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ARM Mortgage Loan

Conversion Requirements
Under the ARM product line with a conversion option, the Mortgage Loan can convert to an MBS fixed rate or a Cash Purchase fixed rate. 

A.
Conversion to Fixed Rate Eligibility Criteria 

For an ARM Mortgage Loan to be eligible for conversion to a fixed rate Mortgage Loan, it must:

1.
meet the Minimum Conversion Debt Service Coverage Percentage requirement (at the converted fixed interest rate with the remaining amortization period) specified in the executed Conversion Agreement based on the Net Operating Income of the Property from the most current Multifamily Financial Analysis of Operations (Form 4254) after making adjustments for any unusually low or high expenses which do not reflect stable operations.  In all cases, the Non-Residential Management Fee expenses must be the greater of actual expenses or the percentage of Effective Gross Income used in the original underwriting, and the Replacement Reserve figure must be the greater of the amount used in the original underwriting or the actual amount collected.


If the Borrower requests a conversion during the first 15 months of the Mortgage Loan term and the Lender has not completed a Multifamily Financial Analysis of Operations (Form 4254) for the Property, the original underwriting Net Operating Income may be used;

2.
be current and not have been delinquent during the previous 12 months;

3.
not be in default under any Loan Documents;

4.
have an acceptable endorsement to the title insurance policy;

5.
have the Borrower in compliance with O&M Plan; and

6.
have a conversion option under the Loan Documents. 

For an ARM conversion to a Cash Purchase fixed rate or an MBS fixed rate, it must convert to a 7-year term with a 5-year or 6.5-year Yield Maintenance Period, or a 10-year term with a 7-year or 9.5-year Yield Maintenance Period for the remaining amortization period. 

The conversion process must take place within the time periods required under the terms of the executed Conversion Agreement.

B.
Underwriting Conversion Procedures 
The Conversion Option can only be exercised beginning with the second loan year and ending on the last day of the fifth Loan Year (the "Conversion Expiration Date"). 

At any time beginning on the date which is 15 days before the second loan year begins and no later than 30 days before the Conversion Expiration Date (as defined in the Conversion Agreement), the Borrower may request the Lender (in writing) to make a determination of the Net Operating Income of the Property and the Maximum Fixed Rate to which the loan may convert.  However, the Borrower cannot request the determination of the Net Operating Income more than twice in any loan year.  The Borrower's request for determination shall be accompanied by a non-refundable check.  The non-refundable check must be in an amount between $500 and $1,000 or such other amount as may be set forth in Section 3(a) of the executed Conversion Agreement.  (The amount set forth in the executed Conversion Agreement will govern.)

Within 10 Business Days after receipt of the Borrower's request, the Lender shall determine the Net Operating Income of the Property and the Maximum Fixed Rate to which the loan may convert and notify the Borrower (in writing) in the manner specified in  the Conversion Agreement for giving Notices (the "NOI Determination Notice") of its determination.  The Lender's notice must include:

1.
Net Operating Income of the Property;

2.
the Minimum Conversion Debt Service Coverage Percentage that will be allowed as specified in the  ARM Conversion Agreement; and

3.
the Maximum Fixed Rate to which the Mortgage Loan may be converted.

The Borrower has up to 30 days after the receipt of the NOI Determination Notice to exercise the Conversion Option.  If the Borrower desires to pursue the exercise of the Conversion Option, then, within 30 days after receipt of the NOI Determination Notice, the Borrower shall:

1.
pay to the Lender a refundable Conversion Commitment Fee of 2 percent of the Conversion Commitment Amount; and

2.
provide the Lender with a title report for the Property prepared by, or by an agent for, the Original Title Insurer (as defined in the Conversion Agreement) showing marketable fee simple or leasehold title to the Property to be vested in the Borrower free and clear of all liens, encumbrances, easements, covenants, conditions, restrictions, and other matters affecting title other than the Permitted Exceptions (as defined in the Conversion Agreement).

