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Calculation of ARM Mortgage Note

Prepayment Premium
The Lender must insert the correct percentage for each Loan Year in the appropriate blank on the appropriate Schedule A of the ARM Note (Form 4176 if a 7-year term or Form 4177 if a 10-year term).  There is no Prepayment Premium during the last 90 days prior to the maturity date of the Mortgage Loan.  Each year's Prepayment Premium percentage is equal to the greater of 1% of the unpaid primary balance or (a) (i) the Guaranty Fee plus the Servicing Fee, or (ii) the Notional Guaranty Fee plus the Servicing Fee, multiplied by (b) a present value factor calculated in accordance with the formula below:

1 - (1+r)-n
      r

where:   r  =
either the initial (i) MBS Pass-through Rate or (ii) the Cash Pass-through Rate minus the Notional Guaranty Fee; and

n  =
exponent equal to the chart below.

Exponents:

Loan Year

For 7-Year Term

For 10-Year Term
1st



5



7

2nd



4



6

3rd



3



5

4th



2



4

5th



1



3

6th



0



2

7th



0



1

8th



N/A



0

9th



N/A



0

10th


N/A



0

If a prepayment of the ARM Mortgage Note occurs before the last 90 days prior to the maturity date of the Mortgage Loan for any reason (including voluntary prepayment of the loan, application of any additional collateral before acceleration of the loan, or an acceleration of the loan) other than a prepayment occurring in connection with a casualty or condemnation, the Prepayment Premium must be collected from the Borrower and will be shared between Fannie Mae and the Lender.  Fannie Mae's share will be a percentage determined by dividing the Notional Guaranty Fee or the Guaranty Fee by the sum of the Notional Guaranty Fee or the Guaranty Fee and the Servicing Fee for that Mortgage Loan.  For example, if the Guaranty Fee is 62.5 basis points and if the Servicing Fee is 45 basis points, then Fannie Mae's share will be 

     62.5     

62.5 + 45,
or 58.14 percent.

The Lender must remit the portion of the Prepayment Premium due Fannie Mae with the final Mortgage Loan payment.  The Lender may retain the balance of the Prepayment Premium.

If the ARM Mortgage Loan has a conversion option and is converted into a Fixed Rate Mortgage Loan, the above Prepayment Premiums do not apply.

For a 7-year term 5‑50 ARM, in the Prepayment Terms box in MCODES under Prepayment Type find Lockout and enter "12" in the Term (months) field.  Next, find Fee Maintenance under Prepayment Type and enter "48" in the Term (months) field.  For a 10-year term 5‑50 ARM, in the Prepayment Terms box under Prepayment Type find Lockout and enter "12" in the Term (months) field.  Next, find Fee Maintenance under Prepayment Type and enter "72" in the Term (months) field.
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