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HUD 4155.1 Chapter 1, Section A

Section A. General Information on the Underwriting Process

Overview
Contents This section contains the topics listed in the table below.
Topic Topic Name See Page
1 General Information on Underwriting and 1-A-2
Credit Policy
2 Maximum Loan Limits, Mortgage Amounts 1-A-4
and Mortgage Terms
3 Policies on Interest Rates and Related Fees 1-4-9
4 General Information on Mortgage Credit 1-4-11
Analysis
5 Borrower Approval or Rejection 1-A-13

1-A-1
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1. General Information on Underwriting and Credit Policy

Introduction

Change Date

4155.11.Ala
Purpose of
Underwriting

4155.11.A.1b
Four C’s of
Credit

1-A-2

This topic contains general information on underwriting and credit policy,
including

e purpose of underwriting
e four C’s of credit, and
e the general credit policy.

October 18, 2010

The purpose of underwriting is to

e determine a borrower’s ability and willingness to repay a mortgage debt to
limit the probability of default and collection actions, and

e examine the property offered as security to determine if it is sufficient
collateral.

The underwriter evaluates the four C’s of credit to determine a borrower’s
creditworthiness.

The four C’s of credit consist of a borrower’s

e credit history

e capacity to repay

e cash assets available to close the mortgage, and
e collateral.

Continued on next page
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1. General Information on Underwriting and Credit Policy,
Continued

4155.11.Alc FHA’s general credit policy requirements for underwriting a mortgage

General Credit  jnvolve

Policy
e considering the type of income the borrower needs in order to qualify
e analyzing the borrower’s liabilities to determine creditworthiness, and
e reviewing ratios, including debt-to-income, and compensating factors.

1-A-3
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2. Maximum Loan Limits, Mortgage Amounts and Mortgage
Terms

Introduction This topic contains information on maximum loan limits, mortgage amounts
and mortgage terms, including

e the National Housing Act provisions on loan limits
e basic nationwide loan limits

e loan limits for high cost areas

e appeals for higher loan limits

e maximum loan-to-value (LTV) ratios, and

e maximum mortgage terms.

Change Date October 18, 2010

Continued on next page
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Chapter 1, Section A

2. Maximum Loan Limits, Mortgage Amounts and Mortgage
Terms, Continued

4155.11.A2.a
National
Housing Act
Provisions on
Loan Limits

The statutory provisions of the National Housing Act establish the maximum
loan limits and mortgage amounts for all FHA mortgage insurance programs.
Maximum loan limits vary depending upon the

e specific program under which a loan is insured
e number of dwelling units in the property (one to four units), and
e geographic location of the property.

Under most programs, the maximum insurable mortgage is the lesser of

e the statutory loan limit for the area, or
e a percentage of the lesser of the

— appraised value, or

— sales price.

References: For more information on calculating maximum mortgage
amounts and maximum loan-to-value (LTV) ratios, see

e HUD 4155.1 2.A

e HUD 4155.1 3.B, and

e HUD 4155.1 3.C.

Continued on next page
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2. Maximum Loan Limits, Mortgage Amounts and Mortgage
Terms, Continued

4155.11.A2b
Basic
Nationwide
Loan Limits

41551 1.A.2.c
Loan Limits for
High Cost
Areas

1-A-6

FHA’s single family mortgage limits are set by county and are tied to
increases in the loan limits established by the Federal Home Loan Mortgage
Corporation (Freddie Mac) in accordance with Section 203(b)(2)(A) of the
National Housing Act, as amended by 12 U.S.C.17091.

Under Section 203(b), the nationwide basic mortgage limits (the floor) may
not

e exceed 150 percent of the Freddie Mac national loan limit, or
e be less than 65 percent of the dollar amount limitation of Freddie Mac.

References: For more information on

e the specific loan limits for each county in the United States, Guam, and the
Virgin Islands, see HUD’s website at www.hud.gov, and

e calculating maximum mortgage amounts and maximum LTV ratios, see
—HUD 4155.1 2.A
— HUD 4155.1 3.B, and
—HUD 4155.1 3.C.

Section 203(b)(2)(A) of the National Housing Act states that mortgage limits
in high cost areas (the ceiling) may increase to 150 percent of the dollar
amount limitation as described under Section 305(a)(2) of Freddie Mac for a
residence of applicable size.

In these high cost areas, the loan limit is equal to the lesser of

e 115 percent of the area median house price, or
e the statutory ceiling for the high cost areas.

Section 214 of the NHA provides that mortgage limits for Alaska, Hawaii,
Guam, and the Virgin Islands may be adjusted up to 150 percent of the new
FHA ceilings.

Continued on next page
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Chapter 1, Section A

2. Maximum Loan Limits, Mortgage Amounts and Mortgage
Terms, Continued

4155.11.A.2.d
Appeals for
Higher Loan
Limits

4155.11.A2.e
Maximum LTV
Ratios

Anyone may appeal for a higher loan limit for a

e county within a Metropolitan Statistical Area (MSA) or
e non-metro county not part of an MSA.

It should be noted, however, that legislation enacted in 1998 provided that the
county with the highest median house price in an MSA determines the
mortgage limits of all counties within that MSA. For this reason, any request
for an increase must be accompanied by sufficient housing sales price data to
justify higher limits. The sales price data submitted to support an increase
must be a listing of all one-family properties sold in the area for a period of
time that will vary depending on the volume of sales.

Contact the local Homeownership Center (HOC) for additional information
on appeals of FHA mortgage limits. FHA will not consider an appeal for an
area smaller than a county.

A mortgage that is to be insured by FHA cannot exceed a certain percentage
of property value. The maximum LTV ratios vary depending upon the

e type of borrower
e type of transaction (purchase or refinance), and
e stage of construction.

References: For more information on

e maximum LTV ratios for purchase transactions, see HUD 4155.1 2.A

e transactions that affect maximum mortgage calculations, see HUD 4155.1
2.B, and

e maximum mortgage amounts on refinance transactions, see
—HUD 4155.1 3.B, and
—HUD 4155.1 3.C.

Continued on next page
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2. Maximum Loan Limits, Mortgage Amounts and Mortgage
Terms, Continued

41551 1.A2f The maximum mortgage term may not exceed 30 years from the date that

Maximum amortization begins. In the case of adjustable rate mortgages (ARMs), the
_II\_/Iortgage term must be for 30 years. FHA does not require that loan terms be in five
erms

year multiples.

Note: Some programs require a shorter term, including certain streamline
refinances made without appraisals.

Reference: For more information on streamline refinances without appraisals
see HUD 4155.1 3.C.2.

1-A-8
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Chapter 1, Section A

3. Policies on Interest Rates and Related Fees

Introduction

Change Date

4155.11.A3.a
Establishment
of the Interest
Rate

4155.11.A3.b
Fees for Lock-
Ins or Rate
Locks

This topic contains information on policies on interest rates and related fees,
including

e establishment of the interest rate

o fees for lock-ins or rate locks

e interest rate disclosure, and

e circumstances requiring borrower re-qualification.

October 18, 2010

Under all currently active FHA single family mortgage insurance programs,
the borrower and the lender negotiate the interest rate and any discount
points.

Lenders are permitted to charge a commitment fee to guarantee, in writing,
the interest rate and any discount points for a specific period of time, or to
limit the extent to which the interest rate or discount points may change.

The minimum time for lock-ins or rate locks is 15 days. The loan may close
in less than 15 days at the convenience of the borrower, and the lender may
still earn the lock-in fees. Lenders must honor all such commitments.

References: For information on

e determining the expected rate lock-in for the Home Equity Conversion
Program (HECM), see
— HUD 4235.1, Home Equity Conversion Mortgages, and
— ML 06-22, and

e the extension of principal limit rate locks for HECM adjustable rate
mortgages (ARMs), see ML 07-13.

Continued on next page
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Chapter 1, Section A HUD 4155.1

3. Policies on Interest Rates and Related Fees, continued

4155.11.A3.c  The lender must provide the borrower with HUD-92900-B, HUD Interest

Interest Rate Disclosure Statement, to explain that the loan terms are negotiable.
Disclosure

4155.11.A.3.d  The lender must re-qualify a borrower if there is any increase in either
Circumstances
Requiring « the interest rate, or

Borrower Re- o iscount points.
gualification
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Chapter 1, Section A

4. General Information on Mortgage Credit Analysis

Introduction

Change Date

4155.11.A4.a
Purpose of a
Mortgage
Credit Analysis

4155.11.A.4b
Verifying
Borrower
Credit
Information

This topic contains general information on mortgage credit analysis, including

e the purpose of a mortgage credit analysis
e the importance of verifying a borrower’s credit information, and
e verifying a borrower’s financial position.

October 18, 2010

The purpose of the mortgage credit analysis is to

e determine

— a borrower’s credit performance

— a borrower’s capacity to repay the mortgage, and

— whether or not the borrower has sufficient funds to close, and
e limit collection actions or foreclosure.

Reference: For more information on completing a mortgage credit analysis,
see HUD 4155.1 4.C.

Lenders must obtain and verify a borrower’s information with as much care
as they would take if the mortgage were entirely dependent on the property as
security.

The credit report and verification forms cannot pass through the hands of

e the borrower
e a real estate agent, or
e any other interested third party.

Continued on next page
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Chapter 1, Section A HUD 4155.1

4. General Information on Mortgage Credit Analysis, Continued

4155.11.A4.c
Verifying a
Borrower’s
Financial
Position

1-A-12

The lender must

e verify the borrower’s identity, and

e ask sufficient questions of the borrower to get a complete picture of the
— borrower’s financial position
— source of funds for the mortgage transaction, and
— intended use of the property.

References: For more information on
e borrower credit analysis, see HUD 4155.1 4.C
e borrower income, see HUD 4155.1 4.D and HUD 4155.1 4.E
e acceptable sources of borrower funds, see HUD 4155.1 5.B, and
e borrower’s completion of the loan application, see
—HUD 4155.1 1.B.1.a, and
—HUD 4155.1 1.B.1.c.




HUD 4155.1

Chapter 1, Section A

5. Borrower Approval or Rejection

Introduction

Change Date

4155.11.A5.a
DE
Underwriter’s
Responsibility
for
Determining
Creditworthine
ss

This topic contains information on borrower approval or rejection, including

e the Direct Endorsement (DE) underwriter’s responsibility for determining
creditworthiness

e DE underwriter’s responsibility upon loan approval

e lender notification to approved borrowers

e term of the firm commitment or underwriter’s approval

e borrower rejection based on credit report information, and

e required notifications for rejected borrowers..

October 18, 2010

The Direct Endorsement (DE) underwriter is responsible for determining the
creditworthiness of a borrower, which includes analyzing a borrower’s overall
pattern of credit behavior.

Reference: For guidelines on analyzing a borrower’s credit, see HUD 4155.1
4.C.1.

Continued on next page
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5. Borrower Approval or Rejection, Continued

4155.11.A5b  When a borrower is approved, the DE underwriter
DE

Underwriter’s o records the results of the credit analysis on the HUD-92900-LT, FHA Loan
Responsibility Underwriting and Transmittal Summary

ngcol\_/g?n e enters any modification of the mortgage amount or approval conditions
under “Underwriter Comments” on the form, and
e approves the borrower and authorizes closing, if the case is a DE case.

Note: If the case involves a HUD/FHA employee loan

e the lender submits the complete underwritten loan application to FHA prior
to closing, and

e FHA issues a Firm Commitment to the lender, which obligates FHA to
insure the mortgage.

Reference: For more information on loans for HUD/FHA employees, see
HUD 4155.2 3.B.

4155.11.A5.c  The lender is responsible for notifying the borrower of the approval, either in

Lender writing or verbally, immediately after receipt of the underwriter’s decision.
Notification to

Approved
Borrowers

4155.11.A5.d  The term of the firm commitment or underwriter’s approval of the borrower,
Term of the on page three of form HUD-92900A, HUD/VA Addendum to Uniform

Firm Residential Loan Application, is 90 days or the remaining life or whichever is

Underwriter’s
Approval of the

Borrower e Conditional Commitment

e U.S. Department of Veterans Affairs (VA) Certificate of Reasonable Value
(CRV), or
e underwriter’s approval of the property, as appropriate.

Reference: For more information on mortgage loan application
documentation processing see HUD 4155.1 1.B.3.

Continued on next page
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Chapter 1, Section A

5. Borrower Approval or Rejection and Term of the Firm
Commitment or Underwriter’s Approval, Continued

4155.1 1.A5.e
Borrower
Rejection Based
on Credit
Report
Information

4155.1 1.A5.f
Required
Notifications
for Rejected
Borrowers

When a borrower is rejected for unacceptable credit characteristics on the
basis of information contained in his/her credit report, he/she must be notified
and given the name, address, and where available, the telephone number of
the credit reporting agency.

Note: This is a requirement of the Fair Credit Reporting Act (FCRA).

Reference: For more information on the FCRA, see HUD 4155.2 1.B.4.

