Federal Home Loan Bank of Boston
Federal Home Loan Bank of Chicago
Federal Home Loan Bank of Dallas
Federal Home Loan Bank of Des Moines
MPF, Federal Home Loan Bank of New York
Federal Home Loan Bank of Pittsburgh
Federal Home Loan Bank of Topeka

April 7, 2008

VIA EMAIL: regs.comments@federalreserve.gov
Ms. Jennifer J. Johnson, Secretary
Board of Governors of the

Federal Reserve System
20 Street & Constitution Avenue, N.W.
Washington, D.C. 20551

Re: Docket No. R-1305
Dear Ms. Johnson:

This letter addresses the Board of Governors of the Federal Reserve System’s (“Federal
Reserve”) request for comments on the proposed rule regarding “Truth in Lending” published in
the Federal Register on January 9, 2008 (“Proposed Rule”). The Federal Home Loan Banks of
Boston, Chicago, Dallas, Des Moines, New York, Pittsburgh and Topeka (“Banks”) welcome the
opportunity to comment on this Proposed Rule.

The Proposed Rule creates several new regulatory protections for consumers in the
residential mortgage market through amendments to Regulation Z, which implements the Truth
in Lending Act (“TILA”) and the Home Ownership and Equity Protection Act (“HOEPA”). The
Banks have reviewed the Proposed Rule in light of the Mortgage Partnership Finance® (“MPF*”)
Program offered by the Banks to their community bank, thrift, credit union and insurance
company members (each a participating financial institution or “PFI”). The purpose of this letter
is to inform the Federal Reserve of the potential impact that the mortgage broker disclosure
requirements of the Proposed Rule would have on the retail mortgage loan operations of PFIs
that obtain funds for mortgage loans from the Banks and in exchange, share in the risk of loss of
such loans.

Mission of the Federal Home Loan Banks

The Banks are seven of the twelve Federal Home Loan Banks (“FHLBs”) which are
government sponsored enterprises providing housing finance to more than 8,000 member
commercial banks, savings institutions, credit unions and insurance companies throughout the
Nation. The mission of the FHLBs is to safely and soundly support mortgage finance through a
variety of programs and services, primarily credit programs to their financial institution
membership, so that the members can provide economical residential mortgage financing in all
phases of widely varying financial and economic cycles. With combined assets of approximately
$900 billion, the FHLBs’ credit products include floating and fixed-rate loans, the MPF Program
and related products to finance home mortgage portfolios. The FHLBs also provide funding for
affordable housing and community development activities chartered by Congress and privately
owned by member financial institutions.
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The MPF Program is authorized under the Federal Housing Finance Board’s (“Finance
Board”) Acquired Member Asset (“AMA”) Regulation (12 CFR Part 955) as falling within the
advances (lending) authority of the FHLBs. In the preamble to the AMA Regulation, the Finance
Board describes AMA as:

[W]hole loans ... that a Bank may acquire from or through its members ... ina
transaction that is in purpose and economic substance functionally equivalent to the
business of making advances in that: (1) It allows the member ... to use its eligible assets
to access liquidity for further mission-related lending; and (2) all, or a material portion of,
the credit risk attached to the assets is being borne by the member ... (page 43974 of
Federal Register Vol. 65, No. 137, July 17, 2000)

Background of the MPF Program

In 1997, the Federal Home Loan Bank of Chicago (“FHLBC”) introduced the MPF
Program to give PFIs of the Banks an alternative when originating one-to-four family residential
mortgage loans. The MPF Program supports the Banks’ housing finance mission by aligning the
various risks associated with mortgage finance in an optimal way. As a secondary mortgage
market structure under which the Banks purchase and fund eligible mortgage loans from or
through PFIs (“MPF Loans”), the MPF Program allows PFIs to most economically manage their
mortgage finance programs.

The MPF Program is designed to allocate the risks of MPF Loans among the Banks and
PFIs and to take advantage of their respective strengths in managing these risks. PFIs have direct
knowledge of their mortgage markets and have developed expertise in underwriting and
servicing residential mortgage loans. By allowing PFIs to originate MPF Loans, whether through
retail or wholesale operations, and to retain or acquire servicing of MPF Loans, the MPF
Program gives control of those functions that most impact credit quality to PFIs. The Banks are
responsible for managing the interest rate risk, prepayment risk, and liquidity risk associated
with owning MPF Loans.

The AMA Regulation not only requires PFIs to assume or retain credit risk in connection
with MPF Loans, which is certainly distinct from the role of mortgage brokers, but PFIs are also
required to pledge collateral to support their direct credit enhancement obligations in essentially
the same manner that they pledge collateral to support the advances (loans) they obtain from the
Banks.

Closed Loans and the MPF 100 Product Option

PFIs may currently choose from five MPF Loan products. Four of these products
(Original MPF, MPF 125, MPF Plus, and MPF Government) are closed loan products under
which the Banks purchase MPF Loans that have been acquired or have already been closed by
PFIs with their own funds. However, under the MPF 100 product, the Banks “table fund” MPF
Loans; that is, we provide the funds for the PFI as our agent to make the MPF Loan to the
borrower. The PFI performs all the traditional retail loan origination functions under this and all
other MPF products. Under the MPF 100 product, the Bank is considered the originator of the
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MPF Loan for accounting purposes since the PFI is acting as its agent when originating the MPF
Loan.

