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Abstract 

Freddie Mac and, for even longer, Fannie Mae (collectively, “the Enterprises”) have played an 
essential role in the creation of the modern housing finance system in the United States. In 
particular, they enabled access to financing to build or purchase rental and owner-occupied 
housing by increasing market liquidity and streamlining the mortgage lending process through 
standardization. In recent years, the Enterprises have been required to expand access to 
affordable housing finance for low- and moderate-income households through the Duty to Serve 
Program (DTS) that commenced in 2018. The DTS is a logical extension of the Enterprises’ 
primary mission to improve the function of housing finance markets, and is focused on 
underserved markets including manufactured housing, rural housing, and affordable housing 
preservation.

Duty to Serve (DTS), one of the Enterprises’ statutory mission responsibilities, obligates them to 
provide affordable housing to moderate- and lower-income households, even when doing so is 
less profitable than the Enterprises’ core business. The Enterprises have just completed the first 
DTS strategic planning cycle and are poised to embark on a second cycle. The purpose of this 
paper is to assess progress and to inform external stakeholders; the Enterprises; their regulator, 
the Federal Housing Finance Agency (FHFA); and the Biden Administration on what has 
worked and what has not worked in the program’s initial three-year planning cycle. We also 
recommend adjustments that should be considered in strategic planning for the next cycle.
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Duty To Serve: The Purpose of Fannie Mae and Freddie Mac and Early Lessons Learned in 

Underserved Housing Markets 

Introduction 

What are Fannie Mae and Freddie Mac and why do they matter? 

Before 1930 most American homes that were not owned outright were financed using five- to 
10-year, interest-only mortgages. At the end of each lending cycle, homeowners would refinance
their mortgage balance, typically at half of the value of the property, with the same bank at new
current interest rates. As widespread banking collapses began in late 1930, banks lacked the
liquidity to refinance mortgages. Homeowners were asked to repay the full outstanding balances
and millions of them defaulted. By 1933, almost half of all home mortgages were in default
(Bernanke 2007; Konczal 2013).

In response, the federal government created the Federal Home Loan Bank System (FHLB) in 
1932, followed by the Homeowner Loan Corporation (HOLC) and the Federal Housing 
Administration (FHA) in 1934. The FHLB was a cooperative of savings and loan banks that 
allowed members to borrow funds using mortgages as collateral from a national pool that was 
raised through the sale of bonds and short-term notes by the FHLB Office of Finance (Wheelock 
2008). The FHA supported new mortgage lending by national banks by insuring payment of 
mortgages through a self-financing insurance scheme, and the HOLC refinanced delinquent 
mortgages using federal bond funding as working capital. All three institutions relied on a 
financial innovation to build the new national housing finance system—a long-term, self-
amortizing mortgage backed by the credit of the U.S. government. 

Long-term lending tied up a lot of capital on banks’ balance sheets. To meet increasing lending 
demand resulting from the recovery of the housing market, banks sought new sources of capital 
to supplement deposits, and the federal government responded by establishing the Federal 
National Mortgage Association (FNMA, better known as “Fannie Mae”) in 1938. Fannie Mae 
was authorized to sell bonds to purchase FHA-insured mortgages from lenders, using repayments 
on the mortgages to amortize the bonds (Wheelock 2008). Because it was a federally chartered 
institution and the mortgages backing its debt were federally insured, Fannie Mae’s bonds were 
considered low-risk and carried an implicit federal guarantee. As a result, investors offered very 
favorable interest rate pricing for Fannie Mae bonds. The federal government’s backing of 
Fannie Mae’s debt has always been essential to its viability as a congressionally chartered 
“business.”1 

1 Since the Enterprises were placed in conservatorship in 2009, the Federal Government’s backing of their debt 
has been explicit, rather than implicit. See Wayne Passmore and Alexander H. von Hafften, “GSE Guarantees, 
Financial Stability, and Home Equity Accumulation.” Federal Reserve Bank of New York Economic Policy 
Review 24 No. 3 (December 2018): 11-27. www.newyorkfed.org/medialibrary/media/research/epr/2018/
epr_2018_gse-guarantees_passmore.pdf.

https://www.federalreserve.gov/newsevents/speech/bernanke20070831a.htm


The Federal Home Loan Mortgage Corporation (FHLMC, better known as “Freddie Mac”, 
created in 1970, was originally intended to provide liquidity to the savings and loan industry. 
Together, Fannie Mae and Freddie Mac are called Government Sponsored Enterprises, GSEs, or 
simply “the Enterprises.” Today, both buy mortgage loans from lenders.2 Neither Enterprise has 
ever originated or serviced its own mortgages. For much of the Enterprises’ history, their 
business of issuing government-backed debt and using the proceeds to buy mortgage loans that 
are securitized and sold to investors created a profitable, very efficient, and liquid secondary 
market for mortgages. Enterprise operations translated to lower-cost mortgages for homeowners 
and enabled the widely available 30-year, fixed-rate, freely prepayable mortgage (Calhoun and 
Ranieri 2021, 5).  

Advancing access to financing for the creation, preservation, and purchase of affordable housing 
still remains a primary statutory mandate for the Enterprises. This mandate is articulated in their 
Affordable Housing Goals, established in the 1990s by Congress in the Federal Housing 
Enterprises Financial Safety and Soundness Act in the 1990s and also sought to address the 
racial homeownership gap (12 U.S.C. §§ 4561 et seq. 2020). There is a subtle, but important, 
unintended consequence of reducing transaction costs to improve market efficiency.  

The Enterprises’ streamlined the mortgage origination process by establishing requirements for 
both homes and borrowers to “conform” to specific standards to qualify a mortgage for purchase 
in the secondary market. These requirements included maximum mortgage amounts, maximum 
loan-to-value ratios (or minimum down payments, well-articulated appraisal practices, and 
minimum credit ratings for borrowers). Because discrimination against minorities had been 
embedded in appraisal standards, access to credit, and in labor markets, conforming mortgage 
standards perpetuated historic inequities, even though they appeared to be neutral with regard to 
race and ethnicity. In light of renewed recent attention on systemic racial discrimination in 
housing markets, the Enterprises should now be required to do more than they had in the past to 
meet the country’s pressing racial disparities in housing. Today, there is a huge gap between 
white homeownership, at 72 percent, and Black and Latino homeownership, at 42 percent and 48 
percent respectively (Calhoun and Ranieri 2021, 3-4).  

2 Fannie Mae was created by Congress in 1938. Fannie Mae’s legal authorities have been updated several times
since. Its current legal authority may be found in the Federal National Mortgage Association Charter Act, Title III of 
the National Housing Act, 12 U.S.C. §§ 1716 et seq, as amended through July 25, 2019. Freddie Mac was created by 
Congress in 1970. Freddie Mac’s very similar legal authority may be found in the Federal Home Loan Mortgage 
Corporation Act, P. Law 91-351, 84 Stat. 450, 12 U.S.C. § 1451, as amended through July 21, 2010.
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The Enterprises were needed historically to address market imperfections starting in the 1930s 
by closing information asymmetries, distributing risk, and reducing transaction costs to make the 
30-year mortgage broadly available to the American middle class.  The Enterprises are now 
needed to extend access to housing finance for new, previously “underserved,” markets. The 
Enterprises consistently addressed bottlenecks and imperfections in the housing finance system 
to drive its evolution. Today, as testament to the success of the Enterprises in establishing a deep 
global housing finance system, there are many efficient, competitive, and well-capitalized 
providers of long-term, fixed-rate conventional financing for the most profitable, homogenous 
housing finance markets. The Enterprises’ affordable housing mandates, including the relatively 
recent statutory Duty to Serve (DTS), ask them to innovate and, within reasonable bounds of 
safety and soundness, stretch to address the market imperfections that impede access to housing 
finance in underserved markets.

Most papers written about the Enterprises in the last 10 years focus on the 2008 mortgage market 
crash, the plethora of ensuing reform proposals, and the ways in which the Enterprises should 
change as a result. Certainly, whatever changes are made to the Enterprises’ structures will 
influence how well they will serve their public mission. Our focus, however, assumes not only 
that the Enterprises will continue to provide a stable mortgage market but also that, going 
forward, the Enterprises should be expected to make extra effort to serve low- and moderate-
income communities, given that the current affordable housing crisis is ubiquitous and increasing 
in severity. Today, more than 40 million American households (35 percent) are housing cost-
burdened (paying more than 30 percent of their pre-tax income for housing). About half of them 
(17 percent of all American households) are severely cost-burdened (paying more than 50 
percent of pre-tax income for housing). Of the total U.S. households that are cost-burdened, half 
are renters and half are homeowners. In “hot” housing markets, the situation is worse: in Los 
Angeles and Miami, 49 percent of households are cost-burdened; in New York City and the San 
Francisco Bay area this figure is 47 percent and 43 percent respectively. However, it’s not just 
hot urban markets: in College Station and Laredo, Texas, 43 percent of households are housing 
cost-burdened; in Elkhorn, Wisconsin, it is 42 percent; in Bloomington, Indiana, and Concord, 
New Hampshire, the figure is 40 percent (Harvard Joint Center for Housing Studies n.d.).  In 
2019, 88.1 percent of low-income renters (making less than $20,000 annually) were housing 
cost-burdened (National Low Income Housing Coalition 2020). 

Affordable housing advocates have so much confidence in the power of the Enterprises to reach 
more low- and moderate-income families that, during negotiations on Enterprise reform 
legislation following the 2008 foreclosure crisis, stakeholders discouraged sympathetic U.S. 
senators from accepting a new federal affordable housing model that would have released the 
Enterprises from this mission responsibility in exchange for affordable housing subsidies worth 
billions (Morial, Molesky, and Calhoun 2018). It is important that the Enterprises, affordable 
housing stakeholders, and U.S. taxpayers backing the Enterprises’ debt get their money’s worth 
by ensuring the Enterprises are operated efficiently and in a manner that achieves their 
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underlying purpose, including to deliver more affordable housing and to better serve underserved 
markets.3 

What is Duty to Serve and why does it matter? 

Duty to Serve (DTS) is one of the Enterprises’ statutory mission responsibilities. It obligates the 
Enterprises to provide affordable housing to moderate- and lower-income households, even when 
doing so is less profitable than the Enterprises’ core business. The purpose of this paper is to 
assess DTS’ progress and to inform external stakeholders; the Enterprises; their regulator, 
FHFA; and the Biden Administration on what has worked and what has not worked in the 
program’s initial three-year planning cycle.4 This paper also provides suggestions on how 
external stakeholders can effectively engage in influencing DTS, including by engaging the 
Enterprises this year as they develop the strategic plans that will guide DTS activity through 
2024. 

