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This is a Summary of FHA Guidelines taken from the FHA Handbook 4000.1 (last revised 9/30/2016) and
recent PBM HUD Audits. It is the most pertinent information for the majority of our transactions, and is
outlined for AUS and Manual requirements. For additional information not mentioned in the sections below,
refer to the published 9/30/16 FHA Handbook 4000.1. This can be found on the HUD Clips website under
Housing Handbooks 4000.1

NOTE: PBM FHA Guidelines do not include any additional overlays.
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PRODUCT 30 YEAR (FHAF)
15 YEAR (FH15)
5/1 ARM (FH5A)
0 Index: 1 year Treasury Bill
o Caps: 1/1/5
A Qualify at the Note Rate
FHA Jumbo (FHAJO year only
FHA 5/1 Arm Jumbo 30 Year (F5AJ)
FHA 600619 credit score (FHAF600)
AGE OF DOCUMENTATION APPRAISAL: no older than 120 days at time of fuding.
CREDIT: no older than 120 days at time of funding.
INCOME: no older than 120 days at time of funding.
ASSETS: no older than 120 days at time of funding.
TERMITE: no older than 120 days at time of funding.
ADP/SECTION OF THE ACT FHA
Section of Act ADP Codes for DE Property Types
203 b 703 SFR
Site 2030/ Condo 234c 734 Condo
203 b 729 ARM

LTV/CLTV COUNTY
LOAN LIMITS And FHA
AND STATE
RESTRICTIONS

LTV /CLTV

96.50% Purchasg1 yr. ARM must qualify at 1% above rate if =>95%)

97.75% Simple Refinance

97.75% Rate and Term Refinanc@vith 12 month payment history on current loan.
85.00% Rate and Term Refinance (withelss han 12 months history see restrictions
85.00% Purchase with Identity of Interest (see Identity of Inteest section)

75.00% Purchase Non Occupying Eorrower
96.50% allowed if borrowers are Family members. Provided not a-2 unit or family

member is selling to a family member who will be noroccupying co borrower.***See

identity of interest to define family member

103.00% Secondary Financing

o Institutional financing only

o The lesser of the sales price or appraised value

o When the FHA first lien is combined with a subordinate lien from an
instrumentality of government or government agency that is providing down
payment and/or closing cost assistance in the form of secondary financing. The
Underwriters are required to reflect EIN on HUD’s FHA Loan Transmittal Summary
in conjunction with secondary financing assistance grants, or DPA (Down Payment
Assistance) to the borrower when the borrower is receiving an FHA First Mortgage

County Loan Limits
entp.hud.gov/ida

https:

Restrictions

html /hicostlook.cfim

Flip Transactions91-180 days (see appraisal section for requirements)
Property Vesting-No Living orlInter Vivos Revocable Trust
Seller Contributions-Limited to 6% of thelesserT £ OE A <xalds prikend® U

appraised value.

All Purchase transactions with Real Estate Agents involved require a Transfer
Disclosure Statement per California DRE state law.

All Purchase transactions require fully executed purchase contracts. If loan is a FSB(C

(for sale by owner) with no agent involved, and no purchase contact the escrow
instructions must state escrow is only binding contract between patrties.
ALL loans require impounds for Taxes and Insurance

FHA Retail/Wholesale
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OCCUPANCY AND Occupancy
PROPERTY TYPE Owner Occupancy Only (a minimum of one borrower must occupy as primary

residence)

Property Type-

SFR detached and attached units

PUDs

2-4 Units

3-4 Unitsz No nonrowner occupants allowed(seeincome and assetsections for
specificrequirements. Must have completed form HUE2561)
Manufactured Homesz seeFHA-VA Manufactured Home Loans in Quick Look Manual

Condominiums
o FHA approved condos only
0 Condo HOA Certification;
0 50% OccupancyFHA Concentrationrequired
0 < 15% HOA duedelinquencies
0 < 30% FHA PreSale Requirement for New Construction
0 Reserves = 10% of budget for capital expelitures & deferred maintenance.
o Fidelity Bond Insurance- > 20 units in the project require not less than 3
months aggregate assessments on all units plus reserve funds.
A HOG6 Coverage
A 51 AAROxOEOAO O1 Aiibpi AOGA O, AT AAOO #A(Q
&1 oi 6 j11TAAOGAA ET O0O&I1 0i 66 &Il AAROQ
NOTE: Condo projects that are subject to expire within 60 days of Appktion need to contact
Corporate Govt. Underwriting for further direction.

UNDERWRITING
METHOD; FICOS AND
RATIOS

TOTAL (DU/ LP)
DTI with AUS approval greater than 55% requires Lender Specific Approval Required
and Corporate 2d signature and an additional Pricing hit may apply.
FICO required forall borrowers on the loan
0 Lender Specific Approval required if non-borrowing spouse does not have aocial
security number.
Purchase/ Rate and Term
620> 45/55% DTl AUS~ ACCEPT/ELIGIBLE ONLY (To exceed Ratios Corp Investor Specific
Required)
640 > =55% DTI AUS~ ACCEPT/ELIGIBLE ONLY
600-619 — 45/55% DTI max (no exceptions) FHA Fixed/Conforming Products ONLY
Must Have a DU Approve
LP Allowed with Corporate Exception ONLY
91-180 Flip with FICO 600-639 require Investor Specific from Corp

Cash-Out Refinance

Minimum 620> 45/50% DTl AUS~ ACCEPT/ELIGIBLE ONLY (>50-55% requires Corp
Investor Specific Required

640> = 55% DTI AUS~ ACCEPT/ELIGIBLE ONLY

600-619 for FHA Fixed/Conforming Products ONLY = DTI 31%/43%

Must Have a DU Approve

LP Allowed with Corporate Exception ONLY

Approve/Eligible ONLY (must adhere to documentation & eligibility rules to qualify)
Final DE Underwriting Decision- FHA loans are eligible for FHA Insurance Endorsement if th
following applies for Total Scorecard

TOTAL Scorecard rated the mortgage application Accept

Underwriter underwrote the appraisal according to standard FHA requirements

Underwriter reviewed TOTAL Scorecard findingsand verified that all information

entered into TOTAL is consistent with mortgage documentatigrand is true and

completeand accurate and

Mortgage loan meets all FHA requirements applicable to loan receiving a rating of

FHA Retail/Wholesale
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UNDERWRITING
METHOD; FICOS AND
RATIOS CONTINUED

Accept Risk Classifications Requiring a Downgrade to Manual Underwriting

MANUAL UNDERWRITING DECISION-- Requires a TOTAL SCORECARD Run (Require
Lender Specific Corporate Exception)

Accept from TOTAL.
Underwriter must re-score the DU a minimum of one time after the case assignment
date and TOTAL must reflect the case assignment number per FHZonnection

The mortgage file contains information or documentation that cannot be entered into
or evaluated by TOTAL Scorecard

Additional information, not considered in the AUS reommendation affects the overall
insurability of the Mortgage

The borrower has $1,000 or more collectively in Disputed Derogatory Credit Accounts
4EA AAOA T &£ OEA "1 001 xAO6O0 AAT EOOPOAU
Bankruptcy documentsis within 2 years from the date of the case number assignment
(Application taken prior to 2 years requires Investor Specific Corporate. Exception)

The case number assignment date is within 3 yeanf the date of the transfer of title
through a PreForeA1 1T OOOA 3 Al AApplicafioh takén p@ohtb Fyenss 8 |
requires Investor Specific Corporate. Exception)

The case number assignment date is within 3 yeawf the date of the transfer of title
through a Foreclosure saleApplication taken prior to 3 years requires Investor Specific
Corporate. Exception)

The case number assignment date is within 3 yearsf the date of the transfer of title
through a Deedin-Lieu (DIL) of foreclosure @pplication taken prior to 3 years

requires Investor Specific Corporate Exception)

The Mortgage Payment History, for any mortgage trade line reported on the credit
report used to score the application, requires a downgrade as defined lousing
Obligations/Mortgage Payment History.

The Borrower hasundisclosed mortgage debthat requires a downgrade(refer to
Undisclosed Mortgage Debt (TOTAL) for guidance

Business income shows a greater than 20% decline over the analysis period (2 years

DE Underwriter responsibilities for Manual underwrite-

AReview appraisal reports, compliance inspections, and credit analyses to
ensure reasonable conclusions, sound repat and compliance with HUD
requirements regardless of who prepared the documentation;

A ARAOAOCI ET A OEA AAAADPOAAEI EOU 1T £ OEA
capacity to repay the Mortgage, and the overall acceptability of the
Mortgage for FHA insuance;

Aldentify any inconsistencies in information obtained by the Underwriter in the
Al OOOA 1T £ OAOGEAXxET ¢ OEA "1 001 xAOHB
materiality of such information to the origination and underwriting of a
Mortgage;and

AResolve allidMT T OEOOAT AEAO EAAT OEZEAA AARA
application, and document the inconsistencies and their resolutions of the
inconsistencies in the file.

AThe underwriter must identify and report any misrepresentations, violations
of HUD requiremernts, and fraud to the appropriate party within their
organization.

Loans that require a Downgrade to ManuaIUST request Exception from Corporate
Underwriting and meet following Manual DTI, FICO and Compensating Factors

FHA Retail/Wholesale
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UNDERWRITING
METHOD; FICOS AND
RATIOS CONTINUED

Minimum
Decision
Credit
Score

Maximum
Qualifying Ratios
(%)

Acceptable Compensating Factors

640 and >

31/43

No Compensating Factor Required

640 and >

37 /47

One of the following:
Verified and documented cash reserves equal t
three total monthly mortgage payments (12
units) or six total monthly mortgage payments
(3-4 units).
New total monthly mortgage/rent payment is
not more than $100 or 5% higher than previous
total monthly housing payment, whichever is
less; and there is a documented twelve montt
housing payment history with no more than one
30 day late payment. If borrower has no current
housing payment previous history cannot be
cited as a compensating factor.
In cashout transactions all payments on the
mortgage being refinanced must have bee
made within the month due for the previous 12
months.
Residual Income (seéncome section)

640 and >

40/ 40

Borrower has established credit lines in his/her
own name for at least six months but carries no
discretionary debt (i.e., monthly total housing
payment is only open installment account and
borrower can document that revolving credit
has been paid off in full monthly for at least the
previous six months).

640 and >

40/50

Two of the following:
Verified and documented cash reserves equal tg
at least three total monthly mortgage payments
(1-2 units) or six total monthly mortgage
payments (34 units)

New total mortgage payment is not more than
$100 or 5% higher than previous total monthly
housing payment, whichever is less; and there is
documented twelve month housing payment
history with no more than one 30 day late
payment. If borrower has no current housing
payment previous history cannot be cited as
compensating factor

In cashout transactions all payments on the
mortgage being refinanced must have been
made within the month due for the previous 12
months

Verified and documented significant additional
income that is not considered effective income
(i.e., parttime or seasonal income verified for
more than one year but less than two years).

Residual Income (seéncome section).

FHA Retail/Wholesale
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FHA Guidelines

MIP REQUIREMENTS

UFMIP MUST be paid in full. The UFMIP can be financed into loan or paid in cash.
Cents cannot be financed this must be paid in cash at closing.

MIP Amounts set forth in this table are effective for case numbers assigned on or aff@anuary
26, 2015.

Upfront Mortgage Insurance Premium (UFMIP)
All mortgages: 175 basis points (bps) (1.75%) of the Base Loan Amount
Exceptions
Streamline Refinance and Simple Refinance mortgages used to refinance a previous
FHA-endorsed mortgage on or before May 31, 2009 (See Streamline Refinance
guidelinesz PBM Manuals > Quick Look Manual > FHA Streamline)

Annual Mortgage Insurance Premium (MIP)
Applies to all mortgages except:
Streamline Refinance and Simple Refinance mortgages used to refinance a previous F
endorsed mortgage on or before May 31, 2009 (See Streamline Refinance guidelipes
PBM Manuals > Quick Look Manual > FHA Streamline)
Mortgage Term of More than 15 years

Base Loan Amount LTV MIP (bps) *Duration
Less than or Equal to <90% 80 11 years
$625,500 >90.00% but< 80 Mortgage Term
95.00%
>95.00% 85 Mortgage Term
Greater than <90.00% 100 11 years
$625,500 >90.00 but< 100 Mortgage Term
95.00%
>95.00% 105 Mortgage Term
Mortgage Term of Less than or Equal to 15 Years
Base Loan Amount LTV MIP (bps) Duration
Less than or Equal to <90.00% 45 11 years
$625,500 >90.00% 70 Mortgage Term
Greater than <78.00% 45 11 years
$625,500 >78.00% but 70 11 years
<90.00%
>90.00% 95 Mortgage Term

*For explanation of duration see section below.

All MIPs in this table are effective for case numbers assigned on or after April 1, 2013

FHA Retail/Wholesale

Term > 15 years
Base Loan Amount LTV Previous MIP New MIP
< $625,500 <95.00% 120bps 130bps
<$625,500 > 95.00% 125bps 135bps
>$625,500 <95.00% 145bps 150bps
>$625,500 >95.00% 150bps 155bps
Terms < 15 Years
Base Loan Amount LTV Previous MIP New MIP
<$625,500 78.01%-90.00% 35bps 45bps
<$625,500 >90.00% 60bps 70bps
>$625,500 78.01%-90.00% 60bps 70bps
>$625,500 >90.00% 85bps 95bps
7
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MIP
REQUIREMENTS
CONTINUED

The new annual MIP for these loans is effective for case numbers assigned on or after
June 3,2013

Term < 15 years

Base Loan Amount LTV Previous MIP New MIP

Any Amount <78.00% Obps 45bps

Duration:
For loans with FHA case numbers assigned on or after June 3, 2013, FHA will collect the
annual MIP:
For all mortgages regardless of their amortization terms, any mortgage involving an
original principal obligation (excluding financed UpFront MIP (UFMIP) less than or equal

to 90 percent LTV, the annual MIP will be assessed until the end of the mortgage term or

for the first 11 years of the mortgage term, whichever occurs first.

For any mortgage involving an original principal obligation (excludig financed UFMIP)
with an LTV greater than 90 percent, FHA will assess the annual MIP until the end of the
mortgage term or for the first 30 years of the term, whichever occurs first.

Note: FHA calculates LTV as a percentage by dividing the loan amouysridr to the financing of

any UFMIP) by lesser of the purchase price (if applicable) or the appraised value of the home

For streamline refinances with appraisals, FHA uses the original appraised value of the
property to calculate the LTV.

The table belaw shows the previous and the new duration of annual MIP by amortization term
and LTV ratios at origination.

TERM LTV (%) PREVIOUS NEW
<15yrs <78 No annual MIP 11 years
<15yrs > 78-90.00 Canceledat 78% LTV 11 years
<15yrs > 90.00 Canceledat 78% LTV Loan Term
>15yrs <78 5 years 11 years
> 15yrs > 78-90.00 Canceledat 78% LTV & 5 years 11 years
> 15 yrs > 90.00 Canceledat 78% LTV & 5 years Loan Term

FHA UPFRONT MIP REFUND-

o All refinanced loans with unearned UPFRONT FHA MIP must be credited to the unpa

principal balance at closing.
o The refund can be found on the FHA Refinance Authorization statement in FHA
Connection.

0 The unearned UPFRONT MIP is deducted from the current unpaid principal balance t

calculate the new loan amount.

IDENTITY OF INTEREST

Identity of Interest (Non ARMs Length)
Identity -of-interest is defined as a sales transaction between parties with family
relationships or business relationships.

Identity -of-interest transactions onprincipal residencesare restricted to a maximum
LTV ratio of 85%. Maximum IV percentage for transaction where a tenat-landlord
relationship exists at time of contract execution is restricted to 85%.

Financing above the 85% maximum for identityof-interest transactions is permitted
under certain circumstances, as described below;

FHA Retail/Wholesale
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IDENTITY EXCEPTION DESCRIPTION

OF Family Member Purchase |! &ZAT EI U | Ai AAO POOAEAOGAO
INTEREST home as a principal residence. If the property is sold from
CONTINUED ITA EZATEITU T AT ARG O AlTT OE

investment property, the maximum mortgage is the lesser
of;
85% of the appraised value, or
The appropriate LTV factor applied to the sales price,
plus or minus required adjustments.

NOTE: The 85% limit may be waived if the family member
has been a tenant in the property for at leastix months
immediately predating the sales contract. A lease or other
written evidence must be submitted to verify occupancy.

Tenant Purchase A current tenant, including a family member tenant,
purchases the property where he/she has rented for at
least six montts immediately predating the sales contract.

NOTE: A lease or other written evidence to verify
occupancy is required.

“OElI AAOGO %wi pij!'T AiPiTUAA T &£ A ABEI AAO b

homes or models as a principal residence.

Corporate Transfer A corporation

Transfers an employee to another location
00OAEAOAO OEA AiPITUAASBQ
Sells the home to another employee

For the purpose of Identity of Interest transactions, the definition of family member includes
regardless of actual or perceived sexual orientation, gender identity or legal marital status

(0]

o

O O O0OO0oOo

Child, parent, or grandparent(A child is defined as a son, stepson, daughter, or
stepdaughter. A parent or grandparent includes a steparent/grandparent or foster
parent/grandparent

Spouseor Domestic Partner

Legally adopted son or daughter, including a child who is placed withe borrower by
an authorized agency for legal adoption

Foster child

Brother or stepbrother

Sister or stepsister

Uncle or Aunt

Sonin-law, daughterin-law, father-in-law, mother-in-law, brother- in law, or sister-in-
law of the borrower.

