating the adequacy of the home as security for the
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mortgage requested.
In addition to the factors evaluated in the
preliminary review, the lender will need to
do a more in-depth eligibility assessment
using the complete Eligibility Matrix. This
includes factors, such as loan to value (LTV),
combined loan to value (CLTV) and home
equity combined loan to value (HCLTV)
ratios. It also includes the loan amortization
type and the borrower’s debt-to-income ratio.
The assessment must be fully documented,
including the results of the lender’s final
decision. If the lender is not completely
confident of his or her decision, then it is
recommended that he or she utilizes the DU
system.
Desktop Underwriting
The DU system will provide a comprehensive
look into a borrower’s financial situation
based on the information inputted by the
lender. Lenders will be able to see a borrower’s
debt-to-income ratio and three FICO scores.
They will dismiss the borrower’s highest and
lowest FICO score and use the middle when
making a decision. Lenders will also be able
to see any debt reported to credit reporting
bureaus.
It is important to keep in mind that the DU
does not accept assets and liabilities that
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include borrowed funds, such as a gift, to purchase a home. Additionally, the lender must
make sure that the property has met all appraisal requirements and project standards. It
is the lender’s duty to confirm that the information submitted is correct and that there are
no errors. If there seems to be any contradictory or derogatory information that appears,
then the lender must determine whether an additional investigation is necessary.

Fannie Mae vs. Freddie Mac
Formerly known as the Federal National Mortgage Association (FNMA) and the Federal
Home Mortgage Corporation (FHMC), Fannie Mae and Freddie Mac are the leading
sources of housing finance in the U.S. Although created at different points in history, they
are both government-sponsored enterprises (GSE) established by Congress to promote
a secondary market for residential mortgages. Why are they important? These GSEs
provide liquidity and stability within the housing market by purchasing home loans from
lending companies and selling them as mortgage-backed securities to investors.
As a result, lending companies are able to replenish their funds and provide more home
loans for prospective homebuyers. While the securitization of these loans is similar,
Fannie Mae and Freddie Mac are different in various ways. For example, an applicant
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with a lower income might get approved for a Freddie Mac loan but not a Fannie Mae
loan. To learn more about these GSEs and which one might be the best fit for you, read
the following sections below.
How did Fannie Mae and Freddie Mac originate?
Fannie Mae was founded in 1938 in Washington, DC after the Great Depression. It was the
solution to a housing crisis that consisted of nearly a quarter of U.S. homeowners losing
their homes to foreclosure and banks unable to provide mortgages due to insufficient
funds. Fannie Mae introduced the long-term, fixed-rate mortgage that gave Americans
the ability to refinance when interest rates became lower. In 1968, the FNMA became
a privately held corporation chartered by Congress, yet funded by the stock and bond
markets.
In order to keep Fannie Mae from operating as a monopoly, the federal government created
Freddie Mac two years later. It then became public in 1989. After the subprime mortgage
crisis occurred in 2008, both enterprises were placed into a conservatorship under the
Federal Housing Finance Agency (FHFA). Unlike Freddie Mac that is directly backed by
the government in the event of a financial crisis, the U.S. Treasury is not obligated to
provide funds to Fannie Mae.
Fannie and Freddie Loans
Fannie and Freddie do not originate loans but they do buy them. While Fannie Mae mainly
purchases loans from larger corporations, like Chase and Wells Fargo, Freddie Mac buys
from smaller financial institutions. These two GSEs then package these mortgages and
sell them to investors in the form of a mortgage-backed security. Even if a borrower
defaults on his or her loan, Fannie and Freddie both guarantee that their investors will
get paid. Hence, why both GSEs have specific lending guidelines and rules to avoid the
risks of unsafe mortgages. These GSEs only accept what are called conforming loans,
meaning they conform to guidelines set forth by the federal government.
Conforming loans are defined by the loan limits set by the FHFA for that year. Because
Fannie and Freddie are overseen by the FHFA, they both have the same loan limits. These
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loans vary depending on the number of units and cost of the area. For example, the limit
for a single-family home in 2018 is $453,100 and $679,650 in high-cost areas throughout
contiguous states. Borrowers are advised to find houses less than the conforming loan
limit of their area to receive a mortgage from Fannie or Freddie.
Furthermore, Fannie and Freddie both offer fixed-rate and adjustable-rate mortgages
(ARM). A fixed-rate mortgage is a home loan that has an interest rate that remains the
same throughout the entire term of the loan. Its interest rate does not fluctuate like an
ARM, whose variable interest rate changes throughout its term. ARM interest rates are
dependent on indexes and set margins. If a margin is set at three percent and the index
is at four percent, then the borrower will have a seven percent interest rate. However, this
may change if the index adjusts to two percent while the margin remains at three percent.
In this case, the mortgage interest rate will change to five percent.
Why would a borrower want an ARM? An ARM generally has a lower interest rate than
a fixed-rate mortgage. This option is ideal for homebuyers who only plan to own their
homes for a short period of time before the rates could potentially increase. Additionally,
both GSEs offer financing for single-family homes and condominiums. They also will
finance primary residences, second homes and investment properties. Borrowers may
also receive a loan for the purpose of renovating or refinancing a home.
What are the eligibility requirements for a borrower?
When a homebuyer considers financing for a GSE-approved loan, lenders typically look
at their credit, score, income, debt-to-income ratio, work history and minimum down
payments. Fannie Mae and Freddie Mac both limit a borrower’s debt-to-income ratio
to 45 percent and allow 50 percent if he or she exceeds other eligibility requirements.
Furthermore, both GSEs require a minimum FICO or credit score of 620.
However, whether a borrower will get approved or disapproved for a Fannie or Freddie
loan has a lot to do with their automated underwriting systems. Fannie Mae uses a
Desktop Underwriter (DU) and Freddie Mac uses a Loan Product Advisor (LPA) to assess
a borrower’s risk for a loan. While Freddie Mac’s LPA system is much like the DU system,
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it contains a few differences that allow
qualifying lending professionals to give
the best possible outcome. This means a
borrower with a more unique background
is more likely to get approved for a Freddie
Mac loan.
For example, Freddie Mac allows nonoccupying co-signers to help occupants
qualify for a loan while Fannie Mae does not
provide that option. Furthermore, Freddie
Mac requires a one-year assessment of
an applicant’s employment history while
Fannie Mae requires an in-depth two-year
assessment. When applying for a home
loan, it is important to keep in mind that
your financial background must meet your
lending company’s overlay. A lender’s overlay
is an expanded set of guidelines in addition
to Fannie Mae or Freddie Mac requirements.
This means that just because your loan
meets Fannie Mae guidelines, it does not
mean your bank will lend to you.
HomeReady vs. Home Possible
Fannie Mae and Freddie Mac both offer
similar programs for homebuyers with low
down payments. Fannie Mae’s HomeReady
program offers mortgage credit for a
minimum down payment of three percent
as long as borrowers agree to pay mortgage
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insurance until their loan-to-value ratio falls less than 80 percent. A down payment may
consist of personal funds, such as a gift from family or friends. To qualify, borrowers must
have a FICO score of at least 620 and meet their area’s median income unless they live in
a low-income neighborhood. On the other hand, Freddie Mac’s Home Possible program
allows borrowers to put a down payment of three to five percent for a mortgage. If a
borrower makes a 5 percent down payment, then he or she does not need to meet credit
score requirements.
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Fannie Mae
Home Loans

A home loan backed by Fannie Mae comes with a number of
protections and guarantees designed to protect homeowners.
Fannie Mae’s goal is to make homeownership accessible,
which means a Fannie Mae-backed loan helps individuals.
From refinancing options to the ability to halt payments,
Fannie Mae protections are invaluable for keeping families in
their homes.

However, Fannie Mae also helps the economy by keeping the mortgage market moving
and providing lenders with new reserves of cash. Fannie Mae plays a significant role in
the home mortgage market.
To get a Fannie Mae backed-loan, you must meet the eligibility requirements. This includes
everything from your income stability, monthly debt payments and your credit score to
the size of the loan you are seeking. Fannie Mae only purchases conforming loans, so
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it is important to familiarize yourself with the
requirements. Additionally, buying a Fannie Maebacked loan is easier if you are working with a
lender or broker approved to sell loans to Fannie
Mae. You can find a list of Fannie Mae-approved
lenders online, seek recommendations from
family and friends or contact your own bank
for options. Learn about finding a Fannie Maeapproved lender, applying for a loan and what
the benefits of an FNMA-backed loan are. You
can also learn about the eligibility requirements
for obtaining a mortgage backed by Fannie Mae.

Eligibility Criteria for Getting a Loan
Backed by Fannie Mae
The Federal National Mortgage Association
only buys mortgages that meet particular
standards. This is because Fannie Mae must
be able to guarantee to investors that the
mortgages are reliable investments. Since
mortgages purchased by Fannie Mae must get
bundled into mortgage-backed securities and
sold, they cannot surpass a particular level of
risk. Therefore, Fannie Mae has set out specific
criteria for what sort of mortgages it is willing
to buy. Loans that meet these criteria are called
“conforming loans.” Most mortgage lenders can
issue conforming loans. However, not every
potential homebuyer meets the eligibility criteria
required to acquire a conforming home loan.
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To determine whether a potential homebuyer can get a loan backed by Fannie Mae, lenders
consider three factors. These are the potential homebuyer’s income and credit score as
well as the size of the loan they are seeking. Fannie Mae has set requirements for all
factors in its Eligibility Matrix, which approved lenders use to issue loans. The sections
below describe the specific requirements, as well as how a potential homeowner can
calculate their own figures.
Income Requirements for Fannie Mae Loans
When a lender considers your application for a home loan, he or she will examine your
monthly income and employment history. A lender wants to know that your income is
stable and guaranteed. If your income sources are irregular or you have gone through
multiple long periods of unemployment, then lenders may pause. This is because Fannie
Mae guarantees payment to lenders and investors and requires assurance that a loan is
a good investment. Therefore, a continuous, reliable income is necessary for Fannie Mae
to back a loan.
Lenders will break down your income sources, including analyzing the distribution of
bonuses and income earned from commission or tips. You must provide documentation
of how frequently you are paid, how regular your pay is throughout the year and more.
You may be asked to provide up to two years’ worth of pay stubs to demonstrate income
stability. If you are paid overtime, then lenders will examine how consistently you receive
overtime pay in other months or years. Additionally, lenders will examine your W-2 from
previous years to determine whether your income has remained stable. If it has stayed
the same or improved over time, then lenders will likely trust your income. However, if your
income is unstable or has declined in recent years, then that may be a point of concern.
Another aspect of your income you will have to prove is its continuity. For example, if you
can prove you have a salaried job, then you do not need to provide three years’ worth of
documentation to prove it will continue. However, if you receive child support as part of
your income, then you will have to provide three years of documentation. You need this
documentation to prove that it is a continuous source of income because child support
payments can be inconsistent in some cases. Income sources like trusts or 401(k)s, which

26 Fannie Mae

draw from a set amount of funds, will also require additional documentation. You can
review Fannie Mae’s Selling Guide recommendations on income stability to determine if
your income would qualify as stable and adequate.
Debt-to-Income Ratio
Along with measuring the stability of your income, lenders also compare your monthly
income to your monthly expenses, particularly your debt payments. A mortgage lender
will calculate your expected monthly payment for your home loan, monthly minimum
credit card payments, auto payments, student loans and more. Any regular payments you
have will be taken into account. Then, it will be compared to your monthly gross income,
which is your income before taxes. The percentage of your monthly income that goes to
debt payments is your debt-to-income (DTI) ratio.
To be approved for a single-family property purchase, your debt-to-income ratio must
be less than 36 percent if your loan is manually underwritten. However, you can still be
approved with a DTI up to 45 percent if your credit score and the size of your requested
loan meet higher standards. If your application is underwritten using the program
Desktop Underwriter, then you can be approved with a DTI of up to 50 percent in some
circumstances. For more information, review the Eligibility Matrix.
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Credit Score Requirements for Fannie
Mae Loans
When you apply for a home loan, lenders
will consider your credit score when
determining whether to approve you.
Fannie Mae has minimum credit score
requirements for particular types of loans
listed in its Eligibility Matrix. The minimum
credit score requirement depends both on
the type of loan requested and the loanto-value (LTV) ratio calculated for the loan.
Loan-to-value ratios will be explained
further in the section below. Additionally,
the credit score required depends on the
DTI calculated.
Finally, how much liquid cash you have
can affect credit score requirements.
Your credit score requirement can drop if
you can prove you have a set amount of
liquid “reserves” available. A single reserve
is equivalent to a month’s mortgage
payment. For example, two reserves
equal two months of mortgage payments.
Acceptable sources of liquid reserves
include checking and savings accounts,
certificates of deposit, money market
funds and trust accounts. Retirement
savings accounts, life insurance policies,
bonds and mutual funds are also
acceptable.
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For a DTI equal to or less than 36 percent, the
following minimum credit scores are required to
purchase your first single-family property:
• LTV ratio greater than 75 percent:
- 680 or;
- 660 and minimum six reserves
• LTV ratio less than or equal to 75 percent:
- Fixed-rate mortgage: 620
- Adjustable-rate mortgage: 640
For a DTI between or equal to 36.1 and 45 percent,
the following minimum credit scores are required:
• LTV ratio greater than 75 percent:
- 700 or;
- 680 and minimum two reserves
• LTV ratio less than or equal to 75 percent:
- 640 or;
- 620 and minimum two reserves
The minimum requirements change for different
property purchases, such as second homes or
multi-unit property investments. The requirements
also change for cash-out refinancing. For a full list
of minimum requirements, check the Eligibility
Matrix.
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Mortgage Requirements for Fannie Mae
Loans
When you apply for a home loan, it must meet
certain standards to be backed by Fannie Mae.
These standards include the size of the loan
and particularly the size of the loan compared
to the home’s value. Loans purchased by Fannie
Mae cannot exceed the loan limit and must be
conforming loans. Loans exceeding the limits are
called “jumbo loans” and only certain lenders will
issue them. Fannie Mae will not purchase jumbo
loans. Different maximums are in place for about
100 select counties in the United States deemed
“high-cost areas.” For a single-family property, the
following loan limits are in place:
• Standard maximum amount:
- The contiguous United States, District of
Columbia and Puerto Rico: $453,100
- Alaska, Guam, Hawaii, U.S. Virgin Islands:
$679,650
• High-cost area maximum amount:
- The contiguous United States and District of
Columbia*: $679,650
- Alaska, Guam, Hawaii, U.S. Virgin Islands:
$1,019,475
*Note: As of 2018, no counties in Puerto Rico are
considered high-cost areas.
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Along with the size of the loan, Fannie Mae considers the value of the home in comparison
to the loan size. The LTV is calculated by dividing the loan amount by the appraised value
of the home. A lower LTV is more reassuring to investors since you do not require funding
to cover the entire cost of the home. If your application is manually underwritten, then the
maximum loan-to-value ratio accepted is 95 percent. If your application is underwritten by
Desktop Underwriter, then the maximum ratio is 95 percent for adjustable rate mortgages.
It is 97 percent for fixed-rate mortgages.
However, a loan between 95.1 and 97 percent is only acceptable if the following is also
true:
You do not have a high-balance loan (a loan that exceeds the
standard conforming requirements but does not exceed the highcost area requirement)