1. Program Creation

Created by enactment of the Housing and Economic Recovery Act of 2008, just before the 
foreclosure crisis, DTS establishes a specific responsibility for each Enterprise to serve 
moderate- and lower-income families in three underserved markets: manufactured housing, 
affordable housing preservation, and rural housing (12 U.S.C. §§ 4565 et seq. 2020). 

Despite the statutory mandate, FHFA delayed starting the program for seven years. In 2015, 
then-FHFA Director Mel Watt instructed the staff to initiate a rulemaking process to commence 
the DTS program. That process was finalized in December 2016, when Watt signed the final 
rule, codifying it as the DTS regulation.5 The DTS program finally launched in 2017, when the 

3 Ironically, the new capital regulation recently finalized by the Enterprises’ regulator, the Federal Housing Finance 
Agency (FHFA), goes precisely in the wrong direction by seeking to deemphasize the critical historical affordable 
housing role of the Enterprises. See 12 C.F.R. § 1240, 85 Fed Reg. 82150 (Dec. 17, 2020). Although the current 
FHFA Director, Mark Calabria, was confirmed in April 2019 for a five-year term, a recent U.S. Supreme Court case 
calls into question whether the FHFA Director should serve at the pleasure of the President, rather than for a fixed 
term. Another case currently pending before the Supreme Court is likely to resolve this tenure question during the 
summer of 2021. We hope that if and when a new FHFA Director takes over, that person will swiftly issue a new 
interim final rule on capital that recognizes the historic and continuing importance of affordable housing to the 
Enterprises’ mission.

4 The initial DTS plans were adopted in 2017 for 2018–2020. However, as a result of the pandemic, the initial 
strategic plan cycle was essentially extended through 2021. During 2021, the Enterprises are developing their second 
DTS strategic plans for 2022–2024.

5 See 12 C.F.R. § 1282, DTS Final Rule, 81 Fed Reg. No. 250, p. 96273 (Dec. 29, 2016). Immediately after 
enactment of Housing and Economic Recovery Act (HERA) in 2008. FHFA's career staff promptly went through a 
full rulemaking process, but then-Acting Director DeMarco decided not to approve the final rule to commence the 
DTS program in 2010. While DeMarco never explained that decision, he sent a letter to Congress saying that “new 
products”—essential to reaching DTS markets—would not be permitted during Conservatorship. See https://
www.wsj.com/articles/SB10001424052748704022804575041612842517090.
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Enterprises began to develop, take comment on, and revise their initial three-year strategic plans. 
2018 was the program’s inaugural performance year. 

2. Program Design and Components

The DTS regulation is based on a strategic planning model (illustrated in figure 1) specifically 
designed for the Enterprises to purchase increasingly more mortgage loans in the targeted 
underserved markets year to year. It requires each Enterprise to develop a three-year plan for 
reaching three specified markets: manufactured housing, rural housing, and affordable housing 
preservation. 

Figure 1: Key Milestones of the Duty to Serve Process 

The components of the DTS strategic planning process are delineated in figure 2. The overall 
regulation provides a menu of “Activities” for each market from which the Enterprises may 
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choose in drafting their DTS plans.6 Within each selected Activity, the Enterprise develops one 
or more “Objectives” for advancing that Activity, which, among other stipulations, are required 
to be strategic, measurable, and time-bound (12 C.F.R. § 1282.32(e) 2020). The requirements for 
Objectives promote both transparency and accountability and ensure that FHFA and 
stakeholders can clearly identify whether the Enterprise achieved what it proposed to do. Each 
Objective is targeted to one of the four DTS statutory evaluation factors: outreach, loan product 
development, investments and grants, and loan purchases (12 C.F.R. § 1282.36(b) 2020). 

Figure 2: Components of the DTS Strategic Planning Process 

3. Program Evaluation

As illustrated in figure 3, FHFA evaluates DTS performance considering both the difficulty of the

objectives undertaken by each Enterprise and the outcomes of the work on affordable housing 
needs in the underserved markets. By assigning a difficulty score to objectives at the outset of 
the strategic planning process, FHFA removes the incentive the Enterprises might otherwise 
have to adopt objectives they can easily surpass to circumvent a truly ambitious strategic plan.  

FHFA’s annual outcome evaluation process rates the Enterprises using first a quantitative 
assessment of whether it achieved the planned objectives and, second, a qualitative assessment of 
the impact of the Enterprise’s performance. This assessment results in an annual determination of 
whether and to what extent an Enterprise has complied with its Duty to Serve obligations in each 
underserved market (Federal Housing Finance Agency 2020a). 

6 DTS has “Statutory Activities” specified in the law as well as “Regulatory Activities” that were added by 
FHFA's rulemakng process. The statute only specified activities in the Affordable Housing Preservation market, 
while the regulation also permits the Enterprises to design their own “Additional Activities” (see 12 C.F.R. § 
1282.1).
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Comparing Enterprise Mission Responsibilities 

DTS and the Affordable Housing Goals (12 U.S.C. § 4561 2020) are the two affordable housing 
responsibilities that have the greatest impact on the Enterprises’ business processes, though the 
Enterprises do have other important affordable housing responsibilities.7 DTS is, however, one 
of very few broad-based federal affordable housing programs established since the Enterprises’ 
Affordable Housing Goals were enacted in the early 1990s. Importantly, DTS and the 
Affordable Housing Goals support new mortgage originations rather than directly addressing 
affordable housing challenges. Despite the well-documented need for more affordable housing, 
both single-family and multifamily, and the country’s ever-increasing income and wealth 
inequality, these policy tools rely on others to supply the housing for which they provide 
financing (Harvard Joint Center for Housing Studies 2020). It is unfortunate that the United 
States continues to lack the political will to address housing supply shortages directly through 
other government mechanisms. 

DTS is quite different from, though complimentary to, the Enterprises’ Affordable Housing 
Goals, which are specific quantitative percentage targets established by FHFA for each 
Enterprise’s annual purchase of lower-income mortgage loans (12 U.S.C. § 4561 2020). By 
contrast, DTS is primarily a qualitative program, governing the extent to which the Enterprises 
reach three specified underserved markets: manufactured housing, rural housing, and affordable 
housing preservation.  

In contrast to the quantitative goals, Congress forbid FHFA from setting numeric targets for 
Enterprise DTS achievement. 8 Instead, the strategic planning model holds the Enterprises 
accountable: each Enterprise sets its own targets, and FHFA considers both the targets and the 

7 For example, HERA requires each Enterprise to set aside in each fiscal year an amount equal to 4.2 basis points 
(0.042 percent) for each dollar of the unpaid principal balance of its total new business purchases. The Enterprises 
must allocate or otherwise transfer 65 percent of the amount set aside to HUD to fund the Housing Trust Fund 
(HTF) and 35 percent to the Treasury Department to fund the Capital Magnet Fund (CMF) within 60 days after the 
Enterprises’ fiscal (calendar) years. FHFA is not involved in the administration of either the HTF or the CMF. See 
12 U.S.C. §§ 4568-69 (https://www.law.cornell.edu/uscode/text/12/4568).

8 See 12 U.S.C. § 4565(d)(2)(C) (https://www.law.cornell.edu/uscode/text/12/4565). Prior to DTS enactment, the
Enterprises were already subject to their annual “Affordable Housing Goals”, which set specific numeric targets the 
Enterprises are required to achieve on an annual basis. Congress did not want DTS to also set specific numeric 
targets.

7

Figure 3: Duty to Serve Evaluation Parameters 
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outcomes in rating how well each Enterprise serves the three underserved markets every year 
(12 C.F.R. § 1282.36(c) 2020).

Figure 4: Strategic Planning as a Regulatory Tool 

Another statutory distinction is that DTS looks beyond loan purchase targets towards all phases 
of the Enterprise business model—outreach, product development, investments and grants, and 
loan purchases—to determine whether hitting the target actually made an impact (12 U.S.C. § 
4565(d)(2) 2020). Investments and grants are often crucial tools to prime an underserved market 
to originate more loans, and the secondary mortgage market can only help when there are 
primary market loans available to purchase. The more holistic statutory design of DTS mission 
achievement lends itself to this strategic planning approach because the statutory evaluation 
factors follow the full Enterprise product lifecycle.  

Why assess DTS now? 

The Enterprises have just completed the first three-year DTS strategic planning cycle and are 
poised to embark on their DTS strategic plans for 2022–2024. While the DTS program is still 
too new for a thorough assessment, now is a good time to determine what worked and what 
didn’t work in the initial cycle, just before the Enterprises are due to propose their strategic plans 
for 2022–2024.

The full 2021 process for the 2022–2024 DTS strategic planning cycle has not been announced, 
but based on the first cycle, it is expected to generally follow the schedule set out in figure 5. 
The regulation provides that proposed 2022–2024 DTS plans are due by May 3. The proposed 
DTS plans will be subject to public comment and revision before FHFA permits the Enterprises 
to finalize their 2022–2024 plans, likely before the end of the year. A high-level understanding 
of the program—of what has worked and what has not worked in the initial DTS planning cycle
—will be critical for stakeholders interested in influencing the program’s future.   



Figure 5: 2021 DTS Strategic Planning Cycle Calendar 

How to Influence Forthcoming DTS Plans for 2022–2024

Savvy external stakeholders wishing to have maximum input on the Enterprises’ proposed 
DTS plans should approach the Enterprises as soon as possible in the planning cycle to 
advocate for specific provisions. To develop written model DTS plan proposals, review: 

• what was in the incumbent, expiring DTS plans;
• what was achieved during the last plan cycle; and
• what was not achieved.

With an understanding of what was achieved in the initial DTS cycle, write your own concise 
“model DTS plan” for the Activities you care most about. Be sure your objectives are 
sufficiently specific so that, if achieved, you will know the Enterprises have made progress. 

The 2022–2024 DTS plans now in development will undergo an internal Enterprise clearance 
process ahead of the May 3, 2021 deadline for the proposed plans. Stakeholders must act soon 
to influence the proposed DTS plans. Even though policy advocates might be overstretched, it 
is worth proposing model DTS plan language before the deadline. This is because there is a 
chance that the proposals could influence the Enterprises’ plans. And, if advocates’ proposals 
are not incorporated in the plans, they will have pre-drafted public commentary ready to 
respond to the Enterprises’ plans when they are released. 