When a loan is rejected, the lender must immediately complete

e a rejection notice consistent with the requirements of Regulation B and,

e when required, an Equal Credit Opportunity Act (ECOA) notice, forwarded
to the borrower.

At least one credit aspect must be rejected before the lender can issue an
overall rejection. The rejection notice must provide specific reasons for the
rejection. Delinquent credit accounts need not be listed.

The rejection notice must contain all the reasons for denial/ineligibility and
any counter proposals to effectuate loan approval, such as reduced mortgage
amount.

Notes:
e On FHA-processed loans, FHA issues a rejection notice (form HUD-

59100, Mortgage Insurance Certificate/Non-Endorsement) directly to the
lender.

e The lender must retain case binders on rejected loans for 26 months from
the date of

— receipt of the application by the DE underwriter, or
— rejection by the appropriate Homeownership Center (HOC).

Reference: For more information on ECOA, see HUD 4155.2 1.B.5.
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Chapter 1, Section B

Section B. Documentation Requirements

Overview

Contents

HUD 4155.1

This section contains the topics listed in theddi#low.

Topic Topic Name See Pags
1 General Documentation Standards 1-B-1
2 Required Documents for Mortgage Credit 1-B-9
Analysis
3 Mortgage Loan Application Document 1-B-20
Processing
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Chapter 1, Section B HUD 4155.1

1. General Documentation Standards

Introduction

Change Date

This topic contains information on general docuragah standards,
including

* signature requirements for application forms

* borrower authorization for verification of informar

* mortgage loan application name requirements

* the policy prohibiting documents signed in blank

* use of self-adhesive labels

* the policy prohibiting the use of documents handilgdhird parties

» contents of the mortgage loan application package

* maximum age of mortgage loan application documemtat

* verification of employment and asset informatioceiged via fax or the
Internet

* use of Technology Open to Approved Lenders (TOTKIortgage
Scorecard, and

* policy on use of electronic signatures on thirdydocuments.

March 1, 2011

Continued on next page
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Chapter 1, Section B HUD 4155.1

1. General Documentation Standards, Continued

4155.11.B.1.a
Signature
Requirements
for Application
Forms

All borrowers applying for the mortgage and assgnmasponsibility for the
debt must sign Fannie M&rm 1003 Uniform Residential Loan
Application(URLA), and all addenda.

Either the initial loan application or the findi,one is used, must contain the
signatures oéll borrowers.

Note: The initial loan application may not be execubgdoower of attorney
except for military personnel and incapacitateddoers as discussed in
HUD 4155.1 1.B.3d

References. For information on the use of a power of attgrne
« for execution of the loan application, ¢¢é8D 4155.1 1.B.3.dand
* at loan closing, seldUD 4155.2 6.A.1.f

Continued on next page
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Chapter 1, Section B

HUD 4155.1

1. General Documentation Standards, Continued

4155.11.B.1.b
Borrower
Authorization
for Verification
of Information

4155.11B.1.c
Mortgage Loan
Application
Name
Requirements

4155.11.B.1.d
Use of Self-
Adhesive
Labels

The lender may ask the borrower to sign a genethbaization form that
gives the lender blanket authority to verify infaton needed to process the
mortgage loan application, such as

* past and present employment records
* bank accounts, and
* stock holdings.

If using a blanket authorization form, the lender

» must attach a copy of the authorization to eacHivation sent, and
* mayuse self-adhesive signature labels for lasergulinerifications.

Reference: For more information on the use of self-adhe&els, se&lUD
4155.11.B.1.d

Except for nonprofit corporations that provide atsice to low and moderate
income families, all mortgage loan applicationgstbe in one or more
individual’s name.

Mortgage loan applications from a corporation, pership, sole
proprietorship, or trughust

» alsoprovide the name of one or more individuals, and
* be analyzed on the basis of the individaiadl the organization.

Reference: For more information on the eligibility of norgdit organizations
to apply for an FHA-insured mortgage, $¢dD 4155.1 4.A.6

Lenders may use self-adhesive signature labelsager printed verifications.

Each label must

» completely and clearly indicate its use, and
* contain the Privacy Act notification.

Continued on next page
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1. General Documentation Standards, Continued

4155.11.B.1.e
Policy
Prohibiting
Documents
Signed in Blank

4155.1 1.B.1f
Policy
Prohibiting the
Use of
Documents
Handled by
Third Parties

4155.11B.1.g
Contents of the
Mortgage Loan
Application
Package

Lenders mayothave borrowers sign

» documents in blank
* incomplete documents, or
* blank sheets of paper.

Lenders may not accept or use documents relatitigetoredit, employment,
or income of borrowers that have been handled biyaasmitted from or
through the equipment of interested third parsesh as

* real estate agents
* builders, or
* sellers.

The mortgage loan application package must comtdoiocumentation that
supports the lender’s decision to approve the ragedoan.

When standard documentation does not provide enodigtmation to
support the approval decision, the lender mustigeoadditional, explanatory
statements that are consistent with informatiothéapplication. The
explanatory statements must clarify or supplemeadocumentation
submitted by the borrower.

Continued on next page
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Chapter 1, Section B HUD 4155.1

1. General Documentation Standards, Continued

4155.1 1.B.1.h At loan closing, all documents in the mortgage lapplication may be up to

Maximum Age 120 days old, or 180 days old for new constructioriess
of Mortgage

j&oa? . « a different time frame is specified in this handboo in other applicable
pplication HUD instructions, or
Documentation

* the nature of the documents is such that theiditglfor underwriting
purposes is not affected by the prescribed tinmadrasuch as

—divorce decrees, or

- tax returns.

If the age of documents exceeds the above linfieslender must obtain
updated written verification of the documentation.

Continued on next page
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Chapter 1, Section B HUD 4155.1

1. General Documentation Standards, Continued

4155.1 1.B.1.i
Verification of
Employment
and Asset
Information
Sent Via Fax or
Internet

Income, employment, or asset documents sent tietioer by fax must
clearly identify the

* name of the employer or depository/investment tamd the source of
information, and

* name and telephone number of the individual aethployer or financial
institution responsible for verifying the accuraifythe data.

The lender is accountable for determining the anttbigy of faxed documents
by examining the information included at the togoanner portion of the fax.

Likewise, income/employment or asset documentdtamm an Internet
website must clearly identify the employer or defmog/investment firm’s
name, asvell as thesource of information.

Documentation from an Internet website for depogismcounts must
provide the same information as a standard origitesement, including

» account holder

» account number

* detailed transaction history, and
e account balance.

The lender must examine portions of printouts doadéed from the Internet
for authenticity.

Printed web pages must

» show the uniform resource locator (URL) addressyelsas the date and
time the documents were printed

* be derived from a website that has been verifiethbylender to have
existed, and

* be placed in the case binder

Continued on next page
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Chapter 1, Section B HUD 4155.1

1. General Documentation Standards, Continued

4155.1 1.B.1
Use of TOTAL
Mortgage
Scorecard

4155.1 1.B.1.k
Policy on Use of
Electronic
Signatures on
Third Party
Documents

The Technology Open To Approved Lenders (TOTAL) Mage Scorecard
has proven to be a successful tool for lendersdrerafficiently determine
borrower creditworthiness. Based on FHA'’s posigxperience with
TOTAL, the agency requires that all transactions beesicibmroughT OTAL
Mortgage Scorecareixceptiransactions involving borrowers without credit
scores and streamline refinances. TOTAL Scorecasiivever intended to be
used for streamlines and the results are not ceresidvalid. Therefore,
lenders must not use TOTAL Scorecard on streamdéifieance transactions.

FHA accepts electronic signatures on third partyudeents for forward
mortgages and Home Equity Conversion Mortgages (M&Cin accordance
with the Electronic Signatures in Global and Natio@ommerce Act
(ESIGN), and the Uniform Electronic Transactiong A¢ETA).

Third party documents are documents originatedsagred outside of the
lender’s control, such as a sales contract.

An indication of the electronic signature and datest be clearly visible
when viewed

* electronically, or
* in a paper copy of the electronically signed docoime

Lenders must

» employ the same level of care and due diligenck igctronically signed
documents as they would for paper documents wigt™ar ink signatures,
and

* maintain the origination case binder in either haydy or electronic format
for two years from the date of endorsement.
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis

Introduction This topic contains information on required docutsdar mortgage credit
analysis, including

 general mortgage credit analysis documents

* evidence of Social Security Number

« verification of deposit

* verification of employment (VOE)

« alternative employment documentation

» TOTAL Scorecard Accept/Approve and Refer feedback fqyleyment
verification

 federal income tax returns, and
 appraisal documentation.

Change Date October 18, 2010

4155.11.B.2.a Lenders must obtain the most recent documentsneztjto perform the

General mortgage credit analysis. “Most recent” referghi® most recent document
Mortgage ~  available at the time the loan application is ma8eeHUD 4155.1 1.B.1.h
Credit Analysis  for the maximum allowable age of documents.

Documents

The documents listed in the table below are theggmocuments required
for mortgage credit analysis.

Note: This is not a complete listing. Additional docentation may be
required, as discussedhitUD 4155.1 1.B.1.9

Document Requirements
Loan Application * Fannie Mad=orm 1003 Uniform Residential Loan Applicatio
(URLA) signed and dated by all borrowers and tmelé, and
* FormHUD-92900-A HUD/VA Addendum to Uniform
Residential Loan Application
Loan Underwriting and HUD-92900-LT, FHA Loan Underwriting and Transmittal
Transmittal Summary Summaryfor both purchase and refinance transactions.

>

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,
Continued

4155.1 1.B.2.:General Mortgage Credit Analysis Document (continued)

Document Requirements
Social Security Number | For information on obtaining Social Security Num@@sN)
Evidence evidence, seBlUD 4155.1 1.B.2.b
Credit Report The lender must obtain a credit reporall borrowers who will

be obligated on the mortgage note, except in dases/ing
certain streamline refinance transactions.

Reference: For more information on

« credit reports, sedUD 4155.1 1.4 and

« credit report review guidelines, se&/D 4155.1 4.C.2
Verification of Deposit For information on verification of deposit, sd&/D 4155.1

(VOD) 1.B.2.c
Verification of For information on verification of employment, see
Employment (VOE) « HUD 4155.1 1.B.2.d

* HUD 4155.1 1.B.2.eand
* HUD 4155.1 1.B.2.f

Federal Income Tax For information on obtaining federal income taxuras, see
Returns HUD 4155.1 1.B.2.9
Sales Contract The lender must obtain the salegsamrand any amendments

or other agreements and certifications.

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,
Continued

4155.1 1.B.2.: General Mortgage Credit Analysis Document (continued)

Document Requirements
Real Estate Certification If not contained withire tpurchase agreement, the lender must
provide the real estate certification, signed ey th
* buyer
* seller, and

« selling real estate agent or broker.

References. For more information on the real estate
certification, see

* HUD 4155.2 6.A.5.fand

« HUD 4155.2 6.A.5.9

Amendatory Clause The lender must provide the aatenylclause, signed by the
borrower and seller, if it is not contained in thechase
agreement.

References. For more information on the amendatory clause
see

« HUD 4155.2 6.A.5.dand

e HUD 4155.2 6.A.5.e

Verification of Rent or This document must be in the form of

Payment History on _ _ o
Past/Previous Mortgages | * direct written verification from the landlord or mgage

servicer

* information shown on the credit report, or

* the most recent 12 months of cancelled checksoeipts for
payment of the rent/mortgage.

TOTAL Scorecard Accept/Approve recommendation: A
separate rental reference is not required.

Reference: For information on th@ OTAL Scorecard, see the
TOTAL Mortgage Scorecard User Guide

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,
Continued

4155.1 1.B.2.:General Mortgage Credit Analysis Document (continued)

Document Requirements
Uniform Residential For information on obtaining tHéRAR, see HUD4155.1
Appraisal Report (URAR)| 1.B.2.h
Explanatory Statement The lender must includehéncase binder, any explanatory
statements or additional documentation necessanaie a
sound underwriting decision.

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,

Continued

4155.1 1.B.2.b
Evidence of
Social Security
Number

All borrowers, including United States (U.S.) ogiis, must have a valid
Social Security Number (SSN) and must provide ewideof thalSSNto the
lender.

The lender is responsible for

» documenting asSNfor each borrower, coborrower, or cosigner on the
mortgage
« validating eact8SNeither through
- entering the borrower’s name, date of birth &&Nin the
borrower/address validation screen through the RéAnection (FHAC)
or its functional equivalent
— examination of the borrower’s pay stubs, W-2 forpadid tax returns
obtained directly from the Internal Revenue SeryiBs), or other
documentation acceptable to FHA, or
— use of a service provider, including those witlediraccess to the Social
Security Administration (SSA), and
* resolving, if necessary, any inconsistencies ottiplalSSNs for individual
borrowers that are revealed during loan procesambunderwriting.

Note: These requirements apply to purchase money latsll refinances,
including streamline refinances.