You intend to reside in the property the loan is for

You have a credit score

You must be a first-time home buyer for non-HomeReady
applications

How to Find a Fannie Mae-Approved Lender
If you want your mortgage to be backed by Fannie Mae, then you must seek a loan from
a Fannie Mae-approved lender. This is not difficult, as most major financial institutions
are approved to sell loans to Fannie Mae. In most cases, searching becomes a matter of
selecting between multiple options. All you have to do to find out if a lender is approved
by Fannie Mae is ask if they can issue conforming loans.
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When it comes to selecting a lender, you should consider a number of factors. This includes
how responsive your lender is, how much information they provide and how helpful they
are at explaining requirements. Consider whether you trust the person or institution who
would lend to you. The sections below describe the different type of lenders you can turn
to when seeking a mortgage. Additionally, you will learn how to find lenders in your area
and select the best one.
Consider Your Options
When you begin your search for a lender, you will encounter numerous terms for the
person who will help you get a mortgage. Many of those terms mean the same thing,
and essentially, the two options include a mortgage broker or a direct lender. A mortgage
broker is an independent middleman between you and a lending company. A broker will
not directly lend you a source of money, but will instead arrange a loan on your behalf
with a lending company. A direct lender, which can be a credit union, bank or mortgage
company, will provide you directly with funds. There are upsides and downsides to each
option, and your best route is to ask around before settling on one or the other.
Mortgage Brokers
A mortgage broker is not bound to any particular financial institution. That means that
when you reach out to a mortgage broker to help you get a mortgage, you have more
options. Because the broker is not limited by institution, he or she can typically offer you
a greater variety of products to choose from. This is not true of all brokers. For example,
some have arranged deals with particular organizations because they have higher
commissions. Therefore, when speaking to brokers, it is important to ask about what
variety of products they can offer. Inquire about how many different lenders they work
with and whether they are limited by any particular arrangements. Additionally, mortgage
brokers typically charge a fee of between one and two percent of the total loan amount.
For example, a $150,000 loan would have a fee between $1,500 to $3,000. If you choose
to speak to brokers, then ask about their fees upfront.
One upside of selecting a mortgage broker is that the broker can apply for loans on
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your behalf. The process of completing multiple loan applications can be lengthy and
repetitive. A mortgage broker would complete that for you, saving you the headache of
putting together multiple copies of your financial paperwork. Because a broker is more
experienced in this field, going with a mortgage broker can shorten the process of finding
the best loan for you. A broker would likely know which loans you are more likely to qualify
for, so you do not waste time applying to loans you will not get.
Direct Lenders
A direct lender is only authorized to sell the products offered by that particular lending
institution. Therefore, you may have fewer options if you visit a lender. Additionally, if you
contact lenders directly, then you must fill out the mortgage application for each lender
yourself. This can make comparison shopping tedious, and if you make mistakes, then it
will lengthen the process. However, because there is no middleman, you may be able to
avoid hidden costs sometimes built into a mortgage broker’s bill.
A direct lender also comes with a greater sense of trust. Because you are operating directly
with a financial institution, you know that it is regulated and there are protections available.
Therefore, it can be less risky to work directly with a lender you trust. For example, if you
regularly use Bank of America, then you may seek a mortgage from your local branch due
to your trust in the bank. By working directly with a lender, you may be able to complete
the application process faster and at a less expensive cost.
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Finding a Lender
There are multiple places to start your
search for a mortgage lender. You can
quickly look up the nearest lender online,
take a visit there and fill out an application.
Many first-time homeowners take that
option, speaking only to one lender before
signing a mortgage. However, the closest
lender available may not have the best terms
or products for you. Instead, you should
spend some time comparison shopping.
Additionally, you should begin your search
with recommendations.
Seek Recommendations From Friends and
Family
To find a mortgage broker or lender, reach out
to family and friends for recommendations.
Ask them what individuals or institutions
they worked with to apply for a mortgage. Ask
about their experiences, including how many
options they were given, how quickly it took
and what they paid to apply for mortgages.
Oftentimes, it can be easier to piggyback off
the research of a friend you trust. However,
take into account how recently your friends
or family purchased their home, as their
review may be outdated or their broker may
no longer be in business.
In addition to friends and family, consider
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asking your real estate agent for recommendations. They often have a list of lenders and
brokers they have previously done business with. Their information will be up to date with
current lenders. Your agent may even have a partnership or deal with a particular broker
for lower fees.
Examine Fannie Mae’s List of Approved Lenders
You can look through a list of Fannie Mae’s approved lenders to begin your search.
Know Your Options, a Fannie Mae website for homebuyers, maintains an up-to-date list
of approved mortgage lenders. Multiple national banks, such as Bank of America and
Wells Fargo, offer conforming loans. Smaller lenders like Oriental Bank in Puerto Rico and
PrimeWest Mortgage Corp., based in Texas, are also listed.
You can call the banks directly to ask about their prices and rates. When you are speaking
to lenders, clarify that you are asking for estimates first. Then ask about specific fees,
such as application fees and appraisal fees. Inquire about what sort of interest rate you
might be eligible for and what the down payment requirements would be. Look for lenders
that are prompt and upfront, and who offer good deals for your mortgage.

How to Apply for a Fannie Mae Home Loan
The process of applying for a home loan can be arduous and confusing. There are numerous
forms and documents required, and it can be difficult to understand the financial lingo.
However, to apply for a Fannie Mae home loan, simply remember the conforming limits
and ask lenders if they are approved sellers. When you apply for a mortgage, you will be
expected to provide numerous documents proving your financial background. Depending
on your income sources and debt obligations, the documents required may be extensive.
However, if you use a mortgage broker, then you only have to complete the process
once. Your broker will then repeat the process on your behalf with multiple institutions to
find you the best offers. If you apply with direct lenders, then you will have to repeat the
process yourself for every application. The sections below describe how to complete the
home loan application process, including what forms and documents you will need.
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Decide What You Want To Buy

payment.

To purchase a Fannie Mae-backed home
loan, you must seek out a conforming home
loan. If you want to guarantee that your
loan will be purchased by Fannie Mae, then
you should keep the requirements in mind
when homes hopping. In most counties
in the United States, the maximum loan
size acceptable is $453,100. However,
depending on your county and state, the
maximum loan amount can rise to as
much as $1,019,475. You can use Fannie
Mae’s Loan Limit GeoCoder to help you
determine the maximum loan amount for
your area.

Finally, you should decide whether you
want to work with a mortgage broker or
a mortgage lender. A broker can offer
you a greater variety of products and
reduce the amount of time you spend
applying. However, if you know what kind
of product you want, then you can do it
yourself and save on broker’s fees. If
you are not sure what product you want,
then a broker may be able to guide you
through the process. Before settling on a
choice, you should call different brokers
and lenders and ask about preliminary
estimates. Judge your choices by their
responsiveness, helpfulness and clarity.
Select the loan provider or broker who
makes you feel most comfortable. Once
you have selected a lender, you can begin
applying for a mortgage.

You should also keep other eligibility
criteria in mind. For example, you should
take into account your loan-to-value
(LTV) ratio. The maximum acceptable
ratio is generally below 95 percent, which
means you should not require a loan for
more than 95 percent of the value of your
selected home. You can mitigate having
a high LTV by putting down a larger down
payment or selecting a more affordable
home. Keeping the loan limit in mind when
you house shop can make the approval
process easier. Additionally, it will help
you keep your budget in check so that
you have a more affordable mortgage
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Gather the Necessary Documents
To begin the mortgage application
process, gather all the necessary financial
documents. Digging them all out or
requesting additional copies may take
several days to complete. When you apply
for a mortgage, you will be expected to
prove your financial stability. To prove your
stability, you will need to provide anything
from your tax returns to several months’
worth of pay stubs. Additionally, you will
be asked to provide financial documents
clarifying any debts you may carry. This is
because a financial lender’s underwriting
program involves calculating your debtto-income ratio (DTI). Expect to provide
the following documents to prove your
income and assets:
• W-2 statements from recent years

To allow a lending agent to access your
tax forms, you may have to fill out and
submit the Request for Transcript of Tax
Return, Form 4506-T. For a Fannie Mae
loan, you must prove that your income
is stable and continuous. Income that
fluctuates wildly from month to month or
year to year will raise red flags. However,
if you have additional assets and
properties, then that can help supplement
your income. For example, if you have
child support, alimony income or regular
pension payments, then that can count
as stable continuous income. In addition
to proving what income you have, you will
also have to demonstrate what debts you
carry. Expect to provide evidence of the
following common debts:
• Monthly auto loan payment
• Monthly student loan payment

• Tax returns from recent years
• Pay stubs from the past few months

• Monthly
minimum
payments

• All bank account statements from the
past three months

• 401(k) paycheck contributions

• Statements from security accounts
from the past three months
• Titles or proofs for all property

credit

card

• Existing rent or mortgage payments
• Mandatory alimony or child support
payments
Voluntary
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alimony

or

child

support

payments are not included in monthly debt
obligations. If your wage will be garnished
for at least the next 10 months, then the
garnished amount is included in your
debt-to-income calculation. All revolving
lines of credit or installment debts will
be considered part of the monthly debt
obligations.
Submit the Loan Application
To help standardize the mortgage
application process, Fannie Mae created
the 1003 Form, called the “Ten-Oh-Three”
form by loan lenders. Today, most major
lenders that work with Fannie Mae use the
1003 Form, rather than a company form,
to begin the process. Therefore, fill out
the Uniform Residential Loan Application,
1003 Form, to begin the mortgage
application process. Per the instructions
on the form, you should fill it out with the
assistance of a lender or mortgage broker.
On the form, you must provide your
legal name, date of birth, Social Security
Number, marriage status, number of
dependents and more. You must also
provide information on your employment
and residential history. However, the
form is five pages long and many of the
questions cannot be easily answered

without a lender. Therefore, follow the
instructions and complete the form with
assistance.
Once you have provided your documents
and submitted the form, your lender
will begin the underwriting process.
During this time, an underwriter will
determine whether you meet the financial
qualifications, both for Fannie Mae and
for your particular lender. Some lenders
apply lender overlays to the minimum
requirements. These are stricter minimum
requirements, often applied by banks
concerned that Fannie Mae’s standards
are too lax. Wait to get the response back.
If it is positive, then review the terms
carefully before signing the contract.
Unlike many other loans you can get,
you do not have a three-day grace period
to back out when signing a mortgage.
Do not sign the contract if you still have
questions about the terms and conditions
of your mortgage. If you are satisfied
with the offer and agree to the terms,
then you can sign the contract. You have
purchased a mortgage and do not need
to do anything more. Your lender will sell
your home loan to Fannie Mae if it meets
the government-sponsored enterprise’s
minimum requirements.
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Benefits of a Fannie Mae Loan
When you have a loan backed by Fannie Mae, you enjoy several benefits that you would
not have otherwise. Because the government-sponsored enterprise (GSE) has rules in
place to protect homeowners, you have greater options than if you were to hold a nonconforming loan. From having lower interest rates to offering the ability to temporarily halt
mortgage payments, a Fannie Mae-backed home loan is more affordable. However, the
benefits of a Fannie Mae-backed mortgage do not just extend to individual homeowners.
By operating at all, Fannie Mae plays a critical role in the mortgage market. Also known as
FNMA, Fannie Mae keeps the mortgage economy moving by providing a constant flow of
money. Without Fannie Mae, banks would not be able to lend nearly as many mortgages
as they do today. Therefore, the economy benefits as a whole when homeowners acquire
Fannie Mae-backed loans. The sections below describe how Fannie Mae benefits your
home loan and the economy as a whole.
How Fannie Mae Benefits You
Having a Fannie Mae-backed loan gives you access to particular consumer protections
put in place by the government-sponsored enterprise (GSE). This includes options
to refinance your mortgage and make payments more affordable. If you qualify for a
conforming loan, you also meet Fannie Mae’s minimum requirements that confirm that
a loan is a safe investment. This results in everything from lower interest rates to the
ability to halt payments temporarily. Therefore, if you have a Fannie Mae-backed loan, you
should familiarize yourself with the options available to you.
Lower Interest Rates
If you receive a loan that is backed by Fannie Mae, you will see benefits before you even
complete the loan application process. Lenders will offer you lower interest rates when
you seek a conforming loan than when you seek a non-conforming loan. This is because
conforming loans, with their minimum requirements, are seen as a safer investments.
Banks decide on interest rates based on the risk of an individual lender. Non-conforming
loans are seen as riskier loans, where owners are more likely to default on their payments.
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Conforming loans may see interest rates as much as 1 to 2 percent lower than nonconforming loans. That can reduce a monthly payment by $100 or more. Over the lifetime
of the mortgage, home buyers may spend thousands of dollars less as a result of the
lower interest rate. As a result, homebuyers may end up being able to pay off conforming
loans faster and for less money. Acquiring a conforming loan backed by Fannie Mae now
will save you in the long run.
More Refinancing Options
If your loan is backed by Fannie Mae, you also have greater refinancing options available
to you. Lenders that back their own loans will be more reluctant to offer refinancing
options. However, Fannie Mae homeowners have access to options which are generally
guaranteed regardless of location.
In 2018, if you have a loan that originated before May 31, 2009, you are still eligible for
the Home Affordable Refinance Program. Also known as HARP, this program allows you
to refinance your home if your remaining mortgage is worth more than your home is
valued. The first eligibility requirement is owning a mortgage backed by Fannie Mae or its
counterpart, Freddie Mac. Additionally, the loan-to-value (LTV) must be greater than 80
percent and you must be current on your mortgage payments. The HARP program as it
currently exists is coming to an end in 2018 and will be replaced a new option.
This new option is called the high LTV refinance option. Beginning November 2018, the
high LTV refinance option allows you to reduce monthly payments, interest rates or
amortization terms. To qualify, you must have a minimum LTV of 97.01 percent for a
principal residence. The minimum requirement is significantly stricter than the HARP
requirement of an 80 percent LTV. You qualify at 90.01 percent LTV for a second home and
at 75.01 percent for an investment property. This option is only available for mortgages
that originated on or after Oct. 1, 2017. Additionally, at least 15 months must have passed
between originating the mortgage and applying to refinance it. However, as long as you
meet requirements, you can refinance a mortgage with the high LTV option as many times
as needed.
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Finally, if you are concerned about the status of your mortgage and do not know what
action to take, Fannie Mae can offer assistance. Through the Fannie Mae Mortgage Help
Network, you can get free personal assistance on your financial options. A representative
can help you with your specific loan and troubles to help you avoid foreclosure and retain
ownership of your home.
The Forbearance Option
If you are experiencing a temporary hardship that will affect your ability to make mortgage
payments, you have the forbearance option. If you are experiencing an eligible hardship,
forbearance allows you to temporarily halt mortgage payments for up to 12 months. On
a case-by-case basis, Fannie Mae may agree to grant you forbearance for more than 12
months. This process gives you time to settle your hardship and resume a regular monthly
income before resuming mortgage payments. Eligible hardships include unemployment,
disability, death of the original borrower, natural disasters and more. For a complete list,
review the Mortgage Assistance Application Form 710. Additionally, forbearance does
not significantly impact your credit score, unlike declaring bankruptcy.
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How Fannie Mae Benefits the Economy
In addition to helping homebuyers on an individual
level, Fannie Mae loans help the economy as a whole.
By purchasing mortgages from lenders, Fannie Mae
helps lenders replenish their financial supply relatively
quickly. If lenders retained mortgages and waited for
the mortgage to be repaid in part or in full before lending
again, they would be far more restricted in their ability
to issue loans. They would not receive their investment
back on homes for 15 to 30 years or longer. As a result,
far fewer potential homebuyers would be approved for
a mortgage.
When Fannie Mae buys mortgages, it gives lenders
new influxes of cash to continue issuing mortgages.
Therefore, the company gives lenders the ability to
issue many more loans. After buying mortgages,
Fannie Mae then packages them up and turns them
into mortgage-backed securities (MBS). These are then
sold to investors around the world, thereby ensuring
there is a continuous flow of cash enabling banks to
issue mortgages.

Fannie Mae Home Loans for the Disabled
With funding from the Federal National Mortgage
Association (FNMA), commonly known as Fannie
Mae, home loans for the disabled are available through
various mortgage lenders. This government-sponsored
enterprise (GSE) provides funding to lenders as assetbacked securities using funds from investors. Once they
obtain a return from interest rates, they pay investors.

42 Fannie Mae

To become a Fannie Mae-approved lender, there are certain requirements that lenders
must follow during the underwriting stage of the process. Underwriting refers to the
stage in the mortgage application process when lenders evaluate a borrower’s income,
assets and financial history. For the disabled, Fannie Mae offers more flexibility in the
requirements they must meet. For details on how Fannie Mae helps the disabled obtain
home loans, review the sections below.
What are the minimum requirements to obtain a Fannie Mae loan?
Fannie Mae created the HomeReady mortgage program to cater to homebuyers with
low to moderate incomes and special circumstances. To qualify for a loan, Fannie Mae
requires that applicants have a stable financial history. This involves looking at their
income, assets, employment history and credit report. All of these factors are indicators of
how an applicant has behaved financially in the past and how that applicant may proceed
in the future.
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Income
Lenders look for applicants who
demonstrate a sense of financial
responsibility. Thus, assessing your
income is a major component in the
underwriting process. Lenders will look
at your pay rate and frequency. Stability
is a major indicator of a borrower’s ability
to afford a loan in the long run. As such,
lenders will look at the consistency of your
income throughout a year or several. They
will also analyze your employment history.
If you have had many gaps in employment,
then that may be a red flag for employers.
During this process, you will have to
provide many pieces of documentation,
such as pay stubs, tax returns and W-2
forms.
It is important to note that employment
is not the only source of income that
Fannie Mae considers. Common sources
of income include employment salaries,
bonuses, overtime work and income
based on commission. Fannie Mae also
allows lenders to accept other sources as
qualifying income. To offer more access
to disabled and low-income families,
Fannie Mae accepts other sources such as
disability income, automobile allowance,
pension income and notes receivable. In

addition, Fannie Mae requires that lenders
ensure borrowers have the funds to pay
back their loans. This entails looking into
various sources of incomes and comparing
it to their current debt. If the applicant’s
debt-to-income ratio (DTI) is more than
36 percent, then they are ineligible for a
loan. In some cases, lenders will make
an exception. However, it is not common
practice.
Another way that Fannie Mae broadens
the eligibility requirement for the disabled
is by allowing non-occupant borrower
income flexibility. This refers to the ability
to include someone else’s income and
liabilities during the underwriting process
to improve your chances of approval.
The additional borrower would be a nonoccupant in the home. However, if they
have a high income with low liabilities,
meaning a better debt-to-income ratio,
then the lender could include that in the
assessment. Through this process, the
lender combines the occupant’s and nonoccupant’s DTI to lower the overall DTI.
Assets
One of the eligibility requirements to receive
a mortgage loan is having documented
assets. Liquid and non-liquid assets both
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serve as a potential source of income. The
former refers to an asset that an owner
can quickly convert into cash, such as a
bank account, investment accounts and
insurance policies.
Non-liquid assets, on the other hand, are
a little bit more complicated. They include
cars and homes, which do not convert as
easily. Many mortgage lenders require
that applicants show they have assets to
receive a loan, as it acts as an additional
safety net. Through Fannie Mae, mortgage
lenders are more flexible with what sources
of funds fall under the category of assets.
They can include grants, gifts, rent credit
and funds from savings clubs.
Credit
Credit is an important measure to assess
for lenders, as it gives them an insight
into the borrower’s reliability. Mortgage
lenders put a lot of focus on borrowers’
credit history including their late payment
history and credit report. If an applicant
has a low credit score, then it may already
be a red flag for a lender. Applicants with a
history of making late payments are high
risk to lenders who want to ensure they
will be getting back the money they loan.
As such, most mortgage lenders require