On July 19, 1999, the Federal Reserve, jointly with the Office of the Comptroller of the
Currency, the Federal Deposit Insurance Corporation and the Office of Thrift Supervision issued
a letter to the FHLBC approving certain risk-based capital treatment for PFIs using the MPF
Program product which is called MPF 100 (Exhibit A attached). Under this ruling, PFIs are
required to hold risk-based capital in connection with the credit enhancement they assume which
is in addition to collateral the Banks require the PFIs to pledge to secure those credit
enhancement obligations.

Of all the MPF Program products, the MPF 100 product is designed most specifically for
small PFIs, commercial banks and thrifts that serve their local communities. These PFIs have
traditionally borrowed advances from the Banks the proceeds of which the PFIs would use to
make mortgage loans to their customers. From the perspective of PFIs using the MPF 100
product, it is the functional equivalent to taking down advances from the Banks. These PFIs
consider themselves as the lender of the mortgage loans to their customers and consider the
Banks a secondary market outlet for those loans, notwithstanding that the Banks technically
provide the funds on the day the loans close.

Perhaps as significant, consumers who deal with their local bank, thrift or credit union do
not consider their federally insured financial institution to act as a mortgage broker, but rather
consumers believe that they are dealing with their lender notwithstanding any technical
arrangement the PFI may have with one of the Banks to provide funds for the loan. This
distinction between consumers’ expectations of a lender and a mortgage broker was recognized
by the Federal Reserve when it said:

The Board is not aware of significant evidence that consumers perceive lenders’
employees the way they often perceive independent brokers—as trusted advisors who
shop for the best loan for a consumer among a wide variety of sources. Accordingly, it is
not clear that a key premise of the proposal to restrict creditor payments to brokers—that
consumers expect a broker has a legal or professional obligation to give disinterested
advice and find the consumer the best loan available—holds true for creditor payments to
their own employees. (page 1700 of Federal Register Vol. 73, No. 6, January 9, 2008)

Any PFI can deliver MPF Loans under more than one MPF product, so it is possible for a
PFI to act as the Bank’s agent for some MPF Loans which are funded by the Bank under the
MPF 100 product, and to be the funding lender of other MPF Loans which are subsequently sold
to the Bank under other MPF Program products. The PF1 is not required to determine which
product it will use to deliver an MPF Loan to a Bank until the day the MPF Loan closes. On the
loan closing date if the PFI decides to have the Bank fund the loan, the PFI submits loan data to
obtain funds from the Bank under the MPF 100 product. At the same time, the PFI could (1)
close the MPF Loan with its own funds and sell it to the Bank under a closed loan MPF Program
product, or (2) keep the loan in its own portfolio, or (3) possibly sell it to other secondary
mortgage market participants.
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The Banks publish, on a daily basis, the prices for which they will purchase closed MPF
Loans from PFIs. The same price sheets that are used for the purchase of closed conventional
MPF Loans are used to determine the “agent fee” paid to or by the PFIs when the MPF Loans are
funded under the MPF 100 product. In other words, the premium or discount prices available for
regular secondary market purchases of MPF Loans apply to the funding of MPF Loans under the
MPF 100 product. Secondary market prices are based on the interest rate of the loan, the term of
the loan, the remittance type and whether the loan is a conventional or a Government loan.
Though most MPF Loans are acquired at premium prices, on occasion PFIs deliver loans at par
or at a discount which means for MPF Loans funded under the MPF 100 product, that PFIs could
have negative agent fees depending on the interest rate of those loans.

To assist PFIs in compliance with RESPA, the MPF Program Origination Guide provides
guidelines and disclosure forms specifically designed to provide notice to consumers of the
Banks’ role in providing funds for MPF Loans funded under the MPF 100 product. We have
attached the most recent guidance, PFI Notice 2007-7, and the disclosure forms and instructions
for completion of the HUD-1 referenced therein. (Exhibit B attached) The existing disclosure
requirements are already a significant burden on the PFIs that use the MPF 100 product as no
special disclosures are required for the sale of closed loans to the Banks.

Contrast between Brokered Loans and the MPF 100 Product

The current role of mortgage brokers in the mortgage business has been described in the
Media as creating “perverse incentives” for mortgage brokers to act in a manner that may be
harmful to consumers. One factor in this situation is that mortgage brokers have no credit risk, no
“skin in the game” with respect to the loans they broker, whereas the MPF Program was
designed, and is mandated by the AMA Regulation, to require PFIs to assume material and
significant risk in connection with MPF Loans. Specifically, PFIs are required to “bear the direct
economic consequences of actual credit losses ... in an amount equal to or exceeding the amount
of expected losses” on the MPF Loans they deliver to the Banks (12 CFR §955.3(b)(2)). This
credit enhancement function aligns the interests of PFIs with both the interests of the Banks and
the interests of the consumers. Historically, this credit sharing structure has resulted in MPF
Loans performing consistently better than the national average. In addition, because PFIs are full
service financial institutions, they consider their mortgage business just one of many financial
products they offer to their customers. PFIs are motivated to maintain good relations with their
customers for cross-selling purposes.