NOTE A COUSIN IS NO LONGER ALLOWED AS A FAMILY MEMBER

FHA Retail/Wholesale
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92900-A AND LOAN 92900-A Requirements
TRANSMITTAL FORM WHO SIGNS WHEN TO SIGN
URLA Loan Application Initial Borrower (s) and Loan Officer Application
Initial HUD Addendum 92900a pg 1 | Loan Officer or Lender for TPO | Application
Initial HUD Addendum 92900a pg 2 | Borrower (s) (2 x) Application
URLA Loan Application Final Borrower (s) and Loan Officer Prior to or at closing
Final HUD Addendum 92900a pg 1 | Lender (DE Underwriter or Initial Approval
officer authorized to bind)
Final HUD Addendum 92900a pg 2 | Borrower (s) (2 x) At closing
Final HUD Addendum 92900a pg 3 | DE Underwriter Final Approval
Final HUD Addendum 92900a pg 4 | Borrower; At closing
Lender Postclosing

INITIAL 92900-A
Page 1 of 92900A must include Loan Officers Signature and date loan application
was taken.
Page 2 of 92908A must include the borrower(s) signature and date loan
application was completed. forms must be in the file prior to underwriter approval)

FINAL 92900-A
Page 1 of 92900A1 OO0 ET Al OAA O1 AAOxOEOAO8O O
Page 3 of 92906A Completed according to Approval:
o AUS-OANOEOAO O1 AAROxOEOAOB8O OECT AOQ
0 Conditional Commitment with DE name and CHUMS number
0 Manual/Refer - requires DE signature, printed name and CHUMS numbyg
Page 3 of 92900A, Approval date=the Final DU or Manual approval date
Page 3 of 92900A, Expiration date =expiration date onConditional Commitment
(HUD 929800)

Loan Transmittal (Signature Section must be completed as follasy
TOTAL Approval-
o 3ECTI AOGOOA , ET A OI OAAA O &(! 41/ 4!
o Dated same date of Final DU approval excepted by DE Undeiter
o #(5-3 10i AAO xEI 1l OAmE AAO O: &(! 50

MANUAL Approval (Signature Section must be completed as follows)
o Signature Line will be DE Underwriters Signature
o Dated same date of Final approval by DE Underwriter
o #(5-3 10i ARO >sEHACHOMSAEIMb& O $ %06

FHA Retail/Wholesale
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BORROWER
ELIGIBILITY

US Citizens

First time homebuyers

Permanent Resident Aliens (Green Cards)

A copy of the Green Card is required for all permanent salent aliens whose income
and/or assets are being used to qualify for the loan.

A copy of the front and back of the card is required and must be included in the loan
file.

o 7TEEI A OEA ' OAAT #AOA EOOAI £ OOAOAMgte |
original card, U.S. Citizenship and Immigration Services (USCIS) allows photocopying
of the Green Card. Making an enlarged copy or copying on colored paper may allevia
any concerns the borrower may have about photocopying.

Non-permanent Aliens

A borrower may be eligible for FHA financing provided:

o 4EA POI PAOOU xEIT AA Al 001 xAO8O DPOEIT AE

o The borrower has a valid SSN, except if employed by the World Bank, a foreign
embassy or equivalent employer identified by HUD;

0 The borrower is eligible to work in the US as evidenced by EAD card issued by USCI{
and

0 The borrower satisfies the same requirements, terms and conditions as those for US
citizens.

The EAD card is required to substantiate work status. If the EAD cardlirvexpire within (1)

year and a prior history of residency status renewals existshée underwriter may assume

that the continuation will be granted. If there are no prior renewals, theinderwriter must
determine the likelihood of renewal based on informatbn from the USCIS. (this would be
proof of registration for renewal in process with the USCIS website)

A borrower residing in the US by virtue of refugee or asylee status is granted by the USCI
will be automatically eligible to work in the country. The EAD card is not required, but
documentation substantiating the refugee or asylee status is required in the file.

APPROVED VISAS

0 ASeries (A-1, A-2, A-3): These visas are given to officials of foreign governments,
immediate family members and support staff. Only those without diplomatic
immunity, as verified on the visa, are allowed.

0 E-1Treaty Trader & E-2 Treaty Investor: this visa is essentially the ame as an HL
orl-pon OEA OEOI A OAEAOO O1I OEA &I OAECT A

0 G Series (G-1, G-2, G-3, G-4, G-5): These visas are given to employees of international
organizations that are located in the United States. Some examples uu# the United
Nations, Red Cross, World Bank, UNICEF & the International Monetary Fund.
Verification that the applicant does not have diplomatic immunity must be obtained
AOT I OEA ApbPlI EAAT 080 AibpiTUAO AT A 710

0 H-1 (includes H-1B and H-1C), Temporary Worker: this is the most common visa
given to foreign citizens who are temporarily working in the United States

0 L-1, Intra-Company Transferee: an L-1 visa is given to professional employees whos
AT 1 DAT UG O |iAd&fdreigh cedEEYA A E O

o TN, NAFTA Visa: Used by Canadian or Mexican citizens for professional or business
purposes.

0 TC,NAFTA Visa: Used by Canadian citizens for professional or business purposes

o Ifthere is NO proof of prior renewal on the Visa the likelihood needs to be validated
by the USCIS or loan will not qualify for FHA financing.

0 Ifthe current Visa is expiring in less than 12 months from closing- proof of
likelihood of continued renewal must be documented. A copy of prior approval and
proof the borrower is current in application with USCIS is one form. If they are not
within the time frame to file their application documentation must be providedby
borrower from the USCIS proing they have had prior renewal or loan will not qualify
for FHA financing.

FHA Retail/Wholesale
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LDP/GSA required on all parties:

Underwriter to initial the condition for LDP/GSA validation or

Underwriter to sign the bottom of PBM LDP/GSA worksheet

o Borrower(s)

A Run by full legal name (no AKAs are required unless the last name is
different); or

A Run by Social Security Number

Seller(s)

Listing and selling real estate agent

Loan originator

Loan processor

Underwriter

Appraiser

203(k) consultant

Closing Agent

o Title Company

O 0O O0OO0OO0OO0OO0OOo

CAIVRS required on all borrowers also required for NonBorrowing Spouse

u

Underwriters may not rely on clear CAIVRSpproval when there is an independent
evidence of conflicting delinquent Federal obligations. The Underwriter must
o Document the resolution of aiy conflicting information, and
o Contact the appropriate Homeownership Center (HOC) for instructions or
AT AOI AT OAGETT O1 OOBPDBI OO OEA AT OOT xA
V CAIVRS message seems erroneous, or
V Date of claim payment needs to be established.
The HOC may providéBMwith
o0 Information about
V  when the three-year waiting period described in HUD 4155.1 4.A.2.g will
elapse, or
V erroneous social security numbers, and
0 Instructions on processing requirements for oher HUD-related defaults and
claims.

The Fully executed Amendatory/Escape Clauses are required for all FHA and CHF30 loans
and MUST be signed and dated by all parties prior to the CD approval.
Make sure you are reviewing the Purchase Contracts and/or escrow instructions for fully
executed Amendatory/Escape Clause verbiage.

Amendatory Escape Clause

(0]

If the purchase contract or escrow instructions are not reflecting the
Amendatory/Escape Clase verbiageat time of loan approvalthen Underwriters
must condition for executed forms as PTD condition. These forms must ke
executed prior to loan Closing Documents can be issued

The Amendatory/Escape Clause signed/dated by all partiecGANNOT be aPrior to
closing condition.

If the Amendatory / Escape clause verbiage is included in the purchase deoect or
escrow instructions noseparate documentis needed

If there is an increase in the sales price from the original Amendatory Clause, then a
revised Amendatory Clause will be required to be fully executed with new sales price.
If Amendatory/ Escape clause verbiage imot in the purchase agreement or escrow
instructions, you MUST have a separate document signed and dated by all parties
prior to loan closing.

A DOC DRAWER MUST review the Amendatory/Escape Clause forms prior to
issuing closing documentso make sure they are fully executed by all parties
prior to the issuance of Closing Documents or documents cannot be drawn.

A Issuance of Cvill be delayed if the form(s) are not fully executed by all parties
prior to CDissuance

There are situations with nontraditional sellers (Fannie Mae, Freddie Mac, federal,
state and local government agencies, and mortgagees disposing of REO assdtgye

FHA Retail/Wholesale
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this requirement does not apply.

Real Estate Certification-

A Borrower, Seller and Real Estate Agent or Broker inWed in the sales transaction
must certify, to the best of their knowledge and belief, that (1) the terms and
conditions of the sales contract are true and (2) any other agreement entered into by
any parties in connection with the real estate transactionsi part of, or attached to, the
sales agreement.

A A separate certification is not needed if the sale contract contains a statemgtite of
the essence clase) that (1) there are no other agreements between parties and the
terms constitute the entire agreement between the parties, and (2) all parties are
signatories to the sales contract submitted at the time of underwriting.

A If you use the contract as te RE Certification, the one in the PBM file will need to be
removed. If it remains in the file and is executed it will need to be completed with the
contract date.

File Risk Review- This form must be completed bythe DEUnderwriter on all FHA Loans with
the exception of the regular FHA Streamline (Effective Immediately). The form is located in th
O0&l Oi 66 OAAOGEIT 1 &£ OEA o0"- - Al OAlI 8

4506-T
Each borrower (regardless of income source) must complete and sign separate IRS Form
4506-T at application and agai with loan documents.
4506-T Form must be signed and dated at application and again with loan documents f
all Tax returns in the loan file.
o BAI PIAd )& UI O EAOGA pntindédd AT A - foqmmd
OANOEOAA OF AA OEGT AA AT A AAOAA &£ O OE
o 4506-T form signed and datedMUST be processed (transcripts) for all tax returns in the
loan file that are being used for income qualifying onl{ E8B8A8 pntndOR
Record Transcript can be checked to validate account paid in full or any dstanding
payment plan with IRS and IRS tax transcripts
4506T Requirements; Process 4506T 1040 Transcripts is required for all loan unless-2V
exception issued by corporate underwriting.(Account Transcript Required on W-2 Only
o If W-2 exception is approved IRS 4506T V2 transcripts are required to be processed.
y £ 110060 OAAAT O UAAO EAO Al A@OAT OEIT T ,&A
copy of the extension must be obtained and evidence of any monies owed must be
documented paid to the IRS or evidence of refund. In cases of2Morrowers only
with extensions a 4506 for the W2 should be processed for the extension year.

0 W-2 Only Investor Specific Exceptions are for an hourly or salaried employee =Using Base
Income Only To Qualify only on Fixed loans

o Investor may pull 4506T if the job title would constitute filing 2106 expenses
A Example: teachers, police/sheriff officers, rea¢state agents, sales representatives, truck
drivers (long distance, trip or load pay base).
If 4506T results reflect income/loss information that we did not have documented in our
AET A xA 1 000 OANOEOA OxI UAAOO pntndéd OF

2016 Tax Return Transcripts
Loans Fundel on or after June 152017 must include the 2016Tax Return Transcripts to be

eligible for purchase 0. T OAAT OA &I 01 A6 110 All1T xAA AE

If a borrower has filed an extension, we require:
1. Evidence in the file that the Extension was filedand
2. A20164 A@ 4 O0OAT OAOEDPO OEI xET C atd I 2AAT OA 1
3. For salaried borrowers: A 2015transcript and current paycheck stuband 2016 W-2
4. For self-employed borrowers; A 2015transcript and P & Land Balance Sheet for 2016
5. For retired borrowers: In Cases where the borrower is not required to file, transcripts

AOA OOEI 1T OANOEOAA8 )& O.1 2ARA001 666 £EA
the Loan file with supporting income cbcumentation.
13
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Note: Loans that do not require income (norcredit qualifying FHA Streamlines) are exempt.

Short Sale Fees paid by the borrower z Borrowers may pay additional fees and payments in
connection with purchasing a short sale property that are tyically the responsibility of the
seller. Examples of short sale fees and payments include, but are not limited to the following:
o Short sales processing (i.e., short sale negotiation fees, buyer discount fees, short sa
buyer fees)NOTE: The Short sak processing fee is hot a common and customary
charge and must be treated as a sales concession if any portion is reimbursed by an
interested party to the transaction.
0 Negotiated short payoff to a subordinate lien holderand
o Payment of delinquent taxes or delinqguent homeowner association (HOA) dues.
NOTE: the above referenced fees are non GFE fees.
Maximum allowable short sale fees that can be paid by the borrowérefer to General
Assets section; Real Estate Agent Fees)
These fees and payments cannon be financed into the loan amount and must be included
on the HUDL settlement statement. Borrowers must fund the cost of the additional fees
and payments with their own funds. The additional funds to complete the transactn
must be documented.
The sales contract will identify if the property being purchased is a short sale property.
4EA OOAT OAAOQEITT 106060060 AA Al A0Oi 860 1 AT COE
Underwriter must diligently review the purchase transaction for unusual fees, payments,
AT A 1T OEAO PI OOEAT A O02AA &l AcOds OEAO Al Oi
sale.
Document Requirements -
0 The sales contract executed by all parties with details of the additional fees and
payments.
o ! AipU T &£ OEA AGAAOOAA AOiI 60 1 AT COE AA
listing and buying agents) are unaffiliated and un related)
0 The HUD1 Settlement Statement that includes all borrower paid short sale fees and
payments,and
o 31 OOAA T &£ A1 EAT 060 £O01T AO OOAA O1 Al OAO
All faxed documents The Underwriter must authenticate all documents received electronically
AU AgAi ETEI ¢ OEA OI OOAA EAAT OEEEAOO jadieesB N
IO Ai 1T OAAGET ¢ OEA O1 OOAA 1T &£ OEA AT AOI AT O A
Underwriter must document the name and telephone number of the individual with whom the
Underwriter verified the validity of the document.

Internet downloads The Underwriter must authenticate documents obtained from an Internet
website and examine portions of printouts downloaded from the Internet including the
Uniform Resource Locator (URL) address, as well as thatd and time the documentsvere
printed. The Underwriter must visit the URL or the main website listed in the URL if the page i
password protected to verify the website exists and print out evidence documenting the
51 A A Ox Oigit@Ahe IRL and website.
Documentation obtaned through the Internet must contain the same information as
would be found in an original hard copy of the document.
For additional income not mentioned in this section please refer to the FHA Handbool
4000.1 for requirements. This can be found on the HUD Clips website under Housing
Handbook
Sales Contract and Supporting Documentation-
All purchasers listed on the sa contract must be borrowers and
Only borrowers sign the sales contract
An addendum or modification may be used to remove or correct any provisions of the salg
contract that do not conform to these requirements
Family Member of the purchaser, whas not a borrower, may be listed on the sale contract
without modification or removal (see identity of interest for list of parties deemed as
family members)

FHA Retail/Wholesale
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CREDIT SCORE A Full 3 merge Credit Report with all borrowers showing a minimum of 1credit score.
RESTRICTIONS A All mortgages must have a mortgage history of 0 x 30 in the last 12 mont{®r lender
exception requestmust be obtained by Corporate Underwriting)
A Representative creditscore:
0 Use middle of 3or lowest of 2
o Use middle representative score from all borrowers
A All borrower(s) (including a Non-Purchasing Spouse) MUST have a valigégally
obtained z Social Security Number or an ¥ception must be granted from Corporate.
This includes any borrower with known SSN(Social Security)issues.
A Non-Purchasing Spouse/ Non-Purchasing Domestic Partner

0 Any non-purchasing spouse/ Domestic Partner must hee a valid Social
Security Number. If the nonpurchasing spouse does not have a valid Social
Security Number, the credit report willneed to comply with guidelines below

A You are required to obtain a credit report for the norborrowing spouse/domestic

0 partner (aka non-purchasing spouse)

o If the non-borrowing spouse/domestic partner does not have a legally issued
SSN, the credit report cannobe obtained usingA CEA&Ed 13 3. -99-A 8 ¢
9999 or number variation). The report must be obtained using the non
AT OOT x ET CFultNarhelh®ti datd, and AddressONLY(if directed by
the Credit Agency all zeroes is allowed).

o If attime credit was obtained and norborrowing spouse/ domestic partner
provided the TIN or an illegal SSiHnd credit report was obtained using these
numbers this credit report would be unacceptable for the loan. Once&SN is
found to be invalidor a TIN is used as SSM credit reportwith only non-
borrowing spouse/domestic partnerd O 1, rih Aate and address MUST be
run due to invalid original credit report. Any debts from both reports must be
used to qualify.

A ThenonAl OOI xET ¢ ODPi OOA 1 6OO OECT O!BdrHENg O
3pi 6O0Ao6 &I Oi 8

0 Note: This guidance does not constitute authorization for anyone to run credit
under an alternative name or social security number.

0 Note: Ifyour non-borrowing spouse/domestic partner does not have a social
security number the file must be submitted to Corporate for an Investor Specific
Exception as noted above.

CREDIT A Maximum Number of FHA Financed and Other Properties
AND A Maximum number of FHA Financed Properties= 1 (See exception below)
LIABILITIES A Maximum number of Total Financed Properties = 4
REQUIREMENTS

A TOTAL/Manual Payment History

A 51T AROXxOEOAOO | OO0 dHAdedithistthAin adderande i e x A O
Accept Risk Classification requirements found in the Underwriting Method Section.

A Closedend debts do not have to be included if they will be paid off within 10 months
and the cumulative paymets of all closedend debts are less than or equal to 5% of the
AT OOT xA0O6O ¢cO1T 006 111 OEIU ETATTA 1T0 PAU
DTI for qualification.

A Accounts may not be paid down in order to meet this requirement.

A Loan secured aginst deposited funds, where repayment may be obtained through
extinguishing the asset are not considered as a debt for repayment to qualify

A Underwriter must document all funds used to pay off debt prior to closing came from

an acceptable source (see soce of funds section in assets)

FHA Retail/Wholesale
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CREDIT
AND
LIABILITIES
REQUIREMENTS
CONTINUED

A

EXCEPTIONS FOR MULTIPLE FINANCED PROPERTIES

A Policy

A Eligibility Requirements
Exceptions

RELOCATION

A Borrower may be eligible to obtain another FHA
insured Mortgage without being required to sell an
existing property covered by an FHAnsured Mortgage if
the Borrower is:

Relocating or has relocated for an employmentelated
reason;and

Is establishing or has established a new Principal
Residence in an area more than 100 miles from the

"T 00T xAO6O AOOOAT O O0OET AE
If the Borrower moves back to the original area, the
Borrower is not required to live in the original house and
may obtain a rew FHAinsured Mortgage on a new
Principal Residence, provided the relocation meets the
two requirements above.