Appendix A is an example of proposed model DTS 2022–2024 plan language prepared by the 
Rocky Mountain Institute, which other stakeholders may use as a template. Achievements 
from the last plan cycle are available on FHFA’s DTS website (Federal Housing Finance 
Agency 2020b). 

Note that the Enterprises’ quarterly and annual DTS reports from the prior year are due by 
March 15 each year and posted soon thereafter, so the 2020 DTS reports may well be posted 
by the time you read this paper. The 2020 DTS annual reports will give you a better idea of 
what to request in your model plan than what was available when we wrote this paper.

What’s working and what’s not working? 

DTS remains a very new program with just barely enough track record to assess at this point. 
Even so, assessing performance to date may be useful in determining mid-course corrections and 
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future planning recommendations. We propose three sequential questions to consider in 
assessing the DTS Program’s effectiveness now and for future cycles: 

• Question 1: Does the strategic planning process work and what should be done to
enhance it?

• Question 2: To what extent did the Enterprises actually reach underserved markets as a
result of DTS and how might they improve?

• Question 3: How well are the processes of Enterprise reporting, FHFA evaluations, and
announcements of annual ratings working and what could be done to enhance them?

We consider each of these questions in order. 

Question 1: Does the strategic planning process work and what should be done to enhance 

it? 

The regulatory accountability built into the DTS strategic planning process makes the 

Enterprises increasingly responsive to the needs of underserved mortgage markets over time. 

First, the process of developing a 2018–2020 plan required the Enterprises to build greater 
expertise in underserved markets so they could produce credible plans and execute them. Having 
more expertise in specific underserved markets proved to have cascading benefits beyond DTS, 
because in-house expertise is now available to inform broader Enterprise decision making and 
risk management policy. Each Enterprise has large staffs of “risk managers” who look to 
eliminate business lines that pose more risk and offer less financial return. These are frequently 
the business lines that do the most to achieve affordable housing objectives. Important work can 
be lost through middle management decisions as the Enterprises are not unitary actors. Staff 
recommendations do not percolate up based on debate and negotiation among staff with 
different, often inconsistent responsibilities.  

When profitability conflicts with other objectives, even if the objectives are mandates, it is not 
guaranteed that the mandates will prevail. Increasing the number of the Enterprises’ staff 
members with affordable housing expertise helps build better DTS plans, but also has the 
collateral benefit of strengthening the chances that mission-driven initiatives—efforts to 
promote affordable housing—survive the Enterprises’ internal deliberations. Since now-former 
Director Watt made DTS an institutional priority, both Enterprises have hired a number of staff 
and consultants with specific expertise in DTS markets including chattel, manufactured housing 
units titled as real estate, shared equity, and high-needs rural regions, among others. To maintain 
these gains, the Enterprises must continue to place an emphasis on DTS and other affordable 
housing work. 

Second, the current DTS strategic planning and reporting model pushes the Enterprises to 
continually improve their loan purchases in underserved markets over time. By design, the DTS 
process creates a robust public paper and data trail of Enterprise experimentation in underserved 
markets. Because the program is still in its early years, though, there has been understandable 
tolerance for more often employing the “softer” metrics of outreach and product development 
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efforts, rather than rating performance primarily based on lending volumes. Although less 
stringent performance metrics do not drive short-term results, as measured by lending volumes, 
in the longer term, learning from outreach and product development should enable more 
effective service to the underserved markets. Perhaps the least appreciated long-term benefit of 
the strategic planning and reporting approach for the DTS affordable housing mission is that, 
over time, as the Enterprises develop more refined loan purchase baselines in targeted markets, a 
better understanding of these markets will be part of the public record. As a result, if the system 
remains in place, qualitative evaluation will motivate the Enterprises to apply the lessons learned 
and continually increase their loan purchases in these markets.  

This long-term approach requires patience and persistence from the Enterprises, FHFA, and 
external stakeholders alike. There are early signs of progress, and the second DTS strategic 
planning cycle will provide a more definitive test of the model. Already, the Enterprises will 
need to update their successful Objectives from the first cycle to achieve passing scores in the 
future. While the self-reinforcing need for ongoing plan evolution may not be widely understood 
in the affordable housing community, the Enterprises are keenly aware of it. They are, at best, 
nervous about this system that organically rachets up expectations over time.  

There remains a concern that the Enterprises might try to undermine the strategic planning 
model. In addition to risk management and affordable housing silos, both Fannie Mae and 
Freddie Mac have large regulatory affairs staffs that advocate on behalf of the Enterprises 
outside of public view. These Enterprise employees see their role as protecting executive 
prerogatives and sometimes seeking to limit public transparency and the extent to which the DTS 
plans and actions are influenced by external stakeholders. By requiring extensive reporting and 
inviting public input, the strategic planning model makes it harder for the regulatory affairs staff 
to control the Enterprises’ respective DTS message. As a result, each Enterprise has a silo with 
an incentive to try to undermine a transparent DTS strategic planning process that is influenced 
by robust public input. 

The strategic planning and reporting processes make the DTS program highly transparent, 

allowing stakeholders to hold the Enterprises accountable for meaningful mission achievement. 

Strategic Planning Process Transparency 

The program’s emphasis on engaging external stakeholders to effectively insist on strong 
mission performance has gotten a great deal of information into the public sphere that in turn 
empowers more stakeholders to better understand—and question—the Enterprises’ DTS 
strategies. First, the DTS plan development process lets external stakeholders make suggestions 
about both high-level priorities and the details of the Enterprises’ plans, and it puts tacit pressure 
on FHFA to empower the Enterprises to carry out their plans. Furthermore, the public comment 
process makes plan development transparent, essentially requiring the Enterprises to seriously 
consider the views of stakeholder experts and provide reasons when they disagree with 
suggestions. Second, each planning cycle commences with a series of “listening sessions” 
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(essentially FHFA public hearings), wherein stakeholders are guaranteed a forum to make their 
case regarding Enterprise DTS strategy directly to decision makers. 

Both Enterprises also have their own advisory groups and corporate communication operations 
that provide them with feedback; however, Enterprise-sponsored outreach is by invitation only, 
and the resulting dialogue is usually not shared publicly. The robust DTS public engagement 
process has, then, successfully engaged the public in DTS plan development, holding the 
Enterprises accountable in a manner that Enterprise-solicited feedback alone cannot. 
Anecdotally, in conversations with external stakeholders and former Enterprise employees, we 
have confirmed that the Enterprises have made changes to their plans over time in response to 
feedback in public listening sessions or from the public comment process. 

One shortcoming of the DTS strategic planning process is that the Enterprises propose their DTS 
plans without input from external stakeholders who have the best understanding of these 
underserved markets. Since the DTS plans for the 2022–2024 plan cycle are due in early May, it 
is too late for this cycle; but beginning with the next cycle, FHFA should kick off the DTS 
planning process in January of 2024 with a request for information (RFI) inviting the public to 
propose what the Enterprises should include in their plans. The RFI could be for 60 days, and 
the plan proposals could be posted on FHFA’s website by early March with the expectation that 
the Enterprises would consider this public input in developing their proposed DTS plans due in 
early May of 2024. 

Reporting Process Transparency 

The Enterprises must file quarterly and annual reports that detail the progress made on each 
objective in the Enterprises’ DTS plans. This high level of transparency further empowers the 
public to make its own assessment of DTS performance at a granular level. The DTS team at 
FHFA has developed an excellent series of loan purchase dashboards. Some of these dashboards 
are publicly available, which has allowed for great transparency into DTS loan purchases than 
was available prior to DTS. (See figure 6, which breaks down purchases by Enterprise, year, and 
market). These dashboards have not received the attention they deserve, however, and should be 
carefully monitored by external stakeholders invested in the program’s successes. The 
dashboards are important affordable housing advances, but they will only promote the program's 
success if stakeholders vigilantly monitor progress, advocate for transparency, and actively 
engage the Enterprises. 
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The DTS reporting and public engagement strategy should be used as a model for other FHFA 
programs and for the federal government as a whole. However, this robust public engagement is 
not statutory; it is linked to the DTS strategic planning process in the current regulation. Because 
the entire strategic planning apparatus is regulatory rather than statutory, it is vulnerable to 
change by FHFA without consulting Congress. Much of the DTS reporting structure is not even 
in the regulation, so the Enterprises can try to influence FHFA to make changes behind closed 
doors without going through rulemaking or otherwise notifying the public of a change. 

Shortcoming: Length and Complexity 

The greatest shortcoming in the DTS strategic planning process during the first plan cycle was 
the length and complexity of the plans, which were so unwieldy that they reduced accountability. 
Fannie Mae’s first cycle DTS plan was 178 pages and Freddie Mac’s was 242 pages—both 
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substantially longer and more complicated than necessary.9 There are multiple reasons for this 
length and complexity: In entities as large as the Enterprises, a large number of people have 
input into strategic plans, and more contributors generally lead to more length and complexity. In 
some instances, length also helps to justify an inflated difficulty score for a target, as FHFA can 
refuse to approve a plan that is deemed not sufficiently ambitious. The Enterprises also use their 
DTS plans for other public relations purposes, which can further contribute to plan length. 

Arguably, those responsible for the Enterprises’ regulatory affairs functions also have an 
incentive to encourage length and complexity. Creating long and complicated plans can 
discourage public engagement, because only the most committed affordable housing advocates 
have the bandwidth to thoroughly understand what is proposed and to comment on proposed 
plans. The Enterprise regulatory affairs silo can also advocate that FHFA minimize written 
reporting on objectives; reports which are essential for both FHFA staff and the public to 
evaluate DTS performance.  

Reporting guidance, while critical, is at an operational level that is not protected by the 
regulation, leaving it vulnerable to Enterprise backroom influence. These regulatory interaction 
patterns have been around since the Enterprises were chartered, but when the Enterprises entered 
Conservatorship in 2009, for the first time, FHFA gained an upper hand that persisted long 
enough to put the current strategic planning and reporting model in place. As the Enterprises 
move closer to exiting Conservatorship, however, there is a risk that FHFA’s regulatory 
influence will ebb and the Enterprises will chip away at the DTS planning and reporting 
infrastructure. 

