MONTANA BOARD OF INVESTMENTS MORTGAGE LOAN PROGRAM

This file contains the following items:

PAGE A L — A Bt e a e n e reas Mortgage Loan Policy
PagE B L. LOL Submission Voucher — Conventional Loans
PAGE B 2 .. FHA/VA Submissions Offering
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General Parameters for Board of Investments Mortgage Loans

¢ Interest rates, effective for a one-week period, are posted each Thursday.

¢ Interest rates may be locked in for 30 and 60 calendar day reservation period during the one-week
posting period.

¢ Interest rates may be locked for a 180 and 240 calendar day reservation period at the rate during the
one-week posting period for take-out loans on residences under construction

¢ Conventional loans shall be submitted by means of Automated Underwriting through FHLMC or

FNMA only, subject to the Board’s criteria

Residential loans must be secured by property owned by fee simple interest and located in Montana.

Maximum loan term is 30 years and each loan must be amortized monthly over the loan term.

FHLMC underwriting guidelines are used to evaluate all conforming conventional loans.

For loans requiring private mortgage insurance after July 29, 1999, the Board will consider

cancellation when the Homeowners Protection Act and/or FHLMC guidelines have been met.

* & o o

For additional forms and assistance call or E-mail:

Herb Kulow, Senior Portfolio Manager
hkulow@mt.gov
406 — 444 - 1218
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V.

YIELD REQUIREMENTS

Interest rates, effective for a one-week period, will be posted each Thursday.

The posted rates reflect net yield to the Board and are exclusive of any Participant fees for servicing.
The net yield requirements on property that is not the primary residence of one of the borrowers will
be one-quarter of one percent (25 basis points) above the residential rates.

RESERVATIONS

Participants may lock interest rates for a thirty (30) calendar day or sixty (60) calendar day
reservation period at the rate last set.

Participants may lock interest rates for a one hundred eighty (180) calendar day or two hundred forty
(240) calendar day reservation period at the rate last set for take-out loans on residences under
construction.

A loan must be offered, underwritten, accepted and closed by the Participant during the reservation
period.

Delivery is mandatory. All documentation required for delivery under the commitment letter must
be delivered to the Board as a complete package by the delivery due date. The delivery date shall be
no later than sixty (60) days after expiration of the stated reservation period.

The Board reserves the right to take whatever action it deems appropriate to protect its interests and
enforce its rights in the event of a late or non-delivery of documentation required under the
commitment letter, including, but not limited to, assessing late delivery fees of up to 50 basis points
of the committed amount.

The Board will process Mortgage reservations through “Lender on Line” or fax a written
confirmation to Participants within five (5) business days of receipt. A reservation number will be
assigned for each confirmed reservation and the number will be permanently used by the Board and
the Participant to identify the Reservation and the Loan.

TAKE-OUT LOANS FOR RESIDENCES UNDER CONSTRUCTION

The first reservation period for a construction loan may be extended in 30-day increments up to a
maximum of 360 days upon written request. The Board will adjust to the higher of the original
reservation rate or the prevailing interest at the time of the request to compensate for changes in its
interest rate from the original commitment.

GENERAL REQUIREMENTS - 1-4 FAMILY RESIDENTIAL LOANS

The following requirements apply to all residential loans purchased by the Board:
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Mortgages must be secured by property owned by fee simple interest and located within the State of
Montana.

Only loans secured by a first mortgages on real property will be considered for purchase.

The minimum size loan that the Board will purchase is $ 20,000.

The maximum term for a loan offering is 30 years. Each loan must be amortized monthly over the
loan term.

Mortgage offerings will be purchased on a net yield basis, with consideration given to the amount of
funds available for investment and the return available on other permissible investments at the time
of offering.

In computing the yield to maturity, 12 years average life estimate will be used for residential
mortgages amortized for 16 years or more, and eight years average life estimate for residential
mortgages amortized for 15 years or less.