INCREASE IN FAMILY A A borrower may be eligible for anotherhouse with an
SIZE

FHArinsured Mortgage if the Borrower provides
satisfactory evidence that:

A The Borrower has had an increase in legal dependents
and the Property now fails to meet family needsand

A The loanto-value (LTV) ratio on the current Principal
Reddence is equal to or less than 75% or is paid down tg
that amount, based on the outstanding Mortgage balanc
and a current residential appraisal.

VACATING A JOINTLY A A borrower may be eligible for another FHAInsured
OWNED PROPERTY

Mortgage if the Borrower is vacating (with no intent to
return) the Principal Residence which will remain
occupied by an existing ceBorrower.

NONOCCUPYING GO A A nonroccupying ceBorrower on and existing FHA
BORROWER

Insured Mortgage may qualify for an FHAnsured
Mortgageon a new Property to be their own Principal
Residence.

>

p>

> > >

Age of Credit Report

If a credit report is over 45 days old at funding, a Soft-Pull credit report must be obtained
(no FICO’s required) to determine any changes.

If there are no significant changes to the Soft-Pull Report compared to the original credit
report, the original credit report can be used to fund the loan but CANNOT be older than
120 days at funding.

If there are significant changes to the Soft-Pull Report, including any new debt or significant
increases in credit balances/payments, a new credit report must be pulled and re-submitted
to DU/LP. The file must then be re-underwritten to include the new credit and DU/LP

findings.

NOTE: A copy of the Soft-Pull is to be placed under Branch Documents in the loan file.
Non-Traditional credit NOT allowed

Revolving Credit Cards to be paid off to qualifgee Revolving Credit for guidelines

If accounts not closed, DE Underwriter must document the reasonhy payments are
not considered a factor in borrower(s) ability to pay loan. (i.e. borrower has proof that
account has no purchase activity for the last 12 months

FHA Retail/Wholesale
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Authorized User Accounts-

TOTAL/MANUAL

Underwriter must include in borrower liabilitie s

Exception can be granted if the underwriter can document that the primary account
holder has made all required payments on the account for the previous 12 months.
HOWEVER, if less than 3 payments have been required in the previous 12 months the
payment must be included.

Credit Inquires

TOTAL-will be determined by DU approval

MANUAL-requires a written explanation for all inquiries in last 90 days and borrower
to acknowledge no additional debts resulted in inquires.

Obligations not considered debt include:

TOTAL/MANUAL

Medical collections

Federal, state, and local taxes, if not delinquent and no payments are required (IRS a
State tax liens (Refer to Federal Tax lien Section)

Automatic deductions from savigs, when not associated with another type of
obligation

Federal Insurance Contributions Act (FICA) and other retirement contributions, such
as 401(k) accounts

Collateralized loans secured by depository accounts

Utilities

Child care

Commuting costs

Union dues

Insurance, other than property insurance

Open accounts with zero balances

Voluntary deductions, when not associated with another type of obligation.

Undisclosed Mortgage Debt (TOTAL)
When an existing debt or obligdon that is secured by a Mortgage but is not listed on
the credit report and not considered by the AUS is revealed during the application
process, the Underwriter must obtain a verification of Mortgage directly from the
Servicer.
The mortgage must be dwngraded to a Refer and manually underwritten if the
mortgage history reflects:
0 A current delinquency
0 Any delinquency within 12 months of the case number assignment date; or
0 More than two 30 Day late payments within 24 months of the case number
assignment date
A Mortgage that has been modified must utilize the payment history in accordance
with the modification agreement for the time period of modification in determining
late Mortgage Payments.

Undisclosed Debt other than Mortgage (TOTAL)

When a debt or obligation (other than a mortgage) not listed on the mortgage
application and/or credit report and not considered by the AUS is revealed during the
application process the underwriter must:

Verify the actual monthly payment amount;

Resubmit the mortgage for evaluation by TOTAL if the cumulative change in the

Al 1010 T £ OEA 1 EAAEI EOEAO OEAO 1 0060 AA
more than $100 per month; ad

$AOAOI ET A OEAO AT U £OT A0 Al 00T xAA xAOA
minimum required investment
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Debt Examples- (Alimony, Child Support, Time Shares, Mortgage Insurance and
Property Taxes not Impounded on rental property, Mortgage paymerib private
parties on property borrower(s) holds title on)

MANUAL- Not on application and/or Credit report and not considered by DU Approval.
Underwriter to verify the actual monthly payment amount;

yT Al OAA OEA PAUI AT O AiT 061 O ET OEA ACOA
and debt; and

Determine that any unsecured funds borrowed were not/will not be used for the

AT 00T xA0O60O 1 ETEI O OANOEOAA ET OAOOI AT O
Underwriter must document all undisclosed debt and support for the analysis of the
AT O0i xA0O60 AAAOS

Debt Examples- (Alimony, Child Support, Time Shares, Mortgage Insurance and
Property Taxes not Impounded on rental property, Mortgage payment to private
parties on property borrower(s) hold title on)

Federal Debt (TOTAL/MANUAL)

Federal Debt refers to debt owed to the federal government for which regular
payments are being made

4EA AT OT O 1T &£# OEA OANOGEOAA PAUI AT O 1060
The underwriter must include documentation from the federal agency evidencing the
repayment agreement and verification that at least one payment has been made per
the terms of the agreement.

If AUS is a REFER, a Corporate Investor Specific for Manual dgvade is required.

If the borrower does not have a current payment plan in place at the time of
application, the Federal Tax Debt will need to be paid in full to qualify for FHA
financing.

Delinquent Federal Tax Liens (TOTAL/MANUAL)

If a borrower currently has outstanding IRS or State tax liens; is in a current payment
arrangement of 3 concurrent months or greater; add the debt to the DU, confirm 1003
AAAT AOAGET T PDPACA EOAI GumdUE detetnheBUARA OA A
Approval.

Confirm the DU has a finding for Tax lien in order to validate the AUS Approval for
Federal Tax Liens.

If the AUS is a REFER corporate investor specific for Manual down grade is required.
If the borrower does not have a concurrent 3 month payent plan in place at time of
application the Federal Tax Lien will need to be paid in full to qualify for FHA financing

Borrower Ineligibility Due to Delinquent Federal Non-Tax Debt-(i.e. outstanding
student loans, back owed property taxes and judgments)

Loans are not eligible for FHA financing for a borrower with delinquent federal nottax
debt, including deficiency Judgments and other debts associated with past FHA insur
mortgages. The underwriter is required to determine whether the borrower(s) tave
delinquent federal nontax debt, debt must be cleared to qualify. This can be obtained
from delinquent federal debt noted in public records, credit reports or equivalent, and
must be check all borrowers against th€redit Alert Verification Reporting §stem

(CAIVRS)

Verification of delinquent Federal Non-tax debt-

Underwriter must verify the validity and delinquency status of the debt by contacting
the creditor agency to whom the debt is owed. If the debt is ideniéfd through CAIVRS,
the underwriter must contact the creditor agency using the contract phone number
and debt reference number reflected on the CAIVRS report. All documentation to
validate delinquent debt is clear must be in file.

FHA Retail/Wholesale
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BanKkruptcy

TOTAL (Chap 7 & Chap 13)

Underwriter must document that the bankruptcy has passed the required 2 year time
frame from the discharge and to ordering of the case number.

If case number was issued before the 2 year time frame the loan must be dograded
to a manual underwrite.

Underwriter must review the credit report for discharged date. If date is not reflected
on the credit report, a copy of the bankruptcy and dischae are required.

MANUAL- (Chap 7)

Underwriter must document that the bankruptcy has been discharged for greater tha
2 years at time of case assignment.

2 years established since Bankruptcy the borrower has restablished good credit or
chosen notto incur new credit obligations.

<2 years but not <12 months since Bankruptcy borrower may qualify if , Underwriter
can show that the bankruptcy was caused by extenuating circumstances beyond the

AT OO0T xA0OB60O AT 10011 AT A EAOiitcrhalale theid E E A
financial affairs in a responsible manner.
MANUAL (Chap 13)

Underwriter must verify that the Chapter 13 has been in a paput status with the
Trustee for minimum of 12 months with as agreed payment history.

The case number cannbbe ordered prior to the 12 month requirement.

Borrower must provide written notice from the Trustee for new loan.

If the credit report did not reflect the Chapl13 discharge date or status the borrower
will need to provide a copy of the full bankrupty papers and Trustee agreement.
51 AAOxOEOAO 1 OO0 OAI EAAOA OEA AOOOAT O
issues resulting in the bankruptcy are not likely to continue.

Pre-Foreclosure Sale (short sales) zrefers to sale of real estate resulting in less than
the amount owned on the property and the current lien holder agrees to receive a
lesser proceed and forgive the deficiency balance on the real estate.

TOTAL

Underwriter must document the passage 08 years since the date of the Short Sale to
date of application.

The 3 year period begins on the date of the transfer of title by Short Sale

If Case number was issued before 3 years of title transfer, down grade to a manual
underwrite required and extenuating circumstances must be met.

Credit report should reflect foreclosure date. If date is not noted Underwriter will need
copies of the Short Sale documents prior to loan approval.

MANUAL

Loan applications taken prior to 3 year short sale requie Corporate Investor Specific
approval.

Case number and appraisal cannot be issued until after the 3 year short sale
requirement is met or underwriter will be required to meet Extenuating circumstance
conditions below.

Case numbers and appraisals ised after the 3 year short sale and receiving DU Refe
can be manually underwritten per 4000.1 manual underwriting guidelines.

Current at time of Short Sale-

Borrowers with less than 3 years Short Sale date MUST meet the following
requirements-

All mortgage payments on prior mortgage were made on time within the month due of
the 12 month period preceding the Short Saland

Installment debt payments for the same time period were also made within the month
due.

FHA Retail/Wholesale
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Exception for Extenuating Circumstances

Short Sale was a result of documented extenuating circumstances that were beyond
the control of the borrower, such as a serious illness or death of a wage earnand the
borrower has re-established good credit sice the Short Sale

Borrower must provide letter of explanation and documentation supporting the
circumstance was beyond borrower control.

Non-Qualified extenuating circumstance

Divorce is not considered and extenuating circumstance. An exception mag granted
EA AT OOTI xA0O80 11 OOCACA xAO A O &pohde feceikad
the property and a subsequent short sale occurred.

The inability to sell the property due to job transfer or relocation to another area does
not qualify as anextenuating circumstance.

FORECLOSURE & DEED-IN-LIEU OF FORECLOSURE (Title Transfer is “Date of
Trustee Sale” as noted on deed. If no date noted then recording date must be
used)

TOTAL/MANUAL

Underwriter must verify the Foreclosure or DeedIn-Lieu of Foreclosure (DIL) in which
title transferred from the borrower was greater than 3 years of the case number
assignment.

Credit report should reflect foreclosure/DIL date. If date is not noted Undwvriter will
need copies of the foreclosure/DIL documents prior to loan approval.

If the 3 year time frame is not met the loan must be downgraded to a Manual

If account is a Timeshare sefstallment Debts section

MANUAL Foreclosure/DIL Exception

Foreclosure/ DIL was a result of documented extenuating circumstances that were
beyond the control of the borrower, such as a serious illness or death of a wage earng
and the borrower has re-established good credit since the Foreclosure/DIL
Borrower must provide letter of explanation and documentation of circumstance
beyond borrower control.

Non-Qualified extenuating circumstance

Divorce is not considered and extenuating circumstance. An exception may be grante
EAZ AT 00T xA030 1 1 Ge@medithe divofde ahdesspolide @ceiked
the property and a subsequent short sale occurred.

The inability to sell the property due to job transfer or relocation to another area does
not qualify as an extenuating circumstance.

If account is a Tineshare sednstallment Debts section

JUDGMENT-refers to debt or monetary liability of borrower and spouse/legal
domestic partner in a community property state unless excluded by state law, created
by court or adjudicating body.

TOTAL/MANUAL

Underwriter must verify that court-ordered Judgments are resolved or paid off prior to
closing.

Judgments in a community property state require the spouse/legal domestic partner
must also be resolved or paid off at closing, with exception of obligations exclutiéy
state law.

Underwriter must require copy of payment in full, if paid prior to settlement
Underwriter must require payoff statement from creditor if paid at closing.
Total/Manual Exception

A judgmert is considered resolved if the borrower has entered into a valid agreement
with the creditor to make regular payments on the debt.

Borrower must have made timely payments for 3 months as agreed per agreement
and
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Judgment will not supersede the FHAsured mortgage lien.

Borrower cannot prepay scheduled payment in order to meet the required minimum
of 3 months of payments.

Underwriter will be required to include payments in liabilities

Underwriter must have a copy of the payment agreement anelvidence that the
payments were made in accordance with the agreement and for at least 3 months
concurrently.

Underwriter will need a subordination agreement from creditor for any judgment that
is not paid in full prior to or at closing.

Deferred Obligations -deferred obligations (excluding Student Loans) refer to
liabilities that have been incurred but where payment is deferred or has not yet
commenced, including accounts in forbearance

TOTAL/MANUAL-

Written documentation of the deferral of theliability from the creditor and evidence of
the outstanding balance and terms of the deferred liability. Proof of the actual monthly
payment obligation, if available.

Calculation of monthly obligation. Use actual payment to be paid on a deferred liabyjli
whenever available. . If not available for installment debt, utilize the terms of the debt
or 5% of the outstanding balance to establish the monthly payment.

TOTAL/MANUAL-
Student Loans- StudAenE loans refgr to Iiabili'gies ipcur[ed for egugatiogalpurposes. A
11T OOOAAT O 1TTATO 16060 AA ETAI OAAA EI

type or status of payment.
If the payment used for monthly obligation is:

A Less than 1 percent of the outstanding balance reported on the
AT OOT x A Oréport ahdh A A E

A, AGO OEAT OEA 11T1TO0OEI U PAUI AT O d
report;

A The underwriter must obtain written documentation of the actual
monthly payment, the payment status and evidence of the
outstanding balance and terms from the creditor

Calculation of the monthly obligation- regardless of the payment status, the
Underwriter must use either:
A the greater of:
0 1 percent of the outstanding balance on the loawy
o 4EA 1 1T1TO0EI U PAUI AT O OAPI OOAA
or

The actual documented payment, provided the payment will fully amortize the
loan over its term

Housing Obligation/Mortgage Payments

TOTAL

Purchase & Rate and Term Refinance- Loan will require downgrading to manual if
late payments within the last 12 months. (Corp Lender Exception required if 1 or morg
payments have been late in last 12 months)

Late payments greater than 2 months are not allowed

Downgrading to manual underwriting required if borrower has current mortgagelate
payments that are not rating on credit report. Credit supplement rating would only be
allowed for Manual downgraded ban.

Cash-0Out Refinance- Loan will require to be downgraded to a Manual if any payments
on Mortgage and/or Line of Credit payments reflect currently delinquency or
delinquency within the last 12 months.
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Underwriter will need to review the terms of the modification to insure that all
payments have been made in accordance with the modification agreement for the tim
period of the modification to determine if any late housing history. Payment history
must be aminimum of 12 months paid as agreed since modification.

MANUAL
Paznlent HistorAy on Hoysing Obligations (Manual) - The undgrwritgr must .
AAOAOI ETA OEA "1 001 xA0O80O (1 OOGET C [/ Al EC

0 The Credit report;
o Verification of rent received directly from the landlord (for landlords with no
Identity of Interest with the Borrower);

o Verification of Mortgage received directly from the Servicer; or

o Areview of canceled checks that cover the most recent 4ionth period.
4EA O1 AAOXOEOAO 1 OO0 OAOEAU AT A AT AOIi A
For borrowers who indicate they are living rentfree, the underwriter must obtain
verification from the property owner where they are residing that the Borrowerhas
been living rent-free and the amount of time the Borrower has been living rent free.
A Mortgage that has been modified must utilize the payment history in accordance
with the modification agreement for the time period of modification in determining
late housing payment.

Rate/Term and Simple Refinance Transactions

For all mortgages on all properties with less than six months of Mortgage Payment
history, the Borrower must have made all payments within the month due

For all mortgages on all prperties with greater than six months history, the Borrower
must have made all Mortgage Payments within the month due for the six monthsw
prior to case number assignment and have no more than one 3Bay late payment for
the previous six months for all mortgages

The borrower must have made the payments for all Mortgages secured by the subjec
Property for the month prior to mortgage Disbursement

)y £ OEA -1 OOCAGCA 11 OEA OOAEAAO 001 PAOO
the underwriter must obtain a verification of Mortgage to evidence payment history
for the previous 12 months.

If not reflected on credit report, copy of current Rental or Mortgage history for last 12
months required from Landlord or Lien Holder.

If no VOR/VOM is requiredhen copy of 12 months canceled checks is required

If borrower indicates they are living rent-free, the Underwriter must obtain

verification from property owner where they are residing that the borrower has been
living rent-free and that amount of time the borrower has been living rent free.
Cash-Out Refinance: Follow Manual guidelines for Mortgage Payment History
Installment Loans/Debt-(excluding Student loans) refer to loans not secured by real
estate that require the periodicpayment of P&I. A loan secured by an interest in a
timeshare must be considered an Installment LoarChild Support, Alimony and
Maintenanceare court ordered and must be considered as a monthly liabilityand
debt. (For Alimony only see Income Alimony se@bn for alternative to reduced income
calculation in lieu of counting as debt)

TOTAL/MANUAL

Monthly payments shown on credit report is utilized to calculate the monthly debts, ng
further documentation is required.

Loans/debt not reflected on the credit report need to have monthly payment or loan
agreements. Payments would need to be added to Total from statement or agreemen
If the credit report, loan agreement or payment statement shows a deferred payment
arrangement for an installment loan, refer to the Deferred Obligations section.

A loan secured by an interest in a timeshare must be considered an Installment Loan
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and not a housing obligation, even in the even the event of a foreclosure.

Revolving Charge Accounts--Credit report to document the terms, balance and

payment on account.