The confluence of advocates’ expectations ratcheting up over time, more empowered regulatory 
affairs functions within both Enterprises, and the development of new DTS three-year strategic 
plans, makes this moment in time crucial. The Enterprises could easily dilute DTS reporting 
requirements by exerting influence over the FHFA before the public learns about the change. 
FHFA should publicly commit to only entertain Enterprise requests to change DTS reporting 
after stakeholders weigh in on the impact of proposed changes. FHFA could also take action to 

9 See FHFA Duty to Serve website posting Fannie Mae and Freddie Mac Underserved Markets Plans (https://
www.fhfa.gov/PolicyProgramsResearch/Programs/Pages/Modified-Underserved-Markets-Plans.aspx). Feb. 19, 
2021. The flexibility for the Enterprises to determine which activities and how many to include in their plans is not 
the cause of too much length and complexity.  In their first cycle plans, Fannie Mae included 22 activities and 
Freddie Mac included 21 activities, even though FHFA only required an Enterprise to take on 15 activities. 
See FHFA DTS Evaluation Guidance 2020-4a (https://www.fhfa.gov/PolicyProgramsResearch/Programs/
Documents/DTS-Evaluation-Guidance-2020-4a.pdf), p. 6. It is the Enterprises’ responsibility to determine the 
appropriate number of activities to include in their DTS plan to maximize their impact.
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further address the problems of plan complexity and length, such as the already adopted 
Snapshots found on the DTS webpage (see figure 7). 

Figure 7: The DTS Snapshots Series Allows Stakeholders to See One Document with Both 

Enterprises’ Objectives on a Particular Plan Component 

These topical excerpts allow stakeholders to see one document with both Enterprises’ objectives 
on a particular plan component. For example, a stakeholder interested in only manufactured 
housing chattel lending can access the snapshot that contains only the chattel components of both 
Freddie Mac and Fannie Mae’s plans. Because most stakeholders care most deeply about a 
particular topic, this Snapshot series is an important tool to make stakeholder engagement easier. 

FHFA could also require the Enterprises to develop short executive summaries of their full 
proposed DTS 2022–2024 plans. Having a shorter version of the plans available would allow 
more stakeholders to read, understand, and comment on them. In the medium term, FHFA could 
consider revising the DTS Evaluation Guidance to limit the length of future plans.  

In sum, we strongly encourage FHFA to continue its current robust approach of strategic 
planning, reporting, and public engagement. In light of the need for more time to see how well 
this strategic planning model will work and the likelihood that the Enterprises would prefer to 
reassert control over DTS activities, we recommend that FHFA also defer reopening DTS 
rulemaking until 2024, at which point it will have completed one additional strategic planning 
cycle and the Enterprises, FHFA, and public will all have more data about how well the strategic 
plan model is working and where changes are necessary.  
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Question 2: To what extent did the Enterprises actually reach underserved markets as a 

result of DTS and how might they improve? 

In its initial three-year plan cycle, DTS has brought materially greater amounts of capital to 

some underserved mortgage markets. 

The ultimate measure of DTS success is whether it materially increases capital in underserved 
markets. We addressed the DTS regulation’s strategic planning system prior to addressing early 
wins in increased capital because we believe the potential for substantial breakthroughs in 
providing more capital will be realized by maintaining rigorous strategic planning and reporting 
processes over time. 

Although increasing capital is the ultimate goal and notable increases in capital occurred during 
the first DTS planning cycle, the increased capital the Enterprises have made available to 
underserved markets to date through DTS is small in comparison to the need—and the potential.
Progress in institutions as large as the Enterprises is necessarily incremental, but both Enterprises 
have noticeably increased available capital in some markets in the first three years of DTS. Here 
are five examples of activities where the Enterprises made measurable progress in increasing 
capital, followed by three examples of activities where progress was poor—and where FHFA is 
to blame for at least one of the failures. 

Manufactured Housing Real Estate Units 

According to Fannie Mae’s 2019 DTS annual report, it purchased 11,976 loans in 2019 on 
manufactured housing units titled as real property, well above the previous loan purchase 
baseline (8,072 three-year average for 2014–2016). Freddie Mac similarly purchased 4,390 loans 
on manufactured housing titled as real property, above its 2,985 loan purchase baseline (Federal 
Housing Finance Agency 2020b). 

Rural Single-Family and Small Multifamily Housing 

The Enterprises also increased their combined share of single-family rural loans, which went 
from 14.7 percent of all loans in 2016 to 18.1 percent in 2018 (Federal Housing Finance Agency 
2020c). In 2019, Fannie Mae purchased 9,431 single family loans totaling $1.156 billion in rural 
areas, representing a 32.8 percent increase over the baseline of 7,104 loans and an 8.9 percent 
increase from 2018 (Fannie Mae 2020a). Increased rural small multifamily loan purchases is 
another success story: Fannie Mae increased its purchase of rural small multifamily loan 
purchases from 60 loans to 82 loans in 2019, a 58 percent increase from the baseline (Fannie 
Mae 2020a). 

16



LIHTC equity 

Another example of DTS increasing capital to underserved markets is Enterprise equity 
investments in Low Income Housing Tax Credit (LIHTC) projects in rural areas. In 2019, Fannie 
Mae made equity investments in 98 LIHTC projects, accounting for 4,263 units affordable to 
households earning 60 percent or less of the Area Median Income (AMI). Freddie Mac likewise 
made 13 LIHTC equity investments in 13 rural properties in 2019, investing $111.9 million in 
units affordable to households making 60 percent or less of AMI.10 This level of investment 
exceeded Freddie Mac’s annual target of nine investments in rural areas by 44 percent and its 
2018 total by 30 percent (Federal Housing Finance Agency 2020a). 

CDFIs Becoming “Seller/servicers” 

Just as DTS confers intangible benefits by adding affordable housing expertise to the 
Enterprises, there are also important ways in which it benefits underserved communities that 
elude conventional measurement. For instance, DTS increased capital access in 2019, when two 
Community Development Financial Institutions (CDFIs) were authorized to become 
“seller/servicers,” and allowed to both sell loans they originate to Fannie Mae or Freddie Mac 
and service those loans. These included first, “cdcb” which stands for “come dream. come 
build” (hereinafter: CDCB). CDCB was formerly known as the Brownsville Community 
Development Corporation, and is based in Texas, primarily serving the colonias border regions. 
The second CDFI is, Fahe, which originally stood for the Federation of Appalachian Housing 
Enterprises, and is based in Kentucky, primarily serving central Appalachia. Fahe shortened its 
name but remains a housing federation focusing on central Appalachia. The Enterprises’ seller/
servicer approval processes, expensive and labor-intensive under the best of circumstances, were 
somewhat more involved both for the Enterprises and the CDFIs in these two instances; the 
approval processes were built with conventional lenders in mind and needed to be adapted for 
CDFIs.  

The impact of the CDFI seller/servicer breakthrough transcends DTS markets, however, because 
it not only empowers these (and possibly other) CDFIs to sell loans to Fannie Mae and Freddie 
Mac—including loans that may not qualify for DTS—but it also generates important new 
revenue streams that cross-subsidize DTS and other affordable mission loans that the CDFIs can 
now originate and hold on their books. One Fahe executive explained that it had expected to 
initially sell one loan per quarter to Fannie Mae in 2020, but instead the institution sold 20 loans 
worth $2.86 million—$2.3 million that were authorized by a variance to leverage second 
mortgages with a Fannie Mae conventional first mortgage. Becoming an Enterprise 

10 The Enterprises were permitted to purchase $500 million in LIHTC equity investments in 2019, including 
$200 million that were rural or met another mission requirement. However, we were unable to find information 
on the total number of LIHTC projects the Enterprises invested in or the total units. This is the type of 
information that should be readily available. 
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seller/servicer enabled Fahe’s total investment in central Appalachia, a high-needs rural area, to 
grow from $150 million in 2020 to an anticipated $170 million in 2021.11

Fahe sees an opportunity wherein, if permitted by FHFA, a DTS targeted equity investment 
could have substantial mission impact. Based upon the experience of selling loans to Fannie Mae 
in 2020, a $5 million investment by Fannie Mae in Fahe’s balance sheet to fund second 
mortgages would permit it to close 167 loans and sell $20 million in first mortgages to Fannie 
Mae within one year (Morgan 2021).  

Interestingly, while Fahe has thus far had greater success selling loans to Fannie Mae, CDCB has 
had more success selling loans to Freddie Mac. These two leading CDFIs have already compared 
notes on their experiences becoming an Enterprise seller/servicer; however, they have not yet 
figured out why Fahe had an easier time with Fannie Mae and CDCB had an easier time with 
Freddie Mac. One potential inference is that when either Enterprise is motivated to work with a 
particular mission lender, it can organize its myriad requirements into a successful seller/servicer 
relationship.  As we continue to compare the differing experiences these two CDFIs have had 
with each Enterprise we will learn important lessons about how both Enterprises can best work 
with CDFIs in the future. 

Even greater impact might be realized by having Fahe and CDCB act as conduit lenders to help 
more CDFIs get access to the secondary mortgage market. CDFIs that are not Enterprise 
seller/servicers can sell loans to Fahe and CDCB, which could then resell those loans to the 
Enterprises. As CDFIs themselves, Fahe and CDCB add value to the market because they 
understand both the risks of CDFI mortgage lending and the Enterprises’ expectations for 
purchasing loans. For example, with assistance from NeighborWorks America, Fahe used its 
seller/servicer status to launch a “hub and spoke” lending model, where Fahe is the “hub” and 
smaller CDFIs are the “spokes.” This has allowed Fahe to expand beyond central Appalachia to 
work with willing CDFIs seeking access to capital for low-income clients in Hawaii, Washington 
State, and Wisconsin (Morgan 2021).  

Small Multifamily Loan Purchases from Small Financial Institutions 

Purchasing small multifamily loans from small financial institutions was yet another example of 
increased capital availability due to the efforts of Freddie Mac—but not of Fannie Mae. Freddie 
Mac reported purchasing $835 million in small multifamily loans from small financial 
institutions in 2019, compared to its previous three-year baseline average of $292 million 
(Freddie Mac 2020a). In stark contrast, Fannie Mae persuaded FHFA to declare its analogous 
DTS target “infeasible” for 2019. This disparate performance raises two questions: 

11 Conversation with Sara Morgan, Chief Operating Officer, Fahe, Feb. 10, 2021. This Fahe investment estimate 
includes mortgage loans sold to the Enterprises as well as other sources of affordable housing, including grants 
administered on behalf of communities and nonprofits that support community development efforts in the region.

https://www.fhfa.gov/PolicyProgramsResearch/Programs/Documents/2019-DTS-Reports/Freddie%20Mac/AHP_Seasoned_SBL_5_D.pdf


1. Why was this infeasible for Fannie Mae if Freddie Mac was so successful at pursuing the
same activity?

2. Why was it infeasible for Fannie Mae to reach small institutions with small multifamily
products if during 2019 it had so much success increasing its small multifamily loan
purchases generally and in rural areas?