C.
Conversion Commitment and Delivery Procedures for a MBS ARM to a Cash Purchase Fixed Rate

To obtain an ARM Fixed Rate Conversion Cash Commitment, the Lender must:

1.
Call the Fannie Mae Customer Service Trading Desk ("CSTD") at (800) 752-0257, or (202) 752-6621 between the hours of 10:00 a.m. and 4:00 p.m., eastern time; 

2.
Indicate that the Lender wants to obtain a live pricing Multifamily ARM Cash Conversion Commitment; and

3.
Provide the loan information requested by the CSTD.

After the CSTD provides the Lender with the Pass-through Rate and purchase price for the Loan, the Lender may then lock the Cash Live Pricing Commitment with the CSTD. Fannie Mae reserves the right to decline to lock a Cash Live Pricing Commitment at any time.  From time to time, particularly during periods of pronounced market volatility, Fannie Mae may find it necessary to stop locking Cash Live Pricing Commitments earlier than the scheduled closing time.  Whenever possible, the Lender will be given advance notice of early closing.  However, Fannie Mae reserves the right to stop locking Cash Live Pricing Commitments before the scheduled closing time without notice.  The Lender should consider this possibility when negotiating specific transaction terms with a Borrower.

Within 30 minutes after such lock, the Lender must submit a request for a Commitment Confirmation through MCODES.  The Lender is responsible for any and all damages that Fannie Mae may incur as a result of any differences in the terms between the Cash Live Pricing Commitment and the Commitment Confirmation submitted by the Lender.

Failure to deliver under a mandatory delivery ARM Conversion Commitment within ten days is a breach of the executed Conversion Commitment, which will result in Fannie Mae's retention of the Conversion Commitment Fee.  However, if the Lender fails to deliver an executed ARM Conversion Package solely because of default by the Borrower, the Lender shall have no additional liability to Fannie Mae.  

Within 10 days after the Lender has called in an ARM Conversion Commitment the Lender must deliver the following "ARM Conversion Package" to Fannie Mae's Document Delivery Facility:

1.
Adjustable Rate Multifamily Note Modification Agreement signed by the Borrower and completed in accordance with the Conversion Commitment Confirmation and the executed Conversion Agreement.  Fannie Mae will execute the Adjustable Rate Multifamily Note Modification Agreement upon receipt as the Lender and holder of the Note;

2.
An acceptable endorsement to the title insurance policy;

3.
Counsel for the Lender admitted in the jurisdiction where the Property is located must determine whether an amendment to the Security Instrument is necessary to evidence a change in the maturity date of the loan for state law purposes.  If counsel for the Lender determines that such an amendment is necessary, then the Lender's counsel shall prepare such an amendment to the Security Instrument and send it to Fannie Mae for execution. Fannie Mae will return the amendment to the Lender for recordation in the appropriate land records; and

4.
Multifamily ARM Conversion Underwriting Form (Form 4314).

The MCODES transmission must be transmitted one day before or on the day of the delivery of the ARM Conversion Package.

Once Fannie Mae determines the Conversion Package is acceptable, Fannie Mae will reimburse the 2 percent Conversion Commitment Fee to the Lender.

On the 17th of the month in which the "Fixed Rate Conversion Effective Date" occurs Fannie Mae will deposit the money from the trade into the Lender's MBS P&I account (which in essence is the cash to pay for the liquidation of the MBS ARM.)  

As part of the conversion process, the Lender is responsible for Confirming, Reporting, and Remitting the payoff of the MBS. To complete the payoff process, the Lender's request for verification of the final payoff amount should be submitted to Multifamily Services – Asset Servicing at least 10 days before the scheduled payoff or maturity date.  The Lender must remit the payoff funds to Fannie Mae in accordance with the procedures applicable to monthly remittance as set forth in this Part.

The Lender will call in a $-0- balance for the MBS Call-in for the old MBS ARM on the first or second of the month in which the "Fixed Rate Conversion Effective Date" occurs.

D.
Conversion Commitment Procedures for a MBS ARM to a MBS Fixed Rate
The Lender must apply for an MBS ARM Delivery Conversion Commitment within one Business Day after a delivery commitment has been made between the Lender and its MBS investor by using MCODES.