TOTAL

If the payment is not reflected on credit report a copy of the current monthly statemen

or 5% of the outstanding balance is used.

Revolving debt to be paid at closig to qualify-

o DU must reflect condition for evidence of payoff of debt in file

o Underwriter must condition for debts to be paid in full at closing; with copy of
revolving payment statement to verify full payoff amount at closing.

o Funds must come fran acceptable source (see assets for acceptable source of
funds)

0 Accounts paid at closing are not required to be closed.

MANUAL

If the payment is not reflected on credit report a copy of the current monthly statemen
or 5% of the outstanding balances used.

Credit supplement showing account closed allowed

Paid at closing debt to qualify allowed

Underwriter required to justify reason for allowing paid debt at closing to qualify

30 Day Accounts

TOTAL/MANUAL

The underwriter must verify the borrower paid the outstanding balance in full on
every 30 Day Account each month for the past 12 Months. Credit Supplement can be
used to utilized history

30 day accounts that are verified to be paid every 30 days will not be required to be
included in the monthly debt.

If the credit report reflects any late payments in the last 12 months, underwriter will
be required to utilize 5% payment of outstandingbalance.

Underwriter must be able to document that the borrower has the available funds to
pay off the balance in excess of the funds and reserves required to close the loan.
Contingent Liabilities

TOTAL/MANUAL - a Contingent Liability refers to a lability that may result in the
obligation to repay only when a specific event occurs. For example, a contingent
liability exists when an individual can be held responsible for the repayment of a debt
if another legally obligated party defaults on the payrant. Contingent liabilities may
include Cosigner liabilities and liabilities resulting from a mortgage assumption
without release of liability.

Standard - The underwriter must include monthly payments on contingent liabilities
in the calculation of theAT OOT xA0O80 111 OEI U T Al ECAQEI
and documents that there is no possibility that the debt holder will pursue debt
collection against the borrower should the other party default or the other legally
obligated party has made 12nonths of timely payments

Calculation of Monthly Obligation - the underwriter must calculate the monthly
payment on the contingent liability based on the terms of the agreement creating the
contingent liability.

Required Documentation
0 Mortgage Assumptions- the underwriter must obtain the agreement creating
the contingent liability or assumption agreement and deed showing transfer o
OEOI A 100 1T &£ OEA AT 001 xA0O8O 1T AT A
0 Co-Signed Liabilities- if the co-signed liability is not included in the monthly
obligation, the underwriter must obtain documentation to evidence that other
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party to the debt has an as agreed payment history for current previous 12
months and evidence account paid by other party.

0 Court Ordered Divorce Decree- the Underwriter must obtain a copy of the
divorce decree ordering the spouse/domestic partner to make payments.

Collection Account

TOTAL/MANUAL- if the credit report(s) used in the TOTAL Mortgage Scorecard or
Manual analysis show cumulative outstanding collection account lence of $2,000 or
greater, then:

Verify that the debt is paid in full at the time of or prior to the settlement using
acceptablesources of funds****(Evidence of payment in full if paid prior to settlement;
OR the payoff statement if paid at settlement )

Verify that the Borrower has made payment arrangements with the creditor and

ET Al OAA OEA 1171 O0EI U PAUI AT O ET G&ERA AT O
arrangement with creditor required) or

If payment arrangement is not available, calculate the monthly payment using 5% of
the outstanding balance of each collection and include the monthly payment in the
AT OOT xAOB0O $4)8 ) & vbreqpied A T1T AT AOI AT O
Non-purchasing Spouse/Domestic Partner accounts for borrowers in a community
property state are considered in $2,000 cumulative balances.

Charge Off Accounts

TOTAL-If the credit report reflects a Charged Off account the debt has been deemed

written off by the creditor. No further action is required.

MANUAL-# EAOCA 1T £& AAAT O1 O OAEAOO O1 A AT (

off by the creditor. The underwiter must determine if the charge off accounts were a

result of-

o 4EA AT OOI xA0O80O AEOOACAOA 1T O £EEIT Al AEA
manage debt or extenuating circumstances.

Disputed Derogatory Credit Accounts

TOTAL

Disputed accounts réer to disputed Charge Off Accounts, Disputed Collection account

and Disputed accounts with late payments in the las 24 months.

If the credit report indicates that the borrower has $1,000 or more collectively in

Disputed Derogatory Credit the loan willbe required to be downgraded to Manual

Disputed Derogatory Credit account(s) of a notborrowing spouse/domestic partner

in a community property state are not included in the cumulative balance.

MANUAL

If the borrower has $1,000 or more collectivelyin disputed derogatory credit account

the monthly payment must be included in the DTI

Disputed Derogatory Credit accounts of a neborrower spouse/domestic partner in a

community property state are not included in the cumulative balance.

0 EXCLUSIONS FROM CUMULATIVE BALANCE FOR TOTAL/MANUAL INC
Disputed medical accountand
Disputed derogatory credit resulting from identity theft, credit card theft or
unauthorized use. To exclude these balances. the borrower must provide a copy lof t

police report or other documentation from the creditor to support the stats of the
accounts.

Non-Derogatory Disputed Accounts and Disputed Accounts not Indicated on
Credit
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NON-DEROGATORY DISPUTED ACCOUNT INCLUDE THE FOLLOWING

Disputed accountwith Zero balance
Disputed accounts with late payment aged 24 months or greater
Disputed accounts that are current and paid as agreed

TOTAL/MANUAL

If the borrower is disputing non-derogatory account or is disputing and account not on
the credit report a Manual downgrade is NOT required

The Underwriter must analyze the effect of the disputed account on the ability to repa
the mortgage. This must be explained on the LT attachment.

If the borrower indicates the payment on the credit report is incorrect a statement
must be provided for underwriter review.

Non-derogatory disputed accounts are excluded from the $1,000 accumulative balang
limit.

Private savings Clubs

TOTAL/MANUAL

If the borrower(s) is/are obligated to continue making ongoing contributions under

the pooled savings agreement, this obligation must be counted in the borrower(s) tota
debt for DTI

The Underwriter must have verified and documented the establishmerdand duration

I £ OEA AT OO1T xA0O80 I Ai AAOOEED ET OEA Al
contribution to the club.

4EA 51 AAOXxOEOAO 1 660 1 AGAET OEA Al 6A80
from the club treasurer that the club is stillactive.

Business Debt In Borrower’s Name

TOTAL/MANUAL

7EAT OEA A1 OOI xAO OADPI OO0 1 EAAEI EOEAO
business

The debt MUST be counted in the borrower DTI calculatiamless;

4EA AT OOT x A O8décurhedt@nE deBt @ Geind gaid by the business with
evidence of 12 months payment historyind

4EA AAAO xAO AT 1 OEAAOAA E1 OEA AAOE £
4EA AAAO EO Ai 1 OEAAOAA ET OEA AAOstagEl |
returns reflect a business expense related to the obligation, equal to or greater than t
amount of the payments documented as paid by the business funds.

7EAOA OEA AT OO1 xAO80O OA@ OAOOOI O OET x
only the interest portion of the debt is considered in the cash flow analysis.

For additional credit not mentioned in this section please refer to the FHA Handbook
4000.1 for requirements. This can be found on the HUD Clips website under Housing
Handbooks.

Non-Borrowing Spouse/ Domestic Partner Debt-

o All non-borrowing spouse/domestic partner debts must be counted in the
AT OO1 xAO80O 1 EAAEI EOEAOS

o0 Debts that were obtained by the norborrowing spouse/domestic partner in a
community property state prior to the marriage that are not to be counted; must
AA OAI EAAOAA xEOE A spAcliché theicdsetbabtheldebisT E
would not be considered community property.No cut and paste from state, county
or legal websites will be allowed.

o Non-Borrowing Spouse/ Domestic Partnef- Underwriter must obtain consent and
authorization to verify their SSN and pull credit report. This authorization form
must also be provided to PBM on all Wholesale and Correspondent loans.
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Legal Separation/Divorce

TOTAL/MANUAL

"1 001 xAO8O 1 ACAl OAPAOAOGEIT 1060 AA OE
agreement must reflect all debts itemized out for each party. Debts must reflect
account numbers and name of creditor to be omitie from qualification as former
spouse debt.

The borrower may be eligible for an FHA loan if the divorce decree or legal separation
agreement awarded the property and responsibility for the payment to the former
spouse.

The borrower is NOT eligible ifFHA paid a claim on his/her mortgage in default prior
to the divorce.
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EMPLOYMENT AND Employment and Income Requirements-
INCOME

Employment history must be verified and effective income must be used to qualify the
borrower(s), be reasonable likely to continte through at least the first 2 years of the
loan and meet the specific requirements described below.

Underwriter must review frequent changes in employment more than 3 times in the
last 12 months or has changed line of work, the underwriter must take additional
O0ADPO O1T OAOEEAU AT A AT AOI AT O OEA OOAAE
analysis isnot required for fields of employment that regularly require a borrower to
work for various employers (such as Temp Companies or Union trades). Underwriter
will be required to document with transcripts of training if new position or prove a
continued increase in income and benefits or income not allowed.

The underwriter can only consider income if it is legally derived and reported as
ETATT A T1T AT OOI xAO60 OA@ OAOOOI O

. ACAOEOA ETATI A 1000 AA ©Gddnwithyindoine #BD |
not treated as recurring monthly liability
Alimony-OEA AT OO1 xA0O60 ET AT I A AAT AA OAAOA
obligation in lieu of counting as liability. If this is done the debt would not need to be
included in the liabilities.
Most recent pay stubs covering minimum of 30 days consecutive days, that show the
AT O0OT xAOB8O 9438 AAOTET ¢O

Verbal VOE, FUlVOEorwy 6 © T11 U xEI1 AA OANOEOAA
salaried employee

2 Years tax returns for bo©1T x A0O8 O x-Ermploye®With 8l Adheules

¢ 9AAOO0 OAg OAOOOT O &I O Al OOI xA0O30 Ai b
schedules

Primary Employment

TOTAL/MANUAL

Salaried employee use current salary for effective income

Hourly employee use hourly rate if borrowers pay history clearly shows borrowers
hours do not vary from pay period to pay period

Hourly employee with varying hours will need to be averaged over the previous 2

years. If the underwriter can document an increase in payate the most recent 12
month average if hours at current pay rate can be used.

Part-Time Employment (Less than 40 hours per week)
TOTAL/MANUAL

Underwriter can use income to qualify from parttime job if borrower has worked a

part-time job uninterrupt ed for the past 2 years and the current position is reasonably
likely to continue.

Underwriter must average the income over the previous 2 years

If Underwriter can document an increase in pay rate a fhonth average of hours at
current pay rate can beused.

Overtime and Bonus Income
TOTAL/MANUAL
Income received over and above normal salary

Underwriter can use income to qualify if the borrower(s)have received for past 2 years
and is reasonably likely to continue

Periods of overtime and bonus income less than 2 years may be considered effective
income if the underwriter documents that the overtime and bonus income has been
consistently earned over a period of not less than one year and is likely to continue

per employer.
Overtime and bonus income from current year decreases by 20% or more from the
DOAOEI 66 UAAOh O1I AAOxOEOAO AAT 111U 0O¢

FHA Retail/Wholesale

27
06-21-2017



<

> !
FHA Guidelines PROV/DENT $av.,
Bank Mortgage AYAVAVA -,
EMPLOYMENT Seasonal Employment (Employment that is not year round regardless of the number of
AND hours)
INCOME TOTAL/MANUAL
REQUIREMENTS Income must have been received for full 2 years in same line of work and it is
CONTINUED

reasonably likely to continue

Unemployment income can be considered effective income for off time on seasonal
work. This income must be documented for a full 2 year period arlikely to continue
to be used to qualify

Underwriter must use a full 2 year average in calculating the income to qualify

Employed by Family-Owned Business (borrower must not have ownership in
family business)
TOTAL/MANUAL
Underwriter must verify and document that the Borrower is not an owner in the
family-owned business
Validation of ownership must be in the form of Official business document, which can
include Corporate Resolutions, Business Organizational documents, wess Tax
Returns, Schedule KL (IRS form 1065) or an official letter from a certified public
accountant on their business letter head.

Borrower will be required to provide copies of personal tax returns (1040, 1040E) or
4605T Tax transcripts.

Incometo qualify- Salaried employees can use current salary as long as Underwriter
can determine it is likely to continue.

Income to qualify- Hourly employee will need to be averaged over a Full 2 year period

Commission Income- (income paid contingent upon conducting business transactions or
performance of a service)

TOTAL/MANUAL
The income from commission is effective income if the borrower has earned the

income for at least one year in the same or similar line of work andlis reasonably
likely to continue

#1 1 1 EOOET1T ETATIT A 1AOGO OEAT 10 ANOAI O
traditional or alternative employment documentation required
#1 1 1T EOOET1T ETATT A COAAOAO OEAT c¢ubp timg

including all applicable schedules for last 2 years is required. If no tax returns are
provided processed 4506 transcripts must be obtained for last 2 years.
Calculating income underwriter will need to use the lesser of:

(A)The average et commission income earned over the previous 2
years, or the length of time commission income has been earned if less than
years.

(B) The average net commission income earned over the previous one
year. The underwriter must calculate net comngsion income by subtracting
the unreimbursed business expenses from the gross commission income.

The Underwriter must reduce the effective income by the amount of any unreimburse
ATl D1 TUAA AOOET AOO A@pAl OAO OEIT x1 1 10 Al
returns.

Self Employed Borrowers (income generated by a business in which the borrower has a 25%
or greater interest. Income can be derived from Sole Proprietorships; Corporations; Limited
, EAAET EOQU 10 0306 #I1 OPI OAGETI 1O AT A PAOOT AO(
TOTAL
Borrowers selfemployed between 1 and 2 years , underwriter can only consider the
income effective if the borrower was previously employed in the same line of work in
which the borrower is selfemployed or in a related occupation for at least 2 years.
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Incomefrom a businesses with annual earnings that are stable or increasing is
acceptable

Income from businesses showing greater than 20% decline in income will require
manual downgrade.

Tax returns both Individual and Business are required for last 2 yearsncluding all
schedules.

Business tax returns are not required if (1) individual taxes show increasing self
employed income of past 2 years. (2) Funds to closer are not coming from business
account AND (3) mortgage is not a cash out refinance.

Profit and Loss Statements and Balance Sheets are required if more than a calendar
quarter has elapsed since date of the most recent calendar or fiscal year end filed by
borrower. (This would mean that your P&Land Balance Sheet would be due as of
April 1 or after)

Balance Sheet will not be required for Schedule C borrowers

If the borrower income exceeds the 2 year average of the tax returns, and Audited P&
or signed Quarterly tax returns must be provided.

MANUAL (Additional requirements to above when downgrade to Manual)

If the income is reflecting greater than 20% decline over a two year period.
Underwriter must document that the business income is now stable or will not be
allowed to be used to qualify.

Income may be considered stable after a 20% reduction if the underwriter can
document the reduction in income was a result of extenuating circumstance. The
borrower can document the income has been stable or increasing farminimum of 12
months and the borrower qualifies utilizing the reduced income.

51 AAOxOEOAO 1 66O 1 AGAET A AOOET AOGO AOA
corporations.

EMPLOYMENT GAPS
TOTAL/MANUAL
If borrower has an employment gap of 6 monther greater (an extended absence),
underwriter may consider income if income can be verified and documented as
follows- (1) borrower has been employed with current job for at least 6 months at
time of case number assignmenand (2) a 2 year work history prior to absence can be
verified with standard or alternative VOE.

PAST EMPLOYMENT DOCUMENTION
A TOTAL/MANUAL
$EOAAO OAOEAEAAOQOEIT 1T &£ OEA "1 001 xA080
not required if all of the following conditions are met:
The current employer confirms a two year employment history, or a paystub
reflects a hiring date
Only Base pay is used to qualify (no Overtime or Bonus Income)
The Borrower executes IRS Form 4506, Reggt for copy of Tax Return, IRS
Form 4506-T, Request for Transcript of Tax Return, or IRS form 8821, Tax
Information Authorization, for the previous two tax years.
If the applicant has not been employed with the same employer for the preuis two
years and/or not all conditions immediately above can be met, then the Mortgage
must obtain one or a combination of the following for the most recent two years to
ORAOEZU OEA ApDPiI EMAI 080 AibpIiT Ui ATO EEOO
W-2(s)
VOE(s)
Electronic verification acceptable to FHA
Evidence supporting enroliment in school or the military during the most
recent two full years.
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disability insurance)
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EMPLOYMENT ADDRESSING TEMPORARY REDUCTION IN INCOME
AND TOTAL/MANUAL
INCOME Borrowers with temporary reduction of income due to shortterm disability or similar
REQUIREMENTS temporary leave may be consider borrowers current income if the following can be
CONTINUED

verified and documented (1.) the borrower intends to return to work (2.) the
borrower has the right to return to work and (3.) borrower qualifies for mortgage
taking into account any reduction of income due to the circumstance.

If the borrower is returning to work before or at the time of first PITIA due date, pre
leave income can be used.

If the borrower is returning to work after the first PITIA due date, the borrower
current

income plus available surplus liquid assets reserves, above and beyond any already
required reserves, as income supplement up to the amount of the bome@r pre-leave
income.

The underwriter can use monthly income for supplement for total amount of surplus
reserves divided by the number of months between thesilpayment date and the

AT OOT xA0O60 ET OAT AAA AAOA 1T £ OAOOGOT Ol
Underwriter will need to have a written statement from the borrower confirming
intent to return to work and date of return.

Underwriter will need current employer to confirm borrows eligibility to return to

work after temporary leave and
Underwriter will need documentation of sufficient liquid assets, in accordance with

Source of FundsQOAA O1F OODPDPI Ai AT O AT 001 xAO8 0O |

TOTAL/MANUAL

Underwriter must use most recent amount of benefits received for income.
51 AAOxOEOAO 1 OO0 OAOCE&AU AT A AT AOI AT O O
Underwriter must document the establishment of awarded benefits

Underwriter to determine if any benefits are to expire within 3 years from dateof
application. If so the income cannot be used to qualify

Underwriter can assume the income likely to continue if the Notice of Award Letter or
equivalent document does not define an expiration date.