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,

Continued

4155.1 1.B.2.c
Verification of
Deposit

4155.11.B.2.d
Verification of
Employment
(VOE)

The lender must obtain a written Verification ofdasit (VOD) and the
borrower’s most recent statements for all assatwads to be used in

qualifying.

Alternative Documentation

As an alternative to obtaining a writtef®D, the lender may obtain from the
borrower original asset statements covering thet neegnt three-month
period. Provided that the asset statement shaavgrévious month’s
balance, this requirement is met by obtaining th® rhost recent,
consecutive statements.

TOTAL Scorecard Accept/Approve Recommendation

If a writtenVOD is not obtained, the lender may obtain a statesiemiving
the previous month’s ending balance for the masgtnemonth. If the
previous month’s balance is not shown, the lendestrabtain statements for
the most recent two months to verify that theresarficient funds to close.

References. For additional information on

» theTOTAL Scorecard Accept/Approve Recommendation, se& @EAL
Mortgage Scorecard User Guide

* asset information, s¢¢UD 4155.1.1.B.1

» the meaning of most recent as it applies to thegage credit analysis, see
HUD 4155.1 1.B.2.a

The lender must obtain a Verification of Employm@niDE), and the
borrower’s most recent pay stub.

Reference: For more information on
* employment information, see

- HUD 4155.1 1.B.2.eand

- HUD 4155.1 1.B.2,fand

 the meaning of most recent as it applies to thegage credit analysis, see
HUD 4155.1 1.B.2.a

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,

Continued

4155.11.B.2.e
Alternative
Employment
Documentation

As an alternative to obtaining a writt®if®E, the lender may obtain the
borrower’s

* original pay stub(s) covering the most recent 3@ukriod, and

* original IRS W-2 forms from the previous two yea(blote: Any copy of
the IRS W-2 not submitted with the borrower’s taturn is considered an
“original”’. The original may be photocopied anduraed to the borrower.)

The lender must also

« verify, by telephone, all current employers

* include in the loan file a certification statingtloriginal documents were
examined and the name, title, and telephone nuoflibe person with
whom employment was verified

* sign and date the verification, and

» for all loans processed in this manner, obtairgaesd copy ofRS 4506
Request for Copy of Tax Forfiorm IRS 8821 Tax Information
Authorization or a document that is appropriate for obtainagreturns
directly from thelRS.

Notes:
» The lender may also use an electronic retrievaiceto obtain W-2 and
tax return information.
» The lender must use standard employment documentatine
— employer will not provide telephone confirmationeshployment, or
—W-2(s) and/or pay stub(s) indicates inconsistend@sexample, Federal
Insurance Contributions Act (FICA) payments notagting earnings).

Continued on next page
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2. Required Documents for Mortgage Credit Analysis,
Continued

4155.11.B.2.f  The lender must obtain the most recent pay stutvisigoyear-to-date

TOTAL earnings of at least one month, and one of theuatlg to verify current
Scorecard emp|oyment:
Accept/

Approve and
Refer Feedback
Certificate for

Employment ) N .
Verification The table below outlines additional requirementsebleon th& OTAL

Scorecard Accept/Approve and Refer Feedback Getei

» a writtenVOE verbal verification of employment, or
* electronic verification acceptable to FHA.

Total Requirements for VOE
Recommendation
TOTAL The lender is required to verify the applicant’ sppoyment history
Accept/Approve for the previous two years.
Recommendation

However, direct verification isotrequired ifall of the following
conditions are met:

« the current employer confirms a two-year employntestory (this
may include a pay stub indicating a hiring date)

« the lender only uses base pay (no overtime or bpaysto qualify
the borrower and

* the borrower signs FortRS 45060r FormIRS 8821for the
previous two tax years.

Borrower Not Employed with Same Employer:

If the borrower was not employed with the same @ygal for the
previous two years, and/or the above conditionsabe met, the
lender must verify the most recent two years of legmpent history
by obtaining

* copies of W-2s
* written VOES, or
« electronic verification acceptable to FHA.

No explanation is required for gaps in employmédrgix months or
less during the most recent two years.

Continued on next page
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Chapter 1, Section B HUD 4155.1

2. Required Documents for Mortgage Credit Analysis,
Continued

4155.1 1.B.2.f TOTAL Scorecard Accept/Approve an®Refer Feedback Certificate for
Employment Verification (continued)

Total Requirements for VOE
Recommendation
TOTAL Refer The lender is required to verify the applicant’sppoyment history
Recommendation for the previous two years. For the most recentyears the lender
must obtain

* copies of W-2s
» written VOES, or
« electronic verification acceptable to FHA.

Borrower Not Employed with Same Employer AND Has
Employment Gap:

If the borrower wasiot employed with the same employer for the
previous two years, and has an employment gap d&g6 or greater
he/she must provide a written explanation for timpleyment gap.

References: For information on the OTAL Scorecard, see
« HUD 4155.1 6.A.1and
* theTOTAL Mortgage Scorecard User Guide

Continued on next page
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2. Required Documents for Mortgage Credit Analysis,

Continued

4155.11.B.2.g
Federal Income
Tax Returns

The lender must obtain

» federal income tax returns for the most recentyears, both individual and
business, including all applicable schedules, éframployed borrowers,
and

« individual federal tax returns for commissionedividiuals.

The lender must obtain signed fortRS 4506 IRS 8821 Tax Information
Authorization or whatever form or electronic retrieval senig@ppropriate
for obtaining tax returns directly from thieS for any loan that requires the
borrower’s tax returns.

TOTAL Scorecard Accept/Approve Recommendation
Business tax returns anet required if the borrower meeddl of the
following conditions:

* individual federal income tax returns show incragself-employed
income over the past two years

* business accounts are not the source of fundese cand

* the FHA-insured mortgage transaction is not a cashiefinance.

Note: If the lender obtains tax transcripts directly frtmeIRS or an
electronic retrieval service, the loan approval nagsbased on the transcript
data. Any discrepancies between the transcriptgl@nborrower provided
tax returns must be resolved prior to loan approval

References. For information on

* reviewing a borrower’s tax returns, 48D 4155.1 4.D.5and

» theTOTAL Scorecard Accept/Approve Recommendation, se& @EAL
Mortgage Scorecard User Guide

Continued on next page
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2. Required Documents for Mortgage Credit Analysis,

Continued

4155.1 1.B.2.h
Appraisal
Documentation

The lender must obtain

* Fannie Madcorm 1004MC Market Conditions Addendum to the Appraisal

Report,for all appraisals of properties that are to be secuity-HA-

insured mortgagesnd

* one of the following Fannie Mae forms, as apprdpriand any attachments
and exhibits, completed and dated by the appraiser:

— Fannie Mad-orm 1004 March 2005Uniform Residential Appraisal
Report —required to report the appraisal of a one-unit prop or a one-
unit property with an accessory unit

— Fannie Mad-orm 1004C March 2005Manufactured Home Appraisal
Report —required to report an appraisal of a one-unit mactured home

— Fannie Mad=orm 1073 March 2005|ndividual Condominium Unit
Appraisal Report +equired to report the appraisal of a unitin a
condominium project, or a condominium unit in arplad unit
development (PUD), or

— Fannie Mad=orm 1025 Small Residential Income Property Appraisal
Report —required to report the appraisal of a two to fooit property.

Exception: This requirement doe®t apply to streamline refinance
transactions made without an appraisal.
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Chapter 1, Section B

HUD 4155.1

3. Mortgage Loan Application Document Processing

Introduction

Change Date

4155.11.B.3.a
Signing and
Dating
Mortgage
Insurance
Applications

4155.1 1.B.3.b
Using a Signed
Initial Form
1003, Uniform
Residential
Loan
Application and
Form HUD-
92900-A,
HUD/VA
Addendum to
URLA

This topic includes information on mortgage loaplagation document
processing, including

* signing and dating mortgage insurance applications

* using a signed initial form 1008niform Residential Loan Applicaticamd
form HUD-92900-A HUD/VA Addendum to URLA

» who signs form HUD-92900-A

* use of a power of attorney (POA) to execute tha kaplication

» form HUD 92900-A for sponsored originations, and

* interviewer’s signature on the URLA.

March 1, 2011

The borrower(s) must sign and date the applicdbomortgage insurance
before the lender underwrites the loan, due to

* various disclosure requirements, and

* the belief that borrowers are best served whetetider divulges
information on required certifications as earlypassible in the loan
application process.

FHA recognizes the burden on lenders and borrowfdnaving to re-sign
various documents after the loan application iemsakTo alleviate this
burden, lenders are permitted to process and umidere loan after the
borrower completes an

* initial Fannie Mad-orm 1003 Uniform Residential Loan Application
(URLA), and

¢ initial form HUD-92900-A HUD/VA Addendum to Uniform Residential
Loan Applicationas specified iHUD 4155.1 1.B.3.c

If the lender asks the borrower to complete arnainHiUD-92900-A based on
the preliminary information obtained at loan apglion, the borrower does
not need to sign final forms 1003 or HUD-92900-A befanderwriting.

The underwriter must condition the loan approvalie finalURLA and
form HUD-92900-A to be signed and dated by the dwer(s) prior to, or at,
loan closing.

Continued on next page
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Chapter 1, Section B

HUD 4155.1

3. Mortgage Loan Application Document Processing, Continued

4155.1 1.B.3.c The table below describes the signatures requinedifterent pages on form

Who Signs HUD-92900-A
Form HUD-
92900-A Note: The revised HUD-92900-A (dated 9/2010) must sedufor all loan

applications, as Page Three captures the namtb) t@&mployer
Identification Number (EIN) issued by the InterR@venue Service (IRS))
and Nationwide Mortgage Licensing System and Reg{®MLS) ID of the
originating company, including sponsored third-pantiginators.

Page ...

Must be completed, signed and/or dated by ...

one of thanitial
Addendum

the interviewerunlessa sponsored third-party
originator (TPO) is involved, in which case, the
sponsoring lender must sign and date Page One.

one of thefinal
Addendum

anyone authorized to bind the company in its
business dealing with HUD. If a sponsoideO is
involved, the sponsoring lender must sign and dat
Page One.

4%

two of theinitial
Addendum

the borrower(s) in two places:

* in Part IV to provide consent for the Social
Security Administration (SSA) to verify his/her
Social Security Number (SSN), and

* in Part V to acknowledge the certifications.

Continued on next page
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Chapter 1, Section B

HUD 4155.1

3. Mortgage Loan Application Document Processing, Continued

41551 1.B.3.cWho Signs Form HUL- 9290(-A (continued)

Page ...

Must be completed, signed and/or dated byeh.

three of thdinal
Addendum

* Direct Endorsement (DE) underwriter, or the
lender’s representative’s for “Accept” or
“Approved” Automated Underwriting System
(AUS) loans, or

« DE underwriter for a manually underwritten loan.

Note: The lender must complete the approval of
loan term section with the approval and expiratiol
dates.

=

four of the
Addendum

* borrower at loan closing, in tigorrower
Certificationsection, and

* lender, after loan closing, in the Lender
Certification section.

References: For more information on
* requirements for an initial and/or findRLA and Addendum, sé¢UD

4155.1 1.B.3.pand

* requirements for sponsored third-party originateegHUD 4155.1 1.B.3.e
andHUD 4155.2 2.B.6

Continued on next page
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Chapter 1, Section B

HUD 4155.1

3. Mortgage Loan Application Document Processing, Continued

4155.1 1.B.3.d Theinitial mortgage loan applicatianay notbe executed by using a power
Use of a Power  of attorneyexceptin circumstances as indicated in the table below.

of Attorney to
Execute the
Loan
Application

Note: Either thanitial application or the final, if one is used, must eomt
the signatures of all borrowers.

Reference: For information on the use of a power of attgrfa closing
documents, sedUD 4155.2 6.A.1.f

Permissible Use of a
Power of Attorney for a
Loan Application

Policy Description

Military personnel

A power of attorney may be usadmilitary personnel on
overseas duty or on an unaccompanied tour. Thketeshould
obtain the absent borrower’s signature on the agiptin by mail
or via fax.

Incapacitated borrowers

A power of attorney mayi$ed for incapacitated borrowers w
are unable to sign the mortgage application.

The lender must provide evidence that the signemghority to
encumber the property and to obligate the borroweceptable
evidence includes a durable power of attorney $patty
designed to survive incapacity and avoid the needdurt
proceedings.

The incapacitated individual must occupy the proper be
insured, except if it is an eligible investment peay.

Reference: For information on eligible investment propestisee
HUD 4155.1 4.B.4

Continued on next page
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Chapter 1, Section B HUD 4155.1

3. Mortgage Loan Application Document Processing, Continued

}1155.1 1.B.3.
Form HUD
92900-A for
Sponsored
Originations

4155.1 1.B.3.f
Interviewer’s
Signature on
the URLA

For those loans originated by a sponsarB®, the sponsoring lender must
enter the following information on the sponsoredIéh page three of form

HUD 92900-A

 Loan Origination Company — entity’s legal name

 Loan Origination Company Tax ID — Employer Idermidfiion Number
(EIN) issued by théRS, and

* NMLS ID of the Loan Origination Company — the uniquentifier of the
company assigned by the Nationwide Mortgage LicenSiystem &
Registry (NMLS).