Partial release of secured property will be considered. The Participant should provide a
recommendation and furnish all necessary information and items in the form of a written request
including the reasons for the partial release; anticipated use of the land; the legal description of the
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land to be released and survey, if required. The Board will not assume any costs associated with the
release.

The Participant must notify the Board of any transfer of ownership on a loan purchased by the
Board. Transfers include, but are not limited to, sales on contract and wraparounds.

The Participant must enforce the "due-on-sale” clause where it exists for all transfers and sales. The
acceleration of the due date may be waived upon approval by the Board and upon written agreement
on the rate of interest payable on the remaining amount.

The Participant may not change the interest rate or Participant fee rate without written approval.

All loans submitted for purchase to the Montana Board of Investments from Board members or
Board staff shall first be approved by the Board before the loan is committed and funded.

CONVENTIONAL LOANS - APPRAISALS

Licensed Montana appraisers are required. In submitting the appraisal, the Participant certifies that

the appraiser is competent, has the appropriate experience, lacks a conflict of interest regarding the

appraised property and that the appraisal report has been made in conformity with USPAP.

If the appraisal is not acceptable, another appraisal may be requested of the Participant.

Participants are responsible for the selection of appraisers and are solely accountable for the quality

of the appraiser's work.

The following specific appraisal formats and requirements will be required for different classes of

real property:

i Freddie Mac/Federal National Mortgage Association or Fannie Mae(Fannie Mae) Quantative
Analysis Appraisal Report Form 2055 on a previously occupied single-family owner-occupied
residence. A uniform residential appraisal report is mandatory if required by the Desktop
Underwriter finding report or Loan Prospector’s feedback report. All appraisals must include
internal/external inspections.

CONVENTIONAL LOANS — UNDERWRITING

Only conforming conventional loans offerings utilizing Automated Underwriting through FHLMC

or FNMA will be accepted subject to the following:

i. Credit approval must be at least Accept or Approve Eligible;

ii. Freddie Mac/Fannie Mae Quantative Analysis Appraisal Report Form 2055 on a previously
occupied single-family owner-occupied residence. A uniform residential appraisal report is
mandatory if required by the Desktop Underwriter finding report or Loan Prospector’s feedback
report. All appraisals must include internal/external inspections;

iii. Review and approval of qualified appraisal of the subject property by the Board, including but
not limited to Section VI (f) of this policy.

iv. Investor-owned properties are ineligible for Automated Underwriting.

Freddie Mac underwriting guidelines will be used in evaluating all conforming conventional loans.

A manufactured home will be considered if it meets all FHA and Freddie Mac underwriting

requirements, but is subject to the following limitations:

i. no single-wide manufactured homes;

ii. must have been built after June 15, 1976; and

iii. foundations must meet FHA requirements.

By submitting the loan application, the Participant warrants that the property is or will be in finished

condition prior to the Board's purchase of the loan.

Escrow impound requirements will be based on Freddie Mac policy.

Unique characteristics that affect the marketability of a particular property in a particular community

will be considered in determining whether the Board will require a lower loan-to-value ratio.
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VII. CONVENTIONAL LOANS - RESTRICTIONS
(@) Ineligible loans include:

loans to trusts;

loans with conservation easements;

a single lot (surveyed from a larger parcel) which does not abut a public road or is not in a

neighborhood of like properties; determined on a case-by-case basis;

property which is in significant disrepair as determined in the appraisal or home inspection report.
(b) Sweat equity will be considered in cases where the value of the work performed by the borrower is
verified at the time of application by an estimate from an independent contractor experienced in the type
of work performed who is not involved in the construction of the property. The borrower must verify his
or her qualifications for satisfactorily completing the work. In no event will sweat equity be allowed to
exceed the lesser of 50% of the total equity requirement, or 10% of the appraised value. A separate
inspection of work performed by the borrower may be required.
(c) Second-home property will be considered at a maximum loan-to-value of 65% if approved by FHLMC
or FNMA automated underwriting guidelines.
(d) Condominium projects will be considered if 90% of the units have been sold, all phases or add-ons to
the project have been completed and the homeowner's association has been controlled by the unit owners,
other than the developer, for at least two years.
(e) Condominium projects less than two years old will be considered if unit owners are in complete
control of the homeowner's association, the project is 100% complete, including recreational facilities and
common areas and the project is not subject to further phasing or annexation. The project must also have
FNMA or FHLMC approval.