Underwriter CANNOT rely on pending or current re-evaluation of medical eligibility

for benefits payment continuance.

Under NO circumstance may PBM inquire into or request documentation concerning
the nature of the disability or medical condition of borrower.

SSA-Social Security Disability

Underwriter must obtain a copy of the last Notice of Award Letter or equivalent
documentand 1 of the following-(a)federal tax returns (b)most recent bank
statement evidencing receipt of incomef)proof of income letter alsoknown as
0" OACAO , AOGOGAOGG 1T 0 O" Al A dtoyof bordv@OlA®™o A
issued for last tax year from Social Security Benefit

115% Gross Up on all validated nottaxable earnings.

VA Disability

Underwriter must obtain copy of Verification of VA Benefits showing amount of
assistance and the expiration date of benefitsnd 1 of the following (a)federal tax
return (b)Most recent bank statement evidencing receipt of income

If the Benefits letter dces not have a defined expiration date, the underwriter may
consider the income effective and reasonably likely to continue for at least three year
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EMPLOYMENT Private Disability
AND Underwriter must obtain copy of Disability benefits from private disability insurance
INCOME provider showing amount of assistance and the expiration date of benefitnd 1 of
REQUIREMENTS the following (a) Federal Tax returns b) most recent bank statement evidencing
CONTINUED

receipt of income

ALIMONY, CHILD SUPPORT AND MAINTENANCE INCOME
TOTAL/MANUAL

Underwriter must have copy of fully executed final divorce decree, legal separation
agreement, court order or voluntary payment agreement with documented receipt
When using a final divorce decree, legal separation agreement or court order, if the
Borrower has received consistent Alimony, Child Support and Maintenance Income f
the most recentthree months, the underwriter may use the current payment to
calculate the effective income.

When using evidence of voluntary payments, if the borrower has recetd consistent
Alimony, Child Support and Maintenance Income for the most recesix months, the
underwriter may use the current payment to calculate effective income.

o If the Alimony, Child Support and Maintenance Income have not been
consistently received for the most recent six months, the underwriter must
use the average of the income received over the previous two years to
calculate effective income

o If Alimony, Child Support and Maintenance Income have been received for le
than two years, the undewriter must use the average over the time of receipt.

Underwriter must have evidence income will continue for at least 3 year.

AUTOMOBILE ALLOWANCES (2106 Expense) (refers to allowance that exceeds actual auto
allowance)

TOTAL/MANUAL
Underwriter must verify and document automobile allowance received from employer
for previous 2 years

Underwriter must also obtain IRS form 2106 for previous 2 years

Underwriter must subtract automobile expenses as show on IRS form 2106 from
automobile allowance before calculating income

If borrower uses the standard permile rate in calculating automobile expenses,
portion that IRS considers depreciation may be added back to income
Underwriter must consider car payment and any loss from calculatio of difference
between the actual expenditures and the expense account allowance as a Liability to
the borrower in their DTI

Meals and Entertainment covered from auto allowance would need to be included as
expense in 2106.

SOCIAL SECURITY/ PENSION/ INDIVIDUAL RETIRMENT INCOME
TOTAL/MANUAL
Underwriter must validate all income with awards letters or IRA/401K statements
showing income will continue for the next 3 years.
Validation of receipt of income must be obtained from SSA, Pension or Retirement
letter validating amount received monthlyand 1 of the following (a) Federal tax
returns (b) most recent bank statement
If income for Retirement has not been received for a 2 year period an average of the
income received for the less than 2 year period must be used to qualify.
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MORTGAGE CREDIT CERTIFICATE (MCC)
If a government entity subsidizes the mortgage payment®ither through direct
payments or through tax rebates, such as Mortgage Credit Certificates, these payme
can be considered as acceptable income if verified in writing. Either type of subsidy
may be added to gross income or may be used to directly affshe mortgage payment
before calculating the qualifying ratios.

Noted, -##06 0 OAN-SpeddidexdeptionET OAOOT O

RENTAL INCOME (TOTAL)

Definition-Rental income refers to income received or to be received from subject property or

other real estate holdings

Rental Income Received from the Subject Property(TOTAL)-

Standard - The underwriter may consider Rental Income from existing and
prospective tenants if documented in accordance with the following requirements.
Rental income from the subject property may be considered Effective Income when
the property is a two- to four-unit dwelling, or an acceptable oneto four-unit
Investment property.

Required Documentation - Documentation varies depending upon the length of time
the borrower has owned the property.

0 Limited or No History of Rental Income.- Where the borrower does not have
a history of Rental Income from the subject since the previous tax filing:

A Two- to Four-Units: The underwriter must verify and document the
proposed rental income by obtaining an appraisal showing fair
market rent (use Fannie Mae From 1025/Feddie Mac Form 72 Small
Residential Income Property Appraisal Report) and, if available, the
prospective leases.

A One Unit: The underwriter must verify and document the proposed
Rental Income by obtaining &annie Mae Form 1004/Freddie Mac
Form 70, Uniform Residential Appraisal Report; Fannie Mae Form
1007/Freddie Mac Form 1000 Single Family Comparable Rent
Schedule; andFannie Mae Form 216/Freddie Mac Form 998
Operating Income Statement, showing fair market rent and, if
available, the prospectivdease.

0 History of Rental Income- Where the borrower has a history of rental
income from the subject since the previous tax filing, the underwriter must
ORAOE&AZU AT A AT AOi AT O OEA AQEOOEI ¢ O
most recent tax returns, ncluding Schedule E, from the previous two years.
For Properties with less than two years of Rental Income history, the
underwriter must document the date of acquisition by providing the deed,
Closing Disclosure, or similar legal document.

Calculation of Effective Income - the Underwriter must add the net subject property
2AT 6A1 HYTATT A O OEA "1 001 xA0O8O CcOI 00
"1 001 xA0O80O O1 OAl -1 OO0CACA 0AUI AT O Au ¢

0 Limited or No History of Rental Income - to calculate the Effective Income
from the subject Property where the Borrower does not have a history of
Rental Income from the subject Property since the previous tax filing, the
Underwriter must use the lesser of:

A The monthly operating income reported on Freddie Mac Form 998; of

A 75 percent of the lesser of:

Fair market rent reported by the Appraiser; or
The rent reflected in the lease or other rental agreement
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Rental Income from other Real Estate Holdings (TOTAL) -

Calculation of Effective Net Rental Income-

0 History of Rental Income zZ The underwriter must calculate the Rental
Income by averaging the amount shown on Schedule E. Depreciation,
mortgage interest, taxes, insurance and any HOA dues shown on Schedule |
may be added back to the net income or loss. If the property has beenred
for less than two years, the underwriter must annualize the rental income for
the length of time the property has been owned.

Standard - Rental income from other real estate holdings may beoasidered Effective
Income if the documentation requirements listed below are met.
o If Rental Income is being derived from the Property being vacated by the
Borrower, borrower must be relocating to an area more than 100 miles from
OEA "1 OOT x Rridépal RésidenczA 1 O
o 4EA O1 AAROxOEOAO 1 600 1T AGAET A 1 AAO
after the mortgage is closed and evidence of the payment of the security
AAPiI OEO 1T O EZEOOO i11 OEB0 OA1 Os
Required Documentation
0 _Limited or No History of Rental Income: Where the borrower does not have
a history of rental income for the property since previous tax filing, including
Property being vacated by the Borrower, the underwriter must obtain an
appraisal evidencing market rent and that the Borower has at least 25%
equity in the property. The appraisal is not required to be completed by an
FHA Roster Appraiser
A Two- to Four-Units 7 the underwriter must verify and document the
proposed Rental Income by oldining an appraisal showing fair
market rent (use Fannie Mae Form 1025/Freddie Mac Form 7Xmall
Residential Income Property Appraisal Report) and, if available, the
prospective leases.
A One Unit z the underwriter must verify and document the proposed
Rental Income by obtaining a&annie Mae Form 1004/Freddie Mac
Form 70, Uniform Residential Appraisal Report, Fannie Mae Form
1007/Freddie Mac Form 1000 Single Family Comparable Rent
Schedule, andEannie Mae Form 216/Freddie Mac Form 998
Operating Income Statement, showing fair market rent and, if
available, the prospective lease.
0 History of RentalIncomez4 EA O AAOXxOEOAO |
Ox1 UAAOOS8 OA@ OAOOOT O xEOE 3

000 i
AEAAOD
o Limited or No History of Rental Income zto calculate the effective net rental
income the underwriter must deduct the principal, interest, taxes and
Insurance (PITI) from the lesser of:
A The monthly operating income reported orFreddie Mac Form 998 or
A 75 Percent of the lesser of:
Fair market rent reported by the Appraiser; or
The rent reflected in the lease or other rental agreement.
0 History of Net Rental Income - The Underwriter must calculate the net
Rental Income by averaging the amount showan the Schedule E provided
the Borrower continues to own all Properties included on the Schedule E.

A Depreciation shown on Schedule E may be added back to the net
income or loss.

A If the property has been owned for less than two years, the
underwriter mu st annualize the rental income for the length of time
the property has been owned

A For properties with less than two years of rental income history, the
underwriter must document the date of acquisition by providing the
deed, Closing Disclosure or similalegal document

FHA Retail/Wholesale

33
06-21-2017



p Tyt
FHA Guidelines PROV/DENT 3ava

Bank Mortgage AYAVAVA -,

EMPLOYMENT AND
INCOME REQUIREMENTS
CONTINUED

A 0ol OEOEOA TAO 2AT 0A1T H)TATIT A 100G
Income. Negative net Rental income must be included as a
debt/liability.

MANUAL
History of Rental Income- Underwriter to document and verify the existing rental
income with existing lease, rental history over the previous 24 months that is free of
unexplained gaps greater than 3 months and most recent 2 years tax returns includin
Schedule E. If owned less #n two years must prove acquisition date and annualize
the rental income for length of time owned.
Rental Income from other Real Estate Holdings - Rental income from other rental
property other than subject. This would also include vacating of primaryesidence
Primary Residence to Rental. (also known as departing residence)
(a)The borrower must be relocating to an area more than 100 miles from
current Principal Residence to use as income. Or debt must be used to qualify.
(Aq , AAOA ACOAAT AT O T &£# AO 1 AAGO 11TA
AT A AOGEAAT AA 1T &£ OEA PAUI AT O T &£ OEA OAA

Limited or No History of Rental Income - rental income can only be used to qualify if
the underwriter reviews an appraisal evidencing market rent and 25% equity in
property. (appraisal need not be FHA roster appraiser)
1 Unit_Underwriter must verify and document the proposed rentdincome from
appraisal showing fair market rent and if available the prospective lease.
2-4 UNITS Underwriter must verify and document the proposedrental income
from appraisal showing fair market rent and if available the prospective leases
3-4 Units- SelfSufficiency Rental Income Eligibility Net self sufficiency rental
income refers to the rental income produced by the subject property over and above
the PITIA.
o PITIA divided by the monthly net selfsufficiency rental income may not exceed
100% for 3-4 unit property
o NetseltOOZEZLEAEAT AU OAT OAI ETATT A EO AAI
of fair market rent form all units, including the unit the borrower chooses for
occupancy, and subtracting the greater of th DD OAEOA 08 O AOOE
and maintenance, or 25% of the fair market rent.
Borrower to provide last 2 years Federal Tax Returns.
Calculation of Income
Limited or No History- Underwriter must use lesser of
(a) the month operation incame per appraisal or
(b) 75% of either fair market rent per appraisal or rent reflected in lease
Agreement
History of Net Rental Income- 2 years ScheduleE income averaging amount shown.
Provided property will remain owned by borrower as rental. If owned less than two
years must prove acquisition date and annualize the rental income for length of time
owned. Depreciation may be added back to the net income or loss.
Investment Income -
Underwriter must have 2 year tax returns.

CAPITAL GAINS AND LOSSES- (refer to profit/loss that results from a disposition of a capital
asset, (stock, bond, or real estate) where the amount realized on the disposition exceeds/is le
than purchase price. Then gain or loss must be considered whdetermining the income when
an individual has a constant turnover of assets resulting in gains or losses.

Underwriter must obtain 3 years tax returns to evaluate and earning or loss trend.

If the trend is a gain, it may be added as income

If the trend is a loss, it must be deducted from the total income.
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TRUST ACCOUNTS -
Verify and document the existence of the Trust Agreement or other trustee statement
Verify and document the frequency, duration, and amount of the distribution by
obtaining a bank statement or transaction history from the bank.
Verify that regular payments will continue for at least three years
Use the income based on the terms arabnditions in the Trust Agreement or other
trustee statement to calculate Effective Income.

ANNUITIES OR SIMILAR -
Verify and document the legal agreement establishing the annuity and guaranteeing
the continuation of the annuity for at least three yeas
Obtain a bank statement or a transaction history from a bank evidencing receipt of the
annuity.

NOTES RECEIVABLE INCOME -
Verify and document the existence of the note
Verify and document that payments have been consistently received for the previous
12 months by obtaining tax returns, deposit slips or canceled checks
6 AOCEAU ¢ UAAOOGS AT 1 OET OATAA T &£ 11T 0A EI
Use the current rate of income to calculate effectivemcome
o For borrowers whose Notes Receivable Income fluctuates, use the average o
the Notes Receivable Income received over the previous year to calculate
effective income.

NON-TAXABLE INCOME (GROSSING UP) - Non-taxable income refers to types of incomeot
subject to federal taxes, which includes, but is not limited to:
Some portion of Social Security Income;
Some federal government employee retirement income
Railroad Retirement benefits;
Some state government Retirement Income;
Certain types d disability and Public Assistance payments;
Child Support;
Military allowances; and
Other income that is documented as being exempt from federal income taxes
Required Documentation:
Document and support the amount of income to be Grossed Up famy NonTaxable
yTATT A O OOAA AT A OEA AOOOAT O OA@ OAOA
being Grossed Up.
Calculation of Effective Income:
The amount of continuing tax savings attributed to NotTaxable Income may be added
Oi OEA % gra@OihcomkOd
The percentage that may baddedcannot exceed the greater of 115% or the
APDPDOI DPOEAOA OA@ OAOA AAOGAA 11 OEA Al 0O
o If the borrower was not required tofile a federal tax return for the previous
tax reporting period, gross up by 115%
0 The underwriter may not make any additional adjustments or allowances
AAOGAA 11 OEA 101 AAO 1T &£ GEA "1 001 xA
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RESIDUAL INCOME - Residual income is calculated as total Effective Income of all occupying

borrowers less:

State income taxes;

Federal income taxes

Municipal or other income taxes;

Retirement or Social Security;

Total fixed payment

Estimated maintenance and utities

Job related expenses (e.g., child care); and

The amount of the Gross UP of any Neéraxable Income.
Use Federal,state and Social Securityax charts
For estimated maintenance and utilities, underwriters must muliply the Gross Living Area

by the maintenance and utility factor$.14

Example: $.14 x 1,000 square feet = $140.00

For additional income not mentioned in this section please refer to the FHA Handbook 4000.1
for requirements. This can be found on the HUD Clips website under Housing Handbooks

Table of Residual Income by Region
For loan amounts of $79,999 and below
Family size Northeast Midwest South West
1 $390 $382 $382 $425
2 $654 $641 $641 $713
3 $788 $772 $772 $859
4 $888 $868 $868 $967
5 $921 $902 $902 $1,004
Over 5 Add $75 for each additional member up to a family of 7
For Loan Amounts of $80,000 and above
Family Size Northeast Midwest South West
1 $450 $441 $441 $491
2 $755 $738 $738 $823
3 $909 $899 $899 $990
4 $1,025 $1,003 $1,003 $1.003
5 $1,062 $1,039 $1,039 $1,158
Over 5 Add $80 for each additional member up to a family of 7
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REQUIREMENTS

GENERAL ASSET- Underwriters may only consider assets derived from acceptable sources in
accordance with the HUD requirements below

TOTAL/MANUAL
Earnest Money Deposit
Underwriter must verify deposit amount and source of funds on EMD exceeding 1% o
the sales price or is excessive based on the borrower history of accumulating savings
Verification of EMD should be from copy of canceled chealeceipt of funds from
Escrow , VOD or Bank Statement that shoamwverage balance sufficient to cover amount
of EMD check or Gift funds (if gift see Personal & Equity)
Cash to Close.
Underwriter must document all funds used for closing, including those to satisfy debt.
Underwriter must verify and document borrower has sufficient funds from an
acceptable source to close loan.
PURCHASE Funds to close are difference between total cost of sale and loan amount.
REFINANCE-Funds to close are difference between total cosf payoff of liens and new
loan amount.
Estimating Settlement Requirement Underwriters are required to audit the estimated
HUDL1 for following costs are customary and justified.
Origination Fee must be reasonable and customary (See Premium Pricing)
Discount Points can only be charge if the borrower is obtaining a rate that requires a
cost. This will be considered part of closing costs
Prepaid Items- include flood insurance, hazard insurance premiums, MIPs, real estate
taxes and per diem interest. Thse charges must comply with CFPB requirements.
Non-Realty or Personal Property-(chattel) amount cannot be used to calculate the base
loan amount. Borrower must pay as additional funds to close from total cash to close.
Up-Front MIP Premium- this is either financed into the loan or paid in cash as a closing
cost in total cash to close.
Real estate Agent Fees-if the borrower agrees to pay for any real estate agent fees
directly to the agent, they must be paid as closing cost in total cash to close.
Repair and Improvements- if loan is a refinance the costs can be financed into the loan
If Purchase or Streamline loan funds are to be added in total cash to close.
Premium Pricing - refers to credit from lender for interest rate chosen cost. May be
ushRA O1T DPAU AT OOI xA0O60 AAOOAI AlIT OEI ¢ A
Closing paid in this manner do not need to be included as part of interest party
limitation. Premium pricing must be disclosed as follows:
a)must be in accordance with RESPA
b)must be used to reduce the principle balance if credit amount exceeds the
actual dollar amount of closing costs and prepaid expensaad
c)may not be used for payment of debts, collections accounts, escrow
shortages or missed mortgage payment or Judgments
Interested Party Contributions-Interest party credit may apply to closing cost and
prepaid items including any items paid outside closing (POC).
The refund of the borrowers (POC) may be used toward the borrowers Mortge
Required Investment (MR) IF the underwriter can document that POC was paid from
AT 00T xA0B80 T x1 Al TTxAAT A O1 O0OAA 1T £ £OI
funds
Real estate Tax Credits- Where the real estate taxes are paid in arrears, thddd 1 A O §
estate tax credit may be used to meet the MRF.the underwriter documents that the
borrower had sufficient assets to meet the MRI and borrower paid closing cost at time|
of loan approval. The Underwriter will need to note on the LT Attachmerih the asset
section the breakdown of funds for MRI

FHA Retail/Wholesale

37
06-21-2017



p Tyt
FHA Guidelines PROV/DENT 3ava

Bank Mortgage AYAVAVA -,

ASSETS
AND
ASSET REQUIREMENTS
CONTINUED

RESERVES (all assets submitted to either AUS or Manual must be verified and documented)

TOTAL

Underwriter to verify and document liquid assets minus the total funds the borrower is

required to pay at closing.