applicants to have a minimum credit
score to apply. Fannie Mae allows some
flexibility in how lenders evaluate credit.
For applicants with traditional credit, they
must have a credit score of at least 620.
However, they are not required to have a
minimum number of tradelines on their
report. Tradelines are credit accounts on
your credit report that includes:
• The account holder’s information.
• Payment history.
• Account history such as activity,
opening and close date, balance and
delinquencies.
Lenders also consider the loan-to-value
ratio during their assessment of the
application. If the applicant’s loan-tovalue ratio is 75 percent or higher, then
the applicant must have a credit score of
680 or 660 with at least six reserves. If
the ratio is less than 75 percent, then they
must have a score of 620 for a fixed-rate
mortgage and 640 for an adjustable-rate
mortgage.
Mortgage Insurance
When homeowners purchase a loan from
a Fannie Mae lender, they obtain private
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mortgage insurance on the property. Typically, if the borrowers make a down payment of
less than 20 percent, then obtaining the insurance is mandatory. It protects the lender in
the event that the borrower defaults on the monthly mortgage payments.
Fannie Mae offers two types of coverage levels: standard coverage and minimum
coverage. Lenders will determine which one is best for the borrower depending on their
loan-to-value ratio range. To accommodate borrowers with disabilities, Fannie Maeapproved lenders offer the standard mortgage insurance coverage plan. While there
may be some restrictions, they may also accept financing the mortgage insurance under
certain conditions. In addition, borrowers may also be able to cancel their insurance if and
when they reach 20 percent of the home equity.
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Fannie Mae Loan Limits
Every year, the Federal National Mortgage
Association, commonly known as Fannie
Mae, sets loan limits that lending institutions
must follow. The loan limits change every
year. They can increase or decrease from
one time period to the next. Fannie Mae
calculates the limits based on the housing
price index. To ensure that consumers have
appropriate access to homes on sale, the
limits are always proportionate to the yearly
index.
There are several categories of loan limits.
Both conforming and non-conforming loans
have limits. However, within Fannie Mae, the
loan limits vary depending on the number
of units in the property and the area. Areas
like Alaska and Hawaii often have different
loan limits, as they are high-cost areas. In
most states, the loan limits stay the same.
Knowing the mortgage limits for the year is
very important for homebuyers, as it allows
them to plan better financially.
What is a mortgage loan limit?
A mortgage loan limit is the maximum
amount that a Fannie Mae-approved lender
will offer an eligible applicant. It varies based
on the state and size of the unit. Highcost areas tend to have higher loan limits
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to accommodate the expensive costs
of living. The Housing and Economic
Recovery Act (HERA) requires that
government-sponsored enterprises, such
as Fannie Mae, re-evaluate the loan limits
every year. This is done to ensure that
the limits stay on par with changes in the
average price of homes.
In addition to conforming loan limits, the
HERA also sets requirements for the other
types of loans including Federal Housing
Administration loans and Veteran Affairs
loans. However, they do not fall under
Fannie Mae, as they are insured by the
government whereas Fannie Mae is a
privatized organization.
How does Fannie Mae determine loan
limits?
To determine loan limits for different
states and units, Fannie Mae uses
guidelines provided by the HERA. As of
2015, they prescribe using a calculation
based on a seasonally adjusted housing
price index that includes expanded data.
To determine the price increase, Fannie
Mae must calculate the proportional
change in the index from one year to the
next.

describes high-cost areas as communities
where 115 percent of the local median
home value is higher than the baseline
loan limit. To accommodate this, Fannie
Mae can make the local limit up to 50
percent of the baseline limit. In Alabama,
for instance, a one-unit property in 2017
had a loan limit of $453,100 whereas in
Hawaii, the limit was $679,650.
The FHA estimates the median home
values every year. However, if local lenders
have additional data that reflects a higher
median home value for the area, then
there is a 30-day appeal period to submit
it. If the FHA accepts those changes, then
they will make an announcement, which
will affect the conforming loan limits.
For multi-unit properties, the increase in
loan limits must be the same as for the
one-unit limit. As of 2018, that percentage
is 6.845. However, for Alaska, Hawaii,
Guam and the U.S. Virgin Islands, those
figures may vary.

For limit-setting purposes, the HERA
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What are the Fannie Mae loan limits
for 2018?
Every year, Fannie Mae must provide
loan limits to lenders and homebuyers.
Mortgage loan limits greatly benefit
consumers as it gives them access to
more funds and potentially more homes.
While there is no guarantee the loan limits
will continue to steadily increase, they will
always be proportionate to the average
home price. For 2018, the maximum
loan amounts for Fannie Mae-approved
lenders are as follows:

a limit of $870,225. Properties with three
units have a $1,051,875 limit while those
with four units have a $1,307,175 limit.
Additional high-cost area loan limits for
Guam, Hawaii, the U.S. Virgin Islands and
Alaska are as follows:
• One-unit properties: $1,019,475
• Two-unit properties: $1,305,325
• Three-unit properties: $1,577,800
• Four-unit properties: $1,960,750

• $453,100 for one-unit properties
• $580,150 for two-unit properties
• $701,250 for three-unit properties
• $871,450 for four-unit properties
However, Alaska, Guam, Hawaii and the
U.S. Virgin Islands have different limits.
For single units, the limit is $679,650.
Properties with two units have a loan limit
of $870,225. Three-unit properties reach
a $1,051,875. As for 4-unit properties, the
limit is $1,307,175.
In high-cost areas, the loan limits are
different. One-unit properties have a
$679,650 limit. Two-unit properties have
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What to Do If Your Loan Request Is Over the Limit
Many homebuyers may find a home for purchase that meets all their needs. However,
they may find that their loan request goes above Fannie Mae’s loan limit for the unit. In
this case, there are several options that buyers should consider. The first is a piggy-back
loan, which refers to the process of obtaining two home loans simultaneously on the
same property.
Using the method, borrowers will use the 80/10/10 rule. It states that borrowers will
borrow 80 percent of the home sale price through their first loan, which should reach the
loan limit for the property. The second mortgage loan will cover the second 10 percent.
Borrowers will pay the last 10 percent as a down payment for the total cost of the home.
Through the piggyback loan method, homebuyers can get the home they want while
remaining within loan limits for Fannie Mae-approved lenders.
The second option borrowers can use is obtaining a jumbo mortgage, one that goes above
conventional mortgage loan limits. This option may be less accessible to the average
homeowner, as it has strict eligibility requirements. To qualify, borrowers must typically
have a very good financial history, displaying a high credit score and a long history to
making payments on time. Lenders will also look for borrowers with a high income who
can pay a high down payment. This reduces the lending institution’s risk in the event
the borrower defaults on payments. In addition, lenders who provide jumbo mortgage
loans may set higher interest rates and stricter contract clauses. Due to the high level of
risk involved in jumbo mortgages, they are not sold to Fannie Mae as mortgage-backed
securities. However, it is a great alternative for qualified homebuyers.
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How to Refinance Your Fannie Mae Home Loan
Refinancing a mortgage is a task that requires more than a phone call to your lender.
Refinancing is the process of replacing a current loan with a new one at a lower interest rate.
Many homeowners refinance their loan to lower their monthly payments or consolidate
their mortgages. Often, you must repeat some of the same steps you took to obtain the
original loan.
Fannie Mae’s high loan-to-value (LTV) refinance loan replaces the DU Refi Plus plan under
the Home Affordable Refinance Program, as of November 1, 2018. This refinancing option
is ideal for homeowners whose current loan-to-value ratio is too high to qualify for cashout refinance options. The high LTV loan can offer one of four benefits: lower principal and
interest (P&I) payments, lower interest rates, shorter loan term and a more manageable
loan. Review the below the sections on all the steps to refinance a mortgage loan.
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What is the difference between a loan
modification and refinancing?
While they both entail a re-evaluation of your loan,
loan modifications and refinancing are two different
procedures with different outcomes. A loan modification
is an adjustment in a homeowner’s current loan terms.
The loan modification may include reducing the
interest rate and extending the loan term. It is ideal for
homeowners who are struggling to pay their monthly
mortgage and may not be in great financial standing. On
the other hand, refinancing happens when homeowners
request a completely new loan with new interest rates
and terms. This typically requires a thorough review
of the applicant’s financial history and preparation of
documents.
Reasons to Refinance Your Home Loan
There are several reasons a homeowner may decide to
refinance his or her loan. Typically, it is done to have
more affordable monthly mortgage payments. With a
new loan, homeowners can extend the life of their loan
and obtain a lower interest rate, which in turn will lower
their monthly payments. Additional reasons include the
following:
• Shorten loan term
• Change the type of loan
• Cash out home equity
• Consolidate debt into a single loan
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While it is a popular option for homeowners, refinancing is not the best solution for every
homeowner. It highly depends on the homeowner’s credit history, the property itself
and the terms of the current loan. Homeowners have to consider their current financial
standing and be willing to shop around for mortgage rates throughout this process. Once
you narrow down your goal, it will help you shop around for rates that meet your needs.
What to Do Before You Refinance
As you begin the process of refinancing, there are important steps you must complete
beforehand. The first step is completing a financial assessment. Before refinancing, you
should work on the following:
• Increasing your credit score
• Saving for refinancing costs
• Organizing your financial records
When you contact a Fannie Mae-approved lending institution to refinance a loan, they will
review your financial history including your credit report, payment history and income.
This is to determine if you are eligible for refinancing and assess the interest rates you
will receive. If there are any errors or inconsistencies in your report, then you must fix
them immediately. It is better to address these issues beforehand to avoid a refinancing
rejection.
Before refinancing, you should also know your long-term plans as it relates to the home.
If you only plan to stay in the home for a few years, then an adjustable-rate mortgage
may be best. In other circumstances, that may not be the case. Having a plan before you
contact the lender will help you create a realistic financial plan that best suits you.
How to Refinance Your Home
The high loan-to-value refinance loans have eligibility and documentation requirements.
The first revolves around payment history. To qualify, applicants must not have any
delinquencies in the last six months of their loan. Between the 7th and 12th month prior to

53 Fannie Mae

application date, applicants cannot have more than one late payment or one that lasted
more than a month. In addition, lenders will need a completed IRS 4506-T form to verify
the applicant’s tax returns.
It is important to note that there are no strict credit score requirements or maximum debtto-income ratio percentages. For loans that are priced more highly, there are additional
requirements under Regulation Z laws. As for the applicant’s income, list of assets and
current employment, lenders are not required to verify this information. They must simply
obtain a verbal verification from the applicant of employment, documentation of an income
source that is not from an employment or proof of one year of liquid financial reserves.
Additionally, borrowers must meet minimum loan-to-value ratios for their properties. The
ratios are as follows:
For the principal residence, single units must have an LTV of at
least 97.01 percent. For two-unit properties, they must be at least
85.01 percent. As for three- to four-units, they must be at least 75.01
percent.
For the second home, the single unit must have a 90.01 minimum
LTV percentage.
As for investment properties, single- through four-unit properties
must have a minimum LTV ratio of 75.01 percent.
Once you understand and meet all of the requirements, you must shop around for rates.
The best way to start is by looking online for Fannie Mae-approved lenders. Once you find
one that meets your needs, you should contact the lender. It is important that homeowners
consider the mortgage rate lock option during their search. It allows eligible applicants to
secure an interest rate at its current percentage. By law, lenders must keep it the same
until closing. In addition, be wary of lenders who advertise “no cost” loans. If there are no
upfront costs associated with the refinancing options, then lenders will add it the total
loan balance or include it in the interest rate.
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During the application process, lenders will review the applicant’s eligibility and request
any supplemental documentation. It can take a few weeks to complete the entire process.
Before signing the new loan, it is imperative that homeowners thoroughly review the
contract clauses. While the interest rate may be low, there may be additional fees that
affect you over time. Pre-payment penalties, which penalize homeowners for paying their
loan ahead of schedule, are common fees that can be hidden in your contract.
Risks of Refinancing Your Home
If you are thinking of refinancing your home loan, then it is important to know the
disadvantages of this method, as it is not ideal for every type of homeowner. The first
thing to know is that refinancing your loan will not reduce your debt. While it can lower
your monthly payment and reduce the term of your loan, the amount you owe will remain
the same.
Homeowners should also consider how many years they have left on their current loan
before obtaining a new one. The amortization process, meaning the process of paying off
a loan through incremental payments, will restart at zero. With this in mind, a homeowner
with 10 years left on their loan may be better off staying with their current loan instead of
entering a new 30-year loan. Lastly, refinancing can be a costly endeavor. As such, it may
only be the best option if the new loan has a lower interest rate than the current one. That
will offset the cost of refinancing and offer some monthly savings on payments.
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How to Modify Your Fannie Mae
Home Loan
If you are struggling to pay your mortgage
every month, then it may be time to
obtain a loan modification. It refers to the
process of revisiting the terms of your
current contract and amending some
clauses. Generally, homeowners do this
if they are ineligible for financing and are
unable to maintain current payments.
The modification allows homeowners to
alter their interest rate and change the
type of mortgage they have, among other
changes.
Before contacting your lender, it is
important to know that not everyone is
eligible. Fannie Mae sets strict eligibility
requirements for its Fannie Mae Flex
Modification program. If you do not
meet Fannie Mae’s requirements, then
you may have to look into alternative
options. During the loan modification
process, homeowners will need to
provide key financial information to
begin the modification process. The
loan modification entails a trial period
during which borrowers will need to make
payments on time. After this time, the
modification will be permanent.

Eligibility Requirements
The Fannie Mae Flex Modification
program has criteria to determine
whether a homeowner is eligible for the
modification. The first requirement is that
the loan must be a conventional mortgage
and first lien loan. Homeowners must be
at least two months behind on mortgage
payments. If that is not the case, then the
lender must determine that the borrower
will soon be late on payments and facing
imminent default. The lender will review
the applicant’s credit and determine if they
have undergone any recent hardships.
Fannie Mae requires that homeowners
have a FICO score of 620 or less, along
with payment delinquencies or a high
expense-to-income ratio.
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As for hardships, Fannie Mae recognizes the death of the applicant or a wage earner in
the household as a suitable hardship. Eligible hardships also include disabilities, divorces
and increases in interest rates due to a previous modification. Hardships and financial
struggles are the only valid criteria to forgo the two-month default eligibility requirement.
Additional requirements include the following:
• You must have the loan for at least one year before requesting a loan modification.
• Your loan must not have three or more modifications.
• You must not be a participant in the trial period plan within the last year.
In addition, the loan cannot be part of the following:
• An approved workout option to liquidate the home
• A forbearance or repayment plan, unless performed by Fannie Mae
• An active trial period plan for modification
• Mortgage indemnification or recourse under Fannie Mae
Even if you do not meet the eligibility requirements listed above, your lender may decide
that you have special circumstances that warrant a loan modification. As such, the lender
may submit a loan modification request to Fannie Mae.
Application Process
During the application process, homeowners will need to gather a series of documents.
Similar to obtaining a new loan, homeowners will need to provide their lender with
information on their current financial standing, mortgage and property. Homeowners
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will complete what is called the Borrower
Response Package (BRP) and it includes
the following:
• A completed mortgage assistance
application form 710

to take. Moreover, Fannie Mae requires
lenders to perform an escrow analysis
before completing the loan modification
process. During the assessment, lenders
must do the following:
• Remove any account waivers on the
escrow account

• Documentation of income
• Documentation of hardship
• A tax return transcript, form 4506T-EZ
or form 4506-T
Once the lender receives the BRP, they
must acknowledge receipt within five
business days. If the package is incomplete,
then the lender will send a notice to request
the missing documents. Once the lender
has all the necessary information, they will
review them and make a decision within
30 days. If you are at risk of losing your
home under foreclosure, then the lender
may temporarily halt the proceedings if
the circumstance falls under what Fannie
Mae allows.