Fannie Mae’s website touts its “more than 20 years of proven success serving the small loan 
market, and [how it] has provided more than $24 billion of liquidity to this market since 
2009.”(Fannie Mae Multifamily 2021). Clearly, Fannie Mae was able to reach the small loan 
market with its programs, as its success in serving that segment is long established. One 
difference between the Enterprises’ multifamily business models is that Freddie Mac is willing to 
purchase newly originated loans from small institutions and hold them in portfolio until the loans 
are pooled for securitization, whereas Fannie Mae is not. It instead insists on only purchasing 
loans through its “Delegated Underwriting and Servicing Program” (DUS) lender network; no 
members of this network qualify as small financial institutions. Stakeholders interested in small 
financial institutions having better access to the secondary market for liquidity to originate more 
small multifamily loans are encouraged to pursue this issue.12

Chattel (Manufactured Housing Titled as Personal Property) 

Financing manufactured housing units titled as personal property, or “chattel,” easily attracted 
the most stakeholder interest of any DTS Activity during the first plan cycle. Many would argue 
that making chattel loans eligible for secondary market purchase is one of the most impactful 
actions the Enterprises could take to increase affordable housing finance (Kolhatkar 2021). 
Manufactured housing is the least expensive type of housing—35 to 47 percent cheaper per 
square foot than new or existing site-built housing. In 2016, only 17 percent of new 
manufactured homes shipped were titled as real property, and most were instead financed as 
chattel (Goodman et al. 2018). Congress specifies in the DTS statute that chattel loans are 
eligible for Enterprise purchase (12 U.S.C. § 4565(d)(3) 2020). 

Recognizing the potential for a large, new profitable market as well as the potential for mission 
impact, in 2018–2019, both Enterprises dedicated enormous resources to better understanding 
how chattel loans work and how to design pilot programs that would appropriately manage this 
risk.13 Reports on chattel were filed for the first quarter of 2019 by both Freddie Mac and by 
Fannie Mae, indicating that both companies were poised to commence promising pilots. 
However, reports were not posted for subsequent quarters, and neither company posted a 2019 
annual report as of this writing more than a year later (Freddie Mac 2020b; Fannie Mae 2020b).

12 The Enterprises have been known to cite the mandate for them to reduce their long-term loan portfolios as a
rationale for not purchasing new loans and pooling them for securitization. Fannie Mae could meet the needs of this 
market by purchasing newly originated loans, pooling them, and securitizing the pool within one year (which 
Freddie Mac does), without affecting Fannie Mae’s responsibility to reduce the size of its loan portfolio.

13 See for example this annual report that Freddie Mac submitted on chattel, which indicated that significant 
progress had been made by 2018 and that Freddie Mac was ready to launch a pilot in 2019.
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Progress on chattel also apparently abruptly ceased at both companies in the summer of 2019; as 
a result, we still do not know whether the Enterprises can prudently meet financing needs in 
arguably the largest untapped U.S. affordable housing market.

The public record demonstrates both how close the Enterprises are on testing viable chattel 
products and how critical it is to maintain robust reporting at the Objective-level so that external 
stakeholders may track ongoing DTS progress. Chattel is also a good general example of the 
value of robust public reporting, even when the loan purchase or pilot expectations have not yet 
been met. We encourage FHFA to make following through on chattel pilots one of its highest 
priorities for both Enterprises.

Targeted Equity Investments Legal Interpretation Shortcoming 

A second notable failure in DTS providing capital resulted from FHFA’s dubious legal 
interpretation that the Enterprises lack the authority to make targeted DTS equity investments—
despite plain language in the statute permitting this (12 U.S.C. § 4565(d)(2)(D) 2020). Relatively 
small equity investments by the Enterprises can have an outsized impact on improving liquidity 
in DTS markets in underserved communities. In the case of CDFIs becoming seller/servicers 
cited above, for example, a DTS equity investment might cover the expense of a warehouse line 
of credit, which would be an insurmountable cost barrier for most CDFIs but is required of a 
seller/servicer. 

Anecdotally, a number of stakeholders have commented on how critical equity investments will 
be for reaching several different underserved markets.14 The current reading was likely 
influenced in part by Fannie Mae’s abuse of its equity investment authority in the 1990s through 
the “America’s Community Fund” (ACF), an aggressive Fannie Mae investment strategy that 
raised both questions of excessive risk and encroachment into markets beyond Fannie Mae’s 
congressional charter. This overreach created long-lasting resentment of Enterprise equity 
investment authority and resulted in FHFA’s good faith, if misguided, effort to rein in investment 
overreach.  

However, we are unaware of any other attempt to broadly abuse Enterprise equity investment 
authority in the 25 years since Fannie Mae’s use of its ACF strategy. More importantly, in the 
statute establishing DTS in 2009, Congress set out “investments” as one of four explicit criteria 

14 See for example this comment letter on the DTS proposed rule by four consumer advocacy groups. Mar. 17, 
2015, pg. 8.

http://www.stabilizationtrust.org/wp-content/uploads/2018/05/DTS-final-3-17-16.pdf
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that FHFA must use in evaluating Enterprise DTS performance.15 Unlike Fannie Mae’s 
investment abuses from 25 years ago, the statutory change applies only to very limited equity 
investments that are part of the Enterprises’ overall strategy to reach DTS underserved markets. 
Allowing this limited investment authority would not pose anything approaching the risk, 
breadth, or volume of the ill-fated ACF. Moreover, in creating this new limited investment 
authority, Congress likely understood that many of the DTS markets are so far from producing a 
reliable pipeline of profitable mortgage loans that equity investments are essential to reach some 
of these markets. When FHFA gets a new director, perhaps as soon as summer 2021, the 
incoming leadership team should ask the FHFA general counsel to reassess this interpretation. 

Manufactured Housing Resident-Owned Communities 

Manufactured Housing Resident-Owned Communities (MHROCs) comprise another 
underserved DTS market where neither Enterprise succeeded in materially increasing capital in 
the initial three-year cycle. Freddie Mac commissioned an excellent study of MHROCs, 
concluding: “MHROCs are one of few sources of unsubsidized naturally occurring affordable 
housing in the country not subject to market-based rent increases” (Freddie Mac Multifamily 
2019). This is a clear statement of why MHROCs are prioritized in the DTS program—and why 
both Enterprises need to continue working to deliver capital to this critical, underserved housing 
sector.  

Both Enterprises have produced worthwhile research on MHROCs and constituent engagement, 
but neither has created a viable loan product or purchased any newly originated loans to serve 
this important market. The primary hurdle is that the Enterprises’ risk appetite cannot tolerate a 
loan-to-value (LTV) ratio in excess of the property’s value, which is required to bring financing 
to this low-income market, despite a strong repayment history by MHROCs over the last 35 
years to nonprofit and public sources of high LTV mortgage loans. Further, the Enterprises have 
informed those nonprofit and public sources that any subordinate loans behind the Enterprises’ 
first mortgages cannot be secured by the real estate, a securitization rule that makes it impossible 
for nonprofit and public sources to raise capital to meet this need. 

As a result of DTS, though, the Enterprises have managed to purchase a few lower LTV 
MHROC refinance loans. This is a commendable start, but much work remains before the 
Enterprises can support residents purchasing their own communities. In the meantime, residents 
seeking to purchase their MHC must compete with real estate speculators who do have access to 
low-cost debt from the Enterprises. This situation ought to be reversed, with low-income MHC 
residents enjoying the benefits of government-subsidized financial products rather than 
speculating investors (see sidebar). 

15 The statutory evaluation criteria are: outreach, loan product development, investments and grants, and 
loan purchases. Congress was fully aware of Fannie Mae’s past abuses of equity investment authority at the 
time it specifically authorized this narrow use for targeted mission purposes. See 12 U.S.C. § 4565(d)(2) 
2020.



How Could the Enterprises Support Creating New MHROCs? 

In their 2022–2024 DTS strategic plans, the Enterprises could commit to making sizable 
equity investments in CDFIs’ “special purpose vehicles” to finance the unsecured subordinate 
tranches of MHROC acquisition loans, thereby providing the Enterprises with a senior secured 
second mortgage loan (i.e., below 90 percent LTV first mortgage) that can be included in its 
regular securitizations. 

Conversations with ROC USA, the leading CDFI in this market, confirmed that this is the only 
way a CDFI could raise capital for relending on an unsecured basis and meet this need. 
However, this approach could leverage additional debt to further expand total lending and 
leverage low-cost Enterprise securitized loans. 

Thus far, the Enterprises have thought about supporting MHROCs as exclusively a multifamily 
activity. However, the Enterprises could have tremendous positive impact on the MHROC 
market, as well as on the broader manufactured housing market, by setting out standards under 
which the Enterprises would purchase single-family loans in land-lease communities. This 
important step might well encourage more states to adopt the Uniform Law Commission’s 2012 
model law provision that would permit converting manufactured homes from personal to real 
property (Uniform Manufactured Housing Act 2012). Making conventional mortgage finance 
broadly available in land-lease manufactured housing communities would be entirely consistent 
with the Enterprises’ historic mission of increasing the availability of affordable mortgage 
financing. This sort of breakthrough should earn the Enterprise that does it a strong DTS rating 
in the manufactured housing market.  

In sum, there are numerous examples in the first DTS plan cycle wherein Enterprise products 
increased the availability of capital—as well as many important areas where the Enterprises have 
not yet made notable progress on loan purchases. Overall, the capital provided pales in 
comparison to the growing need. 

DTS has had noteworthy early success as a proving ground for policy innovation. 