Consumers have entirely different expectations when dealing with a typical mortgage
broker than when dealing with their local federally insured financial institution. Consumers are
already loaded down with disclosures and documents that are complex and confusing. Giving a
consumer a disclosure that his bank or thrift is a mortgage broker would create confusion rather
than clarity.

Impact of Proposed Rule

The Federal Reserve proposes to add Section 226.36(a) to Regulation Z which would
require mortgage brokers to enter into a written agreement with a consumer before the consumer
pays a fee or submits a written application to the mortgage broker for the transaction, whichever
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is earlier. The agreement must set forth the compensation the mortgage broker will receive. If
§226.36(a) were to apply to PFIs using the MPF 100 product, they would be unable to comply
with its requirements given that the agent fee which they will receive from the Banks can not be
determined at the time the PFIs accept loan applications from borrowers. Those PFIs that have
used the MPF 100 product to provide mortgage loans to customers in their communities would
be forced to either stop making fixed rate home loans or have to charge higher interest rates and
fees to sell those loans to other secondary market purchasers, assuming they can even find other
secondary market purchasers who are willing to do business with sellers of extremely small
volumes of loans.

The Federal Reserve has recognized that disclosure of secondary market fees in advance
of even taking a loan application is not feasible when it said:

In addition, extending the proposal to creditor payments to their employees could present
difficult practical problems. For example, a creditor may not know even as of
consummation whether it will sell a particular loan in the secondary market. If the
creditor is nonetheless certain to sell the loan, it may not know until near or at
consummation what its gain will be or, therefore, how much it will pay its employee.
(page 1700 of Federal Register Vol. 73, No. 6, January 9, 2008)

The Banks assume that having previously authorized the use of the MPF 100 product by
the PFIs it regulates, the Federal Reserve did not intend to include MPF Loans originated by
FDIC insured PFIs of the Banks and funded by the Banks under the MPF 100 product within the
scope of the Proposed Rule. These MPF Loans are always retail mortgage loans originated by a
PFT or its affiliate and do not involve mortgage loan brokers. The concerns pertaining to
mortgage loan brokers which the Federal Reserve seeks to address in promulgating the Proposed
Rule are simply not present in MPF Loans funded by the Banks under the MPF 100 product.

Requested Action

To preserve the unique benefit of the MPF 100 product to the small banks and thrifts that
provide mortgage loans in their communities, the Banks request that the Federal Reserve revise
the Proposed Rule to exclude MPF Loans originated by FDIC and NCUA insured institutions
that share in the credit risk of loss of such loans from its scope. This revision would recognize
that MPF Loans do not involve mortgage brokers, and therefore do not present the concerns
pertaining to mortgage brokers which the Federal Reserve seeks to address in promulgating the
Proposed Rule. MPF Loans originated under the MPF 100 product are always retail mortgage
loans originated by a PFI or its affiliate and never involve mortgage brokers. Finally, this
revision would be consistent with the Federal Reserve’s previous review and authorization of the
use of the MPF 100 product by the PFIs that it regulates.

Specifically, the Banks suggest that §226.36(c) be amended by adding the following
sentence:

The term mortgage broker does not include a financial institution insured pursuant to 12
USC §1815 or 12 USC §1781 that processes a mortgage loan for a creditor where such
financial institution bears the direct economic consequences of actual credit losses in an
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amount that equals or exceeds the amount of expected losses on such mortgage loan,
including a mortgage loan where a Federal Home Loan Bank is the creditor.

The Banks believe that the unique situation of federally regulated lenders undertaking
shared credit risk that meets the AMA Regulation requirements deserves to be excluded from the
scope of the Proposed Rule’s provisions relating to mortgage broker disclosure.

Thank you for the opportunity to comment on the Proposed Rule. Should your staff have

any questions regarding this comment letter, please contact Sybil C. Malinowski, Associate
General Counsel of the FHLBC at 312-565-5738 or smalinowski@fhlbc.com.

Sincerely,

dergtHHome Loan Bank of Boston

e

Susan Elliott
Executive Vice President/Member Services

[Signatures continued on following pages]

Enclosures:
July 19, 1999 Letter from four federal banking agencies
PFI Notice 2007-7, OG51, 0G52, OG6

“Mortgage Partnership Finance” and “MPF” are registered trademarks of the Federal Home Loan Bank of Chicago.
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ZIW% Bank of Chicago

Eric S. Schambow
Senior Vice President
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FWme Loan Bg

Michael Sims
Senior Vice President
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Federal Home Loan Bank of Des Moines

e pi

Michael L. Wilson
Executive Vice President & Chief Business Officer
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al Home Loan Bank of New York

/)
/é}'
Thomas J. Doyle
Vice President
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Federal Home Loan Bank of Pittsburgh

Craig Howie
Group Director, Member Services
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onia Betsworth
Senior Vice President/Director of Member Products
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Office of the Comptroiler of the Currency

Boanl of Guverners of the Frderal Reserve System

Federal Depasit Tnsurance Corporation

(ifiee of Thrifl Supervision

Julx 19, 1999

Mr. L'arer I Latermes
Senior Yies Fresident,
Gener] Conmacel & Corporae Scerctary
Federal Thime Loun Tank of Chigago
111 Last Wacker Drive
Chicago. IWinais a1

T M, Gurzner.