• Create a deposit account for the
escrow before the loan modification
trial period begins
• Ensure that the escrow payments are
included in the borrower’s monthly
payments
• Analyze the existing escrow account, if
applicable, to determine the appropriate
deposit amount

During the loan modification process,
the lender will typically order a property
appraisal to assess the current value of
the home. It is important for lenders to
know the goal of the modification, as it
will help them determine the best steps
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Setting New Mortgage Terms
Once the lender has all the necessary information to move forward with the process,
Fannie Mae offers a few modification options. To set the new mortgage loan terms for
the borrower, lenders will first add the past due mortgage balance to the new loan term
in a process called “capitalization of arrears.” The next phase of the loan modification is
extending the life of the term to 40 years, or 480 months. The extended term is done in
an effort to provide a more affordable payment structure for the borrower. Additionally,
the lender may defer a portion of the principal balance to the end of the loan if the new
MTMLTV ratio is higher than 100 percent, in a process known as principal forbearance.
Fannie Mae uses the mark-to-market loan-to-value (MTMLTV) ratio as a major determinant
in the new loan term. It refers to the unpaid mortgage balance a homeowner has divided
by the value of the property. If the borrower currently has a fixed rate with an MTMLTV
ratio of more than 80 percent, then the lender will set the new interest rate at a lower rate
than the Fannie Mae modification interest rate and the homeowner’s current contractual
interest rate. However, if the homeowner has an adjustable-rate mortgage or step-rate
and the final interest rate has not been reached, then the lender will set a new interest
rate that is lower than the final interest rate or the interest rate cap for the adjustable-rate
mortgage.
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Once the lender reviews and approves your loan modification application, they will send you
the form 3179, which is the agreement. There are two stages in the modification process:
the trial period plan and the permanent loan modification. The trial period lasts three to
four months. During this time, borrowers must make timely payments on their modified
loan payments. Once they successfully complete this stage, the loan modification will
be permanent. It is important to keep in mind that while the payments made during the
trial period may change slightly once the modification is permanent. This will result in an
extended loan term, a lower interest rate and more manageable monthly payments.
What are the benefits and risks of loan modifications?
Before beginning the process to modify your loan, it is important to understand what
loan modifications entail. Most homeowners opt for Fannie Mae’s loan modification
option because it can help reduce their monthly payments. In situations of sudden
unemployment or death, modifications can be very helpful in helping manage mortgage
expenses. It can also help families who are heading toward foreclosure. Lenders can
temporarily halt the process and provide an alternative solution where homeowners can
keep their property. The biggest drawback with the loan modification is the extended loan
term. Part of reducing monthly payments requires lengthening the term of the loan. As
such, homeowners end up paying for the mortgage for a very long time.

Fannie Mae Mortgage Rejections and Appeals
Buying a home is a time-consuming and costly process. The median cost of a home in the
U.S. is $275,000 and requires a 20 percent down payment. Most homebuyers do not have
that large amount on hand and must obtain a loan. Fannie Mae sets strict requirements
for mortgage lenders during the application process. From the type of loan lenders will
offer to the underwriting process, there is an extensive process. Lenders will look at the
applicant’s financial history and income to determine if they can afford the loan. The
property itself will also be assessed.
Getting rejected for a mortgage loan does not necessarily mean the end of your home
buying process. Once you know the reason for the rejection, you may actively work toward
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fixing it. Depending on the reason, you may also keep shopping around to find a lender
who can meet your specific needs. Read the sections below for more information on
potential reasons for a home mortgage loan rejection.
The Reasons Your Mortgage Got Rejected
Lenders will consider a variety of factors to determine if an applicant is an ideal borrower.
Their credit history and current financial standing are two of the biggest contributors.
However, there are several other components that can affect the approval or rejection.
Poor Financial History
Fannie Mae-approved lenders will perform a thorough analysis of your financial history,
namely your credit report. Your report contains information on the following:
Your liabilities – These are the payment obligations that you must
complete on a regular basis.
Your payment history – Lenders will look to see if you make timely
bill payments on a consistent basis. The longer you can show a
positive history, the better.
Your tradelines – This refers to the accounts on your report. This
includes student loans, bank accounts and auto loans.
Your report will speak volumes on your financial responsibility and stability. If you have a
history of not paying your bills on time, then a lender will not feel confident that you will
make your monthly payments. Credit utilization also plays a role in your application. If
your utilization is consistently high, then this tells lenders that you overextend yourself
and do not have a stable financial budget. As such, you are a risky investment.
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Insufficient Assets and/or Income
Fannie Mae requires mortgage lenders to evaluate applicants’ assets and income.
Because the bank is taking a risk by loaning you money, they want to ensure their return
on investment. Having liquid and non-liquid assets are important sources of income, as
they can quickly be transferred into cash if needed. For this reason, mortgage lenders
typically require borrowers to have a certain amount of assets to qualify. Fannie Mae
allows lenders to have flexible rules regarding what qualifies as an asset to increase
access to low-income and disabled applicants. If an applicant does not have any qualified
assets, then it can be the reason for the mortgage rejection.
Income is also an important criterion in the loan application process. Applicants must
have sufficient income to cover not only their monthly mortgage cost but also their other
liabilities, or bills. Fannie Mae requires that borrowers have a debt-to-income ratio that
is 36 percent or less, for manually underwritten loans. There are some exceptions for
borrowers with high credit scores. For loan applications processed through the automated
desktop underwriter (DU), the maximum ratio percentage is 50 percent.
If the ratio is over that percentage, then applicants become ineligible for the home loan.
The Mortgage Reform and Anti-Predatory Lending Act of 2010 mandates that lenders
ensure you have the funds to pay your mortgage before underwriting it. This means that
borrowers may not spend over 35 percent of their monthly income to pay for a mortgage.
Many lenders have even stricter requirements, with most settling at 28 percent of their
income. As such, if a borrower does not have sufficient income to fall below that number,
then the lender may reject his or her application.
Issues With the Home
At times, borrowers may get rejected simply because of the property. During the loan
application, the lender typically requests an appraisal to evaluate the value of the property.
If the assessment results in a low appraisal compared to the cost of the home, then the
lender may reject the application. In this case, borrowers can ask for an appraisal rebuttal.
However, that method is not always effective.
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Change in Credit
During the initial application, lenders will
conduct a hard credit inquiry. However,
many applicants do not know that there
is a second inquiry that happens toward
the end of the process. Mortgage lenders
must perform a secondary credit check, a
soft inquiry, right before the closing stage.
This is to ensure that the applicant’s credit
is still the same as it was before. The lender
may notice a big change in the applicant’s
FICO score caused by a late payment or
a new credit line. If the score now falls
below the lender’s minimum credit score
requirement, then the institution will reject
the applicant’s mortgage loan.
Tax Return Inconsistencies
Following the 2008 housing crisis,
mortgage lenders become much more
strict with their requirements for loan
approvals.
Before, lenders were not
strict in their requests of federal tax
returns. Nowadays, it is an important
part of the review process. Loan fraud is
a common issue in mortgage applicants
and lenders want to ensure that there
are no irregularities in income reporting.
In addition to pay stubs and W-2 forms
that borrowers report, lenders also look

at the 4507 tax transcript, unreimbursed
business expenses, rental property
income, capital gains and other sources
of income. If the underwriter finds
evidence of fabricated deductions and
discrepancies on their tax forms, then
that will lead to a mortgage loan rejection.
Small Down Payment
Another reason for a loan rejection is a
low down payment. Typically, borrowers
must put down 20 percent of the home’s
sale price as a down payment. If you have
an unreliable financial history and a low
credit score, then putting a low down
payment will likely lead to a loan rejection.
Borrowers should have enough capital
to put a down payment of 20 percent or
more. Additionally, it is not a good sign if
a borrower must take out a loan for the
down payment. For lenders, this indicates
an inability to afford the home and/or a
mismanagement of money.
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What to Do After a Mortgage Rejection
When a lender rejects your home loan application, it can be defeating. However, it does
not mean that your home buying process has to end. There are many steps you can take
to prepare yourself better for the next loan application. Lenders are required to inform
applicants of the reasons for the loan denial. This allows prospective homebuyers to fix
any aspects of their financial history that is negatively affecting their application.
Work on your credit score – Having good credit is one of the most important
things to work on as you look into making big financial decisions. If a
mortgage lender rejected your loan due to poor credit, then there are several
things you can do. The first is to review your credit report from all three credit
bureaus. Your report will include information on your payment history and
credit accounts. Based on this information, you may work toward paying off
your debt and building up your credit. The longer you maintain a report free
of late payments and high credit utilization, the better your score will be.
Continue your home search – If the lending institution rejected your loan
due to a low home appraisal, then you can do one of two things: request
an appraisal rebuttal or look for another home. A rebuttal is a method
homebuyers use when the appraisal value estimates the home less than the
asking price. It is important to note that a rebuttal is not always successful.
As such, it may be best to look for another home. With the right realtor,
finding another home that meets your family’s needs while meeting your
budget is attainable.
Build savings – Having a home is a profitable but costly investment.
In addition to the 20 percent down payment, there are additional costs
associated with the home purchase including closing costs. Once the
purchase is complete, you must also consider monthly expenses, annual
property taxes and homeowners association fees. With this in mind, it is
important that you build your savings to ensure you are financially stable and
ready to invest in purchasing a home.
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What types of housing does
Fannie Mae offer loans for?

mortgages for are multi-family and singlefamily properties.

In order to stimulate homeownership and
expand liquidity in the mortgage market,
Congress established the Federal National
Mortgage Association (FNMA), also known
as Fannie Mae. In coordination with its
brother enterprise, the Federal Home Loan
Mortgage Corporation, or Freddie Mac,
this government organization attempts
to make affordable homeownership more
available in America. These governmentsponsored enterprises (GSEs) focus their
efforts primarily on low- and moderateincome Americans. However, Fannie Mae
does not originate any loans. Instead, it
purchases existing loans on the secondary
mortgage market.

Fannie Mae Loans for Multifamily
Housing
In the last few decades, Fannie Mae has
been the primary financer of multi-family
housing, which is defined as any rental
housing that has five or more dwelling
units. Multi-family mortgages are not
issued to individuals or families looking to

The FNMA participates in the secondary
market in order to increase the amount of
liquid funds that lenders have available.
They manage this task by keeping funds
flowing to mortgage lenders through the
purchase and guaranty of the mortgages
made by those firms. Fannie Mae then
groups the loans and sells them to
investors worldwide. Some examples of
lending institutions include credit unions,
local banks and national banks. The types
of housing that Fannie Mae purchases
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become homeowners. Instead, the loans go to business owners who will purchase and
operate a multi-family housing property. Some common types of housing that can be
considered multi-family include:
Senior housing – Properties that host a skilled nursing staff and
provide either independent or assisted living facilities (ALFs).
Cooperative apartments – Properties that are sold to a company
that sells shares. Shareholders are generally entitled to live in a
housing unit located on the property.
Manufactured housing parks – Also known as trailer parks or motor
homes. These loans can fund the leasing of the housing park’s land
and any other related amenities.
Student housing – These properties must be located near a major
college or university and must be made exclusively for students.
Affordable housing – Properties that are intended for middleto low-income residents. These properties have low rents and
subsidized by the local, state and federal governments.
Fannie Mae Loans for Single-Family Housing
Homebuyers who are looking to purchase a property built for one family, person or
household will often receive a single-family mortgage from a lending institution. Fannie
Mae-approved lenders are required to originate and service these loans according to the
company’s strict guidelines. Loans for single-family housing are the only type designated
for individuals and families. Mortgages that Fannie Mae purchases and guarantees are
known as conforming loans.
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To receive a loan, home buyers must
go through a Fannie Mae-approved
lender who must meet eligibility and
underwriting criteria meant to ensure the
credit quality of the financing. Fannie Mae
guidelines comprise of an agreement not
to create loans with unethical subprime
interest rates or to give loans to borrowers
with poor credit who would otherwise
be considered high risk. Additionally,
mortgages must also fall within the limits
of a conventional loan for a single-family
home in the area.
Additional Requirements for Single-Family Housing Properties
Properties that are eligible for single-family
mortgages must meet certain minimum
requirements. Moreover, housing loans
are only offered for properties that are
located in the United States (including the
District of Columbia), Puerto Rico, the U.S.
Virgin Islands and Guam. For a property to
be eligible for a Fannie Mae single-family
mortgage, it:
• Must be detached, attached or semidetached.
• May be located on an individual lot,
condo project, co-op project or planned
unit development.

- These properties must meet
Fannie Mae’s established project
standards.
• Must be located in a residential area.
The specific characteristics of a
residential area can be found on the
property and in the surrounding market
area.
• Must be adequately insured based
on the property and flood guidelines
established by Fannie Mae.
• Should be making the highest and
best use of a property. Usage of a
property must always be legal. Any
illegal activities or usage can result in
a breach of contract.
• Must have accessible roads that meet
local standards.
• Must have access to all the utilities and
services required to meet community
needs.
• Must be suitable for use year-round.
Properties That Are Ineligible for Fannie
Mae Housing Loans
There are certain types of properties that
Fannie Mae will not purchase the single-
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family loans for. For example, any property
that fails to meet Fannie Mae’s requirements
for single-family housing properties will
be immediately denied. Some common
examples of properties that Fannie Mae
avoids purchasing include:
• Agricultural properties, such as farms or
ranches.
• On-frame modular constructions.
• Units in condo or co-op hotels.
Properties that are not tied to real-estate,
such as:

HomePath First Look Program. This
home search program allows buyers
an exclusive first look, before any
investors, at properties that have been
newly listed for foreclosure. Properties
that are listed on the HomePath First
Look program can be negotiated
upon and even purchased before
investors can make any offers. The
First Look program is one of the few
opportunities that homebuyers have of
working directly with Fannie Mae. Only
properties that are owned by Fannie
Mae will be listed in this program.
The goal of the First Look program is to
promote and stimulate homeownership
and stabilize neighborhoods that
have an abundance of foreclosures.

- Houseboats.
- Time shares.
- Boat slips.
• Boarding Homes.
• Bed and breakfasts.
• Properties that are not available for
occupancy throughout the entire year.
Fannie Mae-Owned Single-Family
Homes in Foreclosure
One of the most affordable options for
homebuyers looking to purchase a singlefamily home comes from Fannie Mae’s
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Parties that are eligible to purchase a property during the First Look period include owner
occupants, public entities and their partners, and certain other non-profit organizations.
Properties listed in this program are usually available for their first 20 days on foreclosure.
Some states, such as Nevada, have extended First Look periods of 30 days. Visitors to
the HomePath website will be able to see a countdown timer on a property’s information
page. This will display the exact amount of time that a property is listed before investors
are able to make offers. Once the First Look period is over, investors can submit their
offers for consideration along with other home buyers.
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Fannie Mae
for Lenders
The Federal National
Mortgage Association,
generally referred to
as Fannie Mae, is a
government-sponsored
enterprise that was founded
by Congress. This enterprise
was established in order
to stimulate the housing
market by purchasing
mortgages that have been
created by banks or other
lenders.

Fannie Mae does not originate or provide mortgages. Instead, they purchase and
guarantee loans through the secondary mortgage market. Currently, the FNMA and its
sibling company the Federal Home Loan Mortgage Corporation, or Freddie Mac, are the
two largest purchasers on the secondary market.
When Fannie Mae invests in lenders like banks and credit unions, it creates more liquidity
in the market. Essentially, a lender has some of their funds immediately replenished when
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they sell their single-family or multifamily mortgages to Fannie Mae. This allows them
to immediately underwrite or fund more mortgages since they do not have to wait for
borrowers to pay back their loans. In order for a mortgage lender to be eligible to work with
Fannie Mae, it must refrain from unethical subprime lending practices. Lenders are not
to offer higher rates than the prime rate loans, especially to borrowers with poor credit. In
return, mortgagors have their loans guaranteed and placed in a mortgage-backed security
where they are invested in by other institutions.

Fannie Mae Single-Family Mortgage
Fannie Mae is a government-sponsored enterprise (GSE) that was founded by Congress
in order to support the U.S. housing industry. The FNMA manages mortgages for singlefamily and multi-family homes, with single-family loans being the most abundant. The
single-family mortgage market has currently distributed over $10 trillion dollars in home
loans, at an average of $200,000 per loan.
These loans are typically issued under varying terms and interest rates. Fannie Mae
loans are commonly issued with 15- or 30-year terms with either fixed interest rates
or adjustable rates. Borrowers make monthly payments for the entire span of the loan,
including payments for both principal and interest.
What is a Fannie Mae single-family mortgage?
Mortgage lenders distributing loans to homebuyers who are looking to purchase a
residence built for one family offer what are known as single-family mortgages. As the
name suggests, these loans are dispersed to fund the purchase of single-family residences.
Once a loan has been issued to a single-family homeowner, Fannie Mae can purchase
the mortgage and being to create mortgage-backed securities (MBS). By purchasing
mortgages from lenders, Fannie Mae provides these institutions with liquid funds that
can be used to create future loans.
When the FNMA collects multiple loans, it can group them into an MBS and sell them to
interested investors. Through this process, borrowers can finance their home purchase,
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lenders make a profit and have liquidity
to create more loans, and Fannie Mae
garners outside investments in the
housing market.
How does a single-family Fannie Mae
mortgage affect lenders?
The introduction of Fannie Mae into the
housing market has given lenders the
ability to customize the terms of their
loans to best suit their borrowers’ needs.
Various housing programs are made
available through the partnership between
mortgage lenders and the FNMA. By
doing so, lenders are able to create more
loans and incur a greater profit while more
Americans become homeowners (under
affordable and prime interest rates).
By providing borrowers with low down
payments and interest rates, lenders
gain access to the liquid funds that are
available to Fannie Mae.