Reservesdo not include:a)the amount of cash taken at settlement in casbut loan
b)incidental cash received at settlement in other loan
c)equity in other property
d)borrowed funds from any source

3-4 Units underwriter must verify and documentreserves equivalent to 3 months

PITIA after closing (gift funds cannot be used to obtain reserves, must be borrowers

funds)

MANUAL

1-2 Units- Underwriter must verify and document reserves equivalent to 1 month

PITIA after closing

3-4 Units underwriter must verify and document reserves equivalent to 3 months

PITIA after closing (gift funds cannot be used to obtain reserves, must be borrowers

funds)

BORROWER MINIMUM REQUIRED INVESTMENT-(MRI is the borrower contribution in cash
or its equivalent which represents at least 3.5% of adjusted value.)

TOTAL

51 AAOxOEOAO T AU T1T1U All1Tx OEA AT OOI xA

permissible by HUD. (See Source of Funds section)

MRI cannot come from a) seller ofproperty b)person or Entity who will financially

benefit from transaction Indirectly or Directly c) anyone reimbursed, directly or

indirectly, by any party included inA or B.

Underwriter must verify that if any funds from one of the above sources is @8l in the

closing it is only used for Closing Cost or Prepaid items

Underwriter should condition the loan for proof of funds transferred by government

entity as a PTF for funder.

If funds come from a government entity that is approved by HUD, the following items

must be present at closing. A)canceled check, wire transfer or other draw request

showing that prior to or at time of closing the government entity had authorized a

draw of the funds for MRI and came from government entity account or

a) a letter from the government entity, signed by authorized official, establishing
funds to be provided for MRI at or before closing.

**When letter from government entity is submitted, the precise language of the letter

may vary, Underwriter must review funds provided belonged to the governmental entity

at of before closing.

EXAMPLE-

a) the Governmental Entity has, at or before closing, incurred a legally enforceable

liability as a result of its agreement to provide the funds towards the borrower’s MRI

b)the Governmental Entity has, at or before closing incurred a legally enforceable

obligation to provide the funds towards the Borrower’s MRI

c) the Governmental Entity has, at or before closing, authorized a draw on its account to

provide the funds towards the borrower’s MRI.

SOURCE OF FUNDS- are liquid assets for cash to close and reserves

TOTAL/MANUAL (CASH ON HAND IS NOT ALLOWED)

Underwriter must verify that Checking and Savings@ount held by borrower(s) are
with a financial institution with assets in US dollars

If accounts were opened recently and the recent deposits are more than 1% of the
borrower(s) average balance, underwriter needs to document all deposits.
Underwriter needs to confirm that not new debt was created to establish new
accounts.
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GIFT (Personal) Cash on Hand is not Acceptable from donor

"1 001 xAOj 6q xET AT160 EIT A AAAT O1 0O Ol
and use of funds from norborrower/account holder.

Assets- can be validated with one othe following

a)VOD (verification of deposit) & Current Bank Statement

b)" ATE OOAOAI AT O OEIi xEI ¢ POAOETI 6O iil1 OH
iTO00 OAAAT O 111 0OEG0 AAI ATAA EO 110 OAHA
bank statements wil be required

Large Deposits-All large deposits exceeding 1% of adjusted value must be sourced
and seasoned

Retirement Accounts-

Underwriter may use up to 60% of the value of asset, less any existing loans borrowe
currently is in repayment on.

The portion of assets not used to meet closing requirements after 60% adjustment ca
be used for reserves

Underwriter must obtain a copy of the most recent monthly or quarterly statement to
OAOEEAU AT A AT AOI AT O OEA AiT 01O 1T & AT 0O
UnderwOEOAO AT O T AAAO O OAOEAEU AT A AT A{
funds, terms and conditions of withdrawal from retirement account.

Stocks and Bonds

Underwriter must have 2 most recent months or a quarterly statement to verify assets
Underwriter to verify that if held with a brokerage account. If not held with brokerage
account underwriter must determine the current value of the stocks and bonds
through a 34 party verification and copies of the bond and stock certificate.
Government savings bonds are valued at the original purchase price, unless there is
verification of value and the bonds are eligible for redeemed at closing

TOTAL/MANUAL

All FHA loans must be run through DU on the Web or in the Portal when gift funds are
used to qualify. The total amount of the gift funds must be entered into DU, not just the
amount of the gift that was used for the down payment.

51 AAOx OEOA 08 Qo révidvoand dedd & AuFighEgilt OF the cash investment is
from an acceptable donor and must meet Source Requirement section

Underwriter must determine NO MATTER WHEN gift funds are received.

They came from and acceptable source below:

The definition of an Acceptable Source

A government Agency or Public Entity that has a program providing homeownership
assistance to 1)low or moderate income families 2)first time homebuyers

"T 00T xAO8O AiPITUAO TO 1T AAT O OTETI

A close friend with clearly defined and documentedéhterest in the borrower
Charitable organization

"1 001 xAOB8O &AIEI U -Ai ARO

The definition of family member includes:

Child, parent, or grandparent (A child is defined as a son, stepson, daughter, or
stepdaughter. A parent or grandparent includes atep-parent/grandparent or foster
parent/grandparent

Spouse or Domestic Partner

Legally adopted son or daughter, including a child who is placed with the borrower by
an authorized agency for legal adoption

Foster child

Brother or stepbrother

Sister or stepsister

Uncle or Aunt

Sonin-law, daughterin-law, father-in-law, mother-in-law, brother- in law, or sister-in-
law of the borrower.

NOTE: A COUSIN IS NO LONGER ALLOWED AS A FAMILY MEMBER
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Gift letter documentation

"EAO 1 AOOAO xEOE pqQq AiI11 080 1T AT AR AAAO

borrower 3)dollar amount of the gift 4) statement that no repayment is required.
Gift Transfer

Underwriter must verify and document the transfer of the gift funds fran the donor to

the borrower in accordance with requirements below

If the gift funds.... Then.....
I OA ET OEA | Obtain
account A copy of the donors bank statement document the

xEOEAOAxAIT EO ££OI landOEA Al
Evidence showing the deposit
In borrower account.

1'OA 17170 ET {§ Obtain

account "ATE OOAOAI AT O OET xET ¢ OE
account,and
#1PU T £ OEA AAOOEEEAA AEA
other official check or wire transfer

Paid Directly to Verify that the settlement agent received the funds from

Settlement Agent OEA AT 11T 080 A& O ahdfindsiwére T 1
from acceptable source. Wire must reflect bank and
account number notal on gift letter Or withdrawal will
need to be validated from account noted

Funds are borrowed by Documentation from the bank or other savings account

the donor and

If not available donor to provide written evidence funds
were borrowed from an acceptable source, not a party to

the transaction.

Underwriter needs to verify that at NO time are the gift funds provided by PBM or its

Affiliates
Gift of Equity

Only afamily member may provide a gift of equity on property being sold to another

family member.

"EAO 1 AOOAO xEOE pq AT 11T 0860 1 Adrddtiongnip®O

borrower 3)dollar amount of the gift 4) statement that no repayment is required.
INTERESTED PARTY CONTRIBUTIONS (refers to Sellers, Real Estate Agents, Builders,
Developers or other parties with interest in the transaction. An interestegbarty contribution

OAZAOO Oi DPAUI AT O AU OEA ET OAOAOOAA DPAOOU

origination fee, other closing costs and discount points)
TOTAL/MANUAL
An Interested Party can contribute up to 6 percent of the sales pric€&his can be
applied to the following
AT OOT xAO60O 1T OEGCET AOET 1T £EAA
AT OOT xA0O60O0 Al T OET ¢ Al 00O
AT 00T xA0O6 O AEOAT O1 O PI ET OO0
payments of mortgage interest for fixed rate mortgages only
Monthly closing MIP
Payment of UFMIP (Upfront Mortgage Insurance Premium)

Underwriter will be required to review Settlement statement, Note LT and sales contract to

determine if interested parties contribution that exceed 6%. All funds exceeding 6% are
considered an Inducemat to Purchase:
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CONTINUED

INDUCEMENTS TO PURCHASE
TOTAL/MANUAL
Underwriter would be required to reduce the adjusted value of the property dollaifor-
dollar for all funds exceeding 6% contribution before new base loan amount can be
calculated Inducements inclu@ but are not limited to
contributions exceeding 6 percent of the purchase price;
contributions exceeding the origination fees, other closing costs and discount points;
decorating allowances;
repair allowances;
excess rent credit;
moving costs;
paying off consumer debt;
Personal Property;
OAT AO AT TTEOGOEIT 11T OEA "1 001l xA0O80 DPOA
Below market rent, except for Borrowers who meet the Identityof-Interest exception
for Family Members.
Pre-payment of Solar Lease at close

PERSONAL PROPERTY
TOTAL/MANUAL
The Underwriter need to analysis the contract and settlement statement for
replacement of personal property items listed below would not be considered
inducement to purchase provided the replacement is prior to settlemetrand no cash
allowance is given to the borrower. The inclusion of these times in the sale contract a
also not considered an inducement to purchase if items are customary for the area

Range

Refrigerator

Dishwasher

Washer

Dryer

Carpeting

window treatment

o other items determined appropriate by the HOC

SALES COMMISSION
TOTAL/MANUAL (Inducement to purchase on sale commissions)
Underwriter needs to review the sales contract of a borrower to make sure the seller
and/or interest partiesare. / 4 DAUET ¢ OEA Al 001 xA080
iT OEA OAT A T &£ AT 001 xA0O60 POAOAT O OAOE
residence or investment to purchase new home).
51 AAOxOEOAO 1 OO0 OAOGEAx OAIl AO Ak weOstlih®
to confirm if borrower is paying no commission on present sale and paying
commission on new purchase to same broker or agent involved in both transactions.

SELLER CREDIT OF RENT BELOW FAIR MARKET
TOTAL/MANUAL
Underwriter needs to review sales contracts when the borrower is purchasing from
current landlord for receipt of any rental credits.
If rental credits exist then the underwriter needs to confirm that the rent the borrower
has been paying (would apply to rent fee with landlord) les¢han Fair Market Rent.
The underwriter should determine the fair market rent with a Rento-Meter rating.
If Rent paid is under fair market we would have an inducement to purchase
transaction.

O O0OO0OO0OO0O0Oo
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ASSETS AND ASSET
REQUIREMENTS
CONTINUED

DOWN PAYMENT ASSISTANCE , SECONDARY FINANCING
TOTAL
Underwriter must validate that Down Payment assistance is not paying any of the
following items--- Installment loans, Credit Cards, Collections, Judgments, Liens,
Similar debts
Underwriters are required to reflect EIN on HUD’s FHA Loan Underwriting and
Transmittal Summary in conjunction with secondary financing assistance grants, or DPA
(Down Payment Assistance) to the borrower when the borrower is receiving an FHA First
Mortgage
Down Payment assistance must come from an approved and acceptabtegination
CHF30 (Grant): See Guidelines in Quick Look Manual
SALE OF PERSONAL PROPERTY (refers to tangible property, other than Real Property, such a4
cars, recreational vehicles, stamps, coins or other collectables)

A TOTAL/MANUAL

A Underwriter must verify when a borrower uses the sale of personal property to obtain
cash for closing.

A Underwriter can only use the lesser of the estimated value or that actual sales price

when determining the cash assets for closing.

A Underwriter must review a satisfactory estimate of the value of the item, copy of the
AETT T &£ OAIT Ah AOGEAAT AA 1T £ OAAAEDPO | £ A
account.
51 AAOxOEOAO 1 000 AT 1 £ZEOI OEAO ¢ublistedvalded
estimated issued by organizations like auto dealer, philatelic or numismatic associatiq
or an appraisal from a qualified appraiser with no financial interest in the transaction.
SALE OF REAL PROPERTY

A  TOTAL/MANUAL

A Underwriter must obtain a copy of the final settlement statement (or similar legal

document) documenting the actual sale and the net sale proceeds

A Underwriter must document and verify that the transaction was arralength and the
borrower was entitle to net sale proceeds
A Borrowers who sell or trades in a Manufactured home to a Manufactured dealer for

cash is expectable.

A Borrower trade-in cannot result in cash back to the borrower from the dealer or
independent 34 party

A Underwriter must validate the Trade Equity with installment sales contract or other
agreement evidencing the transaction.

REAL ESTATE COMMISSION FROM SALE OF SUBJECT PROPERTY

A TOTAL/MANUAL

If borrower is a current licensed Real Estate Agent and is representing themselves in
the purchase transaction of our loan, commission earned from the sales transaction t
our borrower can be used for the borrowers MRI.

A A Family member also representing the borrower can use their commission towards
the borrowers MRI (see identity of interest setion for definition of family member)

A Underwriter must verify and document that the borrower or family member giving
commission as a gift, is a licensed agent and entitled to the commission from the sale
property being purchased.

For additional asses not mentioned in this section please refer to the FHA Handbook 4000.1
for requirements. This can be found on the HUD Clips website under Housing Handbooks
RENT CREDITS (TOTAL/Manual)
Rent credits refer to the amount of the rental payment that exceed&tA | DD OA B
estimate of fair market rent
The Underwriter may use the cumulative amount of rental payments that exceeds the
| DPPOAEOAOGO AOOEI AGA 1T &£ ZAEO | AOEAO OA
The Underwriter must obtain the rent with option to purchase agreemet) the
| DPPOAEOAOGO AOOEI AGA 1T &£ i ACEAO OAT Oh A

> >
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APPRAISAL
One full appraisal required
FHA Certified Appraiser

The effective date (inspection date) of the appraisal cannot be before the FHA case
number assignment dateunless the underwriter certifies that the appraisal was ordered
for conventional lending or governmentguaranteed loan purposes and was performed
pursuant to FHA guidelines.
Carbon monoxide (CO) and smoke detectors are required per CA State health anfétya
code. If not present and installed at time of appraisal proof CO and/or smoke detectors
areinstalled is required with either:

o 1004D

0 Lender certification

0 Third Party Certification
1004D as required by appraisal or DE Underwriters conditions
Approved water supply (see 4000.1 Underwriting property for guidelines)
Utilities must be located on easements with local government or appropriate utility body.
(if not must be confirmed that is recorded on the deed record.)
Connected to public/commnunity sewage or onsite sewage disposal system acceptable to
local health department
All utilities need to be examined by the Appraiser. Appraiser must notify PBM of any
inadequate operation of any utilities (e.g., gas or water disconnected) and identifyho
will certify that the utilities are now in working order (either the Appraiser or PBM).
Appliances that are to remain and that contribute to the market value are operational
(refrigerators, ranges/ovens, dishwashers, disposals, microwaves and wasts/dryers).
All homes must meet all MPR per HUD and local building ordinange.e. Stationary
Storage Tanks, Mechanical Components and Utilities, and Plumbing Systems
Review chain of title for any possible property flipping under 90 days. If so horris not
eligible for financing with FHA. Underwriter needs to review chain of title when

o property have flipped in last 12 months for identity of interest transactions

(See 91180 Day Flip for requirements)

AGE OF APPRAISAL

Appraisal report is goodfor 120 days, but if appraisal is 90 days or older at underwriting,
the following will be required,;

Underwriter to condition loan:

O02AAAOOCEELZEAAOEIT OANOEOAA EZ£ 1TAT 110 A(
IODEOAOETT AAOAG

A recertification of value performed by the original appraiser on a 1004[®nly.
If the appraisal does exceed 120 days, the case number must be canceled and a new cd
number issued prior to ordering the new appraisal.

Link to calculate 120 days periodvww.timeanddate.com (click Hyperlink & open)
See FHA Case Number Cancellation Process in Policy & Procedures
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APPRAISAL
REQUIREMENTS
CONTINUED

91-180 Day Flip- (seller acquired property in under six months)
See chart below

FHA Flip Appraisals Requirements

3 Day Wait Period-ECOA Delivery Timing Rule Applies When 2 Appraisals Are

Issued
On A- 91-180 Days >100%
Seller 91-180 Days 91-180 Days
Acquisition time
period
Seller <100%* =or>100%*
Acquisition vs.
Appreciation
Appraisals (1) Appraisal 2nd Appraisal
required
Appraisal $8%8 51 Ashicretivi ( Retained for Case
Logging as to whether to accept an Binder.
AVM or to request a Full ™ Log 2d appraisal if
Appraisal based on the review greater than 100% of
of the AVM Acquisition.
Comparable(s) as they relate No greater than 5%
to the original appraisal. variance allowed.
Note: The comparable(s) Second appraisal
must be within a reasonable cannot be charged to
distance of the subject the borrower. Must be
property and within FHA paid by seller, realtor
required time frame. or PBM(lender credit
cannot be used to
cover appraisal fee
FHA Flip Underwriter to complete the FHA Flip Appraisal Checkilist.
Appraisal Red This checklist is located in PBM Manual under Policy and
Flag Checklist 00T AAAGOAOG ET O&1 Of 66 &i 1 A}

*Acquisition vs. Appreciation OEEO EO xEAT A OAI 1 AO§
equal to or greater than 100%

Example-3 A1 1 AO | ANOEOEOEI 1T Apmmhmnmm Q "1
appreciation = 100%)

Flip AEA TAITA 117 OEA OEOI A OADI (
Requirements on the purchase contract

and If the seller is entity (LLC trust, etc.), documentation
Restrictions showing legal registration of the entity such as articles of

incorporation wi th the seal, or a business license.