Loy leters datesd Febrwsry 18 and April 8, 1999, e Federal Hume Laoan Bank of
Chicagy (“FHLB-C"} requested that the lederal hanking ngencics (2 Ageneics™}) conlirm the
risk-Tased capital treaiment of the credit cnbancerent pravided by funks and theifts
(“partic ipating financial institutions™ vr “PFT™) under the Martgage Partnetship Finanee
(*MPF7) program. The FHLB-C expressed its view that the second Joss eredit cnhancement
shoutd be tl.reamd a% a direcl credit substitute for purposes of the Agenciey” osk-based capital
stamdards.

Az we undersand the proposed sioucture of the MPF program, a PR acts as
agenl for the FTTTT-C in |he process of originating 1-ta-4 family residential mortpage loans,
which sane funded and iniriaily owoed hy the FHTE-C. ?as agent, & PFl assists in (e

" The risk-bascd capital treatmenl prescribed in this letter supersedes any previous pnidance
issued by uny of the Agencics. 1fa TFT has enlenesd inio 5 WPF mansaction that does not mmeet
the conditions deseribed in chis letter, then the PT L sbould canzult with its primary feduvral
reglaror.

& In addition, the FIILB-C' teguested confirmatian that rhe use of a disclosure form weld
resalve the Agencies” concerns reparding e disclosure of the ageney role of the PMina
MPF transaction. We understand that all consumer disclosuces will somply with applicable
latw, wed that hese disclosures will elearly desctibe the mespoctive roles of the PRTs and the
FHLB-C. The measures that tha FH1.H-C has proposed to ke for disclosing the agency mule
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ongination of mertgage loans and provides loan servicing and sseond loss credit
ethancements, En which il receives focs, The FHLB-C retains both the first lass position and
all lssgs beyond the seeand loss position provided by a I'FL The program is structured 5o
that the FHLEAT also retains the intetest mte nsk associated with the fonding of the
marignges and any prepewmicnis, whilc the PEL s exposed to Bmited credit dsk and the
Aotential dass ulils servicing and garantee foes due to prapayments.

The size of the soeond Joss credit enbrancemen| provided by a PFL is a matter o'
contract belween lhe THLB-C and cach PEL Undar the progran, the size af the second loss
credit enhanceines: is dersrmized t be the amount that - together with the THLB-Cs first
logs position — is sufficient to being the THLR-Cs third losz position to the equivalent uly
Ad-level of credit quality. Lypically, the enhancement 15 cxpocted to be no hipher than two
percent ol Uie unpaid halancs of cach pool of inongages the institution has assisted in
eriginating under the MPF program, depending upon (he ceedil gquality of the underlying
hrans. The FHLE-C has cstablished ioimom credil quality guidelines tor progeam-
acccptable moroanes, which is expected to resnlt in the underwnting of gh quality
marlgages.

ALl imilslion of 3 ransaction, the FET.RAT will agroe to retain the first Joss
nosition and absorb all credit Jesses up w 100 basis polots of the initial unpeid pincipzl
balanee af each mangaps pool established under the MEF program.’ Mo specilically, the
FHILB-C anrees that il will nar seck reimbursement o the PFTs second loss credit
enbumeemnent unil. the FEILB-C has ahsorhed Insses equel to 1040 basis painws of the total
mortgage putd”s mitial anpaid principal palance. As the mortgage pool amertizes, the Gl
loss position is expectal W increuse a2 1 perecntage of the remaining unpaid balance of ke
murirages in the MEPF pool.

For a typical raorigaps pocd, the FHLB-C studes that its first loss coverage
level woeld provide sufficient credit proleclion so that the sceond loss credil enhaneemyont
provided by tbe PT] penerliy would be a credioworthy exposnre, g, the equivalent of e IR
Tewel of credit quality as detined by one of the nationally-recognised statistizal rating
oeganizations, For many mongege pooks, the FHLB-C maintains that the PFI credit
enhancement would gualify for an investmenl geade tating, c.p.. BRB- or BBD. These credit
quality assessments, howaver, do not explicifly consider concentration rizk,

Pused on cur eurrent underslunding of the MIPF progean™s struglure, as
deseribed above, e Agencies believe that the sceond Inss ereil enhancement provided by
PFLs may be trenicd for risk-based copilu] purposes s A direct cradic subslitute. A financial
insritution providing such = gredit enbancement will be reguited to use the 144 percent
comversion factor to converl the [ee amount of the enhancemenl o an ou-balance sheet credit
equivalent amount. This amaount wauld then be assipned e the |00 percent dsk category
spplicahle to subordinated privately-issued mortgage-backed sectritics booauss the credit

of @ PFLinthe MPF program would, if implementsd, essentially resclve the concem: of the
Apeneics regarding disclosure.