FNMA, first-time buyers struggle to
save enough money to afford the down
payment and closing costs required to
purchase a home. In fact, this has been
shown to be one of the greatest barriers
to homeownership in the United States.
In order to protect borrowers, approved
mortgage lenders are prohibit from
engaging in subprime lending practices.
They also offer various mortgage

What Fannie Mae mortgage products
that are available for single-family
housing?
Since its inception, one of the main goals
established by Fannie Mae is to give midto low-income families the opportunity
to become homeowners. According to
research that was conducted by the
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programs that can help borrowers cover
the cost of down payments and other
fees when they go to purchase a home.
Low down payment mortgage programs
and their benefits include:
• The HomeReady program:
- Required down payment of only 3
percent.
- Cancellable mortgage insurance.
- Immediate appraisal orders from
lenders.
- Free from geographic restrictions
on loan limits.
- Day 1 Certainty.
• 97 Percent LTV Options
- Desktop Underwriter (DU) is
required.
- One-unit principal residence
(including
condominiums
and
planned unit developments).
- Fixed-rate mortgage with a
maximum 30-year term.
- Reserves may be gifted (if required
per DU).
• Community Seconds
- Permits Fannie Mae lenders to
leverage public, nonprofit and

employer funds when financing a
down payment and closing costs.
- No minimum contributions from the
borrower’s own funds are required
on one-unit properties (for most
purchases).
• HFA Preferred
- Down payment assistance is
available through many Housing
Finance Agencies (HFAs).
- There are no loan-level price
adjustments (LLPAs).
- There is no first-time homebuyer
requirement.
- The HFA sets borrower income
limits.
- Cancellable mortgage insurance
and reduced mortgage insurance
(MI) requirements.
Additionally, Fannie Mae mortgage
products can include home construction,
renovation and energy improvement
plans. These include the HomeStyle
Energy and HomeStyle Renovation
products, as well as some other specific
construction products. Moreover, Fannie
Mae offers products that serve rural areas
and underserved communities. Loans for
manufactured housing and community
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land trusts (CLTs) can also be found
through approved lenders.
What are the requirements to become
a Fannie Mae single-family mortgage
seller?
In order to be eligible to conduct business
with Fannie Mae, lenders must complete
a seller/servicer application and receive
approval. When a lending institution
is approved, it is qualified to sell and
service single-family loans on behalf of
Fannie Mae. Before an institution receives
approval, it will be reviewed on factors like
financial conditions, staffing, company
organization and overall servicing
experience. Furthermore, a seller/servicer
is required to maintain the following
minimum requirements to remain eligible
to work with the FANM:
• The organization’s primary business
purpose must be with originating,
selling and servicing residential
mortgages.
• Institutes must demonstrate that they
are capable of handling the mortgages
that they are requesting approval over.

mortgages.
• Mortgage lenders must be organized
and have the proper licensing and
requirements to operate the business
in their jurisdiction.
• Lenders must maintain a net worth of
at least $2.5 million.
• Lending organizations must have
established written procedures that
detail the approval process and how
vendors and other third-party servicers
should be managed.
• A fidelity bond or omissions policy that
meets Fannie Mae guidelines must be
in place.
• Applicants must pay the $5,000 basic
application review fee.
Note: Fannie Mae reserves the right to
impose additional eligibility criteria upon
any applicant.
Maintaining Eligibility as a SingleFamily Fannie Mae Mortgage Seller
The FNMA has specific guidelines that
must be followed in order for mortgage

• There must be adequate staffing and
appropriate facilities to handle the
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lenders to maintain their eligibility as single-family mortgage sellers or servicers. If a
lending institution fails to meet any requirement, it may be terminated for a breach of
contract. Terminated sellers can reapply, but they must pay a $2,500 reactivation fee.
The most common causes of contract terminations come from financial issues, such as
a decline in net worth and profitability, a cross-default or failure to meet credit recourse
obligations.
Note: Fannie Mae can impose additional eligibility requirements based on its view of a
lender’s financial strength. If a lender has been showing poor financial strength, it may
have to provide additional proof that it can maintain the minimum eligibility requirements.
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Fannie Mae Multi-Family Mortgages
Fannie Mae plays an essential role in the U.S. housing finance system by allowing more
Americans to become homeowners. The most vital benefit that the FNMA provides
mortgage lenders is liquidity. In short, liquidity is the ability to quickly access funds that
can then be used to create further loans.
Fannie Mae helps create liquidity for lenders by purchasing loans from lending institutions,
as long as they meet the established mortgage guidelines. The company then groups and
sells these loans as mortgage-backed securities (MBS). This also allows the lender to
avoid having to wait for borrowers to pay back their loans in full before they can lend that
money out again. Instead, the FNMA frees up their finances and allows money to keep
flowing within the market.
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What is a Fannie Mae multi-family mortgage?
Fannie Mae is a one of the two largest buyers in the secondary mortgage market, but
it is especially prominent when it comes to multi-family housing. A mortgage can be
considered multi-family if the building that is purchased is used for rental housing for at
least five dwelling units. Some of the most common examples of multi-family residences
include:
Housing for seniors – These properties can include skilled nursing
staff, independent living and assisted living facilities.
Co-op apartment buildings – These are properties sold to
companies that then sell shares. Shareholders are generally entitled
to live in a housing unit on the property.
Manufactured housing parks – For land-leased manufactured
parks, also known as mobile home parks, and any related amenities.
Student housing – Properties and housing complexes that are
located near major colleges and universities that are built exclusively
for students.
Affordable housing – Properties that are subsidized by the local,
state or federal government and are rent-restricted.
Regardless of the size of the housing units, Fannie Mae loans aim to provide high-quality
and affordable housing. The target demographic for many of the multi-family housing
units is typically individuals or families who have annual incomes well below the median
income in their cities or counties, usually under 50 percent of the median.
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The Fannie Mae Multifamily Business Model
Over the decades of working with banks and other mortgage lenders, the FNMA has
established a business model that has withstood a variety market conditions, sometimes
with direct government intervention. When a lender does business with Fannie Mae, it
must meet the servicing standards that have been in place for years. These standards
were established for the benefit of borrowers, lending institutions and the future tenants
of the multi-family residences that are created with the mortgages. Fannie Mae guidelines
and servicing standards are reviewed and updated to best suit the market and current
economic conditions. The following four key principles encompass the FNMAs business
model:
Creating workforce housing. The primary aim of Fannie Mae was
to increase homeownership in America by creating more affordable,
quality housing. On average, about 80 percent of multi-family
residences were affordable to medium- to low-income families
(based on the median income of their area).
“Skin in the game.” To ensure that each party involved in a Fannie
Mae mortgage is servicing the loan to the best of their ability, all
parties must share in any potential losses. Borrowers are required
to put cash equity into the financed properties, and lenders must
also take on some risk so that each party has aligned economic
interests.
Cash is king. When lenders underwrite multi-family loans to sell,
they must base their calculations on actual income as opposed to
projected income.
Delegation. The task of underwriting and servicing loans are
delegated to the risk-sharing lenders. Since the lender has a stake
in the loan, it is in the institution’s best interest to execute the loan
properly and efficiently.
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What makes a multi-family mortgage
unique?
Fannie Mae mostly operates within the
secondary mortgage market, dealing
with both single-family and multi-family
mortgages. These mortgages have
some key differences. For one, at an
outstanding debt of $841 billion, the multifamily mortgage market is significantly
smaller than the $10.3 trillion singlefamily market. This can be attributed by
the smaller number of multifamily loans
that are purchased compared to singlefamily mortgages. In fact, Fannie Mae
only conducts business with around 25
lenders in the multi-family market, which
is miniscule compared to the 2,000 or
more lenders that deal in single-family
loans.
Another reason why multi-family loans
may be less frequent is the complexity of
these transactions. For one, an average
multi-family housing loan amounts to
about $8 million compared to $200,000
for single-family loans during the same
time period. Furthermore, the life cycles
of multi-family loans tend to be much
shorter than the standard 30-year singlefamily residential loan. Multi-family
mortgages typically have terms of either

five, seven or 10 years, and they generally
include balloon payments when the
mortgages mature. A balloon payment is
a one-time payment that is larger than the
usual monthly mortgage payments. Since
multi-family housing is usually a for-profit
business, they are generally collateralized
with the income-producing properties
that they operate.
Fannie Mae Multi-family Mortgages
Overview
The multi-family mortgages that are
distributed by Fannie Mae provide homes
for an extensive range of families. In fact,
approximately 85 percent of all occupants
in multi-family housing earn less than 80
percent of the median income in their
area. This constitutes about 13 million
housing units.

79 Fannie Mae

Fannie Mae targets a sector of the market that is large, permanent and not very inviting to
opportunistic investors. Since it makes these investments safer by purchasing, grouping
and guaranteeing them, the FNMA is able to keep finances flowing throughout the housing
market. In this way, Fannie Mae makes an immense impact on that housing market in the
United States.
One tactic that has kept Fannie Mae viable throughout the years is its ability to scale multifamily business by expanding or contracting in order to meet the market conditions. They
utilize the capabilities of lenders through delegating and sharing risk in each investment.
When working together with eligible borrowers, each party involved can greatly benefit
from the arrangement. Lenders and investors are able to make a profit, and borrowers are
able to become homeowners without exuberant interest rates and cumbersome financial
obstacles. Utilizing this methodology, the FNMA has been able to successfully serve
America’s workforce for many decades.

Fannie Mae Selling Guide
Becoming a Fannie Mae-approved lender holds numerous benefits for banks or other
lending institutions. The FNMA purchases mortgages, which are loans distributed
specifically for housing, directly from lenders, which allows them to have liquid funds
available for future loans. This is incredibly useful when mortgage lenders need to refill
their capital after distributing all of their money to borrowers. Fannie Mae purchases
these loans and groups them into mortgage-backed securities (MBS) that are sold to
investors. This practice keeps money flowing through the housing market and allows
more Americans to become homeowners.
In order to assist lenders who are interested in becoming an approved Fannie Mae
mortgage seller, the FNMA has created a comprehensive selling guide. This guide will
provide lenders with all the information that they need to complete the approval process.
While this guide is primarily targeted at lending institutions, appraisers can also find useful
information in some sections. Lenders will be able to learn about all of the requirements
to work, and continue to work, with Fannie Mae. The FNMA has organized the Fannie
Mae selling guide into five parts that correspond to the order that lenders will follow when
applying.
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Note: Fannie Mae maintains the right to
waive any of the requirements listed in the
selling guide if it is deemed appropriate.
They may also enforce additional
requirements from applicants.
Who is the Fannie Mae selling guide
intended for?
Typically, lenders who are looking to do
business with Fannie Mae will find the
most benefit from this guide. They will
find a variety of information about Fannie
Mae guidelines and the expectations of
becoming business partners with the
FNMA. This guide contains over 1,000
pages that detail everything from the
application requirements to instructions
on how to maintain quality control when
servicing loans. Lenders are recommended
to use the selling guide as a resource for
as long as they are partnered with Fannie
Mae. Although there is information that
can be useful to appraisers, borrowers and
other parties, the selling guide primarily
focuses on assisting lending institutions.
The FNMA selling guide contains useful
assistance for all steps of the loan
process. This includes steps that occur
before a lender even applies to work with
Fannie Mae, such as preparation and

business planning periods. In summation,
the guide will provide the step-by-step
process to securing a partnership with
Fannie Mae, originating and closing a
loan and selling loans to the FNMA. After
a partnership is established, the guide will
also contain a section that helps lenders
to ensure quality control of their services
and maintain their Fannie Mae eligibility.
What does the Fannie Mae selling
guide contain?
The selling guide will illustrate the process
and guidelines of managing a Fannie Mae
mortgage. These guidelines will always
incorporate current policies, procedures
and any announcement that has been
issued to date. New information will
always be updated in the selling guide.
The parts of the guide are presented with
increasing levels of details and specificity
so that readers can easily locate the
content they are looking for. The selling
guide contains the following parts:
• Part A: Doing Business with Fannie
Mae
• Part B: Origination through Closing
• Part C: Selling, Securitizing and
Delivering Loans
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• Part D: Ensuring Quality Control (QC)
• Part E: Quick Reference Materials
By simply looking at the titles of each
part, lenders can easily begin to search
for their desired information. After the
parts, the selling guide is organized by
increasing specificity as subpart, chapter,
section and topic. The selling guide is also
organized in chronological order based on
the lender’s entire process when working
with Fannie Mae.
Part A: Doing Business with Fannie Mae
The initial part of the Fannie Mae selling
guide provides readers with information
on the lender’s process in becoming
approved to sell mortgages to the FNMA.
This section focuses on the eligibility
of lenders and the application process.
Part A will describe the minimum
requirements, contractual obligations
and other parameters of dealing with
Fannie Mae. Lending institutions who are
beginning the application process will find
this section most helpful. Subparts of Part
A include:

• Subpart A3 – Getting Started with
Fannie Mae.
• Subpart A4 – Maintaining Seller/
Servicer Eligibility.
Part B: Origination through Closing
The subjects that are discussed in Part B
provide the requirements for originating
conventional and government loans with
the purpose of selling them to Fannie Mae.
The entire process of creating a new loan,
from the origination to the final closing
process, will be covered in this section.
Lenders will learn how to underwrite

• Subpart A1 – Approval Qualification.
• Subpart A2 – Lender Contract.
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borrowers and property according to the
FNMA guidelines. Part B is most beneficial
when lenders need guidance during the
origination through the closing of the loan
process. Subparts in Part B include:
• Subpart B1 – Loan Application
Package.

with Fannie Mae; selling whole loans for
cash and pooling loans into mortgagebacked securities. After learning about
their options, lenders can decide which
transaction best suits their business’s
needs. Part C contains the following:
• Subpart C1 – General Information on
Execution Options and Loan Delivery

• Subpart B2 – Eligibility.
• Subpart B3 – Underwriting Borrowers.
• Subpart B4 – Underwriting Property.
• Subpart B5 – Unique Eligibility and
Underwriting Requirements.
• Subpart B6 – Government Programs
Eligibility and Underwriting
Requirements
• Subpart B7 – Insurance
• Subpart B8 – Closing: Legal
Documents
Part C: Selling, Securitizing and Delivering Loans
Mortgage lenders and Fannie Mae will
have their first official loan transaction
when lenders reach Part C. In this part,
readers will learn about the two primary
ways that lenders conduct business

• Subpart C2 – Whole Loan
Transactions
• Subpart C3 – Mortgage-Backed
Securities (MBS)
Part D: Ensuring Quality Control (QC)
After a lender obtains Fannie Mae approval,
they must maintain the established
standards using a quality control system.
In order to remain a Fannie Mae mortgage
seller, lenders must observe certain quality
control programs and practices. Part D
describes the quality control process
using the following subparts:
• Subpart D1 – Lender QC Process
• Subpart D2 – Fannie Mae QC Process
Part E: Quick Reference Materials
In this final part of the FNMA selling guide,
lenders can find quick reference materials.
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Part E contains selling guide resources,
exhibits (used in the guide) and a handy
glossary.