VIII.CONVENTIONAL LOANS - PRIVATE MORTGAGE INSURANCE

(@) For loans requiring private mortgage insurance prior to July 29, 1999, the Board will consider
cancellation when the following requirements are met and a written request to cancel is submitted to
the Board by the Participant;

i. The Board must have held the loan for at least three years, unless a substantial cash reduction has
been applied to principal or substantial improvements have been made to the property;

ii. Submission of a current acceptable appraisal prepared by an approved appraiser. The current
appraisal must be performed within 120 days of the date on which the Participant receives the
Borrower’s request to cancel mortgage insurance;

iii. the loan balance as a percent of the lower of original cost or current appraised value must not
exceed original approved exposure to the Board, not to exceed 80%;

iv. The Borrower’s payment history must, as it applies to the age of the Mortgage, show: (1) No
payment 30 days or more past due in the last 12 months, and (2) no payment 60 days or more
past due in the last 24 months.

v. Automatic Cancellation. The cancellation point shall be at the midpoint of the amortization
period. All principal, interest and escrow payments with a due date prior to the midpoint must be
paid by the midpoint in order for mortgage insurance to be canceled. the requirements for the
automatic cancellation of mortgage insurance are mandatory effective January 2, 2001.

(b) For loans requiring private mortgage insurance after July 29, 1999, the Board will consider
cancellation when the requirements of the Homeowners Protection Act and/or the Freddie Mac
guidelines have been met.

IX. CONVENTIONAL LOANS - TITLE INSURANCE

The following requirements apply to all residential loans purchased by the Board:

(@) The title agent must have a title plant or access to a title plant;

(b) The underwriter company must be registered with the State Auditor/Insurance Commissioner;
M:\Web\MortgagePolicy.doc
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X. HAZARD INSURANCE
The following requirements apply to all residential loans purchased by the Board
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The insurance company must be rated by A.M. Best as B+ or better.

Re-insurance companies are not acceptable.

On loans with loan-to-values greater than 50%, the maximum deductible is $1,000.

On loans with loan to values less than 50%, the maximum deductible is subject to Freddie Mac
requirements and BOI approval.

Guaranteed replacement cost for the loan amount or value of improvement whichever is lesser.

GENERAL REQUIREMENTS - FHA AND VA LOANS

Maximum exposure to the Board shall not exceed 65% of VA offerings. Each VA offering must
include any combination of a down payment and VA guarantee, which equals at least 35% of the
lower of cost or appraisal.

Automated Underwritten loans are acceptable for purchase.

Streamline refinances are eligible for purchase.

CONVENTIONAL, FHA, AND VA LOAN ASSUMPTIONS
Conventional loans may not be assumed.
FHA and VA loans may be assumed without payment of a fee.

PARTICIPANT-LOAN DELINQUENCY

The Participant shall service the Mortgage Loans in accordance with acceptable mortgage practices.
The Participant must monitor the delinquent portfolio in a prompt and efficient manner.

The Participant must vary collections efforts in order to accommodate hardship cases and should
avoid establishment of fixed procedures, which may be ineffective in counseling borrowers who are
frequently delinquent. Modifications of repayment terms and conditions must be approved by the
Board.

The Participant must establish a definite commitment with the delinquent borrower to cure the
delinquency.

The Participant must submit, by the 25th of the month, a Loan Service Report, to be provided by the
Board, for all loans in arrears 60 days or more. The Participant must also submit, by the 25th of each
month, a Supplemental Loan Service Report until the loan is either current or liquidated.