Within 10 days after the Lender has called in a MBS ARM Conversion Commitment, the Lender must deliver the following "MBS ARM Conversion Package" to Fannie Mae's Document Delivery Facility:

1.
Adjustable Rate Multifamily Note Modification Agreement signed by the Borrower and completed in accordance with the Conversion Commitment Confirmation and the executed Conversion Agreement.  Fannie Mae will execute the Adjustable Rate Multifamily Note Modification Agreement upon receipt as the Lender and holder of the Note;

2.
An acceptable endorsement to the title insurance policy;

3.
An acceptable opinion of counsel for the Borrower satisfactory to the Lender;

4.
Counsel for the Lender admitted in the jurisdiction where the Property is located must determine whether an amendment to the Security Instrument is necessary to evidence a change in the maturity date of the loan for state law purposes.  If counsel for the Lender determines that such an amendment is necessary, then the Lender's counsel shall prepare such an amendment to the Security Instrument and send it to Fannie Mae for execution. Fannie Mae will return the amendment to the Lender for recordation in the appropriate land records.; and 

5.
Multifamily ARM Conversion Underwriting Form (Form 4314).  

The MCODES transmission must be transmitted one day before or on the day of the delivery of the MBS ARM Conversion Package.

When an MBS ARM is converted to an MBS fixed rate, the Mortgage Loan must be removed from the MBS Pool and a new MBS fixed rate Pool must be issued.  The Lender must redeliver to Fannie Mae the converted MBS ARM.  The Lender must also open an MBS Trade Assignment account with Fannie Mae's CSTD.

The delivery commitment between the Lender and its MBS investor must have a Book-Entry Delivery Date of the 17th or earlier in the month in which the "Fixed Rate Conversion Effective Date" occurs.   

Fannie Mae will issue the fixed rate MBS Pool and the Pool will be placed into a Fannie Mae MBS Trade Assignment account.  On the 17th of the month in which the "Fixed Rate Conversion Effective Date" occurs Fannie Mae will transfer the MBS to the MBS investor and then deposit the money from the trade into the Lender's MBS P&I account (which in essence is the cash to pay for the liquidation of the MBS ARM.)  

As part of the conversion process, the Lender is responsible for Confirming, Reporting, and Remitting the payoff of the MBS. To complete the payoff process, the Lender's request for verification of the final payoff amount should be submitted to Multifamily Operations – Asset Servicing at least 10 days before the scheduled payoff or maturity date.  The Lender must remit the payoff funds to Fannie Mae in accordance with the procedures applicable to monthly remittance.

The Lender will call in a $0 balance for the MBS Call-in for the old MBS ARM on the first or second of the month in which the "Fixed Rate Conversion Effective Date" occurs.  The following month the Lender will call in the balance for the new MBS fixed rate.
E.
Conversion Procedures for an ARM Cash Purchase to an MBS Fixed Rate

The Lender must apply for an MBS ARM Delivery Conversion Commitment within one Business Day after a delivery commitment has been made between the Lender and its MBS investor by using MCODES.

Within 10 days after the Lender has called in a MBS ARM Conversion Commitment, the Lender must deliver the following "MBS ARM Conversion Package" to Fannie Mae's Document Delivery Facility:

1.
Adjustable Rate Multifamily Note Modification Agreement signed by the Borrower and completed in accordance with the Conversion Commitment Confirmation and the executed Conversion Agreement.  Fannie Mae will execute the Adjustable Rate Multifamily Note Modification Agreement upon receipt as the Lender and holder of the Note;

2.
An acceptable endorsement to the title insurance policy;

3.
Counsel for the Lender admitted in the jurisdiction where the Property is located must determine whether an amendment to the Security Instrument is necessary to evidence a change in the maturity date of the loan for state law purposes.  If counsel for the Lender determines that such an amendment is necessary, then the Lender's counsel shall prepare such an amendment to the Security Instrument and send it to Fannie Mae for execution. Fannie Mae will return the amendment to the Lender for recordation in the appropriate land records.; and 

4.
Multifamily ARM Conversion Underwriting Form (Form 4314).  

The MCODES transmission must be transmitted one day before or on the day of the delivery of the MBS ARM Conversion Package.