Fannie Mae Servicing Guide
The
Federal
National
Mortgage
Association (FNMA) is more widely
known as Fannie Mae. This governmentsponsored enterprise helps low-income
families afford a home. Fannie Mae does
not provide mortgages directly to home
buyers but rather through approved
mortgage loan providers such as banks.
The FNMA created the Servicing Guide to
inform interested lenders about all of the
responsibilities and processes involved
in providing mortgage loans with Fannie
Mae.
The guide is extensive and comprehensive,
spanning 825 pages. It includes a list
of responsibilities, timelines, conditions
and requirements that lenders must
comply with. Complying with Fannie Mae
regulations and proceedings ensures
timely payments and accurate accounting.
Reading through the servicing guide can be
helpful for lenders to decide if partnering
with the FNMA would be beneficial or even
feasible for them. Continue reading below
to learn about the different aspects of the

guide and understand what Fannie Mae
requires from its mortgage loan servicers.
Fannie Mae Lender Requirements
This first section outlines requirements
that all lenders or sellers must meet to be
in partnership with Fannie Mae. As a large
and federal association, Fannie Mae has
many strict guidelines that all businesses
who want to partner with the FNMA must
comply with. The minimum requirements
for servicers include:
• A primary business purpose of selling
and/or servicing residential mortgage
loans.
• Proof of ability to successfully sell the
specific mortgage loans that are being
applied for.
• Staff and business facilities capable of
servicing Fannie Mae mortgage loans.
• Authorization and proper licensing
to conduct mortgage loan servicing
business.
• Meet financial standards, net worth
and liquidity criteria under the Fannie
Mae guidelines.
• Meet requirements for internal audits
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and management control as defined
by Fannie Mae.
• Possess written procedures for
approval and management of thirdparty service providers and vendors.
• Possess a flexible errors and omissions
policy in addition to a fidelity bond policy
that can meet Fannie Mae criteria.
• Ability to meet any new or additional
Fannie Mae requirements.
Servicers should keep in mind that signing
a contract with Fannie Mae obligates
them to make decisions that maintain
Fannie Mae’s best interests. This involves
maintaining representation and warranty
requirements for Fannie Mae mortgage
loans, conducting business at Fannie Mae
performance standards and complying
with updates to policies, proceedings and
obligations.
Escrow and Home Insurance
Many home buying processes involve
escrow accounts during the initial buying
process and during the length of the
homeownership. The servicer also holds
the responsibility of monitoring all escrow
and related charges that include insurance

premiums, real estate taxes, HOA and
PUD assessments, utility assessments
and any applicable fines. It is the servicer’s
responsibility to make sure payments are
submitted on time when managing these
accounts.
Homebuyers who opt for home insurance
can pay through an escrow account
maintained by the Fannie Mae authorized
lender. Types of insurance coverage
include the following:
• Property Insurance
• Flood Insurance
• Lender-Placed Insurance
• Liability and Fidelity/Crime Insurance
• Mortgage Insurance
• Earthquake or Typhoon Insurance
• Builder’s Risk/Construction Site
Insurance
• Mortgage Loan or Credit Life
Insurance
The guide includes extensive details
regarding insurance coverage options
including the property types that are
eligible for certain coverage, policy
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carrier and coverage requirements under Fannie Mae, minimum coverage amounts and
disbursing insurances losses.
Payments, Reports and Accounting
Much of the daily responsibilities of Fannie Mae lenders involves completing various
accounting duties. These tasks focus on the management of borrower payments and
reporting to the IRS, credit bureaus and investors. Under this section, there are defined
specifications for notifying borrowers of upcoming payments, recording payments,
creating receipts and following requirements of the FHA, SCRA, HUD and VA when
necessary.
For payments, the Fannie Mae lender has specific timelines for sending notices and written
items that must but included on the notice such as the amount, monthly due date, the
Homeowner’s HOPE Hotline number and HUD-approved housing counseling services. In
addition, there are detailed processes for handling delinquent or unscheduled payments,
full mortgage payoffs and payments made from third-party payment contractors.
Another primary accounting activity involves processing and managing ARM or adjustedrated mortgages. These types of loans change throughout the duration of the mortgage,
so lenders must update borrowers regularly and maintain an accuracy of information.
And when mistakes happen, Fannie Mae provides directions for taking responsibility and
determining how to reallocate the overcharged funds to the borrower.
Investors, the IRS and credit bureaus all require specific information and payment
updates. Activities that must be reported to credit bureaus include new and current
mortgage loans, delinquent mortgages and liquidated mortgage loans. The IRS requests
forms 1099-A and 1099-C submitted for portfolio mortgage loans and MBS mortgage
loans on behalf of Fannie Mae. These forms must also be submitted for participation pool
mortgage loans, mortgage participants in MBS pools and most MBS mortgage loans
provided under regular servicing options under “owner of record” rather than on behalf of
Fannie Mae. Reporting to investors involves providing information regarding transactions
in a timely manner so that investors continue to receive their monthly payments.
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Solutions for Borrowers
There are many variables involved in buying and owning a home. Owners must manage
legal, property and financial matters at all times. These are also the responsibilities of
lenders as part of their contracts with Fannie Mae and borrowers.
Property and legal issues are grouped together as many legal statutes, laws and
proceedings are attached to the management, payment ownership of properties.
Chapters in this subsection provide steps and details for handling requests for release of
property, selling renovation mortgage loans, providing assistance to borrowers impacted
by disasters, transferring property ownership on different types of mortgage loans and
addressing concerns with liens, property seizure or forfeiture.
Most financial issues that homebuyers face involve difficult making payments. These
borrowers may frequently have to default or fail to comply with contract agreements like
payments. The Fannie Mae Servicing Guide provides steps and details of the processes
required to maintain the interests of the FNMA while supporting borrowers and the lender.
These processes include options for liquidation, the release of mortgage, evaluating
borrowers’ mortgage payments, home retention and repayment plans.
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Managing Defaults
Because defaults are so common due to the
enormous financial responsibility of buying a
home, the Fannie Mae Servicing Guide includes
an entire section dedicated to the handling all
default-related services and circumstances. These
responsibilities involve borrower bankruptcy,
foreclosures, the management of lender acquired
properties, reimbursement of expenses and
working with law firms.
Law firms are often referred to when borrowers
must face the consequences of defaulting. The
servicer is required to make these referrals for
both bankruptcy and foreclosure cases. Law firms
must also become involved when Fannie Mae
is at legal or reputational risk, when someone
seeks monetary damages against Fannie Mae or
challenges the validity or enforceability of a Fannie
Mae mortgage loan.
Reference Materials
The final section of the guide does not provide
any new information but rather serves a helpful
resource for and about specific aspects of the
guide. These sections include subsections about
procedural steps mentioned in previous sections,
specific examples, a glossary of terms, a history of
Fannie Mae announcements changes made and
lists of contracts, contacts and other Fannie Mae
references.
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Fannie Mae Resources
for Homebuyers

Fannie Mae, formally referred to as the Federal National
Mortgage Association, is a leader in mortgage-backed
securities. The association’s goal is to enable lower-income
citizens to purchase homes. While this goal is accomplished
through banks and other mortgage servicers, Fannie
Mae provides several of its own resources and tools to
homebuyers.

Such services include the HOME by Fannie Mae app, HomePath by Fannie Mae and the
HomeReady mortgage. These programs and services increase homebuyers’ education
about the process and empower a broader range of people to become homeowners.
Fannie Mae, as a leader in the secondary mortgage market, owns more than half of
the mortgages in the United States and, thus, has many defaulted properties to offer.
Through the HomePath site, prospective homeowners can browse cheap, foreclosed
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homes. The HomeReady mortgage offered by FNMA gives diverse low- and moderateincome buyers a chance to qualify for a low down-payment option for their new home.
The award-winning HOME by Fannie Mae app assists new buyers throughout the entire
homeownership process. The app provides an ordered checklist for participants to follow
along in addition to house listings, calculators and more. The FNMA provides many helpful
tools for potential homebuyers to be able to afford the homes of their dreams no matter
their income.

How to Find Fannie Mae Foreclosures
Fannie Mae offers a significant number of mortgages to individuals and families all across
the United States. Unfortunately, there are many home buyers who are unable to maintain
their mortgage commitment and, as a result, default on their payments. After a specified
period of not rectifying the defaults, the FNMA begins the home-foreclosure process.
Fannie Mae sells foreclosed homes in hopes of diminishing the impact of defaulting on a
community as well as on those who are forced to foreclose.
These foreclosed homes then become available to the public for auction. If it does not sell,
then the home then goes into the housing market to be sold by approved realtors, brokers
and lenders on behalf of Fannie Mae. During the first 10 to 30 days, buyers who plan to
occupy the home have the first pickings of the homes. Afterward, investors, renters and
house flippers are allowed to make offers.
HomePath by Fannie Mae
HomePath by Fannie Mae is a website owned by Fannie Mae that assists prospective
homebuyers to purchase a home. Its most prominent feature is the free property search
tool. This tool allows homebuyers, investors and agents browse through Real-EstateOwned (REO) properties owned by Fannie Mae and held by lenders. HomePath is also
available to non-profit organizations and public entities. This resource comes directly
from Fannie Mae and, thus, is the most reliable source for Fannie Mae property listings.
The search function allows website guests to search by zip code, address, city, state
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or Multiple Listing Service (MLS)
number. Site guests can also make more
advanced searches. Advances searches
allow users to specify the number of
rooms and bathrooms, the type of living
area and property type and property
status preferences. HomePath also
allows prospective buyers to browse
listings through the map feature in which
listings are displayed across a map of
the United States. Each listing provides a
comprehensive description of the property
including the following:
• Property price
• Type of flooring and exterior
• HOA fees and frequency
• Year the property was constructed
• Type of parking available
• Contact information of property listing
agent
• Property tax details
• Information about schools (elementary
through college)
• Average rent prices in area
• Overview of the community

Auctions
Foreclosed home are often first offered
through public auctions. Times and
locations for local home auctions can
be found directly through the HomePath
website. Online or paper newspapers,
online classifieds and local auction
houses. Most auctions are conducted
in-person but there are options to do an
online auction for some properties as
well. This method of home buying incurs
some risks for buyers because homes are
sold as-is and neither Fannie Mae nor the
lender are responsible for damage found
during home inspections. Regardless,
auctions are a great option for some home
buyers who want to purchase a cheap
home before it goes into the big pool of
real estate property. A useful national
resource is Auction.com.
Real Estate Agents and Brokers
Fannie Mae only accepts offers from
approved listing agents such as brokers and
realtors, not individual buyers themselves.
Thus, prospective homebuyers must work
with an agent at some point in their homebuying journey. These professionals are
approved by Fannie Mae to provide clients
with accurate information about Fannie
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Mae listings and processes. They are
equipped with essential knowledge about
the Fannie Mae home buying process
and thus can be of significant help
when searching for a foreclosed home.
Because foreclosed homes range from
perfect condition to almost dilapidated
from lack of care, realtors and brokers can
accurately provide you with the advice you
need for deciding what kind of foreclosure
is right for you in your budget.
Essentially, Fannie Mae is a real estate
client who constantly sells properties
through real estate agents. The homes
that are listed are meant to be lived in,
so homebuyers seeking Fannie Mae
houses should plan to live there rather
than using it as a second home or renting
it out to others. In fact, Fannie Mae has
implemented the “First Look” program
to encourage potential homeowners to
be the first to make offers. Investors and
clients who are planning on renovating the
property to sell are not allowed to make
offers during this period.

without the help of a real estate agent.
The MLS is a network and database
of the real estate properties available
throughout the country. These listings
are posted by realtors and agents
themselves, not homebuyers. The listing
agent’s contact information is typically
included with the listing’s description so
that you can contact him or her directly.
While you may not be able to make an
offer for a Fannie Mae property without
a broker or realtor, you can still visit the
properties or community yourself. Some
websites that provide listings of Fannie
Mae foreclosures are:
• BankForeclosuresSale.com
• ForeclosureListings.com
• Foreclosure.com

Online Resources
It is possible to browse through find
Fannie Mae owned foreclosed homes on
Multiple Listing Service (MLS) websites
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Banks and Lenders
Banks work directly with Fannie Mae to provide
affordable mortgage options to homebuyers. So, when
homeowners default on payments and the property
becomes foreclosed, the bank once again becomes the
primary owner of the house. Many banks have their own
REO home listings on their website. Banks and lender
are the most ideal source for homebuyers, as each bank
directly owns the listed property. However, with this
resource, you must search through each bank’s listings
in your area rather than having a comprehensive list of
homes. Below are some large commercial banks that
offer REO listings:
• Wells Fargo
• Bank of America
• Citi
• BB&T
Where You Should Not Look for Listings
Fannie Mae and other official real estate and broker
websites offer reliable housing listings that include
FNMA foreclosed homes. However, websites like
Craigslist are less reliable when it comes to finding
reputable affordable homes. The FNMA does not list its
foreclosed properties on third-party sites like Craigslist.
Thus, you are more likely to experience scams and fraud
than through the other channels mentioned above.
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HomePath by Fannie Mae
The purpose of the HomePath program is to sell
foreclosed homes that are owned by Fannie Mae. These
homes were previously bought by homeowners who
purchased them with Fannie Mae-backed mortgage
loans. When they could not continue making payments,
the lender had to foreclose the home. Fannie Maeowned homes are listed on the HomePath website. It is
an essential resource for buyers looking for foreclosed
homes, specifically Fannie Mae homes. HomePath also
offers the option to buy a short sale home for buyers
who are not interested in other affordable options.
HomePath is primarily a search tool for prospective
homeowners, investors, real estate agents and public
entities. Visitors can browse through thousands of
listings and find detailed descriptions of homes and
respective community data. HomePath offers incentives
and special programs and packages to different buyers
depending on their specific needs and goals. For
example, a first-time homebuyer would benefit from a
discount while an investor may be more concerned with
long-term returns.
Homebuyers
Fannie Mae favors homebuyers, especially those who
plan to actually live in the purchased home. Fannie Mae
homes, or real estate owned (REO) properties, are most
attractive to first-time homebuyers because of their
exceptionally low cost. Because Fannie Mae prefers
owner-occupant homebuyers, the association offers the
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First Look program. This
incentive enables owneroccupant homebuyers to
be first to make offers and
negotiate property deals.
Investors and other buyers
who do not qualify as
owner-occupant are not
allowed to participate in
the First Look process until
owner-occupants have had
a chance to make an offer
first. Because these homes
are so competitively priced,
they are only available for
a very short time. The First
Look program makes these
homes exclusively available
to owner-occupant buyers
for 20 days (30 in Nevada).
You will know if a property
is in this period if the listing
features a First Look logo.
For
homebuyers
to
be
considered
owneroccupants, they must move
into the property no more
than 60 days after closing.
This home must be their
primary residence, and

they are required to occupy the home
for at least one year of the closing date.
The property cannot be bought on behalf
of someone else or for someone else to
live there, such as a family member. In
addition, owner-occupants must sign an
Owner Occupant Certification. Violation
of this contract can result in a $10,000
fine.
ReadyBuyer
HomePath offers extra assistance to
first-time homebuyers through the
ReadyBuyer course. This course not
only provides training and education
about the home-buying process but also
provides those who complete the course
with a 3 percent closing cost assistance
toward the purchase of their HomePath
home. This course also satisfies the
homeownership education requirement
for the HomeReady mortgage loan.
To receive the closing cost discount,
buyers must submit their certificates of
completion to the real estate agent.
Homebuyers must work with a real estate
professional to secure a home. These
types of buyers are not permitted to make
HomePath home offers without a realtor.
Navigating realty is complicated, and real

estate agents offer the expertise to guide
buyers through the process.
Real Estate Professionals
HomePath provides various resources to
realtors. There are two types of realtors
that work with Fannie Mae properties:
agents of buyers and Fannie Maeapproved listing agents. Through Fannie
Mae, both types of listing agents are given
access to HomePath updates, newsletters
and resources. Both are able to take on
clients and make offers on their behalf
through HomePath.
Buyers Agents
Buyers’ agents are realtors who work on
behalf of clients. Any legally licensed agent
is permitted to make offers on properties
through the Fannie Mae HomePath
site. Agents are expected to inform all
buyers about Fannie Mae’s benefits
and programs. One such program is the
Housing Finance Agency (HFA) Incentive
that offers buyers up to 3 percent closing
cost assistance if they use public funds
for their purchases.
HomePath Pro Agents
HomePath Pro agents are Fannie Maeapproved agents. These professionals
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are qualified to buy and sell Fannie Mae
properties. They are expected to act in
the interest of Fannie Mae and uphold
standards of professionality. They are
required to conduct their business
operations under specific Fannie Mae
guidelines. HomePath Pro agents gain
access to the HomePath Learning Zone,
which provides tools and courses to
Fannie Mae vendors and agents. Fannie
Mae agents are provided marketing
materials and assistance in marketing
their Fannie Mae properties. Agents
interested in selling Fannie Mae properties
can become approved HomePath Pro
listing agents by completing the relevant
registration process.
Investors
On HomePath, information is also
available to investors, both new and
seasoned. The affordability of foreclosed
homes makes them attractive renovation
options. Investors often help increase
the value of Fannie Mae homes, so
the company encourages investors to
participate in auctions and the structured
sales program.

through auctions if they do not sell through
the open market within a determined time
period. Investors can sign up to receive
more information and updates about
upcoming auctions.
Public Entities and Non-Profit
Organizations
Public entities such as local and state
governments and non-profit organizations
are given the same First Look privileges
as owner-occupant buyers. These types
of buyers are encouraged to be first in
line for HomePath homes because they
are meant to serve citizens through
their organization. In addition, they are
utilizing public funds, so they are more
financially limited than investors. Thus,
regular homebuyers can still compete
with them. These organizations can make
offers for properties without a realtor, and
HomePath even provides a short guide to
making online offers.

While auctions are typically held for new
foreclosed homes, they are also put
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Short Sales
HomePath also offers a resource for purchasing homes through short sales. A short
sale allows a homebuyer to purchase a home for less than the cost of the outstanding
mortgage. These homes are still under the possession of the homeowners rather than
under possession of a bank. This is in contrast to foreclosures, which are owned by banks
because the original owners had trouble making their monthly mortgage payments.
While not the same as a foreclosed home, a short sale gives buyers an opportunity to
purchase a cheap home. The benefit of obtaining a short sale property through Fannie
Mae’s HomePath site is that there is complete transparency and the steps are outlined
on the short sale site.
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HOME by Fannie Mae
The original, and persistent, goal of Fannie Mae is to make home buying accessible to more
Americans. Fannie Mae mortgages and loans are targeted toward low- and moderateincome homebuyers, but anyone who qualifies can obtain a Fannie Mae mortgage.
Thus, Fannie Mae continues to make home buying available to more people. With the
introduction of the HOME app, Fannie Mae simplified the long and complex journey of
homeownership.
Because the home buying process can be overwhelming, the app, essentially, outlines
the procedures into small and achievable steps. The steps are broken down into financial
preparation, home search, home purchase and homeownership milestones. Each is also
broken down into smaller, actionable steps. HOME also offers calculators and other
resources for users to learn about Fannie Mae and mortgage options. The dashboard
displays when the app is opened to show your progress and provide easy access to your
most recently used calculator.
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Dashboard
As mentioned above, the dashboard displayed when the app is first opened shows users
their progress. It displays which step they are in in the process, the last calculator they
used and the last article they read. It is a brief snapshot of where the buyer is in his or her
home ownership journey.
Checklist
The HOME checklist consists of 20 steps to homeownership. The steps are divided into
different categories of the home buying process including financial prep, home search,
home purchase and homeownership.
Financial Prep Steps
Being financially prepared is the first step to making a large purchase like a home. Under
this section, the involved steps are:

1

2

3

Discovering what you can afford. This first step helps you identify the
price of the house that you can afford with your current income and
other large monthly payments. This step utilizes the “Afford” calculator,
further described in the “Calculators” section below.
Determining how much you would like to pay monthly. This step
also involves another calculator. Using the information you input into
the calculations in step one, including an additional estimate of the
closing cost, you will find an updated monthly mortgage payment. This
payment includes your principal and interest rate, taxes, insurance and
HOA fees.
Saving for the down payment. In this step, you will calculate how
long you will need to save up to your goal. You will input your current
savings, the purchase price of the home, the down payment, closing
costs, mortgage interest rate, term length of the mortgage, post-closing
reserves (or two to six months of mortgage payments available)
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and how much you can deposit into your savings every month. The
calculator will output the length of time, in months, it will take for you to
save up to make your down payment.