The Participant must submit, by the 25th of the month, a property inspection report, to be provided
by the Board, for all loans in arrears 90 days or more. The Participant must also submit a
supplemental property inspection report every 60 days until the loan is either current or liquidated.
The Participant must comply with all requirements imposed by federal agencies or private mortgage
insurers guaranteeing or insuring the loan. Copies of all required notices must be furnished to the
Board.

PARTICIPANT-LOAN FORECLOSURE

The Participant shall, upon the request and under the direction of the Board, assist in the foreclosure
or other acquisition of the property securing the collection of any applicable mortgage insurance.
The Participant must manage and protect the mortgaged property from waste.

As directed by the Board, the Participant shall manage, operate, improve, rent and sell such real
estate.
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Upon the sale of such real estate, on terms as specified by the buyer, if payments are deferred and
payable under contract or mortgage, the Participant shall service the same until completely
liquidated, upon the terms provided for the servicing of mortgages.

The Board will reimburse the Participant for the Board's portion of reasonable out-of-pocket
expenses incurred during the liquidation of the mortgaged property provided that such items are
made part of the claim, and upon receipt of the Cash Disbursement Request Form, to be provided by
the Board.

If warranty violations or deficiencies exist, the Participant may be required to repurchase the Board's
interest in the loan including accrued interest.

REMITTANCE AND REPORTING

The Participant shall transmit by Electronic Funds Transfer (EFT) all funds applicable to the
monthly payment of principal and interest on the Mortgage Loans serviced by the Participant by the
25" of each month. Remittances shall be reported and submitted to the Board of Housing on the
Reconciliation Statement of Mortgage Loans and Exception Reporting Forms. These forms,
prepared by the Participant, are based on an Exception Reporting system of accounting and detail all
mortgage loan activity for the reporting period from the twenty-first day of the previous month to the
twentieth day of the current month. The Participant shall transmit the Reconciliation Statement to
the Board of Housing, subject to the warranty in Section 3.31 of the Servicing Agreement.

REMEDIES

The Participant shall repurchase any Mortgage Loan purchased by the Board in accordance with
Section 13.1 (a, b,ci, cii, ciii, civ) of the Servicing Agreement if the Board determines at any time
with respect to such Mortgage Loan that any representation herein was untrue when made, any
warranty or term hereunder has been breached, or a misstatement of a material fact by the Participant
exists in any of the documents for such Mortgage Loan to include items listed in Schedule A of the
Commitment Letter.

The Participant shall certify that the mortgage loan documents are true and accurate copies of their
respective original documents. The review by the Board of all loan documents or documents
required under the Commitment Letter and Schedule A does not constitute the concurrence by the
Board of the accuracy, validity or legality of the documents presented. The examination of said
documents by the Board and/or legal counsel shall not constitute a waiver of any warranty,
representation or term thereof. The Participant hereby waives the defense of any statute of limitation
that could otherwise be raised in defense of any repurchase obligation or damage to the Board.

XVII.  FUNDING

(@)

Funding will occur on the 15™ and 25" of the month.
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MONTANA BOARD OF INVESTMENTS RESERVATION LOAN NO:
LOL SUBMISSION VOUCHER
CONVENTIONAL LOANS

REVISED January 2006
This side only for Mortgagor
LENDER | MORTGAGOR
CONTACT | CO-MORTGAGOR
PHONE # | ADDRESS
E-MAIL | cITY ZIp COUNTY

RESERVATION/COMMITMENT PROCESS

The Board will process Mortgage reservations through “Lender on Line” at the Board of Housing. A reservation number will
be assigned for each confirmed reservation and the number will be permanently used by the Board and Participant to identify
the Reservation and the Loan. The Participant shall use the Board’s posted Rate on Lender Online when establishing the
reservation. The Participant is required to submit the following for underwriting to the Board of Housing for processing:

LENDER (Participant) USE BOH USE

1. A complete original signed FHLMC/FNMA Uniform Underwriting and Transmittal Summary form. Copy of legible
updated Uniform Residential Loan Application (URLA) and signed by the borrowers (within 90 days). -------------------

2. Copy of the last complete Desktop Underwriter (DU) Findings Report or Loan Prospector (LP) Feedback Report with three
credit scores per borrower.