The Lender must deliver to Fannie Mae the converted Fixed Rate MBS.  The Lender must also open an MBS Trade Assignment account with Fannie Mae's CSTD.  

The delivery commitment between the Lender and its MBS investor must have a Book-Entry Delivery Date of the 17th or earlier in the month in which the "Fixed Rate Conversion Effective Date" occurs.   

Fannie Mae will issue the fixed rate MBS Pool and the Pool will be placed into a Fannie Mae MBS Trade Assignment account.  On the 17th of the month in which the "Fixed Rate Conversion Effective Date" occurs Fannie Mae will transfer the MBS to the MBS investor and then deposit the money from the trade into the Lender's MBS P&I account (which in essence is the cash to pay for the liquidation of the MBS ARM.)  

As part of the conversion process, the Lender is responsible for Confirming, Reporting, and Remitting the payoff of the Cash loan.  To complete the payoff process, the Lender's request for verification of the final payoff amount should be submitted to Multifamily Services – Asset Servicing at least 10 days before the scheduled payoff or maturity date.  The Lender must remit the payoff funds to Fannie Mae in accordance with the procedures applicable to monthly remittance.
F.
Conversion Procedures for an ARM Cash Purchase to a Cash Fixed Rate

To obtain an ARM Fixed Rate Conversion Cash Live Pricing Commitment, the Lender must:

1.
Call the Fannie Mae Customer Service Trading Desk ("CSTD") at (800) 752-0257, or (202) 752-6621 between the hours of 10:00 a.m. and 4:00 p.m., Eastern Time; 

2.
Indicate that the Lender wants to obtain a live pricing Multifamily ARM Cash Conversion Commitment price (there will not be a new commitment); and

3.
Provide the loan information requested by the CSTD.

After the CSTD provides the Lender with the Pass-through Rate and purchase price for the loan, the Lender may then lock the Cash Live Pricing Commitment with the CSTD. Fannie Mae reserves the right to decline to lock a Cash Live Pricing Commitment at any time.  From time to time, particularly during periods of pronounced market volatility, Fannie Mae may find it necessary to stop locking Cash Live Pricing Commitments earlier than the schedule time.  Whenever possible, the Lender will be given advance notice of early closing.  However, Fannie Mae reserves the right to stop locking Cash Live Pricing Commitments before the scheduled time without notice.  The Lender should consider this possibility when negotiating specific transaction terms with a Borrower. 

The conversion of a Cash ARM to a Cash Fixed Rate does not require submission on MCODES.  The Lender must notify their customer service representative in Multifamily Asset Servicing within 1 Business Day after the Conversion Exercise Date with the new loan terms.  

Within 10 days after the Lender has called in an ARM Conversion Commitment, the Lender must deliver the following "ARM Conversion Package" to Fannie Mae's Document Delivery Facility and send copies to Multifamily Asset Servicing at:

Multifamily Services



Attn:  Multifamily Asset Servicing



3900 Wisconsin Avenue



Washington, DC  20016-2899

1.
Adjustable Rate Multifamily Note Modification Agreement signed by the Borrower and completed in accordance with the Conversion Commitment Confirmation and the executed Conversion Agreement.  Fannie Mae will execute the Adjustable Rate Multifamily Note Modification Agreement upon receipt as the Lender and holder of the Note;

2.
An acceptable endorsement to the title insurance policy;

3.
Counsel for the Lender admitted in the jurisdiction where the Property is located must determine whether an amendment to the Security Instrument is necessary to evidence a change in the maturity date of the loan for state law purposes.  If counsel for the Lender determines that such an amendment is necessary, then the Lender's counsel shall prepare such an amendment to the Security Instrument and send it to Fannie Mae for execution. Fannie Mae will return the amendment to the Lender for recordation in the appropriate land records.;