Pad Lease Protections 

Perhaps one of the most important early DTS wins has been the widespread adoption of pad 
lease protections for MHC tenants in manufactured housing communities. Many manufactured 
housing unit owners place their home on a rented concrete pad in an MHC, where landlords can 
and have taken unfair advantage of the fact that manufactured homes are prohibitively expensive 
to move. Pad lease tenants are considerably more vulnerable to landlord overreach than a renter 
in an apartment building. A departing pad lease tenant will usually forfeit some or all of the 
unit’s equity because of the moving costs. DTS sought protections to level the playing field, an 
idea that was incorrectly deemed unworkable by many multifamily finance professionals and 
opposed by both Enterprises during the rulemaking (Chambliss 2016; Hayward 2016). An 
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important early DTS win was the widespread adoption of pad lease protections for MHC tenants 
through the mortgage securitization process. According to FHFA’s Annual Housing Report on 
2019 activity, however, Fannie Mae and Freddie Mac acquired MHC loans supporting a total of 
4,879 units in MHCs subject to requirements to add pad lease protections within a year of loan 
origination (Federal Housing Finance Agency 2020a). Proving that the model could work 
allowed FHFA to incorporate pad lease protections in the calculation of the 2021 cap for all 
multifamily loan purchases in recognition that some MHC owners take unfair advantage of their 
residents (Federal Housing Finance Agency 2021).

The DTS pad lease protection success is particularly important because it established that the 
mortgage securitization process can be used to make social policy covering other aspects of 
Enterprise single-family or multifamily business, not just manufactured housing. DTS pad lease 
protections also demonstrate the program’s power as a lower-risk laboratory for innovations that 
can ultimately be scaled across broader Enterprise lines of business. 

Rural Home Inspections in Lieu of Appraisals

A second example of a successful innovation through DTS was Fannie Mae’s December 2018 
credit policy change that allows a home inspection alternative to appraisals in high-needs rural 
communities (Fannie Mae 2019). The lower density in rural areas usually makes it harder to find 
comparable sales that are needed to support the valuation determination for originating a 
mortgage loan—the amount that can be loaned depends on the value of the property securing the 
loan (Johnston 2018). This common problem for rural mortgage lending is often referred to as 
the “rural appraisal gap.” Fannie Mae’s willingness to accept a home inspection in place of an 
appraisal addressed the rural appraisal gap problem, and it provided risk managers with a home 
inspection that was a more effective risk mitigant. This efficient problem-solving approach may 
now be at risk under FHFA’s “New Products” rule proposed in late 2020 (Federal Housing 
Finance Agency 2020e). The “New Products” rule will make it much more difficult for the 
Enterprises to conduct pilot programs, which are essential to making progress in underserved 
markets. We therefore encourage FHFA to roll back limitations on pilot flexibility in the lower-
risk, higher-impact DTS domain and to revise the “New Products” rule so that process is as 
transparent to external stakeholders as the DTS process. 
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Shared Equity Affordable Homeownership 

Shared equity, wherein single-family resale prices are restricted to preserve future affordability is 
a third example of noteworthy policy innovation.16 Shared equity is becoming more 
institutionalized at both Enterprises, and Fannie Mae’s progress in particular builds on its history 
of supporting community land trusts (CLTs), a form of shared equity, through a long-established 
model ground lease. During the first three years of DTS, Freddie Mac and Fannie Mae also made 
progress on establishing a model deed restriction, which has much greater potential impact than a 
model ground lease because deed restrictions preserve housing affordability for a much larger 
share of housing than CLTs. Currently, there is very little standardization in U.S. local 
government deed restriction practices, which makes achieving wide adoption of a model deed 
restriction a high-impact endeavor. Both Enterprises have made great progress in convening 
myriad stakeholders to reach consensus on the forthcoming model deed restriction, but the real 
work is just beginning as the Enterprises encourage broad adoption of a model deed restriction, 
such as providing financial incentives for participating lenders.  

Fannie Mae has further sponsored a comprehensive study of inclusionary zoning programs, 
which is probably the fastest-growing form of shared equity. The scope of inclusionary zoning 
was largely unknown prior to this study. The 2019 study illustrates the role of inclusionary 
zoning in reducing affordable housing shortages and fostering inclusive, equitable communities. 
Fannie Mae also supported developing an inclusionary zoning mapping tool and program 
database and recently updated its CLT product offering to reduce burdensome organizational 
eligibility criteria, rendering it far easier for lenders to originate loans to these shared equity 
borrowers (Wang and Balachandran 2020). 

Freddie Mac, meanwhile, announced its first-ever product offering to purchase CLT mortgages 
in 2019 and partially supported a major research project tracking 58 shared equity properties 
over three decades (Wang et al. 2019). Freddie Mac also undertook an ambitious project to 
create a shared appreciation mortgage funding model; although ultimately unsuccessful, it 
acknowledged that expanding capital to underserved markets includes tolerating the risk that not 
every venture will succeed (Thaden and McQueen 2018). Freddie Mac is now exploring a proof-
of-concept initiative to determine whether homeowners facing COVID-related hardships who 
cannot afford to keep their homes with existing options may be able to opt into shared equity 
homeownership in exchange for substantially lower monthly payments. 

16 Shared equity is often confused with “shared appreciation” where an investor provides part of the 
homebuyer’s downpayment in exchange for receiving a comparable share, or more, of the equity appreciation 
when the house resells. Shared appreciation is not DTS-eligible because it does not preserve affordability. There 
are a number of investors promoting shared appreciation schemes for their own profit. We discourage the 
Enterprises from participating in shared appreciation or purchasing mortgage loans with shared appreciation 
features.
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Given the new national emphasis on creating a more equitable and racially just society, it is 
critically important that the Enterprises continue to invest in the shared equity market. The 
above-cited Freddie Mac-funded study found that the share of minority households benefitting 
from shared equity models increased from 13 percent before 2000 to 43 percent during the 
housing recovery (2013–2018) (Wang et al. 2019). We are confident that the Enterprises and 
their stakeholder partners will develop strategies that will further advance shared equity during 
the coming DTS planning cycle. 

Rehabilitation Lending for Distressed Properties 

A final noteworthy policy innovation was progress made on distressed properties. Fannie Mae 
stretched the limits of its loan purchase underwriting requirements by purchasing loans used to 
acquire or rehabilitate distressed properties as part of its DTS plan, a high-impact mission 
activity that Freddie Mac was unwilling to undertake. Although Fannie Mae did not ultimately 
achieve its purchase targets, its systems changes helped bring these loans into the secondary 
market. Freddie Mac, meanwhile, developed a Choice Renovation product to address older and 
dilapidated homes in rural areas.  

DTS has made great progress in engaging stakeholders by clarifying affordable housing mission 

targets and measuring performance 

Rural and High-needs Rural Regions 

Establishing objective, geographically-based criteria in the DTS regulation facilitates Enterprise 
efforts to reach underserved markets and helps engage stakeholders. Both companies have 
skillfully built on the criteria provided during the initial plan cycle. For example, the DTS 
regulation established a rational and aggressive definition of “rural” that incorporates the 
predictability needed for mortgage securities and precludes the Enterprises from purchasing 
loans in affluent exurbs and claiming credit for serving rural areas. In the simplest terms, only 
Census tracts with fewer than 64 housing units per square mile are now considered rural.17

The DTS regulation also established four “high-needs rural regions” to prioritize the most 
underserved rural areas (as illustrated in figure 8): 

• Middle Appalachia;
• Lower Mississippi Delta;
• Colonias along the U.S.–Mexican border; and
• Rural tracts in persistent poverty counties.

17 The precise definition of DTS “rural” is at 12 C.F.R. § 1282.1. The definition is based on Census Rural Urban 
Commuting Area (RUCA) codes. See the discussion in the preamble to the DTS Final Rule, 81 Fed Reg. No. 250, 
p. 96273 (Dec. 29, 2016). The previous Administration’s Office of Management and Budget proposed a rule on its
last day in office that could dilute the DTS definition of rural. If that becomes an issue, FHFA could advise the
Enterprises that strong rural mission evaluation will depend upon the Enterprises continuing to serve communities
with fewer than 64 housing units per square mile.
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Figure 8: A Color-coded Illustration of the DTS High-needs Rural Regions 

18 Conversation with Sara Morgan, Chief Operating Officer, Fahe, Feb. 10, 2021. These organizations have more 
recently banded together as the Partners for Rural Transformation (ruraltransformation.org/).
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Visit the Duty to Serve Data page for 
interactive maps and dashboards

DTS-ELIGIBLE HIGH-NEEDS RURAL AREAS (2020)

Source: Federal Housing Finance Agency.

The regulation made these designations of “high-needs rural regions” to better incentivize the 
Enterprises to reach the hardest-to-serve rural communities. At about the same time as the DTS 
rulemaking in 2015–2016, leading CDFIs in each of the high-needs rural regions were starting to 
collaborate, and they found DTS a helpful vehicle to advance their message that more resources 
are needed in rural areas where poverty is greatest.18 Both Enterprises’ initial strategic plans 
included reasonably ambitious activities for rural regions, including high-needs rural regions. 

Three of the four high-needs rural regions were identified with Census-tract precision that relied 
on preexisting U.S. government geographic designations. These allowed the Enterprises to easily 
determine the qualifying areas and therefore to develop outreach strategies for places that sorely 
needed more mortgage capital and affordable housing. Colonias, longstanding informal 
neighborhoods, have historically been undefined, and remained so at the outset of DTS. 



However, Fannie Mae has since begun developing a sufficiently precise definition to facilitate 
loan securitization for colonias. In a similar vein, Freddie Mac has developed a robust mapping 
tool that identifies DTS-eligible rural parcels (Freddie Mac Multifamily 2019).  The outcomes of 
the first plan cycle demonstrate that both Enterprises made substantial efforts to reach these 
particularly impoverished high-needs rural markets. 

High-needs populations and Residential Economic Diversity were less successful. 

DTS has not been as successful at meeting Objectives for which targets are less precise and 
measurement is therefore more difficult. For example, the regulation specifies serving “high-
needs rural populations,” including Native Americans and agricultural workers, but longstanding 
titling issues on Native lands and the difficulty of associating real estate with agricultural 
workers makes reaching these markets challenging.  

FHFA ambitiously included “Residential Economic Diversity” (RED, e.g mixed income 
developments or neighborhoods) as a DTS Activity. However, pursuing RED has also proven 
difficult for the Enterprises. This is because they are secondary lending organizations without 
control of subsidies or zoning that directly influence where affordable housing can be sited. The 
two DTS RED activities are for multifamily buildings:  

1) in “High Opportunity Areas,” where the availability of data has allowed for some
success; and

2) in mixed-income housing in “Areas of Concentrated Poverty,” which has not been at all
successful, largely because of inconsistency between the income caps for all LIHTC units
and income floors needed for income mixing.