3. Original appraisal report obtained by the Participant, utilizing the FNMA and FHLMC most updated form for number of
units, with all actual clear and current original pictures of subject property, and all comparable properties, dated with 180
days. (Participants may also e-mail a copy of the appraisal. Call the Board of Investments at 444-1218 for instructions).

4. Copy of the executed buy/sell agreement and, if new construction, a certified and dated breakdown of construction costs
plus land costs signed by the contractor and borrower; where the borrower is the builder, the Participant will certify the
breakdown of construction costs.

5. Copy of the homeowner association bylaws, if applicable.

6. Other pertinent data as requested by the Board.

Effective December 1, 2005 a commitment letter will not be issued. The following information must be submitted to the
Board of Housing by the Participant, including requirements in the conditions/exception report on Lender on Line. Upon
meeting the funding requirements, funding will be prepared by staff for the 15" or 25™ of the month.

PURCHASE/FUNDING PROCESS

1. Loan History, even if no payments have been made.

2. Copy of the Settlement Statement. _

3. Copy of the final ALTA title insurance policy with extended coverage naming the Montana Board of Investments as
the insured party. The policy must be endorsed as required by the Board and all exceptions to title approved including
any S.1.D.(s).
a. This includes but is not limited to endorsements #100 (Insurance against certain losses), #8.1

(Environmental Protection lien), #115 Condominium (if applicable) or #116 (Single-Family).

b. #104 Assignment to Board of Investments (note: not required if policy shows BOI as insured)
c. If applicable, Manufactured Housing Unit.

4. Copy of the note utilizing the most recent FNMA or FHLMC form. .

5. Copy of the recorded first Deed of Trust, utilizing the most recent FNMA or FHLMC form, containing "due-on-sale”
clause together with appropriate riders (if needed) (a) 1-4 Family Rider or (b) Condominium Rider. ----------------

6. Copy of the recorded assignment of mortgagee's interest; the assignment must be assigned as required by the Board.
If new construction, the appraiser's original verification that the subject property has been completed per plans and
specifications and a current re-certification of value with two original photos of completed construction. ----------

_____ 7. Other pertinent information as required in the condition/exception Lender on Line report.

LENDER MUST COMPLETE AND SIGN THIS SECTION (Original Signature Required)

Loan Closing Date Appraisal$ PITI$
Monthly Flood Insurance$ HOA dues$

Monthly Hazard Insurance $ Monthly Mortgage Insurance Premium $

Monthly Taxes $

Note Interest Rate % Service Fee % BOI Posted Rate %

| certify that all requirements of Desktop Underwriting (DU) Findings Report/Loan Prospector (L P) Feedback are met
and in the file.

| certify that the mortgage documents, which includes but not limited to the recorded Assignment of Mortgagee’s
interest, are true and accurate copies of their respective documents.

According to the Board of Investments Mortgage Loan Policy in XVVI Remedies: The Participant shall repurchase any Mortgage Loan purchased by
the Board in accordance with Section 13.1 (a, b, ci, cii, ciii, civ) of the Servicing Agreement if the Board determines at any time with respect to such
Mortgage Loan that any representation herein was untrue when made, any warranty or term hereunder has been breached, or a misstatement of a
material fact by the Participant exists in any of the documents for such Mortgage Loan to include items listed above and on the conditions/exception
report.

Authorized Signature Printed Signature Phone Number City/Town

Mortgage Lender Fax Number Email Address
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MONTANA BOARD OF INVESTMENTS RESERVATION LOAN NO:
FHA OR VA SUBSMISSIONS OFFERING
REVISED January 2006

LENDER | MORTGAGOR

CONTACT | CO-MORTGAGOR

PHONE # | ADDRESS

E-MAIL | cITY ZIp COUNTY

RESERVATION/COMMITMENT/FUNDING PROCESS

The Board will process Mortgage reservations through “Lender on Line” at the Board of Housing. A reservation number will
be assigned for each confirmed reservation and the number will be permanently used by the Board and Participant to identify
the Reservation and the Loan. The Participant shall use the Board’s posted rate onlender on line when establishing the

reservation.