The sponsoring lender must enter its own name ddckeas in Block 15 on
pages one and three of the form.

On theURLA, the actual interviewer’'s name, signature ancptedee number
must appear on page 4 regardless of whether tbevienver is employed by a
sponsored PO or the sponsoring lender.
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4155.1 Chapter 1
Section C. Credit Reporting Requirements
Overview
Contents This section contains the topics listed in the table below.
Topic Topic Name See Page
1 Confidential Nature of Credit Information 1-C-2
2 General Information on Traditional and Non- 1-C-3
Traditiona Credit Reports
3 Three Repository Merged Credit Report 1-C-6
(TRMCR)
4 Residential Mortgage Credit Report (RMCR) 1-C-8
5 Non-Traditional Credit Report (NTMCR) 1-C-9
Requirements

1-C-1




Chapter 1 4155.1

1. Confidential Nature of Credit Information

Change Date October 18, 2010

4155.11.C.1.a  Lenders must not divulge sources of credit information, except as required by
Confidentiality  acontract or by law. All personnel with accessto credit information must

Policy for ensure that the use and disclosure of information from a credit report
Credit complies with
Information

e Title VIII of the Civil Rights Act of 1968

e the Fair Credit Reporting Act, Public Law 91-508

e the Privacy Act, Public Law 93-579

e the Financial Privacy Act, Public Law 95-630, and

e the Equal Credit Opportunity Act, Public Law 94-239 and 12 CFR Part 202.

1-C-2


http://www.usdoj.gov/crt/housing/title8.htm�
http://www.ftc.gov/os/statutes/031224fcra.pdf�
http://privacy.defense.gov/files/pa1974.pdf�
http://privacy.defense.gov/files/pa1974.pdf�
http://www.ssa.gov/OP_Home/comp2/F095-630.html�
http://usinfo.org/enus/government/branches/docs/ecact.pdf�
http://www.access.gpo.gov/nara/cfr/waisidx_03/12cfr202_03.html�

4155.1

Chapter 1

2. General Information on Traditional and Non-Traditional
Credit Reports

Introduction

Change Date

4155.11.C.2a
Required
Credit Report
Information

This topic contains general information on traditional and non-traditional
credit reports, including

e required credit report information

e types of traditional credit reports

e purpose and use of non-traditional credit reports

¢ developing credit information, and

e credit report retention and discrepancy reconciliation, and

e areference for use of truncated Social Security numbers on credit reports.

October 18, 2010

A credit report submitted with aloan application must contain all credit
information available in the accessed repositories. Additionally, for each
borrower responsible for the debt, the report must contain all of the
information available in the credit repositories pertaining to

e credit
e residence history, and
e public records information.

Note: One report isrequired for each borrower. The lender may obtain a
joint report for individuals with joint accounts.

Continued on next page
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Chapter 1

4155.1

2. General Information on Traditional and Non-Traditional
Credit Reports, Continued

4155.11.C.2.b
Types of
Traditional
Credit Reports

4155.11.C.2¢c
Purpose and
Use of Non-
Traditional
Credit Reports

1-C-4

The two types of traditiona credit reports are the

e three repository merged credit report, also known as a“tri-merged” credit
report (TRMCR), and
¢ Residential Mortgage Credit Report (RMCR).

The minimum credit report that FHA requiresisthe TRMCR. When
required, the lender may also use an RMCR from an independent consumer-

reporting agency.

Note: An RMCR isrequired under the circumstances described in HUD
4155.11.C4.a

References: For more information on the
¢ TRMCR, see HUD 4155.1.C.3, and
¢ RMCR, see HUD 4155.1 1.C.4.

A Non-Traditional Mortgage Credit Report (NTMCR) is

¢ designed to access the credit history of aborrower who do not have the
types of trade references that appear on atraditional credit report, and
e used either asa
— substitute for aTRMCR or an RMCR, or
— supplement to atraditional credit report that has an insufficient number of
trade items reported.

Reference: For more information on requirements for use of an NTMCR, see
HUD 4155.1 1.C.5.

Continued on next page



4155.1

Chapter 1

2. General Information on Traditional and Non-Traditional
Credit Reports, Continued

4155.11.C.2d
Developing
Credit
Information

4155.11.C.2.e
Credit Report
Retention and
Discrepancy

Reconciliation

4155.11.C.2f
Use of
Truncated
Social Security
Numbers on
Credit Reports
(Reference)

A lender must develop credit information separately for any open debt listed
on the loan application but not referenced in the credit report.

Accounts listed as “rate by mail only” or “need written authorization” require
separate written notification for traditional credit reports.

The lender must

e retain copies of al credit reports

e document in writing an analysis of the reasons for any discrepancies
between credit reports, and

e reconcile inconsistencies if it receives any information that is not consistent
with information on a credit report.

For information on the use of truncated Social Security numbers on credit
reports, see HUD 4155.14.C.2,].
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Chapter 1

4155.1

3. Three Repository Merged Credit Report (TRMCR)

Introduction

Change Date

4155.11.C.3.a
Methods of
TRMCR
Submission

4155.11.C.3b
Required
TRMCR
Format

4155.11.C.3.c
Required
Demographic
Information

1-C-6

This topic contains information on the three repository merged credit report
(TRMCR), including

e methods of TRMCR submission

e required TRMCR format

e required demographic information, and

e required TRMCR borrower credit related information

October 18, 2010

Three repository merged credit reports (TRMCRs) submitted by the lender
must be

e originas, and
e either sent electronically and printed on the lender’ s printer, or
e delivered by the credit-reporting agency.

The TRMCR must bein an easy to read and understandable format, and
should not require code tranglations.

Whiteouts, erasures, or aterations are not permitted.

The TRMCR must include the

e name of the company ordering the report

e name, address, and telephone number of the consumer-reporting agency

¢ name and SSN of each borrower, and

e primary repository from which any particular information was pulled, for
each account listed.

Continued on next page



4155.1

Chapter 1

3. Three Repository Merged Credit Report (TRMCR), Continued

4155.11.C.3d
Required
TRMCR
Borrower
Credit Related
Information

The TRMCR must include

e al inquiries made within the last 90 days
e al credit and lega information not considered obsolete under the Fair
Credit Reporting Act (FCRA), including information for the last seven
years regarding
— bankruptcies
— judgments
— lawsuits
— foreclosures, and
—tax liens, and
e for each borrower debt listed, the
— date the account was opened
— high credit amount
— required payment amount
— unpaid balance, and
— payment history.

Notes:

e A corrected credit report must supplement the TRMCR if the report does
not verify legal actions such as bankruptcies, judgments, lawsuits,
foreclosures, and tax liens.

e For any open debt listed on the loan application, but not referenced on the
TRMCR, the lender must devel op credit information separately.

1-C-7



Chapter 1

4155.1

4. Residential Mortgage Credit Report (RMCR)

Introduction

Change Date

4155.11.C4a
When an
RMCR Is
Required

4155.11.C4b
Required
RMCR
Information

1-C-8

This topic contains information on the residential mortgage credit report
(RMCR), including

¢ when an RMCR is required, and
e required RMCR information.

October 18, 2010

A residential mortgage credit report (RMCR) isrequired when the

e borrower disputes the ownership of accounts on the TRMCR borrower
claims that collections, judgments, or liens listed as open have been paid,
and documentation supporting his’her claim is not available

e borrower claims that certain debts on the TRMCR have different
bal ances/payments, and current statements less than 30 days old supporting
his/her claim are unavailable, or

e underwriter determines that it is more prudent to use an RMCR than a
TRMCR to underwrite the loan.

RM CRs must access at |east two named repositories and meet all the
requirements for the TRMCR, as described in HUD 4155.1 1.C.5. In
addition, the RMCR must

e provide adetailed account of the borrower’s employment history

e verify each borrower’s current employment and income

e contain a statement attesting to the certification of employment for each
borrower and the date the information was verified, and

e include a check with the creditor within 90 days of the credit report for each
account with a balance.

Note: If the certification of employment is not obtained through an interview
with the borrower’ s employer, the credit-reporting agency must state the
reason for not completing this interview.




4155.1

Chapter 1

5. Non-Traditional Credit Report (NTMCR) Requirements

Introduction

Change Date

4155.11.C5.a
FHA
Preference for
Verification of
Non-traditional
Credit
References

This topic contains information on non-traditional credit report requirements,
including

e FHA preference for verification of non-traditional credit references

e the purpose of non-traditional credit reports (NTMCRS)

e the format for credit references on an NTMCR when use of an NTMCR is
not permitted

e insufficient credit report information, and

e consideration of credit that requires periodic payments.

October 18, 2010

FHA prefersthat all non-traditional credit references be verified by a credit
bureau and reported back to the lender as a non-traditional mortgage credit
report (NTMCR) in the same manner as traditional credit references.

Note: Only if an NTMCR isimpractical or such a service is unavailable may
alender choose to obtain independent verification of trade references.

References. For more information on
e verifying and documenting non-traditional credit providers, see HUD
4155.14.C.1.e, and

e use of non-traditional credit reports provided by credit-reporting agencies,
see HUD 4155.1 4.C.1.f.

Continued on next page
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Chapter 1

4155.1

5. Non-Traditional Credit Report (NTMCR) Requirements,

Continued

4155.11.C.5.b
Purpose of
NTMCRs

4155.11.C5.c
Format for
Credit
References on
an NTMCR

1-C-10

NTMCRs are designed to assess the credit history of borrowers who do not
have the types of trade references that normally appear on atraditional credit
report. AN NTMCR can beused asa

e substitute for aTRMCR or an RMCR for a borrower without a credit
history with traditional credit grantors, or

e supplement to atraditional credit report that has an insufficient number of
trade items reported.

Reference: For more information on using an NTMCR as a supplement when
thereisinsufficient credit information, see HUD 4155.1 1.C.5.e

Trade references appearing on an NTMCR should be formatted in asimilar
fashion to traditional references, and include the

e creditor’s name

e date of opening

e high credit

e current status of the account

e required payment

e unpaid balance, and

e payment history in the delinquency categories (for example, 0x30, 0x60,
and so on).

Note: The report should not include subjective statements such as
“satisfactory” or “acceptable.”

Continued on next page



4155.1

Chapter 1

5. Non-Traditional Credit Report (NTMCR) Requirements,

Continued

4155.11.C5d
When Use of an
NTMCR Is Not
Permitted

4155.11.C5.e
Use of an
NTMCR When
There Is
Insufficient
Credit Report
Information

An NTMCR cannot be used to

¢ enhance the credit history of aborrower with a poor payment record

e manufacture a credit report for a borrower without a verifiable credit
history, or

e offset derogatory references found in the borrower’ s traditional credit
report, such as collections and judgments.

A lender may use an NTMCR developed by a credit-reporting agency that
documents all non-traditional credit references when the information in the
standard credit report is not sufficient to make a prudent underwriting
decision.

If an NTMCR is not available, the lender must develop its own non-
traditional credit history consistent with the traditional credit report
requirements described in HUD 4155.1 1.C.3.

Continued on next page
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Chapter 1

4155.1

5. Non-Traditional Credit Report (NTMCR) Requirements,

Continued

4155.11.C5f
Guidelines for
Determining
Thata
Borrower Has
Sufficient
Credit
References

1-C-12

In order for the underwriter to determine that a borrower has sufficient credit
references to help evaluate bill paying habits, the credit history must

e include three credit references, including at least one from Group | (below),

and

e exhaust al Group | references prior to considering Group 1 for eligibility
purposes, as Group | is considered more indicative of aborrower’ s future
payment performance.

Thetable below lists the Group | and Group Il categories of credit references
the underwriter can use to determine if a borrower has a sufficient credit

history.

Group Number

Types of Credit References

Group |

¢ Rental housing payments (subject to independent
verification if the borrower is arenter)

e Utility company reference (if not included in the
rental housing payment), including
— electricity
— water
— land-line home telephone service, and
—cableTV.

Note: If the borrower isrenting from afamily
member, the lender should request independent
documents to prove regul arity of payments, such as
cancelled checks.

Continued on next page



4155.1

Chapter 1

5. Non-Traditional Credit Report (NTMCR) Requirements,

Continued

4155.1 1.C.5.f Guidelines for Determining That a Borrower Has Sufficient Credit References

(continued)

Group Number

Types of Credit References

Group 11

e Insurance premiums not payroll deducted (for
example, medical, auto, life, renter’ sinsurance)

e Payment to child care providers made to businesses
that provide such services

¢ School tuition

¢ Retail stores credit cards (for example, from
department, furniture, appliance stores, or speciaty
stores)

¢ Rent-to-own (for example, furniture, appliances)

e Payment of that part of medical bills not covered by
insurance

e Internet/cell phone services

¢ A documented 12 month history of savings
evidenced by regular deposits resulting in an
increased balance to the account that
— were made at least quarterly
— were not payroll deducted, and
— caused no insufficient funds (NSF) checks

e Automobile |eases

¢ A personal loan from an individual with repayment
terms in writing and supported by cancelled checks
to document the payments

Note: Lenders must underwrite borrowers with no Group | trade references

using the criteria set fo

rthin

e HUD 4155.1 4.C.3.b, and

e HUD 4155.1 4.C.3.c.
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Section A. Calculating Maximum Mortgage Amounts on
Purchase Transactions

Overview

In ThisSection  This section contains the topics listed in theddiglow.