4.
Multifamily ARM Conversion Underwriting Form (Form 4314); and

5.
Monthly Payment/Rate Change (Form 2040).

Once Fannie Mae determines the Conversion Package is acceptable, Fannie Mae will reimburse the 2 percent Conversion Commitment Fee to the Lender.
G.
Determining the Converted Fixed Rate if Converting to Cash
The converted fixed rate will be based upon the Fannie Mae required net yield for a mandatory delivery 7-year term/5-year or 6.5-year Yield Maintenance Period, or 10-year term/7-year or 9.5-year yield maintenance period fixed rate multifamily mortgage loan with amortization over the remaining amortization period (as defined in the Conversion Agreement) and with a debt service coverage percentage equal to the Minimum Conversion Debt Service Coverage Percentage specified in the Conversion Agreement as offered for purchase by Fannie Mae in the secondary mortgage market, plus the Lender's Servicing Fee.
H.
Determining the Converted Fixed Rate if Converting to an MBS 

The converted fixed rate will be based upon the MBS pass-through interest rate for a mandatory delivery 7-year term/5-year or 6.5-year yield maintenance period, or 10-year term/7-year or 9.5-year yield maintenance period fixed rate multifamily MBS mortgage loans with amortization over the remaining amortization period (as defined in the Conversion Agreement) and with a debt service coverage percentage equal to the Minimum Conversion Debt Service Coverage Percentage specified in the Conversion Agreement as offered for purchase in the secondary MBS mortgage market, plus the Guaranty Fee and the Lender's Servicing Fee.

I.
Determining the New Required Monthly Payments
When an ARM Mortgage Loan is converted to a fixed rate Mortgage Loan, the Required Monthly Payment is calculated by determining the amount required to repay the unpaid principal balance of the Mortgage Loan in substantially equal payments over the remaining amortization period of the Mortgage Loan (i.e., when the Fixed Rate becomes effective) at the converted Fixed Rate utilizing a 30/360 payment schedule whether the mortgage is a 30/360 or an Actual/360 mortgage.

If the "Conversion Exercise Date" (as used in the Conversion Agreement) is within the first ten calendar days of the month, then the converted fixed rate becomes effective on the first day of the first month following the month of the Conversion Exercise Date.  The new monthly payment becomes effective on the first day of the second month following the month of the Conversion Exercise Date.  For example, if the Conversion Exercise Date is May 10, the "Fixed Rate Conversion Effective Date" is June 1 and the "Initial Fixed Rate Payment Date" (as used in the Adjustable Rate Multifamily Note Modification Agreement) is July 1.

If the Conversion Exercise Date is NOT within the first ten calendar days of the month, then the converted Fixed Rate becomes effective on the first day of the second month following the month of the Conversion Exercise Date.  The new monthly payment becomes effective on the first day of the third month following the month of the Conversion Exercise Date.  For example, if the Conversion Exercise Date is May 15, the "Fixed Rate Conversion Effective Date" is July 1 and the Initial Fixed Rate Payment Date is August 1.

J.
Determining the Converted Mortgage Loan Term and Converted Maturity Date
When an ARM Mortgage Loan is converted into a Fixed Rate Mortgage Loan, the converted Fixed Rate Mortgage Loan must have a term of 7- or 10-years.  If the Conversion Exercise Date is within the first ten calendar days of the month, then the new converted Maturity Date is the seventh or tenth anniversary of the first day of the first month following the Conversion Exercise Date.

If the Conversion Exercise Date is NOT within the first ten calendar days of the month, then the new converted Maturity Date is the seventh or tenth anniversary of the first day of the second month following the Conversion Exercise Date.

K.
Fixed Rate Prepayment Terms for a Conversion
The Note Modification Agreement contains a provision that permits the Borrower to prepay the Mortgage Loan debt only upon payment of a Prepayment Premium.  The Prepayment Premium during the Yield Maintenance Period differs from the Prepayment Premium charged during the portion of the converted Mortgage Loan term following the expiration of the Yield Maintenance Period.  The required Yield Maintenance Period varies with the length of the converted fixed rate term of the Mortgage Loan as follows:



Term of Converted Mortgage Loan

Yield Maintenance Period


  7 Years



  5 or 6.5 Years



 10 Years



  7 or 9.5 Years

The Prepayment Premium, which is applicable after the expiration of the Yield Maintenance Period, is one percent of the unpaid principal balance.  However, no Prepayment Premium is due for full prepayments made within the 90-day period prior to the maturity date of the Mortgage Loan.
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