All Board of Investment loans are serviced by the Board of Housing. Effective December 1, 2005 a commitment letter will
not be issued. The following information must be submitted to the Board of Housing by the Participant, including
requirements in the conditions/exception report on Lender on Line. Upon meeting the funding requirements, funding will be
prepared by staff for the 15" or 25™ of the month. The Participant is required to submit the following to the Board of Housing
for processing:

LENDER USE BOH USE
_ 1 COPY OF COMPLETED MORTGAGE CREDIT ANALYSIS (FHA) OR LOAN ANALYSIS (VA) WORKSHEET.
2. COPY OF THE FHA/VA SIGNED AND TYPED LOAN APPLICATION
3. LOAN HISTORY, EVEN IF NO PAYMENTS HAVE BEEN MADE.
4. COPY OF THE SETTLEMENT STATEMENT
5. COPY OF THE NOTE.

6. COPY OF THE ASSIGNMENT OF MORTGAGEE’S INTEREST TO MBOI. THE ASSIGNMENT MUST BE ASSIGNED AS
REQUIRED BYTHE BOARD.

7. FHA - APRINTOUT OF THE FHA MORTGAGE INSURANCE CERTIFICATE (MIC) OR THE VA LOAN GURANTEE
CERTIFICATE DEMONSTRATING THAT THE MAXIMUM EXPOSURE TO THE BOARD OF 65 PERCENT.

8. COPY OF THE DEED OF TRUST (COPY) CLEARLY SHOWING THE RECORDING INFORMATION

9. MORTGAGEE TITLE INSURANCE POLICY (COPY NAMING MBOI AS THE INSURED PARTY AND THE FOLLOWING
ENDORSEMENTS: 100, 116, 8.1, FA7 IF HOME IS MANUFACTURED.

10. OTHER INFORMATION AS REQUESTED BY THE BOARD.

SINGLE SUBMISSION
Items 1-10 may be submitted at one time. The loan must be closed on or prior to expiration date of the reservation funds. The package must be received
within the 60-day funding period.

LENDER MUST COMPLETE AND SIGN THIS SECTION (Original Signature Required)

Loan Closing Date Appraisal$ PITI$
Monthly Flood Insurance$ HOA dues$

Monthly Hazard Insurance $ Monthly Mortgage Insurance Premium $

Monthly Taxes $

Note Interest Rate % Service Fee % BOI Posted Rate %

| certify that the mortgage documents, which includes but not limited to the recorded Assignment of Mortgagee’s
interest, are true and accurate copies of their respective documents.

VA LOANS ONLY. I certify that the maximum exposure to the Board of Investments does not exceed 65% of the VA
offering and the combination of down payment and VA guarantee equals at least 35% of the lower of cost or appraisal
and meets the requirements stated in the Board of Investments Mortgage Loan Policy in GENERAL REQUIREMENT
—FHA AND VA LOANS UNDER XI (a). Initial if applicable.

IF APPLICABLE, | certify that all requirements of Desktop Underwriting (DU) Findings Report/Loan Prospector (LP)
Feedback are met and in the file.

According to the Board of Investments Mortgage Loan Policy in XVl Remedies: The Participant shall repurchase any
Mortgage Loan purchased by the Board in accordance with Section 13.1 (a, b, ci, cii, ciii, civ) of the Servicing
Agreement if the Board determines at any time with respect to such Mortgage Loan that any representation herein was
untrue when made, any warranty or term hereunder has been breached, or a misstatement of a material fact by the
Participant exists in any of the documents for such Mortgage Loan to include items listed above and on the
conditions/exception report.

Authorized Signature Printed Signature Phone Number City/Town

Mortgage Lender Fax Number Email Address
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