4

Checking your credit report. This step involves acquiring a credit report
and making sure your credit score is satisfactory enough for the type of
mortgage you are seeking.

5

Learning about mortgage rates. This step encourages you to learn
about mortgage rates by supplying related articles and other resources
like lenders to obtain information from.

6

Choosing a mortgage lender. To be able to purchase a mortgage, you
must choose an appropriate lender. This step encourages you to seek
information from a credit union, local bank or housing counselor.

7

Finding a housing a counselor if you need one. The U.S. Department
of Housing and Urban Development (HUD) offers assistance to
homebuyers through housing counseling agencies. This step also
includes a counselor locator tool to find a location near you.

Home Search Steps

1
2

Choosing a neighborhood. Before even finding a house you are
interested in, HOME suggests visiting different neighborhoods and
communities as well as speaking with neighbors in the area.
Listing favorite home features. There are some features in a home
that you absolutely need, like four bedrooms. Others, like a pool, are
things that you like but do not necessarily need. Making a list of home
features will help you prioritize which ones you need and which ones
you can forego.
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3

4

Finding a real estate agent. HOME encourages you to find a real estate
agent. A good agent will make the process even smoother because he
or she is knowledgeable about Fannie Mae and the process of home
purchasing.
Finding a home you like. At this point, you can finally search through
home listings and find your dream home with everything you learned
above in mind.

Home Purchase Steps

1

Making an offer for a house. After deciding on your dream house,
it is time to make a plan with your realtor to make an offer to the
homeowners.

2

Completing a home inspection. This step involves hiring an inspector
to go through the house and identify any current or potential issues like
leaks or termites.

3

Finalizing your approval for a loan. This step involves working with
your lender to complete your loan approval process and prepare for the
down payment.

4

Closing and getting your house keys. At a closing, you will meet with
your lender, realtor or lawyer to sign appropriate paperwork and get the
keys to your new home.

5

Planning your move. This step involves packing up your belongings
and researching movers if necessary.

Homeownership Steps

1

Creating a managing the budget of your home. Although you have
already signed an agreement to financially responsible toward your
mortgage, you must now create a budget to maintain your home
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physically. Homes require repairs, taxes and utilities. To keep your
dream home in good shape, you must create a budget for all the
different payments you must make toward your home outside of your
mortgage.

2

3
4

Maintaining your home and making improvements. Over the course
of your homeownership, there will be many repairs you need to do and
renovations you want to do. This step suggests saving three to five
percent of your home expenses toward these kinds of payments.
Protecting your home. Maintaining your home involves being prepared
for disasters or potential crimes like theft. This step includes links to
resources about disaster preparedness and home safety.
Understanding home loan management options. A large part of the
homeownership process is paying your mortgage. This step informs
you of the options for loan payment, management and financially
adapting to life’s circumstances.

Calculators
HOME by Fannie Mae offers several calculators for users to take advantage of. While they
are also included at appropriate steps in the checklist, they can be used at any time on
their own.
Afford
This calculator helps you figure out the maximum cost of a house that you can afford. It
asks for you to input your gross monthly income along with any monthly payments such
as:
• A car loan payment.
• Credit card payments.
• Student loans or other debt payments.
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Then the calculator asks specific
questions about the loan you plan to get
including:
• How long you would prefer to your loan
(10, 15, 20, 25 or 30 years).
• Your estimated mortgage interest
rate, which is automatically set to 4.25
percent.
• Percent of the down payment you plan
to pay (from three to 100 percent).
The following set of questions ask about
home preferences:
• If you plan to purchase a townhouse or
single-family home
• An estimated price
homeowner’s insurance

for

your

• If you expect to pay HOA or condo fees
monthly and how much you expect to
pay
• The estimated price of annual property
taxes

Purchase
This calculator is used to determine your
estimated monthly mortgage payments.
It is included in the second step of the
checklist. The “Purchase” calculator uses
the following factors to estimate your
monthly payments:
• The home purchase price
• Your planned down payment
• The planned term length of loan
repayment
• Mortgage interest rate
• Estimated annual home insurance
amount
• Whether you plan to by a single-family
home or not
• Monthly HOA for condo fees
• Annual property taxes
• Estimated closing costs

The calculator then provides a snapshot
of all of your expenses and income along
with the maximum price for a home
you can afford and what your monthly
payments are expected to be.
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Save
The “Save” calculator helps you create a
savings plan. It will ask you to input the
following information:

save you money and decrease the length
of the time that you have to pay the loan
for. The calculator takes the following
factors into account:
• Amount of mortgage

• Your current savings amount

• Interest rate

• The home purchase price

• Term length

• The percent of down payment

• Date of closing

• The cost of closing

• The option of a one-time or monthly
payment

• The interest rate
• Term length

• Amount of payment(s)

• Post-closing reserves (two to six
months of mortgage payments
available)
• How much you are able to deposit into
savings every month or the number of
months you want to reach your goal in
The resulting calculations will show you
how long and how much you need to save
to reach your down payment goal.
Extra Payment
This calculator helps to determine if
making extra payments or a one-time
extra payment will be beneficial to you.
Making extra payments can potentially

Resources
The app offers a “Resources” section to
complement the checklist steps. The
resources supplied in HOME are helpful
articles pertaining to each major step of
the checklist (financial prep, home search,
home purchase and homeownership).

HomeReady Mortgage Loan
Guide
Homebuyers have a lot of options
when it comes to choosing a mortgage
lender. In particular, there is a variety of
government-backed loans available to
help borrowers access affordable rates.
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However, HomeReady mortgage loans offer many benefits that other options often lack
in order to expand homeownership eligibility. Eligible applicants can receive lower down
payment minimums, reduced mortgage requirements and even fewer restrictions on
income contributions. However, in order to gain these benefits, applicants must meet the
program qualifications.
The basic program qualifications include a minimum credit score and a down payment.
Income requirements may also be necessary, depending on the location of the chosen
property. Homeownership education is also a must, but education services are available
through an easy online program. Once these requirements are met, you can secure your
HomeReady loan and start reaping the benefits. With the help of this guide, you can learn
how to become a HomeReady borrower.
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What is a HomeReady mortgage?
A HomeReady mortgage loan is one of several mortgage products available through the
Federal National Mortgage Association, or Fannie Mae. Like other Fannie Mae products,
the HomeReady program focuses on providing moderate- and low-income homebuyers
with manageable mortgage loans. Though Fannie Mae does not originate loans itself, it
allows eligible lenders to issue HomeReady loans with government-backed security. This
reduces some of the potential risks and encourages lenders to offer affordable mortgage
rates despite an applicant’s credit or income issues.
HomeReady loans are advertised as equal to or better than the more standard Fannie Mae
mortgages. Although applicants are still required to meet all Fannie Mae specifications,
these loans offer additional benefits for applicants. In fact, this product is most comparable
to FHA loans, which are known for their low down payment and credit score requirements.
Similarly, the HomeReady program seeks to expand mortgage eligibility to creditworthy
applicants in low-income communities. In order to do so, qualifying applicants who seek
loans for single-family homes can access features like:
• A low down payment minimum of only 3 percent.
• Reduced private mortgage insurance costs for qualifying loans.
• No limits on external down payment contribution.
• No geographical restraints on loans.
• Expanded income eligibility to include boarders and funds from accessory dwellings.
Furthermore, you are not required to be a first time homebuyer in order to qualify for this
program. Whether you are purchasing or refinancing a single family home, you may be
eligible for a HomeReady loan. As long as you meet the requirements, this mortgage
option can help you finance up to 97 percent of your home purchase.
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Who is eligible for a HomeReady mortgage?
Many homebuyers are eligible for a HomeReady mortgage. Since first-time homebuyer
status is not required, this loan is available to purchase a property or refinance a current
home. However, the property must be the primary living space and meet additional
qualifications. With this in mind, there are two main categories that determine eligibility
for the program: finances and property location.
Finances
Ideal candidates for this program are those with low to moderate monthly income and
a decent line of credit. They are also likely to have a co-borrower and limited funds for
a down payment. As with other Fannie Mae loans, HomeReady applicants must have a
credit score of at least 620. However, borrowers with a credit score of at least 680 are
usually eligible for even better rates with the program.
Additionally, most Fannie Mae loans have a maximum debt-to-income (DTI) ratio of 36
percent. Applicants reviewed through the Desktop Underwriter (DU) program can have a
maximum DTI of 50 percent. This means that the applicant’s level of debt should amount
to no more than half of the monthly income.
Location
Properties across the U.S. are eligible for HomeReady loans. However, the location of the
particular residence you choose may affect your eligibility for the program. In particular,
certain property locations have income limits to get a loan. The HomeReady program
divides the map into two groups: properties in low-income census tracts, and properties
outside of low-income census tracts. Properties located in a designated low-income tract
have no income limits for loan applicants. However, loans for properties outside of these
areas require an income that is less than 100 percent of the local median income.
The program offers an Income Eligibility Lookup Tool in order to help you navigate this
eligibility requirement. Using the tool, you can view a map of the U.S. with the low-income
tracts clearly outlined. You can then use this tool to look up properties by city, county and
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state to find the right one for you. You also have the ability to look up specific addresses
and see where they fall on the map. If you choose a property outside of a designated lowincome tract, the tool provides an income limit.
HomeReady Requirements
In addition to meeting HomeReady qualifications, you must also fulfill certain requirements
in order to receive a loan. Unlike FHA loans, HomeReady mortgage requirements do not
include an inspection for loan approval. However, they do involve the following:
A minimum down payment of 3 percent. This is lower than the 3.5
percent offered with most FHA loans.
A qualifying property that matches your income level, if necessary.
As outlined above, only properties within a designated low-income
area have no income limits.
Homeownership education, or proof of prior housing counseling.
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Education
At least one borrower on the loan
contract must complete the mandatory
homeownership education requirement.
For this reason, HomeReady offers
homeownership education through a
program called Framework. Framework
is an online course available and costs
$75, but some lenders may choose to
reimburse the $75 fee during closing.
Regardless, this program is required for
all borrowers, although there are a few
exceptions:
• Down payment assistance programs
often have their own requirements
for homeownership education and
counseling. If you are enrolled in
down payment assistance or a
similar program, you can complete
the education requirement this way
instead.
• The U.S. Department of Housing
and Urban Development (HUD)
offers homeownership counseling
through approved housing agencies.
Completion
of
HUD-approved
counseling allows you to waive the
HomeReady education requirement.
However, you must submit a signed

Certificate of Housing Counseling, or
Form 1017, to the lender.
This short Framework homeownership
course is available online for your
convenience. However, if you are unable
to complete the course due to lack of
internet, disability or similar issues, there
are other options. In that case, you can
contact Framework’s customer service
at 855-659-2267 for referral to a HUDapproved counselor.
Benefits of HomeReady Loans
The HomeReady program has many
benefits over other mortgage programs.
Whether you are comparing other Fannie
Mae or FHA mortgages, HomeReady loans
have some of the best down payment rates
and eligibility requirements. However,
there are two other significant advantages
that HomeReady loans have over other
options. The first involves reduced
and cancellable mortgage insurance.
The second advantage involves fewer
limitations on your personal contributions
and eligible income. Both of these allow
you to save even more on you mortgage
loan than many other options currently
available.
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Cancellable mortgage insurance
Private mortgage insurance (PMI) often
plays a part in your monthly mortgage
payment. In fact, many governmentbacked loans often require you to keep
your mortgage insurance for the life of
the loan. However, HomeReady is much
more lenient, which gives you the chance
to save even more on your housing costs.
For example, loans between 90 and 97
percent of the home value only require 25
percent mortgage coverage.
Additionally, this program allows you to
cancel you mortgage insurance once
your home equity reaches 20 percent. In
other words, once you pay off 20 percent
of the loan, you can request to have the
insurance coverage dropped. If you do not
cancel it, this insurance is automatically
dropped once you reach 22 percent home
equity. This can help make your mortgage
payment much easier to manage.

includes down payment assistance grants
as well as monetary gifts from your family
friends. In addition, you are allowed to
include non-occupant borrowers as well.
This means a parent or family member
can co-sign for you even if they will not
share the living space.
However, one of the biggest differences
between HomeReady and other types of
loans is the extended income allowances.
According to HomeReady policies, you
can also include rental unit and boarder
income in your application, as long as
you have proper documentation. For a
boarder, this means having proof of shared
residence from the last 12 months. For
tenants living in an “accessory dwelling,”
such as a basement apartment, you will
need a lease or an appraisal to determine
the rental rate.

Flexible funding
Unlike many other loans, HomeReady
borrowers are not required to make a
minimum personal contribution to the
down payment. In other words, your down
payment and closing costs can be paid
entirely with external contributions. This
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Mortgage Calculator
Buying a house is one of the largest investments you can make. With this in mind, it is
important to give the purchase a lot of thought beforehand to ensure that you make the
right decision. This means taking your time to find a property that fits you and your family
as well as your budget. Equally important, you also need to find a mortgage that fits your
finances. The process to get approved for a mortgage loan for your home takes time and
has a significant effect on the type of property you can afford. Fortunately, mortgage
calculators are tools designed to help you navigate the loan process.
A mortgage calculator can teach you a lot about your finances and help you prepare
to budget for the home buying process. Using one of these tools, you can predict your
monthly payment amount and figure out how much of a down payment to make. You
are also able to see how different lenders’ interest rates and fees will affect your monthly
payment. Knowing these numbers can help you narrow down your choice of properties,
as well as lenders, to find the right ones for you. In order to set yourself up for success in
the home buying process, a mortgage calculator is an invaluable tool in your arsenal.
What is a mortgage calculator?
A mortgage calculator is a tool that both lenders and homebuyers use to calculate
potential mortgage payments. Monthly payments for mortgage loans are calculated
based on several different factors, which each have their own effects on the payment
amount. Overall, the four variables that make up mortgage calculations are known as
PITI, which stands for the following:
P for principal. The principal loan amount is the cost of the loan
itself. It is based on the price of the home, minus the down payment.
The remaining amount is divided into monthly payments made over
the course of the loan term, such as 15 or 30 years.
I for interest. Interest is a percentage fee the lender charges for
taking out a loan. Because it is a percentage, the amount decreases
each month as the principal is paid off. As a result, interest makes
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up a large portion of the first few monthly payments.
T for taxes. Property and real estate taxes are an important part of
the mortgage payment. The amount varies depending on the state
and local government’s tax rates, as well as the property value. If
changes occur to the property value, then taxes are affected.
I for insurance. This variable can include several different types of
insurance, but most commonly involves homeowners insurance and
private mortgage insurance (PMI). Homeowners insurance protects
the home in the event of damage, while PMI protects the lender from
defaults on the loan.
Added together, PITI makes up the entire monthly mortgage payment. Using these
variables, mortgage calculators enable lenders to determine the eligibility and risk
level of homebuyer for a particular loan. Similarly, homebuyers utilize this tool to see
how adjustments to each variable can affect the monthly payment amount. By making
adjustments to any of these variables, homebuyers can decide if a mortgage is manageable
and how much of a down payment to make.
Other Kinds of Mortgage Calculators
Other calculators are available to help calculate the income needed to qualify for a
mortgage. On top of aspects like home price and down payment, these calculators use
additional information. Homebuyers include car loans, student loans and other monthly
payments in the calculation to estimate the necessary income. Using this estimate,
homebuyers can create a budget for their purchase and determine their eligibility for a
mortgage loan.
The Importance of Using a Mortgage Calculator
The mortgage calculator is an extremely useful tool in the home buying process. On the
base level, using one helps you estimate your monthly mortgage payments. However,
there are also several other benefits that come with mortgage calculators. For instance,
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the calculations can help you narrow down the type
of properties you can afford and how much of a down
payment you need to make. This allows you to begin
building a budget for your purchase and helps you
focus on affordable properties.
The mortgage calculator also gives you a chance
to see what the lenders see when they review your
application. Each of the components that make up PITI
must be considered before you decide to apply for a
mortgage. Leaving one or more variables out can cause
a miscalculation in your budget and lead to denial of
your loan application. With that in mind, using a proper
mortgage calculator can help you determine what kind
of mortgage you qualify for. In addition, you can also
use a calculator to compare interest rates from different
lenders and decide which option to go with.
Where to Find the Best Mortgage Calculators
Mortgage calculators are located all over the internet
for your convenience. Several financial institutions
and third-party entities offer this resource for free on
their websites. In addition, now you can even download
mortgage calculator tools to your smartphone using
various apps. That way, you can make calculations
easily on-the-go, while you are exploring different
properties. However, not all mortgage calculators are
equal and some are better than others.
It is important to research multiple versions to find
the most detailed and accurate in order to get a
trustworthy calculation. Basic calculators may only
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include your principal and
interest (PI) in the equation.
Unfortunately, this is not the
most effective estimate for
a mortgage payment. Taxes
and insurance often make
up a significant portion of
the monthly payment, so
calculators that leave this
information out are usually
misleading. You can avoid
miscalculating your budget
for a loan by finding a
comprehensive mortgage
calculator that asks for all of
the necessary information.