Tz somc of the MPF program materials, the first loss position iy sometimes referred w as «
Lirst Jusy spread gecounr,
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enhancemant is, in substance, the economic cquivalent of such an obtigaion. This reament
may be accarded when the PUTLB-C agrees that a PFT's sccond loss enbascerent will not be
drawn on uatil it has absarked the Arst (00 basis points of credit logs as defined under the
MPY program. Mereover, the Apencias expecl thal the eredit quality of future pools w he
comsisient with that represented in your Jeters dated Febrary |8 and April 8. 1404,

The Apsncies are cancemed about the possibiliry of L mnassing a taree
depres ol coneentration nisk and & significant valume of porentially lower credit quality risk
positicas through the MPT program. Financial instidulives: are expeeled, at all times, to
mainrain capital commensozats with the nature and extent of the risky to which they are
exposed. The type, quantity, and quality of risk inhecent in an insliulion’s nelivitics
deternzine the extent to which it may be necessary to maintain capital of Tevels abgwe the
reakdled repulalicy minimums 1o adequateiy protect aguiny potentially adverse consequences.
Troawder wo ensore that PELs are malolnining un appropriate aciowit of cepital against the
second loss cradit enbuncements aszociated wilh the MPF program. cxaniiners will consider a
PLTs exppsure to conccntration sk and eredit risk when assexsing the overall capial
adequacy of individus] inslintions.

Exarciiners vall revicw a PEL's MP1 program eredit enbhancements when maing
the capita] adequacy and nieragemen componstts of the CAWELS rating system.* MFlx
TS ridke available uy cxaminers. upon reyuest, relevant docwrentaion indicating fhe credit
quality of all the second loss erudil snbancaments they provide under the MEL proygmann, as
Well as the peeloomance of the individua mertgage pools. T his documentstion naually
includes fems such as current quantcrly martpage pool reports pravided by the FHTH-(

The: Agcncizs raay cevisil the risk-based capitai und supeivisory usalment of
second lozs eredit enhancerrents if sufficlent experiency with the propram indicates that the
crelit qualidy or eredit concentrativns althe: martgage pools pose safety and scundness
concerns. In additivn, @ the cvont that the credit sk o which a PUI is expraed changes, the
Agzacics retaln 2l] of their supervisary discrerion t review and revise the regulalory capital
treatment on cither 3 case-By-vase of programmatic wasis.

We would like to point aul thul the Agencics cuerently are considering an
outstanding proposal that sews lrfh comprehensive risk-baged capital requiremsents for
securilied anszetiens and stuctuced financings  This propesal muy have implications fir
the capital treatment of'a secand loss credit enbuncement provided by a PRI in the MPF
program. Under the proposal, dsx-buwed capiral requirements would refleer the celalive fsk
of the various eredil exposurcs within a struclured fnancing and these requirements woald b
deiermined thraugh the wse of credii ratings. 4x currently set fovly under the propesal, risk
pUsilions ated 51 least invesiment prade, ie., ot lenst BBB-, wonld be assessed capital againt
unly the faes value of the enbancemen:, However, sk positions rated below investment
frade woulil be subjeet to higher risk-hased capital requirsments, If the Apencies were to
adopt such 2 propesal, then the second Jass eredit enhaneement provided by a 'Y in the MPF
program would be subjeel Lo the Toqnirenents sel firth jn a final jule.

* The Ageneics may issue, cither individually o jaintly, additional supervisory guidance
addressing the wearment of the sevond loss credit cphaeements provided by PFls.



Ms. Jennifer J. Johnson
April 7, 2008
Page 16 of 21

256079-6

The Agenvies understend thar MUY is an innovative program thal doss not fic
neatly inta the existing vapilal framework, Accordingly, the Agencies have soupht 10 respond
ina onanmer that ensures Lhe safely and soundness of the Instiiutions that participate in the
MPF program and, at the same time, does not stifle innwation. The conchisions reached by
the Agenwies are basird on information presentzd in your letiers of February L8 and April 8,
1999, subsequent taiephane convenuations, and tackprommd matcrial peovided by the
THLEB-C. These conelusions apply ondy @ the musdiBed MPF program described in this letier.
11 the facts und circumstanues ate, in face. differsor or i they change, then the cepital
rrestient prescribed above far the second loss credit enhancement sy pot apply,

[ yon have any questions, please contact Marget Sclwadron (202874-5070),
Oifiee of the Camptraller of the Cnrreney, Tom Boemio (H024452-2982), Federal Rescrve
Poavd: Stephen feifer (202/898-3504). Federal Deposic Insurunce Corporation; or Mishuel
Solomen (02/906-5034), Ottlee ol Thrill Superyvision.