Topic Topic Name See Page

1 Maximum Mortgage Amounts on Purchases 2-A-2

2 Calculating Maximum Mortgage Amounts on 2-A-4
Purchases

3 Interested Third Party Contributions 2-A-6

4 Inducements to Purchase 2-A-8

5 Additions to the Mortgage Amount for Repair  2-A-11
and Improvement




1. Maximum Mortgage Amounts on Purchases

I ntroduction

Change Date

4155.1 2.A.1.a
Maximum
Insurable
Mortgageon a
Purchase

4155.12.A.1b
Upfront

M ortgage
Insurance
Premiums

This topic contains information on maximum mortgagsounts for
purchasing property, including

* maximum insurable mortgage on a purchase
 upfront mortgage insurance premiums (UFMIP)
* statutory loan limits, and

loan-to-value (LTV) limits.

March 24, 2011

The maximum insurable mortgage on a purchase ietiser of the

« statutory loan limit for the area (typically a coynor metropolitan
statistical area (MSA), or

* applicable loan-to-value (LTV) limit, applied toglesser of the
— sales price, or
— appraised value.

The Department of Housing and Urban DevelopmentHidsues a
Mortgagee Letter (ML) announcing the new mortgagnts$ every year.

Most FHA mortgages require the payment of an upfroortgage insurance
premium (UFMIP). The statutory loan amounts amy limits discussed in
this handbook do not include thEMIP.

Continued on next page



1. Maximum Mortgage Amounts on Purchases, Continued

4155.12.A.1c
Statutory Loan
Limits

Statutory loan amount limits vary by program ane tlnmber of family units
within the dwelling.

References: For more information on
« current FHA standard and high-cost area mortgansli see the
- HUD website atvww.hud.goy or
- FHA Connection ahttps://entp.hud.gov/clagsand
« the effect of secondary financing on loan limiesglUD 4155.1 5.C

4155.12.A.1d
LTV Limits

The determination of the maximulbTV percentage available to the borrower
is influenced by

« the particular mortgage insurance program

« the property type (for example, new or existingstaiction), and

* various transactions that affect the maximum maggegaalculation, as
described irHUD 4155.1 2.B

Once determined, the LTV percentage is then apphiedelesser of the sales
price or the appraised value, on a purchase, trmete the maximum
insurable mortgage.

References. For more information on

« calculating maximum mortgage amounts, 5é&t# 4155.1 2.A.2

= transactions that affect maximum mortgage calauiati se¢eHUD 4155.1
2.B, and

« the effect of secondary financing on LTV limitse$¢UD 4155.1 5.C.5




2. Calculating Maximum Mortgage Amounts on Purchases

I ntroduction

Change Date

4155.1 2.A.2.a
Maximum

M ortgage
Amount For a
Purchase

This topic contains information on how to calculataximum mortgage
amounts on purchases, including

» the maximum mortgage amount for a purchase

* maximum LTV for purchase of proposed/new constaurcti
« closing costs as required investment, and

« credit card payment for appraisal/credit report.

March 24, 2011

The maximum mortgage amount that FHA will insureagourchase is
calculated by multiplying the appropriate loan-tdue (LTV) factor by the
lesser of the property’s

* sales price, subject to certain required adjustsyemt
* appraised value.

In order for FHA to insure this maximum loan amquhé borrower must
make a required investment of at least 3.5% ofdbger of the appraised
value or the sales price of the property.

References: For more information on

* required adjustments to the sales price, see
-HUD 4155.1 2.A.3
- HUD 4155.1 2.A.4and
-HUD 4155.1 2.A.5

 the maximunlTV percentage on purchases for proposed and existing
construction and borrower minimum cash investmssgHUD 4155.1
2.A.2.b

Continued on next page



2. Calculating Maximum Mortgage Amounts on Purchases,

Continued

4155.12.A.2b
Maximum LTV
for Purchase of
Proposed/ New
Construction

For purchase transactions, the maxinmunv is 96.5% percent (the
reciprocal of the 3.5% required investment). Sgle@quirements for
maximum financing on properties proposed or undestruction, or
construction existing less than one year are sttetdD 4155.1 2.B.7.b

4155.12.A.2c
Closing Costs
as Required

I nvestment

Closing costs (non-recurring closing costs, pretgxipenses, and discount
points) maynot be used to help meet the borrower’s minimum reguir
investment.

4155.12.A.2d
Credit Card
Payment for
Appraisal/
Credit Report

The borrower may use a credit card to pay for paisal and credit report.
These costs cannot be considered to help meetdoged investment.




3. Interested Third Party Contributions

I ntroduction

Change Date

4155.12.A.3a
Definition:
Third Party
Contribution

This topic contains information on the effect ohtributions by interested
third parties on calculating the maximum mortgagant, including

a definition of third party contribution

interested third party contribution limitation

« payment of real estate commission, and

a reference for amounts exceeding the contribditnomation.

March 24, 2011

A third party contribution is a payment by the seller and/or another intedest
third party, or a combination of parties toward Hoerower’s costs to close.

Continued on next page



3. Interested Third Party Contributions, Continued

4155.12.A.3b
Interested
Third Party
Contribution
Limitation

4155.12.A.3.c
Payment of
Real Estate
Commission

4155.1 2.A.3d
Amounts
Exceeding
Contribution
Limitation
(Reference)

The seller and/or third party may contribute ugitopercent of théesser of
the property’s sales price or the appraised valuatd the buyer’s closing
costs, prepaid expenses, discount points and fitlagrcing concessions.

The six percent limit also includes

« third party payment for permanent and temporargrast rate buydowns,
and other payment supplements

* payments of mortgage interest for fixed rate m@éga
* mortgage payment protection insurance, and
* payment of the upfront mortgage insurance premiufMIP).

Note: Contributions exceeding six percent are considi@nducements to
purchase.

Reference: For information on inducements to purchase 8B 4155.1
2.A.4.

Payment of real estate commissions or fees, tygipald by the seller under
local or state law, or local custom, is not constdean interested third party
contribution.

For information on the

* treatment of amounts in excess of the third-paotytrcbution limitation
discussed itHUD 4155.1 2.A.3.bseeHUD 4155.1 2.A.4and

* maximum loan-to-value (LTV) percentage on purchd&seproposed and
new construction, se¢éUD 4155.1 2.A.2 b




4. Inducements to Purchase

I ntroduction

This topic contains information on inducements tocpase that must be
considered when calculating the maximum mortgageuauts, including

« payments considered inducements to purchase
* personal property inducements, and
* sales commission as inducement to purchase.

Change Date

March 24, 2011

4155.1 2.A.4.a
Payments
Considered
Inducementsto
Purchase

Certain expenses paid by the seller and/or anathemested third party on
behalf of the borrower are considered “inducemanisurchase” and result in
a dollar-for-dollar reduction to tHesser of the sales price or appraised value
of the property before applying the appropriatentbavalue (LTV) factor.

These expenses include

« contributions exceeding 6% of the sales price

« contributions exceeding the actual cost of prepajknses, discount points,
and other financing concessions

« decorating allowances

* repair allowances

* moving costs, and

« other costs as determined by the appropriate Homehip Center
(HOC).

Notes. A dollar-for-dollar sales price reduction is@lequired for
» excess rent credit, as describedHidD 4155.1 5.B.6.fand
« gift funds not meeting the requirements descrilmgdWD 4155.1 5.B.5

Continued on next page



4. Inducements to Purchase, Continued

4155.12.A.4b
Personal
Property

I nducements

Personal property given by a seller and/or anattterested third party to
consummate the sale of a property results in actexfuin the mortgage
amount. The value of the item{sjst be deducted from tHesser of the
sales price or appraised value of the propertyrbedpplying the. TV factor.

Depending on local custom or law, certain items itmaygonsidered part of
the real estate transaction with no adjustmertiécstles price or appraised
value. The table below describes how to deternfipersonal property
affects the sales price or appraised value.

If the personal property
itemisa...

Then the...

e car
* boat

* riding lawn mower
« furniture, or

* television

lender must deduct the value of the item(s)

from the sales price or appraised value befpre

applying the LTV factor.

* range

* refrigerator

« dishwasher

e washer

e dryer

* carpeting

e window treatment, or

« other items determined
appropriate by the HOC

HOC determines if the items are considered

customary and affect the value of the prope
before applying the LTV factor.

Exception: Replacement of existing
equipment or other realty items by the selle
before closing, such as carpeting or air
conditioners, does not require a value

adjustment, provided that a cash allowance
not given to the borrower.

rty

=

S

Continued on next page



4.

Inducements to Purchase, continued

4155.12.A.4.c
Sales
Commission as
Inducement to
Purchase

Sales commissions paid by an

interested third party borrower’s present

residence can be considered inducements to purchigsetable below
describes the conditions under which a sales cosiomss subtracted from
thelesser of the sales price or appraised value before applyiegTV factor.

If the...

Then thelender should ...

seller and/or interested third
of the borrower’s sales

borrower’s present residence

commission on the sale of the

purchase, and
« subtract dollar-for-dollar the amount

lesser of the sales price or appraised
value before applying the LTV factor.

* treat the amount paid by the interested
party agrees to pay any portion third party as an inducement to

paid by the seller or other party from tf

=7

e

of his/her present home

* same real estate broker or
agent is involved in both
transactions, and

* seller of the property being
purchased by the buyer is
paying a real estate
commission that exceeds
what is typical for the area

* borrower is not paying a rea

the area as an inducement to purchas
and

* deduct that amount, dollar-for-dollar,
from thelesser of the sales price or
appraised value before applying the
LTV factor.

* treat the amount of commission paid Qy
estate commission on the sale the seller that exceeds what is typical

for




5. Additions to the Mortgage Amount for Repair and
Improvement

I ntroduction

Change Date

4155.1 2.A5.a
Adding Repair
and

I mprovement

Coststo Sales

Price

This topic contains information on adjustmentshi® tnortgage amount
through allowable additions to the sales priceimgatl additions to the
mortgage amount, including

« adding repair and improvement costs to the sales pr

* the repair and improvement amount that can be atidét sales price

* repair and improvement exclusions

 energy-related weatherization items

« calculating the energy-related mortgage amount

» when repairs and energy-related items cannot bglebed prior to closing

 adding solar energy system costs

« a reference for information on the mortgage amouniUD REO sales
with repair escrow, and

« a reference for energy efficient mortgage calcatati

March 24, 2011

Repairs and improvements may be added to the padesbefore calculating
the mortgage amount when the

* repairs and improvements are
—required by the appraiser as essential for proigibility, and
— paid by the borrower, and
* sales contract or addendum identifies the borr@seaesponsible for
- payment, and
— completion of the repairs.

Important: Only repairs and improvememjuired by the appraiser may be
included.

References: For information on

* the repair and improvement amount that can be atidét sales price, see
HUD 4155.1 2.A.5.aand

* repair and improvement exclusions, s#¢D 4155.1 2.A.5.c

Continued on next page



5. Additions to the Mortgage Amount for Repair and
Improvement, Continued

4155.12.A5b
Repair and

I mprovement

Amount That

Can Be Added
to SalesPrice

The repair and improvement amount that may be attd#te sales price
before calculating the maximum mortgage amourtiedawest of the

« amount that the value of the property exceedsadles price
* appraiser’s estimate of repairs and improvements, o
» amount of the contractor’s bid, if available.

4155.12.A5.c
Repair and
I mprovement
Exclusions

Repairs and improvements completed by the borrdafere the appraisal are
not eligible to be included when calculating the maxmmortgage. This
amount becomes part of the borrower’s required casfstment.

4155.12.A5d
Energy-Related
Weatherization
Items

The mortgage amount may be increased if the cost@fgy-related
weatherization items paid by the borrower is addetie property. Examples
of energy-related weatherization items include

» thermostats

* insulation

» storm windows and doors, and
» weather stripping and caulking.

These items may be added to both the sales pretéharappraised value
before determining the maximum mortgage amount.

Note: A contractor’s statement of the cost of work gbeted, or the buyer’s
estimate of the cost of materials must be submitted

Reference: For information on cost estimates and statemaintssts of work
for weatherization items, sé8JD 4150.1 Valuation Analysis for Home
Mortgage |nsurance.