The Borrowers can have no affiliation with the entity of any
kind.

The subject transaction cannot include a transfer of
personal property or other special arrangements between
buyer & seller.

FHA Retail/Wholesale

44
06-21-2017




<

APPRAISAL
REQUIREMENTS
CONTINUED

> w'
FHA Guidelines PROV/DENT 2 Ava

Bank Mortgage AYAVAVA -,
Exceptions to Properties acquired by an employer or relocation agency in
FHA property connection with the relocation of an employee;
flipping Resales by HUD under its real estate owned (REO) prograrn
restrictions are Sales by other U.S. government agencies of Single Family
made for: Properties pursuant to programs operated by these

agencies

Sales of properties by nonprofits approved to purchase
HUD-owned Single Family properties at a discount with
resale restrictions

Salesof properties that are acquired by the seller by
inheritance

Sales of properties by state and federallchartered
financial institutions and GovernmentSponsored
Enterprises (GSE) (e.g. Fannie Mae or Freddie Mac);
Sales of properties by local and sta government agencies;
and

Sales of properties within Presidentially Declared Major
Disaster Areas (PDMDA), only upon issuance of a notice of
an exception from HUD

The restrictions listed above do not apply to a builder
selling a newly built house or building a house for a
borrower planning to use FHAinsured financing.

FHA reserves the right  require additional documentation from PBM to support the
resale value of a property if:

the resale date is more than 90 days(%lday) after the date of acquisition by the seller but]
before the end of the twelfth month following the date of acquisitiopand

the resale price is 5% or greater than the lowest sale price of the property during the
preceding 12 months.

51T AAOxOEOAOG O AEOAOAOEIT AO O1 xE A®aikisal
based on the review of the AVM comparablesahey relate to the original appraisal.

Note: The comparable must be within a reasonable distance of the subject properind
within FHA required time frame.

Time Restriction on Transfers of Title
o0 Sellerz date of acquisition as a date the selleacquired legal ownership of the property
(recorded deed)

0 Borrower z resale date defined as the date of the execution of the sales contract by a
parties intending to finance the property with an FHA insured mortgage (date
borrower executed contract).

Lead Base Paint-

Real Estate Agent Lead Base Paint Disclosure must be given to borrower and allow a
minimum of 10 days in which to obtain an inspection prior to closing.

Chipping and peeling paint noted on an appraisal (by appraiser or in photos of appraisal)
for home built prior to 1978 requires that certification of a Paint Abatement licensed
contractor.

If the home was built after 1978, work can be completed by theefler or a licensed painter.
All bare wood must be primed or painted and verified by appraiser, paint contractor,
Termite Company, or PBM.

Homeowners performing renovation, repair or painting work on their own home are
exempt from the rule but are encaraged to learn to perform leadsafe work practices.
Property owners/landlord who renovate, repair, or prepare surfaces for painting pre
1978 rental housing must be certified and follow leagsafe work practices required by the
rule.
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APPRAISAL
REQUIREMENTS
CONTINUED

Contractors who perform the repairs must be certified and must follow specific work
practices to prevent lead contamination.

RRP Contractors that preform the lead paint test must also be certified and licensed with
the US EPA. The RRP contractor will be required to prioke a copy of their current license.
FHA Roster appraisers and inspectors as well as other independent third parties may
perform inspections to verify if painting repairs have been performed as required. These
inspections are to determine completion of he repairs, not compliance with the Rule.

If the repair has been made by a contractor and/or property owner/landlord if rental
housing, the underwriter must be provide with a copy of the EPA or state led training
certificate in the name of the party whoperformed the work.. If the repair was made by
the homeowner on their own home, the homeowner must provide the underwriter a letter
stating that the homeowner made the repair and an inspection to verify completion of the
repair is required with 1004D.

Non Permitted Room Additions require;

The quality of the work to be described in the appraisal and deemed acceptable
071 OEi AT1 EEA 10A1 EOQU6 AU OEA APPOAEOAOS
The addition does not result in a change in the number of units comprising the subject
property. (i.e. a 1 unit converted into a 2 unit)

If the appraiser gives the unpermitted addition value, the appraiser must be able to
demonstrate market acceptance by the use of comparable sales with similar addition
footage as the subject property.

Non-permitted additions are typical for the market area and a typical buyer would
Al T OEAAO OEA OO1 PAOIi EOOAASG AAAEOQEI T Al O]
footage of the property.

The appraiser to acknowledge if city/county permits exist.

New Construction-

New Construction refers to Proposed Construction, Properties Under Construction, and
Properties Existing Less than One Year

New construction must be 90% or more completed, including existing less than one year
old.

In cases whee a building permit and a certificate of occupancy are issued by a city/count
building department that performs a minimum of three inspections (typically the footing,
framing and final) the 1004D can be issued by an FHA Appraiser for completion of unit.
In cases where a building permit is not issued prior to construction and a Certificate of
Occupancy upon completion of construction AND condominium unit is one year old or leg
must have either an Early Start Letter (with a minimum of three inspections bgn FHA
Roster Inspector) or be covered by a HURpproved tenyear warranty plan (with a final
inspection by a FHA Roster Inspector) to be eligible for highatio mortgage insurance.
Projects are still required to be on the FHAapproved condominium list.

Note: FHA treats the sale of an occupied property that has been completed less than one yeq
from the issuance of the CO or equivalent as &xisting property.

New Construction required completed forms

"OEI AAOBO #AOOE £E A ASdad dite, forls HOBD2A410h 3 DAAE 4
"OEI AAOBO 7A00%MOUN A& OI (5%

Building Permit and Certification of Occupancy or 1§ear Warranty and Final Inspection
signed and dated by the City/County Building Department.

Wood Infestation Report (Termite Soil) NPM 99a and 99b

Local Health Authority well water analysis or septic report, where applicable.
Compliance Inspection ReportHUD-92051 required if any of the followingz

Off- Site Improvements Incomplete (Streets, Sidewalks, items that effect the hemalue &
access)

On Site Improvements Incomplete (Roofs, Driveways, Landscaping, Fencing, Plumbing,
Drywall, Walkways, Cabinets, etc.)
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New Construction 100% complete (Existing less than one year old)

"OEI AAOB8 O #AOOE £E A A Gid Site, forsEHOED25410h 3 DA AE 4
"OEI AAOGO 7A00ZOUR A1 O (5%

Wood Infestation Report (Termite Soil) NPMA 99a and 99b

Local Health Authority well water analysis or septic report, where applicable.

Pools-

At minimum, swimming pools must comply wih all local county/ city ordinances
(perimeter fencing, covers, etc.) and if empty or noffunctioning, the pool must be secured
by a cover that would be sufficiently sturdy to prevent a person from falling in the pool or
through the cover or filled with water. If perimeter fencing is not available exterior doors
to back yard must have door alarms.

All gates to back yard must have sefflosing devices.

Non-functioning pools (and related equipment) which are not covered must be repaired.
Swimming pods whose sides are unstable must be repaired or removed and the
surrounding land re-graded.

Solar- (leased and owned)
Appraiser is not allowed to use equipment, including and energy system in value that the
borrower does not own out right.
If an Appraiser gives value to leased energy equipment, they will be required to have at
least one comp that also have leased energy or owned energy systems.
Underwriter must review the appraisal and ensure that it is complete, accurate and
provides credible analysis of the marketability and value of the property
MPR/MPS-(Minimum Property Requirements / Minimum Property Standards by
Construction Status)
As the onsite representative for PBM, the appraiser must provide preliminary verification
that the property meets the property acceptability criteria of HUD.
Appraiser must note all repairs necessary to meet MPR/MPS, together with the estimateq
cost to cure if required.
The underwriter is to use professional judgment in determining when the iapections are
necessary to meet MPR/MPS conditions and who is required to satisfy the conditions pef
HUD MPR/MPS guidelines. (Exampld&oof repair= Licensed Roofer).
1004D requirement should be reviewed by the DE underwriter. If the appraiser has indicated
the MPR/MPS conditions of the home have been met, then 1004D may or may not be require
(Example- Licensed roofer cert would not require 1004D)

Security Bars on bedroom windows or doors -

The appraiser must report when the Property has security bar on bedroom windows or
doors

Underwriter to find out if the local fire authority and/or Building and Safety Department
requires the quick release mechanism for security bars.

If the quick release mechanism for security bars is required, the Underwst needs to
insure they are installed per local building code.
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TERMITE REPORT

Termite Repairs-
A Termite Report/Pest Inspection is required on an FHA loan when;

o If the appraisal is made subject to an inspection by a qualified Pest Control

Specialist OR

o When itis a requirement of the Purchase ContracOR

o bill paid through Closing Disclosure
ALL Section 1 items must be cleared by the termite company or liensed contractor and
referenced on the termite clearance prior to funding. If the clearance states items were
completed by others and appear to be completed in a workman like manner, it must note
the party that performed the work.
Section 2 items that are required to be repaired are listed in the table below. The items
listed below are the most critical items, but there are other items that may require repair
(i.e. health & safety, structural, misc. repairs) Section 2 items that are not listed below
should be reviewed with Corporate Underwriting for determination of repair
requirements.

Section 2 Items Requirement for Completion

Any indication of water leak Inspected and/or repaired by licensed roofer
or stain on ceilings

All other major water leaks Inspected and repaired by a licensed plumber or
or stains (includes Hot general contractor. The appraiser or termite
Water Heater) company may inspect minor leaks

Loose or broken toilets Inspected by appraiser or licensd contractor
Broken or inoperable faucets Inspected by appraiser or licensed contractor
Broken or inoperable doors Inspected by appraiser or licensed contractor
Broken or cracked windows Repaired by licensed contractor

Mold Inspected and repaired by a licensed Mold

Abatement Company.

Structural wood Structural wood repairs: i.e. a general or building
replacement or repairs contractor must complete removal and
replacement of a patio deck, stairs, walls or beamg
All wood that is replaced or repaired must be
painted. Exposed wood of any kind is not
acceptable.

The inspector must state that the wood has
been primed and/or painted.

Cosmeticwood replacement Cosmetic wood repairs: i.e. doors, door jams, a

or repairs licensed contractor, or the seller can complete the
repairs. All wood that is replaced or repaired
must be painted. Exposed wood of any kind is not
acceptable.The inspector must state that the
wood has been primed and/or painted.
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LOAN MODIFICATIONS

Borrower to provide a copy of the Loan Modification Agreement

Borrower to provide a Letter of Explanation (LOE) regarding financial hardship at the time
of Loan Modification Approval (if applicable) or explain the reason a Loan Modification wa
completed.

Underwriter to determine if financial hardship (if applicable) is still a factor for qualifying

or determine if the financial hardship has been resolved.
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HUD MORTGAGE
REJECTS

On the screen shot for the Mortgage Reject, write on any free space:

0 OEEATTACHED DOCUMENTATION REGARDING REJECT OVERTURN/

REBUTTALOG 8
Onyour LT, be sure to write in UW Comment section:

GEE ATTACHED UW NOTES INCLUDING INFO ON MORTGAGE REJECT
0 OVERTURNO

On your UW Notes, be sure to givedetailed explanation on what is different or has
changed that supported overturning the prior reject. Underline that portion (AT 1T 8 O A
EECEI ECEOAO AT AO1I 80 OEI x OB T)iifitisEditcalCAOQ
comment, place it inbold or all CAPS or at leasinderline it.

On the actual documentation used to support the overturn, write directly on the
O00DPDPI OOET ¢ A hsdd¥é shpéréoektiirh of Griginal mortgage rejectd 8
Writing notes on paperwork in the files regardless of loan type is highly encouraged.
All loans that are declined MUST BE entered into FHA Connection Mortgage Reject Screg
This is a HUD requirement not PBM.

NOTE: See Policy and ProcedureSection N - Mortgage Credit Reject Verification
Process for further details on HUD Mortgage Rejects.

SIMPLE REFINANCE
(RATE AND TERM FHA
TO FHA)

> > >

> > >

Simple refinance refers to aao cashout refinance of an existing FHAnsured Mortgagein
which all proceeds are used to pay the existing FHA insured mortgage lien on the subject
property and costs associated with the transaction.

Borrower Eligibility

Occupancy RequirementsOwner occupied principal residences

51 AAOxOEOAO 1 OO0 OAOGEAx AT OOI xA0O80 Ai bl

evidence the borrower currently occupies the property as their principal residence.

Payment history requirements

Manual- less than 6 months of mortgage payment history

o All mortgages on all properties with lesghan six months of mortgage payment history
--payments must have been made within the month due. (canceled checks or bank
statement to validate required)

Manual- greater than 6 months history.

o All mortgages on all properties--payments must have beemaid (proof required) with
in the 6 months prior to the new case assignmerdand have no more than 1x30 in the
previous 6 months for all mortgages on credit.

o Borrower must have made the payments for all mortgages secured by the subject
property for the month prior to the mortgage disbursement

o If the mortgage is not rated on the credit report. Proof of last 12 months pay history is
required. (If private note canceled checks will be required)

Calculating Maximum Mortgage Amount for Simple Refinance Transactions

The maximum mortgage amount for a Simple Refinance is:

The lesser of:

0 The Nationwide Mortgage Limit

o Principle residence maximum LTV/CLTV 97.75%

0 The sum of existing debt and costs associated with the transaction as follows:
Existing debtz unpaid principal balance of FHA insured first mortgage as of the
month prior to the new loan disbursement;
interest due on the existing mortgage;

MIP dueon existing mortgage
Late charges and escrow shortages;

Allowed costs include all Borrower paid costs associated with the new mortgage; and

Borrower -paid repairs required by the appraisal;

Less any refund of per FHA Refinance Authorization S¢ament

Borrower is not allowed more than $500 cash back; this cannot included any escrow

refund not used to at time of disbursement; nor can any of the lender credit be refunded in

the $500 cash back.

Any refund due borrower from lender credit and/or escrow account must be applied as a

principal reduction to the new loan
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RATE/TERM REFINANCE

p=S

> > >

A
A
A
NOTE
A
A

A

When the purpose of the Bw mortgage is to pay off an outstanding recorded land contract, the
unpaid principal balance shall be deemed to be the outstanding balance on the recorded land
contract.

: $500 cash back is allowed for minor adjustments Estimated CD versus Final CD. Any
amount greater than $500 must be applied as a principal reductioto loan

TOTAL/MANUAL

Maximum LTV on Rate and Term(paying off of NonFHA first or Free and Clear
property)

97.75% for Principal Residences that have been ownerccupied for previous 12
months, or owner-occupied since acquisition if acquired within 12 ronths, at case
number assignment.

85% for a borrower who has occupied the subject property as their principal residencg
for fewer than 12 months prior to the case number assignment date; or if owned less
than 12 months, has not occupied the property fothat entire period of ownership.

Calculating Maximum Mortgage Amount - the maximum mortgage amount for a
Rate and Term refinance is the lesser of:

The Nationwide mortgage Limit;

The maximum LTV based on the Maximum LTV Ratio from above or:

The sum of existing debt and costs associated with the transaction as follows:
Existing debt includes:

0 The unpaid principal balance of the first mortgage as of the month prior to the

mortgage disbursement,

o0 The unpaid principal balance of any purchaseoney junior mortgage as of the

month prior to mortgage disbursement

0 The unpaid principal balance of any junior lien over 12 months old as of date

of mortgage disbursement. If the balance or any portion of equity line of credi
is excess of $1,000 wasdwanced within the past 12 months and was for
purposes other than repairs and rehabilitation of the property, that portion
above and beyond $1,000 is not eligible for inclusion in the new mortgage

0 ExspouseorceAil 00T xAO ANOEOUhR Acding#® BuY AuDTIA

(T1ARO %NOEOUS

0 Interest due on the existing mortgage(s)

0 Any prepayment penalties assessed; late charges and escrow shortages;
Allowed costs include all borrower paid costs associated with the new mortgage; and
Any borrower-paid repairs required by appraisal
Less any UFMIP refund due per FHA Refinance Authorization statement

MANUAL

For all mortgages on all properties with less than six months of Mortgage Payment

history, the borrower must have made all payments within the month due

For all mortgages on all properties with greater than six ranths history, the borrower

must have made all mortgage payments within the month due for the six months prio

to case number assignment and have no more than 1x30 day late payment for the

previous six months for all mortgages

The borrower must have maa the payments for all mortgages secured by the subject

property for the month prior to mortgage disbursement.