Sincsrely,

Ry

ity Comptrodar
, ) -
robler i the Curmency

Federal Rescrve Bus

Dty Q) e

*1srle 4 Rrisers, Assbeiate Director
Division ol Superision
Federal Depasit Insurance Corpuridin

% (-
Jokn C. Price Jr., Lirect

Supervisiom Policy
(e of Thrift Supervision
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Mortgage
Agencv/Agent Fee and Affiliated Business Arrangemnent Partnership
Notice and Disclosure Statement (Ferm OG3S-1) Finance

MORTGAGE PARTNERSHIP FINANCE® PROGRAM

AGENCY/AGENT FEE AND AFFITIATED BUSINESS ARRANGEMENT
NOTICE AND DISCLOSURE STATEMENT

To.  [Name of Bormower) Property:
From: [PFIMNane] Drate:

This 15 to notify vou that vour loan will be owned by the Federal Home Loan Bank of [City of
Bank] "FHLB™} at the closing through the participation of [FFI Name] (“Financial Instimation ™) i the
Mortgage Partnership Finance Program (the “MPF* Program’™).

This 15 to also notify you that the Fiancial Institution has a business relattonship with the
FHLB. To be a member and take adsantage of programs that support home lending, the Financial
Institution owns [more than‘less than] one percent of the stock of the FHLB.

The FHLB will provide funding for vour lean through its MPF Program. Funding the loan 1
consiclered a “senlement service ” for purposes of thus Motice. bur the FHLB does not charge wou a fee
for this service. By participating in the MPF Program, the Financial Institution 1s able to offer you a
competittve rate for vour loan.

The Federal Home Loan Banks which offer the MPF Program are charterad by the United
States Governmient. and are mandated ro provide funds for home lending, which is the purpose of the
MPF Program. Under the MPF Program the Financial Institurion acts as agent for the FHLE. the party
which 1s funding vour loan. The Financial Institution typically receives an Agent Fee from the FHLB
for the actions it takes o onginare vour loan such as mnderwriting, processing and closing your loan.
In some 1nstances, depending on interest rate changes, the Financial Institution may be requured to pay
a fee to the FHLB to msure that vour loan’s interest rate does not change. Whether the Financial
Institution recerves funds from or pays funds to the FHLE, there 15 no additional cost to vou. An
estanate of the points and fees vou are required to pay for vour loan. if anv, has been disclosed on the
Good Faith Esumare von recerved in connection with veur application. Any points and fees paid by
vou at closing are retained by the Financtal Institution and will be disclosed again on the HUD-1
statetnent you recerve at closing.

Your loan will be serviced as provided in the separare servicing disclosure. All payiments.
correspondence and other inquiries regarding your loan should he directed to the servicer of your loan.

Because of the relationship between the Financial Institution and the FHLB. the Financial
Institution s decision to fund the loan through the MPF Program may result in the Financial Institution
receiving a financial or other benefit as descrbed above.

MPF Origination Guide Eevision Dare 0920707
Form OG5-1 - Page 1

256079-6



Ms. Jennifer J. Johnson
April 7, 2008
Page 18 of 21

Mortgage
Agencv/Agent Fee and Affiliated Business Arrangement Partnership
Notice and Disclosure Statement (Form OG5-1) Finance

Set forth below 15 the estimate charge or range of charges for the settlement service provided by
the FHLE. You are NOT required to fund vour loan undes the MPE Program. THERE ARE
FREQUENTLY OTHER SETTLEMENT SERVICE PROVIDERS AVAILABLE WITH STWVILAR
SERVICES. YOU ARE FREE TO sHOP AROQUND TO DETERMINE THAT YOU ARE
RECEIVING THE BEST SERVICES AND THE BEST RATE FOR THESE SERVICES.

Provider and Settlement Seivice Charge or Rauge of Charges
Federal Hoane Loan Bank of [Ciry of Bank]; Nao charges are payable by the Borrower.
Fundung

If vou have any questions about the Financial Institution’s participation in the MPFE Program.
please call [PF] name - contact] [Name], [ Title] at [telephone].

ACKNOWLEDGMENT

T'we have read this notice and disclosure form and understand that my Finaneial Institution 15
referring miy loan to the FHLB for funding and thar my Financial Institotion may recetve a financial or
other benefit as the result of this referral.

Signature

Signature

Moetgape Parnershop Finanes™ and “MPF are repistarad trademarks of the Fedoral Heme Loan Bank of Clkcago.

MPF Origination Guide Eevision Date 09°20/07
Formm OG5-1 — Page 2
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Mortgage
Instructions for Completing the HUD-1 Settlement g{\ft"mhm
. AT
Statement {Form OGS-2) v

AMORTGAGE PARTNERSHIP FINANCE ® PROGRAM
INSTRUCTIONS FOR COMPLETING THE EUD - | SETTTEMENT STATEMENT

(1% In the field for “LENDER”™ the following should be used:

[PFI name]
[PFI address]

N If the Agent Fee pavable by the MPF Bank to the PFT will be a posttrve number or zero. 1t
should be disclosed on any available line in the 800 Section of the Form HUD-1 or HUD-
1A as follows:

Line 808 (e.z) | Apent Fee from Federal Home Loan Bank of [City of Bank] | % anonmt]
{(*FHLB™ to [PFIL Name] (P.O.C.)*

(The following foomote ts added at the bottom of the page:)

* Agent Fee paid outside of closing to [PFI Name] by the FHLE as described in the attached
Apency/Agent Fee and Affiliated Business Arrangement Notice and Disclosure Statemment.