Continued on next page



5. Additions to the Mortgage Amount for Repair and
Improvement, Continued

4155.12.A5.e
Calculating the
Energy-Related
M ortgage
Amount

The energy-related amount that can be added wHenateng the maximum
mortgage amount is

» $2,000 without a separate value determination
* up to $3,500, if supported by a value determinatipan approved FHA
roster appraiser or Direct Endorsement (DE) Undiégwyror
e more than $3,500
- subject to a value determination by an approved Fbtter appraiser or
DE Underwriter, and
— with a separate on-site inspection made by a FH#&e@d fee inspector
or DE staff appraiser.

4155.1 2.A5f
When Energy
Related Items
Cannot Be
Completed
Prior to Closing

If repairs and energy-related items cannot be cetaglbefore loan closing
due to weather-related delays, the lendest establish an escrow account to
ensure all required repairs are eventually comglete

References. For more information on

* repairs and improvements, 966D 4145.1, REV-2Architectural
Processing and Inspections for Home Mortgage Insurance, and

« satisfying repair requirements, g¢eD 4155.2 4.6

Continued on next page



5. Additions to the Mortgage Amount for Repair and
Improvement, Continued

4155.1 2.A.5.9
Adding Solar
Energy System
Costs

The cost of solar energy systems may be addedlgiteche mortgage
amount before adding the upfront mortgage insurgnemium (UFMIP), and
after applying the loan-to-value (LTV) factor limit

The amount added is limited to thesser of the solar energy system’s

* replacement cost, or
« effect on the property’s market value.

The statutory mortgage limit for the area also nagxceeded by 20% to
accommodate the cost of the system.

Note: Active and passive solar systems, as well agliiven systems are
acceptable.

Reference: For more information on adding solar energyeystosts, see

HUD 4150.1 Valuation Analysis for Home Mortgage Insurance.

4155.1 2.A.5.h
Mortgage
Amount for
HUD REO
SalesWith
Repair Escrows
(Reference)

For information on calculating the mortgage amdanHUD Real Estate
Owned (REO) sales with repair escrows, lded 4155.1 6.A.10.a.

4155.1 2.A 5.
Energy
Efficient

M ortgage
Calculation
(Reference)

For information on the mortgage calculation for BEreergy Efficient
Mortgage Program, s¢¢UD 4155.1 6.D




HUD 4155.1 Chapter 2, Section B

Section B. Transactions Affecting Maximum Mortgage
Calculations

Overview

In This Section  This section contains the topics listed in theddiglow.

Topic Topic Name See Page

1 Transactions Affecting Maximum Mortgage 2-B-2
Calculations

2 Identity of Interest Transactions 2-B-3

3 Non-Occupying Borrowers 2-B-6

4 Transactions Involving Three and Four Unit 2-B-8
Properties

5 Loan Transactions for Building on Own Land 2-B-10

6 Loan Transactions for Paying Off Land 2-B-12
Contracts

7 Transactions Involving Properties for Proposgd 2-B-14
Construction, Under Construction or Existing
Construction Less Than One Year Old

8 Manufactured Home Construction-Permanent 2-B-16
Loans

2-B-1



Chapter 2, Section B HUD 4155.1

1. Transactions Affecting Maximum Mortgage Calculations

Change Date March 24, 2011

4155.1 2.B.1.a Certain types of loan transactions affect the arhotifinancing available to a

Types of borrower and how the maximum mortgage amount isutated. These
Transactions transactions include

Affecting

Maximum

* identity-of-interest
* properties with non-occupying coborrowers
« three- and four-unit properties
« properties where a house will be constructed bgreolwver
—on his/her land, and/or
—as a licensed general contractor
« payoffs of land contracts, and
* transactions involving properties
—under construction, or
—less than a year old.

Mortgage
Amount

Note: Unless otherwise stated in this handbook, thegage calculation
procedures described HUD 4155.1 2.A.2also apply.

2-B-2



HUD 4155.1

Chapter 2, Section B

2. ldentity-of-Interest Transactions

Introduction

This topic contains information on identity-of-inést transactions, including

« definition of the ternmidentity-of-interest transaction
* maximum LTV on identity-of-interest transactionada
» exceptions to the maximum LTV for identity-of-inést transactions.

Change Date

March 24, 2011

4155.1 2.B.2.a
Definition:
Identity-of-
Interest
Transaction

An identity of interest transaction is a sale between parties with family or
business relationships.

4155.1 2.B.2.b
Maximum LTV
on Identity-of-
Interest
Transactions

The maximum loan-to-value (LTV) factor for identity-interest transactions
on principal residences is restricted to 85%.

Continued on next page
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Chapter 2, Section B HUD 4155.1

2. ldentity-of-Interest Transactions, Continued

4155.1 2.B.2.c  Financing above the 85% maximum for identity-oenaist transactions is
Exceptionsto  permitted under certain circumstances, as desciibtu table below.

the Maximum

LTV for

Identity of

Interest

Transactions

Exception Description
Family Member Purchasg A family member purchaseshan family
member’'s home as a principal residence. Ifthe
property is sold from one family member to
another and is the seller's investment propefty,
the maximum mortgage is the lesser of

» 85% of the appraised value, or

« the appropriatéTV 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 least six months immediately
predating the sales contract. A lease or other
written evidence must be submitted to verify
occupancy.

Reference: For a definitiorfamily member
seeHUD 4155.1 9.1.f

Builder's Employee An employee of a builder purchases one of the
Purchase builder's new homes or models as a principal
residence. T

Continued on next page
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HUD 4155.1

Chapter 2, Section B

2. ldentity-of-Interest Transactions, Continued

4155.1 2.B.2.c Exceptions to the Maximum LTV for ldntity of Interest Transactions (continued)

Exception

Description

Tenant Purchase

A current tenant, including a famémber
tenant, purchases the property where he/she H
rented for at least six months immediately
predating the sales contract.

Note: A lease or other written evidence to verif
occupancy is required.

The maximum mortgage calculation is not
affected by a sales transaction between a teng
and a landlord with no identity-of-interest
relationship.

as

Yy

nt

Corporate Transfer

A corporation

« transfers an employee to another location
* purchases the employee’s home, and
» sells the home to another employee.

2-B-5



Chapter 2, Section B

HUD 4155.1

3. Non-Occupying Borrowers

Introduction

This topic contains information on non-occupyingrbaers, including

definition of the terrmon-occupying borrower transaction
e maximum LTV for non-occupying borrower transaction
* signature requirements for non-occupying borrowers

* restrictions on non-occupying borrower transactiamsl
 underwriting criteria for non-occupying borrowers.

Change Date

March 24, 2011

4155.1 2.B.3.a
Definition:
Non-
Occupying
Borrower
Transaction

A non-occupying borrower transaction involves two or more borrowers
where one or more of the borrower(s) will not ocgtipe property as his/her
primary residence.

4155.1 2.B.3.b
Maximum LTV
for Non-
Occupying
Borrower
Transaction

2-B-6

When there are two or more borrowers, but one aemall not occupy the
property as his/her principal residence, the marinmuortgage is limited to
75% loan-to-value (LTV). However, maximum finangjras described in
HUD 4155.1 2.A.2is available for

* borrowers related by blood, marriage, or law, sagh
- spouses
— parents-children
- siblings
— stepchildren
—aunts-uncles, and
- hieces-nephews, or
« unrelated individuals who can document evidenca lohgstanding,
substantial family-type relationshit arising out of the loan transaction

Note: If a parent is selling to a child, the parentroat be the coborrower
with the child, unless theTV is 75% or less.

Continued on next page



HUD 4155.1

Chapter 2, Section B

3. Non-Occupying Borrowers, Continued

4155.1 2.B.3.c
Signature
Requirements
for Non-
Occupying
Borrowers

All borrowers, regardless of occupancy status, raigst the security
instrument and mortgage note.

Note: Cosigners do not execute the security instruroetdke title, but they
must sign the mortgage note.

4155.1 2.B.3.d
Restrictions on
Non-Occupying
Borrower
Transactions

If the LTV exceeds 75%, a mortgage with non-occupying bomr@yes
limited to a one-unit property.

The non-occupying borrower arrangement magbe used to develop a
portfolio of rental properties. The financial cobuition by the non-
occupying borrower and the number of propertiesexivmay indicate that
the family members are acting as “strawbuyers.”

4155.1 2.B.3.e
Underwriting
Criteria for
Non-Occupying
Borrowers

FHA does not require that additional underwritimgeria, such as specific
gualifying ratios, be met by either

* non-occupying borrowers, or
 occupying borrowers with sufficient credit.

However, additional FHA underwriting critert apply to occupying
borrowers with insufficient credit. Lenders musdge each transaction on its
merits.

Reference: For information on underwriting criteria for lwowers with
insufficient credit, seelUD 4155.1 4.C.3.c.

2-B-7



Chapter 2, Section B HUD 4155.1

4. Transactions Involving Three and Four Unit Properties

Introduction

This topic contains information on transactionsoifing three and four unit
properties, including

* three and four unit property mortgage limit

* the monthly payment calculation for three and fonit properties
 net rental income calculation for three and fout properties, and
* mortgage reserves for three and four unit propertie

Change Date

March 24, 2011

4155.12.B.4.a
Three and Four
Unit Property

Mortgage Limit

The maximum mortgage amount for three and four praperties is limited
so that the ratio of the monthly mortgage paymenddd by the monthly net
rental income does not exceed 100%, regardlesseaidcupancy status.

FormHUD 92561 Borrower’s Contract with Respect to Hotel and Triens
Use of Propertys required at application for all multi-unit prapes .

Note: The calculations described in the remaindehisf topic aran addition
to the calculations found IHUD 4155.1 2.A

Reference: For information on calculating monthly net rdntecome, see
HUD 4155.1 2.B.4.c

4155.1 2.B.4.b
Monthly
Payment
Calculation for
Three and Four
Unit Properties

2-B-8

The monthly mortgage payment calculation for traed four unit properties
includes

* Principal, Interest, Taxes, and Insurance (PITBluding
- monthly mortgage insurance, and
- hazard insurance, and

* homeowners’ association (HOA) dues computed andie rate, if
applicable.

Reference: For more information on the maximum mortgage ams, see
« HUD 4155.1 2.A.1and
e HUD 4155.1 2.A.2

Continued on next page



HUD 4155.1 Chapter 2, Section B

4. Transactions Involving Three and Four Unit Properties,
Continued

4155.1 2.B.4.c  Net rental income is used to determine the maxirtaan amount for three
Net Rental and four unit properties, as described¢HidD 4155.1 2.B.4.a Net rental

Income _ income is calculated by
Calculation for

Three and Four
Unit Properties

« using the appraiser’s estimate of fair market fearh all units, including
the unit the borrower chooses for occupancy, and

* subtracting thgreaterof the
— appraiser’s estimate for vacancies, or
—vacancy factor used by the jurisdictional Homeowhgr Center (HOC).

The borrower must still qualify for the mortgagesed on

* income

* credit

cash to close, and

* projected rents received from remaining units.

Projected rent may only be considered as grossnador qualifying
purposes. It cannot be used to offset the momtidstgage payment.

4155.1 2.B.4.d For three and four unit properties, the borromeisthave personal reserves
Mortgage equivalent to three monthBITI after closing on a purchase transaction.

Reservesfor  Reserves cannot be derived from a gift.
Three and Four

Unit Property

References. For more information on

* mortgage reserves, see
- HUD 4155.1 4.E.5.dand
—HUD 4155.1 4.F.3.pand

* TOTAL Scorecard and mortgage reserves, sed @EAL Mortgage
Scorecard User Guidat
http://www.hud.gov/offices/hsg/sfh/total/total ugeide.pdf

2-B-9



Chapter 2, Section B

HUD 4155.1

5. Loan Transactions for Building on Own Land

Introduction

This topic contains information on loan transaciéor building on land the
borrower already owns, including

« financing limits when building on own land

e LTV limits when building on own land

* equity as cash investment when building on own ,Jand

* borrower’s required cash investment when buildingpan land.

Change Date

March 24, 2011

4155.1 2.B.5.a
Financing
Limits When
Building on
Own Land

A borrower is eligible for maximum financing if sk

* acts as a licensed general contractor and is bgilaihome on land that
he/she already owns or acquires separately, and
* receives no cash from the settlement.

4155.1 2.B.5.b
LTV Limits
When Building
on Own Land

2-B-10

When building on a borrower’s own property, the rayppiate loan-to-value
(LTV) limits are applied to theesserof the

« appraised value of the proposed home and land, or
» documented cost of the property.

The documented cost of the property includes the

« builder’s price, or sum of all subcontractor bidsl anaterials

« cost of the land (if the land has been owned muaa six months or was
received as an acceptable gift, adue of the land may be used instead of
its cost), and

« interest and other costs associated with any aartgin loan obtained by
the borrower to fund construction of the property.

Continued on next page



HUD 4155.1

Chapter 2, Section B

5. Loan Transactions for Building on Own Land, Continued

4155.1 2.B.5.c
Equity as Cash
Investment
When Building
on Own Land

Equity in the land (value or cost, as appropriatmus the amount owed) may
be used for the borrower’s entire cash investmetawever, if the borrower
receives more than $500 cash at closing, the b&mited to 85% of the
appraised value.