Refinancing to Buy out Title Holder Equity

When the purpose of the new mortgage is to refinance an existing mortgage to buy oy

anexistingtileET 1 AAO8O ANOEOUR OEA OPAAEEEAA

related

Indebtedness and eligible to be included in the new mortgage calculatio

The underwriter must obtain the divorce decree, settlement agreement or other legally

enforceable equity agreement to document the equity awarded to the titlaolder.
Refinancing to pay off recorded Land Contracts
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CASH-OUT REFINANCE

TOTAL/MANUAL
LTV-CLTV 85%
Only allowed on owner occupied principal residencelncome from Non-occupantco-
borrowers not allowed to be used for qualifying income
Less any UFMIP refund due per FHA Refinance Authorization statement
Property must have been owned for 12 months prior to the date of the case number
assignment
In case of inheritance, the borrower is not required to occupy the property for a
minimum period of time before applying for a cashout refinance, provided the
borrower has not treated the subject property as an investment property aany point
since the inheritance. Otherwise, borrower would be required to meet the 12 month
occupancy requirement for cash out loan.
Underwriter is required to validate occupancy pe documentation in the file.
Underwriter to document all payments for all mortgages within month due for
previous 12 months or since borrower obtained the mortgages. Borrower must have g
minimum of 6 months payment, if occupancy requirement has been met.
Properties owned free and clear may be refinanced as cashit, if occupancy
requirement met.
1-4 Units;
3-4 Units have additional credit requirement.
The subject property must be seksufficient (i.e., the maximum mortgage is limited so
that the ratio of the monthly payment, divided by the monthly net rental income, does
not exceed 100 percent)See rental income 3-4 units in income section
New secondary financing is limited to 85% CLTV.
o Existing subordinate financing is acceptable as long as;
A The existing subordinate financing is calculated on the total available
amount of second vs. current balance, plus the amount of the new fir
and cannot exceed 85%

A A statement from the borrowers disclosing the purpose for the cash out is required

> > >

> >

p>3

> > > >

p>

HUD REO PROPERTIES

GOOD NEIGHBOR NEXT DOOR (Teachers, Fireman, Law Enforcement Officers, Emergency
Medical Tedinician- who meet HUD requirements for REO purchases) 203B
Minimum down payment $100
Sales contract must note purchase is a HUD REO with $100 down program (line 4).
Underwriter must determine the eligibility of the property, eligibility of borrower a nd
specific insured HUD REO property purchase program.
Borrower must be approved GNND sales incentive on line 8 of contract, which will
apply to purchase price line 3.
Contract will indicate closing costs and sales commission paid by HUD. Closing costs|
will be reflected on line 5; these would not be considered interested party
contributions for TOTAL or Manual. Commissions will be listed on 6a & 6b. These
amounts shouldbe noted on final CD.
GNND borrower(s) must live in the property as ownetoccupancy term of 36 months
minimum
GNND borrower(s) must certify occupancy every year they occupy property
GNND second is due and payable if borrower(s) sells or stop liviiig home prior to
expiration of owner-occupancy term.
HUD REPAIR ESCROW-
Repairs and improvements required by the appraiser as essential for property eligibility
may be added to the sales price before calculating the mortgage amount. For the cost of
repairs and improvements to be eligible for inclusion in the mortgage amount, the sales
contract or addendum must identify the borrower has an escrow repair allowance. The
amount that may be added to the sales price before calculating the maximum mortgage
amount is the lowest of:
a) The appraisers estimate of repairs and improvementor
b) The amount of the contractors bid, if available.
Only repairs and improvements required by HUD and/or appraiser may be included.
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HUD REO PROPERTIES The amount that cannot be financed i®1 OEA 11 OOCACA xEI 1 AA
CONTINUED required cash investment.

HUD Appraisals-
o (5% ./ 11T1TCAO DPOGE O ARBDDBAAEGATI! MA® AOOA
0 A new appraisal is requied with new case number, follow standard FHA appraisal
guidelines.

NOTE: Underwriter to condition for pool safety to meet local county/city building ordinances.
Statement from building department to state ordinance for home.

FHA 203(b) with Escrow Repairs-

PBM must establish an escrow account to ensure completion of all required repairs.

Maximum loan amount:

0 Value or sales price (less) 3.5% (+) repairs = base loan amount (HrMIP financed =
Maximum Loan Amount qot to exceed 100% LTV)

o $5 ! DPDOI OAT) 1 Al ECEAIl A iEic@ptable bodylif repdiri O1 O
escrow is financed, otherwise DU must be Approve/Eligible

Note: Effective for case numbers assigned on or after October 31, 2016, PBM must comyj

with the Repair Completion Escrow Requirement.

o Appraiser must be provided with the HUD REO contract at time of request. Appraiser

i 666 EOOOA OEA ADPPOAEOGAI ET _O0!'3 )36 Al

o Validity period- Appraisals are valid for a period of 120 days from the effective date of
the appraisal. Appraisal validity period can be extended up to 30 additional days in
order to close escrow Contract MUST be ratified prior to the 120 day expiration
date to allow the 30 day extension

o HUD will not renegotiate or adjust the purchase price after contract ratification.

o0 A second appraisainay not be ordered to support a higher purchase price. In the
event the appraisal is over 4 months old at thethe of contract ratification, the buyer
xEl1 AA OANOEOAA GAOd AMOAFOABOAITA XA G (OE O

o )& OEA AOUAO EO OAAOOEI ¢ A 1TAT OEAO A
will order a new appraisal on the property attheAOUA 08 O AP AT OAh
whether they overbid the property or not.

Pools:

o HUD REO Properties do not require pools to be filled, which differs from regular FHA
transactions which must meet local county/city building ordinances. Letter from
building department on ordinance from home.

o Pools are not required to be covered as long as there is a secure fence surrounding tf
backyard.

o 0"- EO Ol EPOCABOASLRIAAOG &£0iI i OEA AKOVGAQ
condition.

0 The MPR Repairs cannot total more than $9,999.

0 The repair credit is never a credit to the buyer. Borrowers financed escrow repair
funds that are not used to pay for repair will be applied as a principal reduction.

o PBM allows up to 30 days after closing for MPR repairs to be completed. Once the
repafe OO0 EAOA AAAT Al i bl AOAAhRh OEA 0" - xEI
the funds to the appropriate parties.

0 The repair escrow only applies to the FHA 203(b) financing. The repair escrow does
not apply to financing outside of 203(b) or to caslpurchases

A Condominium Projects - FHA case numbers are required even if project is not
approved. Underwriter will only be required to validate HO6 Insurance. Underwriter
will not be required to make any loan level certifications on HOA dues, litigation
and/or occupancy requirements to obtain insured loan per HUD.
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SOLAR PANELS

All Solar Contracts must be previewed by Corp prior to approval & sub. agreements

PACE/HERO

An energy system is considered to be personal property, rather than part of the real
property, if it is leased or operates under a power purchase agreement (PPA). When an
energy system is present, the underwriter must verify if the solar system is ownedgdsed,
or subject to a PPA.

When an energy system is subject to a lease or PPA that has been prepaid and is include
the sales contract, then the value of the system agreement must be treated as an
inducement to purchase. The transfer of a lease oPRA to the new owner that is not
prepaid is not considered an inducement to purchase.

See EEM For Solar Financed @ Purchase or R/T Refinance

PPA Solar contracts need a foreclosure policy amendment or letter from solar
company. If equipment is removed contract must indicate that home will be left sound ang
watertight.
Purchase Solar contracts cannot reflect any foreclosure policy that will remove equipment
without the home being left sound and watertight.

Under the laws of the state where the property is located, the PACE loan must be collecte
and secured in the same manner as special assessment taxes against the property.

If PACE collection is not noted on tax bill, new loamust include new projected tax
assessments in qualifications for new loan.

The property may only become subject to an enforceable claim that is superior to the FHA
mortgage for delinquent regularly scheduled PACE special assessment payments. The
property may not be subject to enforceale claim for full PACE lien.

There can be no terms or conditions that limit the transfer of the property to a new
homeowner.

Information on the PACE must be readily available for review in public records (tax bill
and/or prelim).

All terms and conditions of the PACE loan must be fully disclosed to the borrower(s) and
made part of the contract between seller(s) and borrower(s).

PBM must provide and notify appraiser of all terms and conditions of the PACE assessme
Appraiser must review the sales contract and property tax records for property to
determine the amount outstanding and the terms of the PACE obligation. Language must
be included in the appraisal as to amount and terms of PACE obligation.

Appraiser must analyzethe impact on value of the property, whether positive or negative,
of the PACErelated improvements and additional obligation. Language must be included
in the appraisal report providing this information. Language must also include terms and
payments per PACE contract.

Investor Specific required from Corporate for PACE/HERO to remain in place

ENERGY EFFICIENT
MORTGAGES (EEM)

Energy Efficient Mortgage (EEM) program allows energy efficient improvements to an
existing property at time of purchase or refinancing. CoskEffective refers to the costs of the

energy efficiency improvements that are less than the present value of the energy saved over

the estimated wseful life of the improvements.

See FHA Energy Efficient Guidelines under
PBM Manuals < Quick Look Manual < FHA Energy Efficient Guidelines
Note: Investor Specific Required from Corporate
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COMPENSATING
FACTORS

Compensating factors used for mortgage approval must be supported by documentation.

The borrower has successfully demonstrated the ability to pay housing expenses equal to
or greater than the proposed monthly housing expense for the new mortgage over the pas
12-24 months.

The borrower makes a large down payment (ten percent or more) twards the purchase of
the property.

The borrower has demonstrated an ability to accumulate savings and a conservative
attitude towards the use of credit.

Previous credit history shows that the borrower has the ability to devote a greater portion
of income to housing expenses.

The borrower receives documented compensation or income not reflected in effective
income, but directly affecting the ability to pay the mortgage, including food stamps and
similar public benefits.

There is only a minimal increlh OA ET OEA AT 001 xA0O380 EI OOE
4EA AT OOI xAO EAO OOAOOAT GEAIT AT AOI AT OAA
after closing. In determining if an asset can be included as cash reserves or cash to close
the underwriter must judge whether or not the asset is liquid or readily convertible to cash
and can be done so absent of retirement or job termination

Funds borrowed against these accounts may be used for loan closing, but are not to be
AT 1T OEAAOAA A OAssethdduch ad dglitk id GtifepBopetiies and the proceeds
from a cashout refinance are not to be considered as cash reserveSimilarly, funds from
gifts from any source are not to be included as cash reserves.

The borrower has substantial nontaxable income (if no adjustment was made previously
in the ratio computations).

The borrower has a potential for increased earnings, as indicated by job training or
AAOAAOGEIT ET OEA AT OOI xAOB80O0 DPOT £ZAOOEI T 8

The home being purchased as a result of relocation of the prary wage-earner, and the
secondary wageearner has an established history of employment, is expected to return to
work, and reasonable prospects exist for securing employment in a similar occupation in the
new area. The underwriter must document the availability of such possible employment.

TEMPORARY
BUYDOWNS

Temporary rate cost built into pricingz refer to rate sheet.

Product Code Description

FHA30TB10 Temporary Buydown for one year
FHA30HBTB10 - High Balance First year buy down at 1% below note
rate

FHA30TB21 Temporary buy down for two years
FHA30HBTB21 - High Balance First year buy down at 2% below note
rate

Second year buy down at 1% below note
rate

Program Requirements:
o FICO 620 or greater (all borrowers must have credit score)
0 LTVICLTVzsee LTVICLTV county loan limits and FHA and State restriction in
guidelines
Purchase transactions only
Investor Specific Not Required
Loan must qualify & current note rate, not at temporary buydown rate
Manual Underwriting required: DU must be run, added to loan file and
downgraded to manual regardless of DU findings
Buydown disclosure required
o All Appraisal, Credit, Asset and Income documentation to meet current PBM
4000.1 guidelines
o0 Temporary buydown subsidy will be managed by the loan servicer

O O 0O

o
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TEMPORARY
BUYDOWNS
CONTINUED

Manual Underwriting Guidelines
0 0x3012-month Mortgage payment history, Management VOR or camted checks
0 Loan must comply with all FHA requirements for manual underwriting

Manual Underwriting requirements

Minimum
Decision
Credit Score

Maximum
Qualifying
Ratios (%)

Acceptable Compensating Factors

620 and >

31/43

No Compensating Factor Required

620 and >

37147

One of the following:
Verified and documented cash reserves equal to
three total monthly mortgage payments (12
units) or six total monthly mortgage payments (3
4 units).
New total monthly mortgage/rent payment is not
more than $100 or 5% higher than previous total
monthly housing payment, whichever is less; and
there is a documented twelve month housing
payment history with no more than one 30 day
late payment. If borrower has no current housing
payment previous history cannot be cited as a
compensating factor.
Residual income (seéncome section).

620 and >

40/ 40

Borrower has established credit lines in his/her
own name for at least six months but carries no
discretionary debt (i.e., monthly total housing
payment is only open installment account and
borrower can document that revolving credit has
been paid off in full monthly for at least the
previous six months).

620 and >

40/50

Two of the following:
Verified and documented cash reserves equal to a
least three total monthly mortgage payments (12
units) or six total monthly mortgage payments (3
4 units)
New total mortgage payment is not more than
$100 or 5% higher than previous total monthly
housing payment whichever is less; and there is
documented twelve month housing payment
history with no more than one 30 day late
payment. If borrower has no current housing
payment previous history cannot be cited as
compensating factor
Verified and documented sigrficant additional
income that isnot considered effective income
(i.e., parttime or seasonal income verified for
more than one year but less than two years).
Residual income (see Income section).

PBM FHA Guidelines are based on FHA Guidelines 4000.1 and recent PBM HUD Audits. As a result of the HUD Audits and
Insuring Reviews PBM gathered information to include in our guidelines.
NOTE: PBM FHA Guidelinedlo not include any additional overlays.
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APPENDIX 2.0 - ANALYZING IRS FORMS

IRS Form 1040 Heading

Description

Wages, Salaries and Tips

An Amount shown under this heading may indicate that the individual(s);
0 is a salaried employee of a corporatiomr
0 has other sources of income
Non- Borrowing Spouse This section my also indicate that the spouse is employed, in whig

AAOCA OEA OPi O00AGO ETAITA i666 AA OOAOOAA

Employee Business Expenses
(from Schedule A)

Unreimbursed employee business expenses, as shown on IRS Form 2106, are actual cas
expenses that must be deducted from the gross income.

Depreciation due to business use of a vehicle may be added to the grogme.

Business Income and Loss
(from Schedule C)

Sole proprietorship income calculated on Schedule C is business income.

Depreciation, depletion, amortization and casualty losses may be added back to the gross
income.

Business Use of Home

Mortgage nterest, Mortgage Insurance Premiums (MIP), Real Estate Taxes and Property
Insurance deducted from business use of a house may be added back to the gross incomé

Rents, Royalties, Partnershipg
(from Schedule E)

Any income received from rental propertiesor royalties may be used as income, after
adding back any depreciation shown on Schedule E. This must also meet the guidelines fq
rental property noted in Rental Income Section of 4000.1 Guidelines above

Capital Gain and Losses
(from Schedule D)

Capital gains or losses generally occur only one time and should not be considered when
determining Effective Income.

However, if the individual has a constant turnover of assets resulting in gains or losses, the
capital gain or loss must be considered AT AAOQOAOI ET ET ¢ OEA ET /
returns are required to evaluate an earnings trend. If the trend:

0 Results in a gain, it may be added as Effective Inconea;

o Consistently shows a loss, it must be deducted from the total income.

Interest and Dividend Income
(from Schedule B)

This taxable/ tax-exempt income may be added back to the adjusted gross income only if i
0 Has been received for the past two yearsand
0 Is expected to continue
If the interest zbearing asset will be liquidded as a source of the cash investment, the
underwriter must appropriately adjust the amount.

Farm Income or Loss
(from Schedule F)

Any depreciation shown on Schedule F may be added back to the gross income.

IRS Distributions, Pensions,
Annuities and Social Security
Benefits

The nontaxable portion of these items may be added back to the adjusted gross income, i
the income is expected to continue for the first three years of the mortgage.

Adjustments to Inmome

Adjustments to income may be added back to the adjusted gross income if they are:
0 IRS and Keogh retirement deductiongr
0 Penalties on early withdrawal of savings health insurance deduction and alimony
payments.

47
ownership in the business.

Analyzing IRS Form 1120, U.S. Corporation Income Tax Return
A Corporation refers to a statechartered business owned by its stockholders.

AAROAOI ET A OEA

Corporate compensation to the officers, in proportion to the percentage of ownership, is shown on the corporate tax returr]

"1 00T xA0O8O0 ET AT T Ah OEA AAEOC AGOET
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OEA 51 AAOXxOEOGAO 1 66O T AGAET EA ET &£ Oi AGET T ®EOI i OEA A

the right to any compensation.

The table below describes the items found on the IRS Form 1120 for which an adjumsnt must bemade in order to
determine adjusted business income

Adjustment Item Description of Adjustment
Depreciation and Depletion |! AA OEA AT OPI OAOET 160 AAPOAAE#GEME AT A

Fiscal Year If the corporation operates on a fiscal year that is different from the calendar year an
S adjustment must be made to relate corporate income to the individual tax return.
Calendar Year
Cash Withdrawals 4EA "1 001 xAO8O xEOEAOAxAI 1 £ AA@Enegatve | (
Ei PAAO 11T OEA AT OPI OAOET 160 AAEI EOU O 1}

negative impact due to cash withdrawal.

Analyzing IRS Form 1120S, U.S. Income Tax Return for an “S” Corporation

] 36 #1 OP1 OAOET ri-up OusiredsOvith daihs add loSskesiphisked © tdekholders in proportion to each
001 AEET 1 AAO6O DPAOAA TO'QA i £/ AOOGET AOGO 1 x1 AOOEEDS

)TATT A AIO T xTAOO T & 03-@walyds aridIs @ledad ihd iividubl fatk. GheARSIFdrm 7120S,
compenAOET 1T 1T &£ | £AEAAOO 1 ET A EOAI EO OOAT OEAOOAA O1 OEA

$APOAAEAOCEIT AT A AADPI AGEIT1T 1T AU AA AAAAA AAAE O1 ETATITA
the corporation.

4 EA Al ©idomelndst be reduced proportionately by the total obligations payable by the corporation in less than on
year.

Analyzing IRS Form1065. U.S. Return of Partnership Income

A Partnership refers to when two or more individuals form a business and shaie profits, losses and responsibility for
OOTTETCc OEA AiiPAT U8 wWAAE DPAOOT AO PAUO OAgGAO 11T OEAEO
"1 OE CAT AOAT AT A 1EI EOAA DPAOOT AOOGEEDO OADIT 00 E icdried dderiol
Schedule E of IRS Form 1040.

J>°

1 AOGETT 1T Au AA AAAARAA AAAE OI O

O

"1 OE AAPOAAEAOGEITT Al A

E
A OAAOGAAA b e mitnerénipinleds@dn obe

>

5]
00

(@}

A
4EA AT OO1I xAO80 ETAITA i
year.
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