(33 If the calcuwlation of the Agent Fee will result 1 a negative number (e.g.. funds due to the
MPT Bank from the PEIY. the disclosure in the available line in the 800 Section of the
HUD-1 or HUD-1A should be as follows:

Line 808 (e.g) | Agent Fee paid by [PFI] tc Federal Home I oan Baok of § Ancunt
Citv of Bank] ("FHLB™) for interest rate protection
(B.O.CH*

(The following foomote is added at the bottom of the page?)

# Agent Fee paid cutside of closing to the FHLB by [PFI Name]as described m the attached
AgencyiAgenr Fee and Affiliated Business Arrangement Neotice and Disclosure Statement.

(43 All pomts and fees charged to the Borrower should be shown as payable to the PEL

MPF Origieation Guide Revision Date 09:20/07
Form 0G5-2 - Page 1
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Ms. Jennifer J. Johnson
April 7, 2008

Page 20 of 21
Mortgage
Agencv/Agent Tee and Affiliated Business m Partaership
Finance

Arrangement Notice and Disclosure Statement (Form OG6)

MORTGAGE PARTNERSHIP FINANCE® PROGRAM

AGENCY:AGENT FEE AND AFFITIATED BUSINESS ARBRANGEMENT
LOTICE AND DISCLOSURE STATEMENT

To:  [Name of Borrower] Property:

From: [PFIXName ] Drate:

This 1s to notify vou that your loan may be owned by the Federal Home Loan Bank of [City of
Bank] ("FHLB™) when it is closed because of the participation of [PFI Name] {“Financial Institution™)
in the Mortgage Partonership Finance Program (the “MPF* Program ).

This 15 to also notify you that the Financial Instirution has a business relationship with the
FHLE. To e a member and take advantage of programs that support home lending, the Financial
Tnstitution owns [more than‘less than] one percent of the stock of the FHLB.

The FHLE may provide fonding for your loan through its MPF Programi. Funding the loan 1s
considered a “settlement service” for purposes of this Notice. but the FHLB does not charge you a fee
for this service. By participating in the MPF Program. the Financial Institution is able to offer yon a
competittve rate for vour loan. The Federal Home Loan Banks which fund loans under the MPE
PBrogram, are chartered by the United Srates Government and mandated to provide funds for home
lending, which 1s the purpose of the MPF Program.

Under the MPFE Program the Financial Institution acts as agent for the FHLEB. the party which
may fund vour loan. The Financial Institarion typically receives an Agent Fee from the FHLB for the
actions it takes to originate your loan such as underwriting. processing and closmg your loan. In some
mstances. depending on interest rate changes, the Financial Institution may be required to pay a fee to
the FHLE to insure that vour lean s interest rate does not change. Whether the Financial Institution
recetves funds from or pays funds to the FHLB. there 1s no additional cost to vou. An estimate of the
points and fees vou are required to pay for vour loan, if any, will be disclosed on the Good Faith
Estimate yvou receive 1w cennection with vour application. Any points and fees paid by vou at closing
are retained by the Financial Institution and will be disclosed again on the HUD-1 statement you
recetve at closing.

Becaunse of the relattonship between the Financial Institution and the FHLB. if the Financial
Tnstitution decides to fund the loan through the MPTE Program. the Financial Institurion may receive a
financial or other benefit as described above.

MPF Origination Guide Revision Dare 09:20/07
Form OG6 — Page 1
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. . 1\"].()['[5'-]{'?5
Agencv/Agent Fee and Affiliated Business m Partoership
Arrangement Notice and Disclosure Statement (Form 0G6) Finance

Set forth below is the estitnate charge or range of charges for the settlement service provided by
the FHLB. You are NOT required to fund your loan throngh the MPF Program. THERE ARE
FREQUENTLY OTHER SETTLEMENT SERVICE PROVIDERS AVAILABLE WITH SIMVMILAR
SERVICES. YOU ARE FREE TO sHOP ARCUND TO DETERMINE THAT YOU ARE
RECEIVING THE BEST SERVICES AND THE BEST RATE FOR THESE SERVICES.

Provider and Settlement Service Charge or Raoge of Charges
Federal Home Loan Bank of [City of Bank]; No charges are payable by the Borrower.
Fundung

If you have any questions about the Financial Institution’s participation 11 the MPF Program,
pleasze call [PET name - contact] [Wame], [Title] ar [telephone ].

ACKNOWLEDGMENT

L'we have read this notice and disclesure form and understand that my Financial Institution is
referring my loan to the FHLEB for funding and that my Financial Instimtion may receive a financial or
other benefit as the result of this referral.

Signature

Sionature

“Mortpsge Partnershin Finanee™ and “MEF are rezistered trademarks of e Federal Home Loan Bank of Chicagn.

