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various transactions, the Secretary
developed certain principles to guide
the determination, and these principles
will be used in the future when the
Secretary determines whether new types
of transactions count toward the goals.
The principles are: (1) Where a
transaction is substantially equivalent to
a mortgage purchase, the transaction
generally should receive full credit; (2)
where a transaction is less risky than the
risk associated with the GSE’s mortgage
purchases, the amount of credit should
be less than full credit; and (3) where a
transaction creates a new market or
increases liquidity in an existing
market, the amount of credit should
generally be full credit.

(1) Credit Enhancements. Under this
proposal, mortgages supported by the
following credit enhancements would
count toward achievement of the
housing goals. Under these credit
enhancement transactions, the GSE
guarantees housing finance bonds
issued by any entity, including a state
or local housing finance agency; the
GSE provides collateral in the form of
specific mortgages owned by the GSE;
and the GSE’s guarantee has a credit risk
substantially equivalent to the credit
risk the GSE would have assumed if it
had securitized the mortgages financed
by the housing bonds. The Secretary
will consider whether other types of
credit enhancements should count
toward the housing goals and, if other
types are counted, whether those types
of credit enhancements should receive
full or partial credit. The Secretary is
seeking comments on whether other
types of credit enhancements should
count.

(2) REMICs. The final regulation will
provide whether real estate mortgage
investment conduits (REMICs) will
count toward achievement of any of the
housing goals. The Secretary seeks
public comment on REMICs and
requests views from the public on the
following questions:

(i) Where a REMIC contains a GSE’s
mortgages or mortgage-backed securities
(MBS), should that type of REMIC count
toward any of the housing goals? How
should double counting be avoided?

(ii) Where a REMIC does not contain
a GSE’s mortgages or MBS, should that
type of REMIC count toward any of the
housing goals?

(iii) Should other types of REMICs be
counted toward any of the housing
goals?

(iv) In determining whether any
REMICs count toward achievement of
the housing goals, what should the
Secretary consider?

(v) If any of these REMICs should
count toward the housing goals, should

the REMICs receive full credit or some
level of partial credit? If partial credit,
how should the level of credit be
determined?

(vi) How should the final regulation
deal with types of REMICs that have not
yet been created or used in the market?
Should such REMICs only count if that
type of REMIC is reviewed by the
Secretary and the Secretary determines
that the type of REMIC should count
toward the housing goals?

(3) Risk-sharing. Risk-sharing
transactions would receive partial credit
toward achievement of the housing
goals where: (1) The GSE’s risk-sharing
arrangement is with the Department or
another Federal agency; and (2) the GSE
and the agency acquire mortgages and
share the risks associated with those
acquisitions. The credit to be awarded
for these risk-sharing activities is to be
equal to the amount of the GSE’s risk
under the risk-sharing arrangement.

For example, under section 542 of the
Housing and Community Development
Act of 1992, codified as a note to 12
U.S.C. 1707, the Department has entered
into separate multifamily risk-sharing
agreements with Fannie Mae and
Freddie Mac. Under those agreements,
each GSE shares risk of mortgage default
through re-insurance with HUD on a 50
percent expected loss basis. If, under
these agreements, a GSE shares the risk
for 1,000 multifamily dwelling units
and the GSE certifies that its share of the
risk is equal to 50 percent, that GSE’s
performance under the low- and
moderate-income housing goal would
include the following calculation: The
numerator would include 50 percent of
the dwelling units affordable to low-
and moderate-income families; and 500
dwelling units would be added to the
denominator.

Where a GSE enters a risk-sharing
arrangement, to receive credit toward
the goals, it must certify what the real
percentage of risk is and how that
percentage was calculated—that
percentage will then be used in
calculating the GSE’s performance
under the relevant goal. The Department
notes that in some risk-sharing
arrangements, a GSE may assume top
loss or catastrophic loss. In those
instances, the actual risk assumed by
the GSE clearly will not equal the
percentage of the risk stipulated, e.g., if
a GSE assumes the first 20 percent of the
risk, its actual risk is higher than 20
percent.

(4) Participations. Where a GSE
purchases only a portion of a mortgage,
that participation receives partial credit
equivalent to the percentage of the
mortgage purchased. For example, if a
GSE has a 20 percent participation in a

mortgage, the denominator shall include
20 percent of the units financed by the
mortgage and the numerator will
include that portion of the 20 percent of
the units that meet the requirements for
the particular housing goal.

(5) Cooperative housing loans. The
purchase of a mortgage on stock in a
cooperative housing unit (‘‘a share
loan’’) is counted the same way as the
purchase of single family owner-
occupied units and, thus, affordability is
based on the income of the owners.
Where a GSE purchases a mortgage on
a cooperative building (‘‘the blanket
loan’’) and share loans for units in the
same building, both purchases receive
full credit, i.e., the blanket loan counts
under the housing goals in the same
manner as a multifamily mortgage
purchase.

(6) Seasoned loans. Purchases of
seasoned loans are treated the same as
purchases of recently originated
mortgages and receive full credit under
the goals. However, such purchases
shall not count if the GSE already
counted the mortgages under these
housing goals or the goals in the Interim
Notice of Housing Goals. To ensure that
the housing covered by seasoned loans
is affordable and counts, where a
mortgage is more than three (3) years
old, affordability must be determined
based on income and/or rent level
information at the time of purchase by
the GSE.

(7) Second loans. A second mortgage
on a residential property will be
counted under the goals, if the property
otherwise counts. The Secretary is
seeking comment on whether these
loans should receive partial or full
credit toward the goals and, if partial
credit, how the amount of credit should
be determined. These loans, many of
which are originated to pay for the costs
of rehabilitating a single-family home,
are an important part of lending in
underserved communities. Many low-
income homeowners cannot purchase
new homes but seek to borrow funds to
make repairs to their existing homes to
increase their habitability and comfort.
In many cases, however, these loans
will have smaller unpaid principal
balances than loans originated for
purchase.

(8) Tax Credit and Mortgage Revenue
Bond Purchases. The Secretary
commends the GSEs’ involvement in a
wide variety of undertakings, including
equity investments in projects eligible
for Low-Income Housing Tax Credits
(tax credits) 114 and purchases of State
and local government housing bonds,