Nevertheless, financing availability may influence future zoning or subsidy determinations, so 
the Enterprises should continue to promote RED where they can.  

In light of the pressing need for greater racial equity in housing, which cannot be addressed 
effectively by RED, stakeholders should work with the Enterprises to develop strategies using 
the “Additional Activities” provision in the DTS regulation, which gives the Enterprises the 
flexibility to propose their own DTS Activities. The Enterprises did not utilize this authority 
very much in the initial plan cycle but could do so going forward. Stakeholders who would like 
DTS  to do more to address racial justice in particular should proactively propose “Additional 
Activities” for the Enterprises to incorporate into their plans (12 C.F.R. § 1282.1(b) (2020). 

Need for Ongoing Monitoring 

To improve DTS measurement, FHFA could require ongoing monitoring of and reporting on 
several initiatives that have received DTS credit by the Enterprises and their servicers: First, 
DTS energy efficiency Activities are based on projected energy savings of at least 15 percent, so 
the Enterprises should be expected to report on the actual savings realized over time to measure 
the true impact and to inform future target setting. Second, on small multifamily lending to small 
financial institutions, the Enterprises should track whether participating small financial 
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institutions actually use capital from loan sales to the Enterprises to then make more mission 
loans in their communities. Third, because the Enterprises get credit for pad lease protections 
based on a commitment by the borrower that the protections will be in place within one year, the 
Enterprises should report annually on whether those protections were actually provided. In all 
three instances, we recommend this monitoring for prospective planning purposes, not to 
penalize the Enterprises retrospectively.  

Need for Pad Lease Enforcement 

In the case of pad lease protections specifically, there is an additional need for the Enterprises 
and their servicers to track whether MHC borrower-owners actually honor the protections over 
time. Pad lease protections were so innovative and controversial during the DTS rulemaking that 
FHFA included nonbinding preamble language—“the final rule does not require that covenants 
in the blanket loan documents for the [MHC] provide that noncompliance by community owners 
with the pad lease protections constitutes an event of default”—to counter assertions, however 
incorrect, that pad lease protections would not be acceptable in the market (Federal Housing 
Finance Agency 2016).  

As a result of the overreach by hedge fund speculators in MHCs (which brought political and 
media attention to MHC market speculation), some of the largest MHC owners, who buy MHCs 
for the long term, sought out loans with pad lease protections from the Enterprises to 
differentiate themselves from the short-term speculators. This resulted in the unanticipated 
success that ultimately led FHFA to broaden pad lease protections beyond DTS and to include 
pad lease protections in calculating the cap on all Enterprise multifamily business beginning this 
year (Federal Housing Finance Agency 2021). Although not a part of the DTS regulation, FHFA 
can and should now insist that the Enterprises monitor pad lease protections and that a 
borrower’s failure to comply with pad lease protections will constitute an event of default.  

Compare Enterprises to each other. 

Each Enterprise establishes its own DTS targets, and there are substantial differences in what 
Fannie Mae and Freddie Mac choose to undertake. However, there is overlap, and thus an 
opportunity to compare and learn from the Enterprises—both on plan ambition and on plan 
performance. Stakeholder engagement would be substantially assisted by Enterprise 
comparisons, as illustrated by the discussion above of rural small multifamily loan purchases 
from small financial institutions. Freddie Mac’s notably better performance can be traced to a 
business process that Fannie Mae could adapt for its own use without creating safety and 
soundness risk, just as Freddie Mac already does. Also, there already are third-party comparisons 
of Enterprise LIHTC equity investments. Enterprise comparisons should take into account 
Fannie Mae’s larger size, although for the last few years, Freddie Mac’s multifamily loan 
purchases have exceeded those of Fannie Mae.  

To date, FHFA has assiduously avoided comparing the Enterprises’ DTS performance, possibly 
due to the concern that comparing mission performance will create safety and soundness risk. 
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We encourage FHFA to change course and highlight the comparative DTS performance of 
Fannie Mae and Freddie Mac; while safety and soundness is of paramount importance, neither 
company is taking substantial risk in DTS in the first place. Furthermore, there is no history of 
mission performance ever being a significant risk-driver for either company.  

Question 3: How well are the processes of Enterprise reporting, FHFA evaluations, and 

announcements of annual ratings working and what could be done to enhance them? 

DTS had a well-executed evaluation system during the initial plan cycle that is essential to 

continuing progress, but failure to disclose annual ratings on schedule thus far is a major 

shortcoming. 

Strong Evaluation Framework 

Perhaps the hardest part of executing an effective DTS program is the inherent difficulty in 
making normative judgments about the efficacy of DTS plans and activities—made particularly 
challenging by the fact that such judgments require a great deal of expertise in the country’s most 
difficult markets. The mortgage securitization model works most easily on a large number of 
homogenous loans with known risks. DTS is challenging both for the Enterprises as securitizer 
and for FHFA as evaluator because the underserved markets are heterogenous, often with less 
understood risks. It is much more difficult and expensive to offer a secondary market execution 
for these underserved DTS markets than for a cookie-cutter suburb, arguably the core of the 
Enterprises’ profitability. 

Credibly assessing Enterprise performance in these difficult, underserved markets requires a 
large staff of experts with different skill sets and with many years’ experience. FHFA’s 
successful approach thus far has been to use skilled contractors who collectively cover the wide-
ranging DTS activities, rather than hiring permanent staff with this expertise. As a result, for 
several of these markets, FHFA has limited staff with the expertise to complete the initial 
assessments. Even with activities where FHFA could lend staff from other teams, the DTS 
review is intermittently all-consuming for periods of weeks, making this an ideal project for 
contractors to complete on an as-needed basis. All contractor suggestions are carefully 
scrutinized by experienced DTS personnel in developing FHFA staff recommendations. We 
believe this approach results in the most credible review and makes the most efficient use of 
scarce government resources.  

In addition, FHFA has employed a detailed rubric, or “scoring criteria,” to consistently 
differentiate normative performance levels and to allow comparisons across different activities 
that vary by market, region, line of business, and business stage (Federal Housing Finance 
Agency 2020b). By employing a consistent rubric over time, the rubric will become more 
precise, and it will be easier for the Enterprises, FHFA, and external stakeholders to separate 
strong and weak performances.  
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Failure to Disclose Ratings 

FHFA has failed to release its DTS evaluation findings for 2018 and 2019, overshadowing much 
of the success of the transparent DTS process. FHFA’s stated reason for not releasing the 2018 
ratings was the difficulty of measuring and assessing meaningful impact based on a single year 
(Federal Housing Finance Agency 2019). When ratings were not released for 2019, however, this 
argument weakened, and it grows weaker each year. While there is inherent complexity in the 
comprehensive qualitative model required to effectively operate a program at the scale of DTS, 
beyond what most stakeholders can expect to keep track of, understanding the scoring criteria is 
relatively important and straightforward for whenever Objective-level scores are finally released. 
That scoring criteria is three pages and can be found in Appendix B to the DTS Evaluation 
Guidance (Federal Housing Finance Agency 2020d). 

FHFA Director Mark Calabria and his team conducted an especially thorough review of DTS in 
making the good decision to allow the program to continue under its initial regulation until the 
agency has more experience and can better evaluate how well the program is operating and 
where it should be modified. The Calabria administration did, however, tighten scoring criteria to 
make it more difficult for the Enterprises to earn a high DTS rating, reflecting its skepticism of 
the Enterprises’ role in addressing affordable housing needs.  

Our concern is that, in the future, more politically conservative directors will turn the scoring 
criteria dial too high, dissuading the Enterprises from striving for robust DTS performance, and 
that more politically progressive directors will turn the scoring criteria dial too low to avoid the 
potential embarrassment of poor mission performance. It seems apparent, however, that in the 
long run, DTS will be most successful at reaching underserved markets if political leadership is 
willing to defer to career staff’s recommendations to ensure that FHFA has high but reasonable 
expectations of the Enterprises that are consistent across director transitions.  

Whether the incumbent FHFA director remains in place or a new director has arrived, annual 
ratings and Objective-level scores should be released each fall, along with the retroactive release 
of the ratings for each market and Objective-level scores for 2018 and 2019. The understandable 
rationale for not releasing the Enterprises’ initial ratings notwithstanding, transparency is crucial 
for the long-term credibility of DTS. Despite the transparency that has helped engage 
stakeholders initially, nothing is more important to making this program credible than publicly 
releasing the specific ratings earned by each Enterprise in each market, each year. Ratings also 
validate Enterprise DTS efforts, whether to acknowledge their progress or shame them for 
insufficient progress. The DTS program needs to mature to the point where—as with safety and 
soundness examinations—ratings are largely determined based on recommendations of line-level 
career staff without senior career staff or political leadership modifying the ratings for reasons 
other than failure to follow the prescribed process.  
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The Future of Duty to Serve 

Based on our assessment of where the DTS program has succeeded and where it has failed, 
we offer the following specific recommendations for the Enterprises, FHFA, and external 
stakeholders. As the parties we rely on to advocate for a strong DTS Program, in many ways, 
external stakeholders are perhaps our most important audience for these recommendations. 

Strategic Planning 

1. Invite and post stakeholder plan ideas
Although too late for the 2021 process, FHFA should kick off the strategic planning
process by inviting stakeholders to suggest DTS plan objectives that FHFA would post
by February 1, in years when the Enterprises’ strategic plans are due.

2. Build on transparency
Continue the examples of transparency cited herein, seek additional ways to share
information and thus engage stakeholders, and do not permit the Enterprises to reduce
public accountability in plan development or action reporting. Consider comparing the
Enterprises’ performances to each other, given the small multifamily example where one
Enterprise has a business process better reaching underserved markets that the other can
learn from.

3. Improvise more and monitor before substantial change
Use the flexibility in the DTS regulation to address issues that have gained recent public
attention, such as racial justice, instead of revising the DTS regulation—at least until the
program is better established after the end of 2024, with another complete three-year
planning cycle to inform revisions. In the meantime, enhance monitoring of energy
efficiency, small multifamily lending to small banks, and pad lease protections to
continue program elements that work well.

Better Reaching Underserved Markets 

1. Restart chattel pilots
Set a firm expectation that Enterprises should follow through on the extensive work done
to create safe chattel pilots in order to finally test whether the Enterprises can serve this
high impact market.