Replenishing the borrower’'s own cash expended duamstruction isiot
considered “cash back,” provided that the borrovear substantiate with
cancelled checks and paid receipts all out-of-poftkeds used for
construction.

4155.12.B.5d
Borrower’s
Required Cash
Investment
When Building
on Own Land

In order to determine if a borrower has made tlgeiired 3.5% cash
investment or its equivalent in land equity wheriding on his/her own land,
all such mortgage transactions must be summarizied onlyHUD-92900-
LT, FHA Loan Underwriting and Transmittal Summary

Lenders must record the sum total of leeumenteaost of the property, as
defined inHUD 4155.1 2.B.5.b

Additionally, the calculatedTV ratio (which is to be the same value used
when seeking a risk classification from FHA’s Teclugy Open To
Approved Lenders (TOTAL)), must reflect, as it do@sother purchase
transactions, thiesserof the

« sales price, or
 appraised value.

2-B-11



Chapter 2, Section B HUD 4155.1

6. Loan Transactions for Paying Off Land Contracts

Introduction This topic contains information on loan transactiom pay off land contracts,
including

« financing limit when paying off land contracts
* LTV ratio when paying off land contracts, and
* equity as cash investment when paying off land remis.

Change Date March 24, 2011

4155.1 2.B.6.a If a borrower doesotreceive cash at closing, his/her new mortgage leay

Financing processed as a purchase or refinance transactibrmaximum FHA-insured
Limit When financing if he/she uses the loan to complete payroe a
Paying Off

Land Contracts , |- contract

* contract for deed, or
« other similar financing arrangements in which tbherbwer does not have
title to the property.

Lenders should process cash-out transactions tofpégnd contracts, or
refinances on properties subject to ground renikthey were cash-out
refinances on properties held in fee simple, asrdeesd inHUD 4155.1
3.B.2

Reference: For more information on cash back to the bormowleen paying
off land contracts, sedUD 4155.1 2.B.6.c

Continued on next page
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HUD 4155.1

Chapter 2, Section B

6. Loan Transactions for Paying Off Land Contracts, Continued

4155.1 2.B.6.b
LTV Ratio
When Paying
Off Land
Contracts

If the property was acquired fewer than 12 montrtiex, and the loan
proceeds are to be used to pay off the outstarizhtance on the land
contract, plus eligible repairs and renovations,ltan-to-value (LTV) ratio is
applied to thdesserof the

 appraised value of the land and improvements, or

* total cost to acquire the property, which incluttesoriginal purchase price,
plus any documented costs the borrower incurselioalvilitation, repairs,
renovation, or weatherization, closing costs amgoeable discount points,
if treated as a refinance.

References. For additional information on
« refinances, seedUD 4155.1 3.B.1and
* use of rent credits, sé€UD 4155.1 5.B.6.f

4155.1 2.B.6.c
Equity as Cash
Investment
When Paying
Off Land
Contracts

Equity in the property (original sales price mirtie amount owed) may be
used for the borrower’s entire cash investment. élew, if the property was
acquired fewer than 12 months earlier, and thedwaer receives more than
$500 cash at closing, the loan is limited to 85%helesserof the

 appraised value of the land and improvements, or

* total cost to acquire the property, which incluttesoriginal purchase price,
plus any documented costs the borrower incursdlioalvilitation, repairs,
renovation, weatherization, closing costs and neasie discount points, if
treated as a refinance.

Replenishing the borrower’s own cash expendeddpairs, improvements,
renovation, or weatherization®t considered “cash back,” provided that the
borrower can substantiate with cancelled checkspamdireceipts all out-of-
pocket funds for the improvements.

2-B-13



Chapter 2, Section B HUD 4155.1

7. Transactions Involving Properties for Proposed
Construction, Under Construction or Existing Construction
Less Than One Year Old

Introduction

This topic contains information on transactionsoiing properties for
proposed construction, under construction or exgstionstruction less than
one year old, including

« financing limit for proposed, under constructioneaisting less than one
year, and

« criteria for maximum financing for proposed, undenstruction or existing
less than one year.

Change Date

March 24, 2011

4155.1 2.B.7.a
Financing

Limit for
Proposed,
Under
Construction or
Existing Less
than One Year

2-B-14

Properties that are proposed, under constructi@xisting construction less
than one year old are limited to 90% financingcukdted by using thiesser
of the

 appraiser’s estimate of value, or

* sales price, plus or minus required adjustments for
- seller contributions
—inducements to purchase, and/or
— additions to the mortgage amount.

Reference: For more information on required adjustments,HgD 4155.1
2.A

Continued on next page



HUD 4155.1

Chapter 2, Section

7. Transactions Involving Properties for Proposed
Construction, Under Construction or Existing Construction
Less Than One Year Old, Continued

B

4155.1 2.B.7.b The table below describes the criteria that progernust meet to be eligible
for greater than 90% financing, whether or notghaperty has been

Criteria for
Maximum
Financing for
Proposed,
Under
Construction or
Existing Less
than One Year

previously occupied.

One of these criteria must be evidenced in ordethi® borrower to be
eligible for a high ratio mortgage.

Criteria

Description

Approval of
Dwelling Site Plans

The dwelling’s site plans and materials were
approved before construction began by
« the Department of Veterans Affairs (VA)
« an eligible Direct Endorsement (DE) underwriter
through issuance of a(n)
— Conditional Commitment prior to framing, or
— early start letter.

Local Jurisdiction
Building Permit and
Certificate of
Occupancy

The local jurisdiction has issued both a

* building permit or its equivalent prior to
construction, and

* Certificate of Occupancy (CO) or equivalent.

Note: This does not apply to condominiums or
manufactured housing. These properties have $p
circumstances for financing approval.

ecia

Builder's Warranty

The dwelling is covered by albar’s ten-year
insured warranty plan that is acceptable to HUD.

Dwelling
Relocation

The dwelling

» will be moved to a new location, and

« is eligible for an insured mortgage at the new
location based on approval of the dwelling sitenp
criteria listed previously in this table.

la
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Chapter 2, Section B HUD 4155.1

8. Manufactured Home Construction-Permanent Loans

Introduction

This topic contains information on constructionfpanent (CP) loans for
manufactured homes, including

» manufactured home CP loan is a purchase transaction

* maximum mortgage amount for manufactured home @R lo

* property status for a manufactured home

* length of ownership for a manufactured home

« formulas for maximum mortgage amount on a manufadthome CP loan

* maximum mortgage calculation for manufactured h@Rdoan based on
total cost or itemized value

* maximum mortgage calculation for manufactured hay€&iP loan based on
allowable LTV

* maximum mortgage calculation for manufactured h@Rdoan based on
existing indebtedness, and

* additional concerns for calculating the maximum tg@ge amount on
manufactured home CP loan.

Change Date

March 24, 2011

4155.1 2.B.8.a
Manufactured
Home CP Loan
is a Purchase
Transaction

2-B-16

For purposes of underwriting and calculating thexiimam mortgage amount,
the construction-permanent (CP) loan on a newlysttanted manufactured
home should be considered a purchase loan traosaquiring a minimum
3.5% cash investment of the Total Cost or ItemiZatlie (including land).

To maintain consistency with FHA Connection (FHA®)a requirements
and the Uniform Residential Loan Application (URLA)e purpose of the
loan transaction should be designated as “CP.”

References. For more information on

* construction permanent loan characteristics andirements, seelUD
4155.1 6.Aand

» Total Cost and Itemized Value, sd&lD 4155.1 2.B.8.e

Continued on next page
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Chapter 2, Section B

8. Manufactured Home Construction-Permanent Loans,

Continued

4155.1 2.B.8.b
Maximum
Mortgage
Amount for
Manufactured
Home CP Loan

To determine the maximum insurable mortgage amfourg manufactured
housingCP transaction, the lender must consider the

* property status
* length of ownership, and
 accepted formula to determine value.

The length of time the property was owned in a gigeoperty status will
determine if a transaction is considered a CP foralece transaction. CP
transactions involve manufactured homes with aat@@tproperty status that
are

* proposed for construction
 under construction, or
« existing construction less than 12 months old.

References: For more information on

* maximum mortgage amount calculations on refinaragsactions, see
- HUD 4155.1 3.A.1,iand
-HUD 4155.1 6.A

* property status, sé¢eUD 4155.1 2.B.8.c

* length of ownership, s¢éUD 4155.1 2.B.8.dand

* accepted formulas to determine value, de 4155.1 2.B.8.e

4155.1 2.B.8.c
Property Status
for a
Manufactured
Home

Property statusefers to whether or not the property is clasgibe taxed as
real property and whether the personal propeityhiés been purged in
compliance with state law.

Reference: For more information on purging personal propéttg on a
manufactured home, seJD 4155.2 6.A.1,j

Continued on next page
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8. Manufactured Home Construction-Permanent Loans,

Continued

4155.1 2.B.8.d
Length of
Ownership for
a
Manufactured
Home

Length of ownershipefers to how long the prospective borrower hdd ae
ownership interest in the manufactured housing amit land.

4155.1 2.B.8.e
Formulas for
Maximum
Mortgage
Amount on a
Manufactured
Home CP Loan

2-B-18

The accepted formula to determinetal Cost or Itemized Valuefers to
calculating the mortgage amount based on the

* total cost or itemized value
* maximum allowable loan-to-value (LTV) percentagas
* existing indebtedness.

The maximum insurable mortgage amount is determiaysatie lowest result
of the calculations using the three formulas above.

In a CP transaction, itemized value should be adphihen the manufactured
home unit, the land, or both have been owned foofths or more, and
fewer than 12 months. If either the unit or theddas been owned for fewer
than 6 months, the lesser of total cost or itemizadde should be applied.

Evidence must be provided to certify how long tbherbwer has owned the
land and/or manufactured unit. A contract or pagtdtement for the land is
required if it is currently encumbered by a lielygiale by the borrower.

References. For more information on the formulas used to deteenthe
maximum mortgage amount on a manufactured home&Pdased on
* total cost or itemized value, se®D 4155.1 2.B.8.f

* maximum allowable.TV percentages, sé#JD 4155.1 2.B.8.gand

« existing indebtedness, se&D 4155.1 2.B.8.h

Continued on next page
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8. Manufactured Home Construction-Permanent Loans,
Continued

4155.12.B.8.f 1. Mortgage Amount based on Total Cost or Itemize®¥alue
Maximum

Mortgage a. Total Cost or Itemized Value:
Calculation for
Manufactured Unit I

Home CP Loan I and
Based on Total E— E—
Cost or

Itemized Value OR

Combined

Construction

Hard Costs
Soft Costs

Total Cost or Itemized Value Cost
b. Minimum Cash Investment:

Total Cost or Itemized Value from la
% 3.3% Required Statutory Investment

c. Subtract Minimum Cash Investment from Total Cost or
[temized Value

Amount based on Total Cost or Itemized Value (1a-1b)

4155.1 2.B.8.g 2. Amount based on Maximum Allowable Loan-to-ValuePercentages
Maximum

L\:/Iolrtg?g[_e ¢ Lesser of Tothl Cost or Itemized Value or Appraised Value x Applicable
Mzglljjfgc!?ur:egr Maximum Loan-to-Value Percentage: 96.5% for purchase transactions
Home CP Loan

Based on Amount based on Maximum Allowable Loan-to-Value Percentages
Allowable LTV

Continued on next page
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8. Manufactured Home Construction-Permanent Loans,
Continued

4155.1 2.B.8.h 3. Amount Based on Existing Indebtedness

Maximum
Mortgag_e Unit
Calculation for 7 ... Trade-in : )

Manufactured I and

Home CP Loan Constriction
Based on

Existing Hard Costs
Indebtedness Soft Costs

Bormrower Paid:
Discount Points
Prepaids

Closing Costs

Amount Based on Existing Indebtedness

Continued on next page
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Chapter 2, Section B

8. Manufactured Home Construction-Permanent Loans,

Continued

4155.1 2.B.8.i
Additional
Concerns for
Calculating the
Maximum
Mortgage
Amount on
Manufactured
Home CP Loan

Financing on a manufactured home being construantednstalled is
considered a construction loan or construction-difieredit. Associated
construction financing costs are to be itemize ainaw request or cost
breakdown form. The loan file must include thetcact or sales invoice for
the manufactured home unit and the contract fotahe.

The construction loan [hard] costs and construdthan financing [soft] costs
must be identified. The lendemay obtain and provide information from the
general contractor or another party who has knogdetf the related costs for
completion of required work items.

The major installation charges require supportioguinentation and separate
invoices for the manufactured unit and the contréefoundation and set-up
costs. Razing and removing existing propertieoissidered part of the site
preparation and may be included in the calculatama component of the
construction costs.

If the manufactured home dealer is the generalraotar for the foundation
and installation, the cost of the unit and adddiartharges must be itemized
on an invoice. Aggregate amounts for total costsnat acceptable.

