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Agenda

Assets as a Basis for Repayment of Obligations, Rental Income 

and Other Income Updates

▪ Topic 1 – Assets as a Basis for Repayment of Obligations (ABRO)

▪ Topic 2 – Rental Income

▪ Topic 3 – Other Income Related Updates 

▪ Resources

▪ Customer Survey
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Guide Section 5307.1

Assets as a basis for repayment of 

obligations 

Effective 04/03/2019

Refer to Guide Bulletin 2019-7, which announced 

revisions to the calculation for establishing the debt 

payment-to-income ratio for assets as a basis for 

repayment of obligations, which can be implemented 

prior to the July 3, 2019 version of this section.

Assets that will be used by the Borrower for the 

repayment of their monthly obligations may be used 

to qualify the borrower for the Mortgage, provided that 

the requirements of this section are met. 

Topic 1 – Assets as a Basis for Repayment of Obligations (ABRO)

Assets as a basis for repayment of obligations 

(ABRO) 

Permits assets be used to qualify the 

Borrower:

✓ Converting those assets into an amount that can be 

added to the debt payment-to-income ratio. 

✓ Funds in eligible asset accounts will be used to 

REPAY obligations, including the Mortgage debt, so 

can be considered in the overall evaluation.

The ‘why’ behind the policy and the ‘how,’ including 

applying a recent change we made in April 2019
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The Intent of the Policy

Intent: To allow a Borrower to qualify using 

assets that will likely be used to repay the 

mortgage obligation

Loan Scenario: 62-year-old, recently retired 

Borrower receiving social security income only. They 

have a sizeable amount of funds in 401k accounts.

Given their decreased income, they are likely to use 

funds in asset accounts to pay for their debt 

obligations (including the Mortgage debt)

Target Borrower: Retirees
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Mortgage Eligibility Requirements

Mortgage eligibility requirements:

1. Mortgage must be secured by a 1- or 2-unit Primary 

Residence or second home

2. Mortgage must be a purchase transaction mortgage 

or “no cash-out” refinance Mortgage

3. The Mortgage must have a maximum loan-to-value 

(LTV)/total LTV (TLTV)/Home Equity Line of Credit 

(HELOC) TLTV (HTLTV) ratio of 80%
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Eligible Asset Types

▪ Retirement assets (401k, IRAs)

» Borrower must have “penalty-free” access to the 

funds

– As of the Note Date, the Borrower must be able to 

withdraw funds in their entirety, less any portion 

pledged as collateral for a loan or otherwise 

encumbered, without being subject to a penalty or 

early distribution tax

» Asset must NOT currently be used as a source of 

income

– We permit retirement account distributions to be used 

as income in accordance with the requirements of 

Guide Section 5305.2

“penalty-free” 
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▪ Depository accounts (e.g., checking, savings accounts) and securities (e.g., mutual 

funds)

» At least one Borrower who is an account owner must be at least 62 years old

Eligible Asset Types, Cont.
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▪ Access to retirement accounts are generally restricted by the IRS until the owner is 

age 59 ½ or older. Therefore, allowing that asset type aligns with intent of policy and 

our target Borrower.

▪ There is typically no restriction to access funds in depository accounts and securities.  

The Borrower can withdraw those funds at any time for any reason, whether they are 

retired or not.

Why age 62?

▪ Permitting use of depository accounts and securities was 

introduced in 2017 and was an expansion of the policy.
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▪ Depository accounts (e.g., checking, savings accounts) and securities (e.g., 

stocks, bonds mutual funds)

» At least one borrower who is an account owner must be at least 62 years old

» The Borrower must solely own asset or, if asset is owned jointly, each asset owner must be a 

Borrower on the Mortgage and/or on the title to subject property

Eligible Asset Types, Cont.

*For additional asset types and eligibility requirements please see Guide Section 5307.1
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Asset Calculation for Establishing the Debt Payment-to-Income Ratio

Net eligible assets / single number denominator

How to calculate net eligible assets:

Funds in the eligible asset types subtracted by:

a) Funds required to complete the transaction (e.g., closing 

costs, down payment)

b) Gift funds and borrowed funds

c) Any portion of assets pledged as collateral for a loan or 

otherwise encumbered

The calculation is now NET eligible assets / 240

The change was announced in April 2019 and must 

be implemented beginning 07/03/19, but can be 

implemented anytime before then
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Change in Calculation as of April 2019 

Where does the 240 come from and how does 

that compare to what it was BEFORE the 

change?