2. Purchase single family loans in manufactured housing land-lease communities.
The Enterprises could have tremendous positive impact on the manufactured housing
market by setting out standards under which they would purchase single-family loans in
land-lease communities.

3. Permit equity investments
Promptly revisit FHFA’s statutory “equity investment” interpretation, which prohibits
targeted DTS investments. This interpretation is not supported by the plain language of
the law.

4. Reconsider affordability implications
Revisit 2020 FHFA policies, such as the new capital rule, that fail to adequately prioritize



affordable housing and that materially complicate the pilot process that is so critical to 
DTS and other efforts to increase access, such as the New Products rule. 

5. Continue to prioritize manufactured housing resident-owned communities (MHROCs), 
shared equity, and distressed property rehab
Although these remain difficult-to-reach, shallow markets, the three markets included in 
this recommendation are conduits to racial equity strategies that offer outsized affordable 
housing value in the long run.  

6. Increase rural LIHTC equity
Require that a greater proportion of LIHTC equity investments go to rural markets, 
particularly if FHFA permits the Enterprises to make more LIHTC equity investments.

Reporting and Evaluation 

1. Release annual ratings
It is critical that this qualitative evaluation function be performed as objectively and 
transparently as possible, without political or bureaucratic interference. Releasing 2020 
ratings and Objective-level scores on schedule in October 2021, retroactively releasing 
2018 and 2019 ratings and Objective-level scores, and continuing on-schedule releases 
thereafter would fulfill the expectations of transparency and accountability so well-
articulated in the regulation.

2. Summarize and simplify
Require the Enterprises to produce a holistic, concise summary as part of their DTS 
plans. Keep updating the FHFA website with “DTS Snapshot” summaries, which allow 
stakeholders to easily see what both Enterprises plan on a single topic. Consider limiting 
plan length in the future to enhance readability and minimize undue complexity.

Conclusion 

The first multiyear strategic plan cycle of the DTS Program was notably successful. Specifically, 
the strategic planning program design of DTS has thus far: 

1. connected the Enterprises with underserved stakeholders;
2. required that the Enterprises hire additional affordable housing experts and spend money

serving markets that they otherwise would not;
3. required the Enterprises to make specific commitments on how to serve these markets;

and
4. held the Enterprises accountable for their progress through a self-reinforcing process that

will appropriately raise expectations over time.

These improvements in Enterprise work in underserved markets all transpired in a way that was 
not possible prior to DTS, and the program has also resulted in nontrivial increases in capital 
availability to underserved markets. Despite its newness, the program has also generated 
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significant policy breakthroughs, most notably the use of mortgage-backed securities to establish 
protections for tenants who rent concrete pads in manufactured housing communities. Progress 
has been made that promises to lead to more capital access for underserved markets within the 
next few years, if FHFA continues to administer the program appropriately.  

Some aspects of DTS have been less successful or wholly unsuccessful, however, and the 
aforementioned gains could be lost either by not maintaining pressure on the Enterprises to 
perform or by not following through on the indispensable transparency in the program that gives 
external stakeholders the necessary information to assist FHFA in holding the Enterprises 
accountable.  

There are a number of smart, committed housing finance professionals on the affordable, credit 
policy, and other teams at both Enterprises as well as at FHFA, who deserve a great deal of credit 
for these early successes. Maintaining the strengths of the current DTS structure and improving 
on it, however, is entirely reliant on robust external stakeholder engagement. This unusually 
transparent Enterprise program will only be responsive to underserved market needs if 
stakeholders:  

1. propose what should go into the plans;
2. review and comment on the plans; and
3. carefully monitor performance insisting on continual progress.

Ensuring that DTS plans for 2022–2024 are creative, ambitious, and comprehensive is the next 
important milestone in getting the mission return that these large, profitable Enterprises owe the 
American taxpayer.  
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Appendix A: Rocky Mountain Institute’s Model Language for the Enterprises’ 2022–2024 

Duty to Serve Plans

Duty to Serve Overview 

Under the Housing and Economic Recovery Act of 2008, the “Duty to Serve” provisions 
established by their regulator, the Federal Housing Finance Agency (FHFA), require Fannie Mae 
and Freddie Mac to facilitate a secondary market for mortgages on housing for very low-, low-, 
and moderate-income (LMI) families in three underserved markets: manufactured housing, 
affordable housing preservation, and rural housing. To fulfill this mandate, the FHFA’s Duty to 
Serve Regulation, published in December 2016, requires each GSE to adopt three-year 
Underserved Markets Plans with specific activities. The Affordable Housing Preservation market 
includes activities related to purchasing energy and water efficiency improvement loans on 
multifamily and single-family properties with Fannie Mae or Freddie Mac first mortgage liens. 
Both GSEs can incorporate this report’s recommendations into their new plans due to FHFA in 
May 2021 for the 2022–2024 period. More information can be found on FHFA’s website.19  

Model Language for 2022-2024 Plans 

The following proposed objectives and actions illustrate how the GSEs can take the 
recommendations in this report and build them into their upcoming Duty to Serve plans. These 
high-level actions will need further details, narrative, and impact discussion in the submission of 
the plans in order to meet FHFA’s requirements. 

Objective: Increase annual purchases of green mortgage loans from less than 200 in number to 

5% of all loans for low- and moderate-income families by 2024. 

Proposed Actions for 2022-2024 

Year 1— Loan Product 

● To enable borrower and lender identification of green home improvement potential and to
address burdensome project evaluations for lenders:

○ Evaluate tools like NREL’s Home Energy Cost Estimator that can auto-generate a
home’s energy cost estimate (ECE).

○ Develop and execute a pilot to assess one or more tools’ impact on consumer
decision-making in pursuing green mortgage products.

19 See 12 C.F.R. § 1282. https://www.fhfa.gov/PolicyProgramsResearch/Programs/Pages/Duty-to-Serve.aspx. 
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○ Develop a plan to allow lenders to use prequalified eligible measure lists in order to
streamline cost-effectiveness and eligibility determinations.

● Initiate discussions with the Uniform Appraisal Dataset (UAD) redesign initiative project
team to share evaluation findings and consider necessary UAD data fields to support this
objective.

Year 2— Loan Product 

● Based on findings in year 1, finalize the terms and publish guidance on how to incorporate
such information into the appraisal standards and underwriting process to identify green
mortgage candidates.

● Collaborate with UAD redesign project managers to ensure key new data fields are added for
home ECEs and other green home data in alignment with Duty to Serve and broader GSE
goals.

● Establish a lender outreach plan to promote use of new tool(s) and prequalified eligible
measure lists so they can increase their ability to effectively market green mortgage products.

Year 3— Loan Purchase 

● Purchase a number of green mortgage loans representing 5% of all loans for low- and
moderate-income families.

Objective: Increase the percentage of Duty to Serve eligible green mortgage loans for basic 

retrofits (saving >15%) purchased annually that are underwritten with automated valuation 

models from zero to 50% by 2024. 

Proposed Actions for 2022-2024 

Year 1— Loan Product 

● Evaluate how to recognize the value added by basic green improvements below stated energy
report size thresholds using automated methods, in collaboration with home performance
experts.
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● Develop a methodology for fulfilling the completion certification without the use of a full as-
completed appraisal.

○ Identify third parties (e.g., qualified HERS or Home Energy Score raters) who can
inspect, verify, and document green improvements after completion.

○ Develop a plan to pass findings from the inspection to automated valuation models
(AVMs).

Year 2— Loan Product 

● Work with industry stakeholders to ensure project completion data is integrated and
accessible to AVMs and to lenders via a green database.

● Develop and publish guidelines for when automated valuation is permitted, a full as-
completed appraisal is required, and a combination of automation and verification is
acceptable.

● Work with key stakeholders in the appraisal industry to develop training and educational
materials for appraisers and evaluators about changes to the valuation approach for this
purpose.

Year 3— Loan Purchase 

● Purchase a number of green mortgage loans underwritten with AVMs that represent 50% of
Duty to Serve eligible green mortgage loans.

Objective: In 5 of the top 10 energy-burdened areas of the United States, annually purchase a 

number of green mortgage loans that represent 10% of all loans for low- and moderate-income 

families by 2024. 

Proposed Actions for 2022-2024 

Year 1—Outreach 

● Identify five underserved communities with disproportionate concentrations of low-
performing homes that make it more expensive to maintain safe and comfortable conditions
(e.g., leveraging ACEEE energy burden data).
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● Develop a plan to test new approaches to reach populations in these areas that are currently
not well-served by access to comfortable, safe, and healthy green housing.

● Execute a pilot in at least two of these markets to more effectively offer the benefits of green
mortgages.

Year 2—Outreach 

● Develop and execute an incentive program for first-time home buyers, in collaboration with
community programs and partnerships, to combine down payment assistance and affordable
lending products with green mortgage financing in the five selected areas.

Year 3—Loan Purchase 

● In the five selected energy-burdened areas, purchase a number of green mortgage loans
representing 10% of all loans for low- and moderate-income families.

Objective: Increase liquidity for green improvements and meet investor demand for green 

MBS by issuing 5% of all single-family MBS backed by green mortgages that finance existing 

home improvements by 2024. 

Proposed Actions for 2022-2024 

Year 1— Loan Product 

● Outline a calibration framework with tiers based on levels of energy efficiency for planned
green improvements to existing homes (in addition to new construction):

○ Engage investors of ESG securities and reporting organizations to understand demand,
drivers, and required disclosures for green bond securities and to allow them to review
the framework.

○ Assess how required disclosure data on proposed and completed improvements will be
consolidated from third parties and green databases.

○ Assess the feasibility to identify improvements financed outside the mortgage process
that can be used to categorize a home’s green tier within the framework.
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● Develop and execute a pilot that evaluates expected savings on planned improvements with
actual savings on completed improvements.

● Outline required changes to the ULDD and impacted systems to support required disclosures
for the framework; engage industry stakeholders to begin the update process.

Year 2— Loan Product 

● Update MBS disclosure documents to incorporate the calibration framework.

● Continue to lead efforts to update the ULDD; develop a plan to support internal and external
impacted systems.

Year 3— Loan Purchase 

● Issue a number of single-family MBS backed by green mortgages that finance existing home
improvements that represents 5% of all single-family MBS and that includes a proportionate
number of mortgages for low- and moderate-income homeowners.
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