What information goes into a mortgage calculation?
In order to use a mortgage calculator, you must provide certain information regarding the
potential home purchase. This can either be exact prices or estimations, depending on
where you are in the home buying process. If you are just starting out in the search, then
you can use ballpark numbers to see what kind of properties you may be able to afford.
The basic elements that go into the mortgage calculation are the following:
Purchase price. This is the total price of the home as listed by the
seller.
Interest rate. This percentage is set by the lender, which means
different lenders may have their own specific interest rate, as well as
additional fees.
Down payment. This is the amount you pay up-front towards the
initial home purchase. Many lenders may set a minimum down
payment amount as part of the loan requirements. However, you can
choose to pay an additional amount in order to lower your principal.
Loan term. This is the number of years you have to pay off your
mortgage loan. The length of time you select allows the lender to
divide your loan into monthly payments. A common loan term for
mortgages is 30 years.
Other costs
As stated previously, taxes and insurance are important variables that should be included
in payment calculations. As such, the calculator you use may ask for this information as
well. Some calculators may automatically estimate these costs or allow you to adjust them
as needed. In addition, there are other costs you can sometimes include in the payment.
If you already know the amounts, then you can include extra costs like homeowners’
association fees and utilities. Furthermore, other types of mortgage calculators may
require more information.
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In order to estimate the minimum income needed to qualify for a particular mortgage, you
must provide information on your liabilities. Your liabilities are other payments you are
required to make on a monthly basis. This includes any car loans, student loans, credit
card debt, child support and other payments you need to make each month. These can
ultimately affect both your budget for a home as well as your eligibility for a mortgage
loan with particular lenders. Each lender has restrictions on the amount of front-end and
back-end debt an applicant can have when applying for a mortgage loan. Therefore, using
tools like this can help predict the kind of mortgage loan you are qualified for.
How do you use a mortgage calculator?
Using a mortgage calculator is fairly simple, as long as you have all of the necessary
information. All you need to do is input the amounts outlined above in one of the tools
and examine the results. After you enter this information, the calculator usually provides a
breakdown of your potential monthly payment. Based on the results you receive, you can
begin to make adjustments to different variables.
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This is what makes the calculator so beneficial. It allows you to see what your payments
might be and adjust according to your needs. If the payment seems too high, then you can
see the effects of submitting a higher down payment. Likewise, you can also compare the
interest rates from different lenders to find the best deal. It is a good idea to play around
with the tool in order to see various outcomes for your mortgage loan, that way you are
prepared when you finally apply.

How to Decide Between a House and an Apartment
Homebuyers have plenty of options when it comes to choosing the right property. In
particular, both condominiums and single-family homes are popular among first-time
homebuyers. While both houses and condos offer great benefits, these properties are
very different from each other. On one hand, condos are often the more affordable option
and require less maintenance. On the other hand, single-family homes offer more space
and privacy.
Both options often approach amenities in different ways, due to the difference in square
footage. Condos are more likely to have communal amenities. Location is also a more
important factor to consider, since condos are concentrated in populated areas where
single-family homes would not be a good use of space. Most importantly, the financing
process for homes and condos involves different requirements. Condos are usually more
limited in the types of mortgage loans available. Homebuyers must consider each of
these factors carefully in order to find the best property.
Style
The most noticeable difference between single-family homes and condos is the structure
and style. A single-family home is a standalone residence, which often includes the
surrounding yard. Alternatively, a condo is a private unit within a multi-unit building or
complex, similar to an apartment. This difference in structure often makes a house the
much more customizable option. In exchange for this feature, houses usually require a lot
more maintenance than a condo. In order to choose between these two property types,
you must weigh your priorities between customization and upkeep.
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Customization
Most single-family homes give you the freedom to customize them as you please. This
usually includes both interior and exterior renovations and additions. You can add personal
touches to the outside of your home like exterior paint, gardens and other yard decor to
make it your own. More importantly, detached houses enable you to renovate and create
more spaces within the home to accommodate your growing family.
Condos are more likely to require permission from a condo board or association for any
renovations. For the most part, the governing body maintains control of the community’s
exterior appearance, including color schemes and landscaping. Not only that, but condos
are also more limited in this capacity due to space. Due to the surrounding units, you
cannot expand your condo outward, so any renovations are limited to the interior.
Upkeep
Because the association or condo board has control over the exterior of condominiums,
it is also responsible for upkeep of the surrounding property. This means that as a condo
owner, you do not have to deal with tasks like mowing, trimming trees or shoveling snow.
However, this is usually charged to you in the form of a monthly fee, which you must
factor into your mortgage payments.
On the other hand, these responsibilities is shifted onto you when you own a singlefamily home. You are responsible for maintaining your yard and the overall appearance
of the property. Keep in mind that the curb appeal of your home has significant effect on
the property value. Therefore, it is important to keep up with the maintenance to avoid
lowering the value of your home. If your home is an a community with a homeowners
association (HOA), you may be required to uphold certain rules regarding landscaping
and decorating that you may find inconvenient or frustrating.
Location & Availability
Location and availability are especially important factors when it comes to choosing
between houses and condos. These factors are usually the most noticeable differences
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after style. Overall, houses are much more
widely available for sale than condos are.
Condos and apartments are more often
available for rent. Their limited space
makes these great transitioning homes
for individuals and couples, rather than
places to settle down with a family.
Moreover, condos that are available
for purchase are most often found in
cities and other metropolitan areas.
The compact nature of these properties
makes them ideal for highly populated
areas. Meanwhile, single-family homes
are more widely available in smaller cities
and suburban areas. A centralized city
residence is usually better for commuting
and access to public transportation,
shops and restaurants. On the other hand,
suburban neighborhoods often have
higher safety ratings and a more relaxed
atmosphere that may be more attractive
to some homeowners.

Therefore, they focus more on communal
amenities, often including:
• Onsite gyms.
• Pools.
• Receptionist
services.

desks

or

concierge

• Security guards.
• Communal laundry facilities.
Standalone homes are generally larger
and offer more privacy from neighbors.
As a result, these properties usually have
more space for additions to the household,
as well as storage. Common amenities in
houses include:
• Attics.
• Basements.
• Garages.

Space & Amenities

• Space for outdoor sheds.

Due to the contrasting locations where
these two property types are found,
there are usually differences in size and
amenities as well. Aside from the lack
of a private yard, condos often have less
square footage than comparable houses.

• In-unit laundry areas.
The Process to Get a Mortgage
Since condos differ from single-family
homes in so many ways, financing for
these properties is different as well.
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Overall, condos are much more difficult to get financing for than detached homes. Often,
lenders have stricter requirements for units in multi-family properties due to the close
proximity of neighbors. It is important to take this into consideration when deciding which
type of property to pursue. That way, you can properly prepare for the loan process.
Single-Family Home Mortgages
In most cases, the mortgage process for a house is fairly straightforward. Since there is
only a single residence involved, it is generally easy to determine which properties meet
lender requirements. The basic steps to get a mortgage for a single-family home include
the following:

1

Find the property you want.

2

Apply for a mortgage.

3

Get the property appraised and inspected.

4

Choose a down payment amount.

5

Close on the loan.
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Condo Mortgages
While condos follow the steps listed above as well, they also involve several other steps.
The biggest difference in the mortgage process is the appraisal. When determining the
value of a single-family home, only the house and surrounding yard are included in the
calculation. However, because a condo is not a standalone unit, the rest of the building
or complex can affect the property value. With this in mind, lenders often complete the
following steps before approving your loan application:
Examine the condo association’s legal documents. There are many
red flags that can appear in the legal agreement governing a condo
association, such as the builder being in control of the association.
Evaluate the percentage of rentals and vacant units in the building.
This can indicate the buildings potential to hold its value. Renters
are generally considered more of a liability than owners, which
makes rentals more prone to loss in value over time.
Calculate the amount of foreclosures in the building. This often
indicates issues in the HOA’s finances, which can directly affect the
future of the property.
It is a good idea to ask the seller or the condo board questions regarding these topics
while you are viewing the unit. That way, you can make sure the whole property meets
your lender’s requirements before you apply for a loan. Additionally, keep in mind that
you may have to provide a higher down payment when seeking financing for a condo,
depending on the rules of the condo board.
Mortgage Options
While not exactly different, mortgage options for condos tend to be more limited than
options available for houses. In general, homeowners have the choice between conventional
loans and government-insured loans, such as those offered through the Federal Housing
Administration (FHA). Qualified homebuyers can finance a house with either option fairly

120 Fannie Mae

easily. However, those interested in financing a condo will likely have more trouble securing
non-conventional loans. This is because FHA and other government-funded mortgages
have even stricter condo requirements than other mortgage types.
The FHA used to conduct “spot approvals” to review each condo unit on its own. Now, all
evaluations must include the entire building or complex and the association. In addition to
the requirements outlined above, a condo community must also meet FHA requirements.
These include but are not limited to the following:
• At least 50 percent of units must be occupied by the owners.
• Only 15 percent of units can have unpaid association fees of 30 days or more.
• A maximum of 30 percent of the units can have current FHA loans.
It helps to hire a realtor that specializes in condos to assist you.
Note: If you are interested in applying for an FHA or Department of Veterans Affairs
(VA) loan, make sure the realtor is aware of this from the beginning, since some condo
associations do not allow these buyers to purchase from their buildings.
The U.S. Department of Housing and Urban Development (HUD) provides a tool to help
you locate condos that are currently FHA-approved.

Mistakes to Avoid When Buying a New Home Guide
For first-time homebuyers, the process of purchasing a home can be both daunting
and confusing. Between finding the right property, negotiating a price and calculating
mortgage rates, it is easy to make mistakes. However, hasty choices made during the
home-buying process have the ability to affect you years down the line. Issues like taking
on a mortgage before you are financially ready can result in bills piling up, leading to debt
and even foreclosure. Choosing the wrong mortgage lenders to borrow from can have
similar effects.
Fortunately, there are plenty of tools and resources to help you avoid the potential pitfalls
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of becoming a homeowner. Taking the time to look into down payment assistance
programs, government-backed loans and similar services can give you a financial boost.
Moreover, homeownership education courses can teach you about different aspects of
the home-buying process, such as the benefits of home inspections. The best approach
to purchasing a house is to become an informed buyer. With the help of this guide, you
can be sure to make a successful and solid investment.
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1. Underestimating the Costs
A home is not exactly a small purchase. Unlike with a simple rental, you have to worry
about more than just utilities and monthly rent. To begin with, the process often involves
taking out a mortgage loan. On top of monthly payments, this includes a down payment,
interest rates and lender fees. However, there are also several other costs involved in the
process which you cannot overlook, including:
• Inspection fees. These are based mostly on square footage, and usually run between
$200 and $500.
• Mortgage insurance. Private mortgage insurance generally costs between .5 and 1
percent of the total loan amount.
• Closing costs. Expect these costs to be around 2 to 5 percent of the purchase price,
depending on your contract.
• Homeowners insurance. Similar to car insurance, the cost to insure your home depends
on many different factors, including location, property value and home age.
• Homeowners association (HOA) fees. These fees depend on the neighborhood in
which your home is located. These are usually estimated at between $200 and $400
a month, if applicable.
• Property taxes. Tax rates for your home are set by the state and federal governments.
It is calculated based on a percentage of the property value.
• Costs for repairs and maintenance. Depending on the age and condition of your home,
you may need repairs or maintenance on a regular basis. Costs vary depending on the
repairs.
It is important to keep all of these costs in mind when calculating your budget. Failure to
account for each potential fee can result in issues with making payments later on. Some
mortgage calculators include some of these fees in their equations. Look for these tools
online to help you estimate your total home-buying costs.
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2. Waiting to Get Approved for a
Mortgage
The process of getting approved for a
mortgage can take a significant amount
of time. For this reason, it is a good idea
to get pre-approved for a loan before you
start making offers. Waiting until the
last minute to apply can cost you your
dream home if someone else makes an
offer before you do. Pre-approval is free
and can save you a lot of time when you
are finally ready to make an offer on a
home. Not only that, but it can also help
you calculate your budget so you can
avoid choosing a property you cannot
realistically afford. However, make sure to
shop around before choosing a lender to
ensure that you get the best rate possible.
Note: Keep in mind that a pre-qualification
is not the same as a pre-approval. A prequalification is a quick procedure and is
not as in-depth as a pre-approval.
Find the Right Mortgage Lender
Just like when you are choosing homes,
it is not always wise to go with the first
lender you meet. In fact, it is often more
beneficial for you to shop around first.
Not all lenders are the same, and each
has its own standards for evaluating

your application. Lenders also set their
own mortgage rates, interest rates and
additional fees. As a result, one lender may
offer you a better deal than another based
on your finances and circumstances.
To find the best option for you, get loan
estimates from multiple lenders and
compare them before making your choice.
On each estimate, make sure to examine
the originator’s fees, interest rates and
down payment requirements. You can also
use a mortgage calculator beforehand to
help you estimate your costs so that you
know what to expect from the lenders in
advance.
3. Not Taking Advantage of FirstTime Homebuyer Programs
Many first-time homebuyers are eligible
for assistance with down payments,
closing costs and other aspects of the
home-buying process. The government
offers several different opportunities for
support, including mortgage backing,
down payment assistance and even
homeownership education.
Government-Backed Loans
Most conventional mortgage loans come
with plenty of hoops to jump through,
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such as having a high credit score and a low debt-to-income ratio. These terms can often
be difficult to meet, especially for first-time homebuyers with less-than-ideal finances.
However, these elements do not have to stop you from purchasing your own home.
The government offers several different loan options to help you secure a home at an
affordable rate.
FHA: Supported by the U.S. Department of Housing and Urban
Development (HUD), these loans allow applicants with lower credit
scores to access low down payments and manageable interest
rates. Those who qualify can obtain down payments as low as 3.5
percent.
Fannie Mae and Freddie Mac: These loan options offer even more
assistance for low-income applicants. Down payments are available
as low as 3 percent for qualifying homebuyers, in addition to
homeownership education services.
VA: The U.S. Department of Veterans Affairs helps active service
members, veterans and their families secure a loan without a down
payment or minimum credit limit. Applicants can also avoid the
need for private mortgage insurance and access low interest rates.
USDA: Loans backed by the U.S. Department of Agriculture focus on
homes located in rural areas of the country. Loan payment amounts
are fixed, but there are certain income requirements involved.
Down Payment Assistance
In addition to low down payments on loans, the government also provides down payment
assistance grants. These non-repayable grants can often be used toward your down
payment, closing costs and other eligible fees. Most of these grants are offered at the
state and local level, so requirements may differ across states. You can qualify as a
first-time homebuyer as long as you have not purchased a home within the last three
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years. However, some benefits are open
to repeat buyers as well, so it is a good
idea to research the programs available
near you.
Some
down
payment
assistance
programs also require you to undergo
homeownership counseling or education.
These courses give you invaluable
information on the entire home-buying
process, from building your budget to
applying for loans. While these services
often cost a moderate fee, some programs
offer to reimburse you during the loan
process.
4. Waiving the Property Inspection
Home inspections are vital to ensuring
the integrity of your purchase. In fact,
many housing contracts include an
inspection contingency, also known as a
due diligence contingency in their terms.
Under this contingency, you as the buyer
are entitled to a proper home inspection
before finalizing the contract. These
contingencies generally outline a specific
time frame in which the inspection must
be completed.
Many times, home buyers elect to waive
this right. This is often in an effort to
secure the purchase as quickly as possible

or to save money on inspection costs.
However, home inspections are the best
way to protect from unfortunate and costly
surprises once the sale is complete. It is
better to spend money for an inspection
up front. Otherwise, you may be caught
unaware and face even larger expenses
for repairs later on.
What to Look for During an Inspection
It is important to have the house inspected
as thoroughly as possible by a qualified
professional. Do your research and find
a trustworthy inspector to examine each
area of the property for you. Make sure to
inspect for issues like:
• Mold.
• Termites.
• Structural damage.
• Roof leaks.
• Plumbing and appliance issues.
Once the inspection is complete, you
can choose to move forward with the
purchase or consider other options. If any
issues are found during the inspection,
you are permitted to back out of the sale.
You can also choose to negotiate with the
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seller to have these problems addressed before the sale is complete or to receive a credit
at the time of your closing. Alternately, you can ask to have the costs for repairs deducted
from the price of the home and then complete them yourself. Either way, the inspection
puts the power in your hands to ensure you get the most out of your purchase
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