MPY Origination Guide Revision Date 99720/07
Form OG6 — Page 2
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|MPF LIBRARY / Bulletins, Notices, and Advisories / Notices / 2007 PFI Notices / |
PFI Notice 2007-7 (09/20/07)

PFI Notice 2007-7 (09/20/07)

Effective Date:

Immediately

Special Attention:

PFI's MPF® Program Management and Origination Management
Subject:

Enhancements to the MPF Guides on the following subject:

° Revised Disclosures for MPF 100 Product

Enhancements will affect the following Guide Chapters and Exhibits:

Origination Guide Chapter 31 General Warranties and Responsibilities

Origination Guide Forms and Exhibits Agency/Agent Fee and Affiliated Business
Arrangement Notice and Disclosure
Statement (0OG5-1 and 0G6)

Instructions for Completing the HUD-1
Settlement Statement (0G5-2)

Description of Changes:

Origination and Underwriting Guide Revisions

Revised Disclosures for MPF 100 Product (OG Chapter 31.7, Form OG5-1, OG5-2 and OG6)

We are updating our guidance on RESPA disclosures and recommending a revised multi-purpose
disclosure form, which covers the Agent Fee and the agency and affiliated party relationships
between the PFI and its Federal Home Loan Bank (MPF Bank). This PFI Notice supersedes PFI
Notice 99-9.

The Agency/Agent Fee and Affiliated Business Arrangement Notice and Disclosure Statement
(the "MPF Disclosure") has two versions (OG5-1 and OG6) which are described below. No
revisions to the MPF Disclosure are needed (except for completing the form by inserting the
borrower name, property address and date) unless the PFI's stock ownership in the MPF Bank
moves above or below one percent.

MPF Initial Disclosure

We suggest that an estimated Agent Fee be disclosed on the Good Faith Estimate ("GFE") only
in those cases where the PFI actually knows at the time the GFE is given that the loan will be

http://www .allregs.com/tpl/documentPrint.aspx?did3=cfe91301120a4e098a1967db48¢c4a89... 4/4/2008
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funded under the MPF 100 Product. However, we advise any PFI that is funding most of its
production under the MPF 100 Product to consider disclosing an estimated Agent Fee on every
GFE it gives (if the Agent Fee would be positive, rather than zero or negative for the proposed
loan).

For the purpose of this PFI Notice, a "referral" is the PFI's decision to fund a loan via the MPF
100 Product. A typical scenario when a loan may be considered to be "referred" includes
submission of a Loan Presentment or the establishment of a Delivery Commitment. We
recommend that the MPF Disclosure be given:

Option A:
To every applicant with the initial loan disclosures (Form OG6); or
Option B:

At the time the referral is made to the MPF Bank for funding each loan, the MPF Disclosure
(Form 0G6), except that if the referral is made within three days of closing, then only MPF
Disclosure (Form OG5-1) need be given at closing. This is because the borrower is not
likely to receive the MPF Disclosure (Form OG6) prior to closing and therefore mailing it at
the time of referral would be useless and potentially confusing to the borrower.

The PFI may select option A or B, as the PFI deems appropriate. However, only the PFI can
know the point in its process when a loan is referred for funding under the MPF Program. To
avoid making this determination, the PFI may choose to give the MPF Disclosure to every loan
applicant under option A (in addition to the providing an OG5-1 at closing).

MPF Disclosure at Closing:

The MPF Disclosure, Form OG5-1 (which states the loan "will be owned" by the MPF Bank at
closing) should always be given at closing of a Bank Funded Loan (MPF 100 Product) because
the MPF Disclosure is referenced in the HUD-1 (and should be given again even if an MPF
Disclosure Form OG6, which states the loan "may be funded" by the MPF Bank, was given at
application or at the time the referral to the MPF Bank was made).

Detailed instructions for completing the HUD-1 Settlement Statement with respect to an MPF
100 Bank Funded Loan are set forth in Form OG5-2.

Federal Banking Regulators Expectations:

In approving "direct credit substitute" risk-based capital treatment for the PFI's Credit
Enhancement obligation under the MPF 100 Product, the Office of the Comptroller of the
Currency, Board of Governors of the Federal Reserve System, Federal Deposit Insurance
Corporation and Office of Thrift Supervision have stated that they expect the agency relationship
between the PFI and the MPF Bank to be clearly disclosed to the borrower. The MPF Disclosure
describes this relationship.

Limitation of Recommendations:

The MPF Provider has consulted with counsel with respect to the issues addressed in this Notice,
however this guidance is not to be considered legal advice to PFIs. PFIs should consult their own
counsel for legal advice.

http://www .allregs.com/tpl/documentPrint.aspx?did3=cfe91301120a4e098a1967db48¢c4a89... 4/4/2008
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Origination and Underwriting Guide Revisions

The following Origination Guide changes can be found on the AlIRegs® and eMPF websites. Links
to these sites are available at fhIbmpf.com and fhib-mpf.com or may be accessed directly at
http://www.allregs.com/fhlbmpf/.

° Origination Guide
° Chapter 31 - changed text is highlighted in AllRegs
o Form OG5-1
° Form OG5-2

™ Form OG6

If you have any questions about these changes, please contact your MPF Bank

Representative or call the MPF Customer Support Desk at 877-INFO-MPF (877-463-
6673).
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