✓ Our calculation is concerned with asset 

preservation

✓ We received client feedback that the previous 

denominator of 360 was too conservative

✓ The denominator of 240 is appropriate based 

on our analysis which considered a number of 

factors including: 

➢ Duration of the Borrower’s retirement

➢ Rate of usage of assets and ease of 

implementation of the calculation

net eligible assets

240

The calculation is now:
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Example #1: Retirement Assets

Purchase transaction Mortgage secured by a 1-unit Primary Residence: $200,000 Mortgage

Funds required to complete transaction: $10,000

1 Borrower: 60 years old

Retirement asset 401k account: $161,332.09 fully vested

The asset calculation for establishing debt 

payment-to-income ratio:

$161,332.09 – $10,000 (net eligible assets)

240

= $630.55
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Example #2: Retirement Assets with a Twist

The asset calculation for establishing debt 

payment-to-income ratio:

N/A

Purchase transaction Mortgage secured by a 1-unit 

Primary Residence: $200,000 Mortgage

Funds required to complete transaction: $10,000 

1 Borrower: 60 years old

Retirement asset 401k account: $400,000 fully vested 



©  Freddie MacCONFIDENTIAL 14

$1,100,000 – $100,000 (net eligible assets)

240
= $4,166.67

The asset calculation for establishing debt payment-to-income ratio:

Purchase transaction Mortgage secured by a 1-unit Primary Residence: $400,000 Mortgage

Funds required to complete transaction: $100,000 

2 Borrowers: each is 65 years old

Retirement asset 401k account: $500,000 fully vested

Depository asset accounts: $600,000

Example #3: Retirement and Depository Accounts
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The asset calculation for establishing debt payment-to-income ratio:

Example #4: Retirement Accounts and Depository Accounts 

with a Twist

Purchase transaction Mortgage secured by a 1-unit Primary Residence: $400,000 Mortgage

Funds required to complete transaction: $100,000 

1 Borrower: 65 years old

Retirement asset 401k account: $500,000 fully vested

Depository asset accounts: $600,000.  There is a joint owner on the depository asset account. The 

other owner of the $600,000 is not a Borrower.

= $1,666.67

$500,000 – $100,000

(net eligible assets)

240

#1:
= $4,166.67

$1,100,000 – $100,000

(net eligible assets)

240

#2:
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Topic 1 – Summary

▪ Our assets as a basis for repayment of 

obligations policy permit sellers to qualify a 

Borrower using assets that will be used for 

repayment of the Mortgage by calculating 

an amount that can be added to the debt 

payment-to-income ratio

▪ The asset calculation for establishing the 

debt payment-to-income ratio is: 

net eligible assets divided by 240

▪ Eligible asset types include: retirement 

assets, depository accounts, and securities

▪ Key eligibility requirements for using the 

asset types include:

» Retirement accounts: 

– Borrower’s rights to the funds in the accounts must 

be fully vested

– The Borrower must have access to withdraw the 

funds in their entirety without being subject to a 

penalty or an additional early distribution tax

» Depository accounts and securities: 

– At least one Borrower who is an account owner 

must be at least 62 years old

– The Borrower must solely own assets or, if asset is 

owned jointly, each asset owner must be a 

Borrower on the Mortgage and/or on the title to the 

subject property
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Customer Questions

To ask a question…

Raise your hand. Your line will be unmuted.
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Topic 2 – Rental Income

Rental income 

▪ Changes/updates recently made

▪ Why they were made

Guide Bulletin 2018-19, and became effective for loans sold to Freddie Mac on or after March 1, 2019
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Borrower must own a Primary Residence in order to use rental 

income to qualify when purchasing an investment or rental property

Ownership of Primary Residence
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Reverse Occupancy Risk

Borrower

▪ Occupancy: Owner Occupied

▪ Total Income: $3,000/monthly

▪ Total Other Monthly Debt: $1,200/month

▪ PITI Payment: $631

▪ DTI: 61%

▪ Occupancy: Investment (Reverse Occupancy)

▪ Total Income: $3,000/monthly

▪ Total Other Monthly Debt: $1,200/month

▪ Gross Monthly Rent: $750/apply 25% vacancy factor

▪ DTI: 42%

✓ Borrower lives rent free

✓ Wants to purchase a home 

for $115,000 with 20% down
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Ownership of Primary Residence

Effective March 1, 2019, rental income from the 

purchase of a subject 1- to 4-unit Investment 

Property can only be used with the following 

conditions: Guide impact: Section 5306.1(c)(ii)

✓ The Borrower must own a Primary Residence. 

✓ There’s a limit as to how much rental income 

can be used to qualify (in some instances).

✓ The Borrower must have a documented history 

of managing rental properties to use any rental 

income over and above the monthly payment 

when qualifying.
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Property Management Experience

Changes announced in Bulletin 2018-19 for 

property management experience:

✓ There is no time limit on the one year 

experience 

✓ Borrower may no longer own that property, but 

it must be documented

Previously, if the Borrower did not have a minimum 

one-year history of investment property management 

experience within the most recent 36 months, net rental 

income was limited to 30% of the sum of the net rental 

income AND all other stable monthly income that was 

used to qualify
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Using Rental Income to Qualify

If the Borrower has the required investment property management experience, and the net rental 

income exceeds the full monthly payment of the new investment property, then the excess rental 

income can be added to the Borrower’s gross monthly income

Step #1 – Does the Borrower own his or her 

Primary Residence?

