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This Presentation is intended as a high level overview. Any discussion of legal disclosures or other issues, including but not limited to, loan submission, pricing, rate locks or other guidelines and program requirements, are discussed on an example 
basis only and are not substitutes for legal advice from your own counsel. Any potential transactions submitted to the PennyMac Correspondent Group are governed solely by the Correspondent Agreement and the Correspondent Guide.
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Why not LIBOR?

● The Financial Conduct Authority (FCA), the British regulator of the LIBOR benchmark administrator, announced that the LIBOR will either 
cease to be published or deemed no longer representative between 2021 and 2023.

● The Federal Reserve Board, FDIC, and Office of the Comptroller of the Currency have encouraged market participants to “transition away 
from U.S. dollar (USD) LIBOR as soon as practicable and in any event by December 31, 2021”

Why SOFR?

● In conjunction with the Alternative Reference Rates Committee (ARRC), the GSEs designed SOFR ARM products that use the 30-day 
average SOFR index as published by the Federal Reserve Bank of NY

○ August 3, 2020 - Fannie Mae began accepting delivery of SOFR ARMs
○ November 9, 2020 - Freddie Mac began accepting delivery of SOFR ARMs
○ January 1, 2021 - the GSEs no longer purchase LIBOR ARMs
○ October 1, 2021 - the GSEs no longer purchase CMT-indexed ARMs

Why not CMT?

● Fannie Mae and Freddie Mac no longer purchase CMT-indexed ARMs as of October 1, 2021 

○ FNMA Lender Letter 2021-05 / FHLMC Bulletin 2021-4

https://www.fca.org.uk/news/press-releases/announcements-end-libor
https://www.newyorkfed.org/arrc/about
https://www.newyorkfed.org/markets/reference-rates/sofr-averages-and-index
https://singlefamily.fanniemae.com/media/25066/display
https://guide.freddiemac.com/app/guide/bulletin/2021-4
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Note: This is a summary of Pennymac SOFR ARM product attributes. 

SOFR ARMs

Interest Rate Index 30 Day Average SOFR (NY Fed)

Initial Fixed Period 5, 7, 10 Year
(5/6, 7/6, 10/6 ARMs)

Interest Rate Adjustment Period 6 Months

Lookback Period New rate determined 45 days in advance

Initial Adjustment Cap +/-2% for 5 Year ARMs
+/-5% for 7, 10 Year ARMs

Subsequent Adjustment Cap +/-1%

Lifetime Adjustment Cap 5%

Margin Delegated
2.75% - 3.00%

Non-Delegated
2.75%
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Note: All other Pennymac GSE requirements apply (i.e. LTV, credit score, etc). Above grid does not encompass full product requirements, please refer to 
Product Profiles for full product information.

SOFR ARM Pennymac Guidelines

4

Pennymac Guidelines (Fannie Mae and Freddie Mac)

Terms / Cap Structures Terms: Initial Fixed (Year) / Adjustment Period (Months)
● 5/6-month 
● 7/6-month 
● 10/6-month

Cap Structures: Initial Cap / Subsequent Cap / Lifetime Cap
● 2/1/5 (5-year)
● 5/1/5 (7-year)
● 5/1/5 (10-year)

Example. A 5/6 SOFR ARM
- Adjusts a maximum of 2% during the first adjustment period (5 year mark). 
- Adjusts a maximum of 1% during the subsequent adjustment periods (every 6 months thereafter).
- Adjusts up to 5% over the life of the loan.

LTV Max LTV 95%

Property Type ● 1-4 Unit Primary
● 1 Unit Second Home
● 1-4 Unit Investment

Transaction Type ● Purchase
● Rate/Term Refinance
● Cash-out Refinance

AUS DU (Fannie Mae) / LPA (Freddie Mac)

Temp Buydowns Not allowed
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Qualifying Rate 

Fully Indexed Rate

● Fully indexed rate is the sum of the applicable index (30 Day SOFR) plus the margin (2.75%), rounded to the nearest one-eighth 
percent (0.125%)

○ The applicable index is the lowest value in effect during the 90 days that precede the date of the mortgage or deed of trust

● Example: 

○ 30 Day Average SOFR = 0.710%

○ Margin = 2.75%

○ Fully Indexed Rate = 0.710% + 2.75% = 3.460% (rounding to 0.125%) → = 3.500%

Fannie Mae (FN) LL 2021-11/DU 7.17.2021 Freddie Mac (FH) LL 2021-19/LPA 8.29.2021

5/6 ARM Greater of fully indexed rate or note rate plus 2% Greater of fully indexed rate or note rate plus 2%

7/6 and 10/6 ARMs Greater of fully indexed rate or note rate Note rate (for non-HPML)

Greater of fully indexed rate or note rate (for HPML)

https://singlefamily.fanniemae.com/media/25856/display
https://singlefamily.fanniemae.com/media/25911/display
https://guide.freddiemac.com/app/guide/bulletin/2021-19
https://sf.freddiemac.com/content/_assets/resources/pdf/release-notes/august-2021-lpa-release-notes.pdf
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Fannie Mae and Freddie Mac Uniform Instruments (specifically the 30-day Average SOFR docs) should be used for SOFR ARMs. 

Note: Please refer to your doc provider and legal counsel for all SOFR ARM Uniform Instrument(s) details and requirements.

Sample Fannie Mae SOFR ARM Rider
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THANK
YOU!
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