“yes” - Rental income from the subject property, 

documented in accordance with Guide Section 5306.1, 

may be used to qualify the Borrower without limitation

“no” - Excess rental income cannot be added to the 

Borrower’s gross monthly qualifying income

“yes”- Rental income may be used to qualify

“no”- Borrower must be qualified with the full monthly 

payment

Step #2 – Does the Borrower have a 

documented history of managing investment 

properties?

Borrower
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Knowledge Check

POP Quiz

A Borrower, who is on title to their Primary 

Residence but, not on the mortgage, is purchasing 

an Investment Property. 

They have owned rental properties in the past, but 

do not own any currently.  

They have provided their 2016 federal income tax 

return, which reflects an investment property, 

rented for the full year, to document their history of 

owing and managing investment properties. 
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POP Quiz

Can the Borrower use any rental income from the subject investment 

purchase to offset the full monthly payment on the subject property?

A) Yes, only to offset the full monthly payment on the subject 

because they don’t currently own any other rental properties

B) No, the Borrower is not on the mortgage for their Primary 

Residence

C) Yes, to offset the full monthly payment on the subject and any 

residual rental income can be added to gross income for the 

Borrower
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Topic 2 – Summary

In order to use rental income on a subject investment purchase:

▪ The Borrower must own a primary residence, or they cannot use any rental income on 

the subject investment purchase

▪ There’s a limit as to how much rental income can be used to qualify, depending on 

whether the Borrower has a one year history of managing investment properties

▪ All of the requirements for rental income can be found in Guide Chapter 5306.1
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Customer Questions

To ask a question…

Raise your hand. Your line will be unmuted.
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Topic 3 – Other Income Related Topics

▪ Documentation requirements for 

certain income types

▪ Alimony
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Documentation for Certain Income Types

INCOME DOCUMENTATION REQUIREMENTS

In response to Seller feedback, we are updating the documentation requirements language for retirement 

income, survivor and dependent benefit income, long-term disability income and Social Security 

Supplemental Security Income to specify that one or more of the required documents (i.e., benefit 

verification letter, award letter, pay statement, 1099 and bank statement(s)) can be used to verify income 

type, source, payment frequency, payment amount and current receipt of the income. As a result, separate 

verification of current receipt of income is not required if the documentation obtained to support income type, 

source, payment frequency and predetermined payment amount also verifies current receipt of income. 

5305.2

Specific requirements for other income types

Effective 04/03/2019
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Documentation for Certain Income Types, Cont.

Documentation requirements for retirement 

income, long-term disability income, survivor and 

dependent benefit income and Social Security 

Supplemental Security income:

✓Shows the type of income

✓The source of income 

✓Pre-determined payment amount

✓Frequency and current receipt

With this update, you should be able to meet all the requirements with less documentation by 

using one or more of the required documents (i.e. bank statement(s))
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Alimony is an equalization of 

income, not a debt

Alimony 

Guide Section 5301.1(a)

General requirements for all stable monthly income 

Effective Date 03/06/19

Refer to Bulletin 2019-006, which announced revisions related to requirements for alimony or maintenance payments. 

The revisions may be implemented prior to the mandatory implementation of the July 6, 2019 version of this section.

Alimony

▪ How we calculate income when a 

Borrower is required to pay alimony 

or separate maintenance
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Monthly Income   = $10,000

Monthly Debt       = $4,000

Monthly DTI         = 40%

Alimony Calculation

Monthly Income   = $10,000 - $1,000 = $9,000

Monthly Debt       = $3,000

Monthly DTI         = 33%

Old Way New Way

Monthly Income   = $10,000

Monthly Debt       = $3,000

Monthly Alimony  = $1,000Borrower
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Topic 3 – Summary

Other Income Related Topics

▪ May use bank statements to document retirement income, long term disability, survivor 

and dependent benefits and Social Security income, as long as certain requirements 

are met

▪ Alimony is treated as an equalization of income, not a debt
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Customer Questions

To ask a question…

Raise your hand. Your line will be unmuted.
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Additional Resources

The Freddie Mac 

Learning Center

http://www.freddiemac.com/learn/

Customer Call Center –

Seller/Servicer Support

1-800-FREDDIE

Redesigned Single-Family

sf.FreddieMac.com

guide.FreddieMac.com

http://www.freddiemac.com/learn/
http://sf.freddiemac.com/
https://guide.freddiemac.com/
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Thank You