2-B-21
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Section A. Refinance Transaction Overview

Overview

In This Section  This section contains the topic “General Informatom Refinance
Transactions.”
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Chapter 3, Section A HUD 4155.1

1. General Information on Refinance Transactions

Introduction This topic contains general information on refinagdransactions, including

* the purpose of a refinance transaction

 the maximum percentage of financing for a refinance

* types of refinances

* the maximum refinancing term

* re-using an appraisal for a refinance

* refinance authorization numbers for FHA-to-FHA nefnces

* maximum LTV factors, combined loan-to-value raiG& TV), and upfront
mortgage insurance premiums (UFMIP) for variouesypf refinance
transactions

* skipped payments on refinances

» refinance transactions on manufactured homes

* payoff statements for liens against subject prgpert

* borrower occupancy of former investment properindpeefinanced, and

« a reference for refinances of three and four urperties.

Change Date March 24, 2011

4155.1 3.A.1.a A refinance transaction is used to pay off an éxgsteal estate debt withe

Purpose of a proceeds of a new mortgage
Refinance

Transaction « for borrower(s) with legal title, and

* on the same property.

Note: The borrower is eligible to refinance the loas,long as he/she has
legal title, even if he/she was not originally tve foan.

Continued on next page
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Chapter 3, Section A

1. General Information on Refinance Transactions, Continued

4155.1 3.A.1.b
Maximum
Percentage of
Financing

for a Refinance

The maximum percentage of financing for a refinamnaesaction is governed
by

* the occupancy status of the property
» the use of the loan proceeds, and
* how and when the property was purchased.

Generally, the maximum mortgage amount may nevegaxkthe statutory
limit, except by the amount of any new upfront rgage insurance premium
(UFMIP). However, the maximum mortgage may exdbedstatutory limit
on certain specialty products.

Note: Most FHA mortgages require payment oft#aMIP. The statutory
loan amount and loan-to-value (LTV) limits descdbe this handbook do
not include UFMIP.

References. For more information on

« statutory loan limits for purchases, $¢€D 4155.1 2.A.1.cand

* maximum loan-to-value and combined loan-to-valogts, seeHUD
4155.1 3.Alg

4155.1 3.A.1.c
Types of
Refinances

FHA insures several different types of refinanemsactions, including

* streamline refinances of existing FHA-insured maggs made with or
without appraisals

* no cash out refinances (rate and term) of conveatiand FHA-insured
mortgages, where all proceeds are used to payrexisns and costs
associated with the transactions, and

» cash out refinances.

References. For information on
« streamline refinances
—with an appraisal, s¢¢UD 4155.1 3.C.3 and
—without an appraisal, sé¢JD 4155.1 3.C.2
* no cash out refinances, 9¢&/D 4155.1 3.B.1land
 cash out refinances, se¢JD 4155.1 3.B.2

Continued on next page
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HUD 4155.1

1. General Information on Refinance Transactions, Continued

4155.1 3.A.1d
Maximum
Refinancing
Term

The maximum term of any refinance with an apprasa&D years.

The maximum term of a streamline refinance witheouappraisal is limited
to the lesser of

* the remaining term of the existing mortgage, pl2yédars, or
* 30 years.

Reference: For more information on streamline refinanceg$UD 4155.1
3.C

4155.1 3.A.l.e
Re-Using an
Appraisal for a
Refinance

FHA appraisals on existing properties are validsiarmonths. However,
appraisals cannot be reused

» during the six month validity period once the magg for which the
appraisal was ordered has closed, or

« for a subsequent refinance, even if six months natg@assed.

A new appraisal is required for each refinancedaation requiring an
appraisal.

Reference: For more information on appraisal reuse,Se® 4155.2 4.4.e

4155.1 3.A.1f
Refinance
Authorization
Numbers for
FHA-to-FHA
Refinances

3-A-4

A lendermust obtain a Refinance Authorization Number from tih&AF
Connection (FHAC), or functional equivalent, for BHA-to-FHA
refinances.

Continued on next page
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Chapter 3, Section A

1. General Information on Refinance Transactions, Continued

4155.1 3.A.1.9
Maximum LTV
Factors, CLTV
Ratios, and
UFMIP for
Various Types
of Refinance
Transactions

The table below lists the maximuotV factors, combined LTV (CLTV)
ratios, andJEMIP for various types of refinance transactions.

References: For more information on

* no cash out (rate and term) refinances with anaaggly seedUD 4155.1

3.B.1

* streamline refinances with an appraisal,lde® 4155.1 3.C.3
* streamline refinances without an appraisal,;$8® 4155.1 3.C.2and
* cash out refinances, seJD 4155.1 3.B.2

Type of Maximum Maximum UFMIP
Refinance LTV CLTV
Rate and Term 97.75% 97.75% 100 BPS
(No Cash Out)
FHA-to-FHA 97.75% 125% 100 BPS
Streamline
w/Appraisal or w/o | Reference: For
Appraisal more
information, see
HUD 4155.1
3.C.2
Cash Out 85% 85% 100 BPS
Refinance

Continued on next page
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HUD 4155.1

1. General Information on Refinance Transactions, Continued

4155.1 3.A.1.g Maximum LTV Factors, CLTV Ratios, ad UFMIP for Various Types of
Refinance Transactiongcontinued)

3-A-6

Type of Maximum Maximum UFMIP
Refinance LTV CLTV
Refinances for 97.75% 115% 100 BPS

Borrowers in
Negative Equity
Positions

Note: This is a
temporary program
valid from October
7, 2010 through
December 31,
2012.

References. For
more information,
see

« HUD 4155.1 6.F
« ML 10-23 and

ML 10-35

Continued on next page
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Chapter 3, Section A

1. General Information on Refinance Transactions, Continued

4155.1 3.A.1.h
Skipped
Payments on
Refinances

The borrower must be current on the loan beingnagited for the month due
prior to the month in which he/she closes the refinajy@nd for the month
in which he/she closes.

Example: If the borrower is closing on April 8, he/she shhave made the
March payment within the month of March, and theipayment by
closing. The April payment may be included in fagroff amount at closing.

Lenders are not permitted to allow borrowers tagskayments when
refinancing When the new mortgage amount is calculated, FHA do¢
permit any mortgage payments “skipped” by the bsemto be included in
the new mortgage amount.

The borrower must either

* make the payment when it is due, or
= bring the monthly mortgage payment check to setl@m

4155.1 3.A.1.i
Refinance
Transactions on
Manufactured
Homes

For a transaction involving a manufactured homieet@onsidered a
refinance, the manufactured home must

* have acceptable property status

* be complete, and

* have been permanently erected on a site for maredhe year (12 months)
prior to the date of the application for mortgagsurance.

Standard maximum mortgage calculations apply.

References:. For more information on determining

* property status on a manufactured home44é&.1 2.B.8.cand

* maximum mortgage amount for a manufactured honsethes 12 months
old, see4155.1 2.B.8.b

Continued on next page

3-A-7



Chapter 3, Section A HUD 4155.1

1. General Information on Refinance Transactions, Continued

4155.1 3.A.1,)  Alendermust obtain payoff statements for all liens thattarbe satisfied

Payoff from the proceeds of a refinance transaction.

Statements for

Liens Against  Eor any lien against the subject property thatiliect to payments, it is the

ﬁ;’ggzﬁy responsibility of the lender to review and ascerthat the lien/loan/mortgage
is current for the month due, for both streamlind aash out refinance
transactions.

4155.1 3.A.1.k Effective with case numbers assigned on or afteil Ag, 2011, the table

Borrower below describes the maximum mortgage amount avajlédr all refinances,
Occupancy of  to a borrower who re-occupies his/her investmeoperty that is security for
Former the mortgage being refinanced.
Investment
Property Being If the borrower has occupied Then he/she is eligible for...
Refinanced . .

his/her former investment

property for...

12 months or more prior to the loapmaximum financing at the same
application date of the refinance | level as an owner-occupant.
fewer than 12 months prior to the | rate and term refinanciranly, with
loan application date of the anLTV not to exceed 85%.
refinance

4155.13.A.11  Effective with case numbers assigned on or aftetl AB, 2011, all refinance
Refinances of  transactions of three and four unit properties nsostply with the guidance

Three and Four  provided inHUD 4155.1 2.B.4as outlined in the table below.
Unit Properties

(Reference)
Policy Reference
Maximum mortgage amount HUD 4155.1 2.B.4.a
Monthly mortgage payment calculation HUD 4155.1 2.B.4.b
Net rental income calculation HUD 4155.1 2.B4.c
Required reserves HUD 4155.1 2.B.4.d
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Section B. Maximum Mortgage Amounts on No Cash
Out/Cash Out Refinance Transactions

Overview

In This Section  This section contains the topics listed in theadi®low.

Topic Topic Name See Page
1 No Cash Out Refinance Transactions With an  3-B-2
Appraisal
2 Cash Out Refinance Transactions 3-B-8
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Chapter 3, Section B

1. No Cash Out Refinance Transactions With an Appraisal

Introduction

Change Date

4155.1 3.B.1.a
Maximum
Mortgage
Calculation

This topic contains information on no cash outnafice transactions with an
appraisal, including

» the maximum mortgage calculation

* calculating the existing debt

subordinate liens

refinancing to buy out ex-spouse or coborrower tgqui

mortgage calculation for a property acquired lessitone year before loan
application, and

short payoffs.

March 24, 2011

The maximum mortgage for a no cash out refinaritte an appraisal (credit
qualifying) is thelesser of the

* 97.75% Loan-To-Value (LTV) factor applied to thepegused value of the
property, or
* existing debt.

The total FHA first mortgage is limited to 100%tbé& appraised value,
including any financed upfront mortgage insurance premiufMUP).

Most FHA mortgages require payment of@aMIP. The statutory loan
amounts andlTV limits described in this handbook do mutlude the
UEMIP.

Generally, the maximum mortgage nayer exceed the statutory limit,
except by the amount of any n&#MIP. However, the maximum mortgage
may exceed the statutory limit on certain specipiducts.

Note: The borrower must comply with any appraisal regaents, including
repairs, before the mortgage is eligible for ineeeendorsement.

References: For more information on
» maximum LTV factors, seeUD 4155.1 2.A.2.band
« UFMIP amounts, sedUD 4155.2 7.2.a

Continued on next page
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1. No Cash Out Refinance Transactions With an Appraisal,
Continued

4155.1 3.B.1.b  The underwriter should follow the steps in the ¢ditlow to calculate the
Calculating the  existing debt.

Existing Debt

onaNo Cash  Note: On this type of refinance transaction, the begomay not receive

Out Refinance  55h pack in excess of $500 at closing.
With an

Appraisal

Step Action
1 Determine the amount of the existing first mogega The existing
first mortgage must be current for the month dug an

* may include
—the interest charged by the servicing lender whempayoff
will not likely be received on the first day of theonth (as is
typically assessed on FHA-insured mortgages)
—any prepayment penalties assessed on a conventoantgjage
or an FHA Title | loan
- late charges, and
- escrow shortages, and
» may not include delinquent interest.
2 Determine the prepaid expenses, which may include

* the per diem interest to the end of the month eméw loan

 hazard insurance premium deposits

* monthly mortgage insurance premiums, and

 any real estate tax deposits needed to estabbsasitrow
account.

Continued on next page
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Chapter 3, Section B

1. No Cash Out Refinance Transactions With an Appraisal,

Continued

4155.1 3.B.1.b Calculating the Existing Debt on adNCash Out Refinance With an Appraisal

(continued)

Step

Action

3

Add the following to the existing first mortgagmount:

any purchase money second mortgage

any junior liens over 12 months old

closing costs

prepaid expenses (even if the lender refinancieddén is the
servicer)

* borrower-paid repairs required by the appraisal, an

« discount points.

Note: If the balance or any portion of an equity lofecredit in
excess of $1000 was advanced within the past 12hme@md was
for purpose®ther than repairs and rehabilitation of the propertyj,
that portion above and beyond $1,000 of the linereflit isnot
eligible for inclusion in the new mortgage.

Subtract any refund &fFMIP.

Result: The resulting figure is the existing debt.

Continued on next page
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1. No Cash Out Refinance Transactions With an Appraisal,
Continued

4155.1 3.B.1.c A subordinate lien, including a Home Equity LineCredit (HELOC),
Subordinate regardless of when taken, may remain outstandingsiibordinate to the
Liens FHA-insured mortgage), provided the

« FHA insured mortgage meets the eligibility criteioa mortgages with
secondary financing outlined WiUD 4155.1 5.Cand

+ combined amount of the FHA-insured mortgage ancettiige subordinate
lien does not exceed the applicable FHRAV/ ratios.

The lender must use the maximum accessible cigditdf the existing
subordinate lien to calculate the Combined LoaNab@ie (CLTV) ratio.

References: For more information on

* the refinance of borrowers in a negative equityitpmsprogram, see
-HUD 4155.1 6.F
— ML 10-23 and
— ML 10-35, and

* streamline refinances, sekD 4155.1 6.C

Note: Both of these programs may have different LT§uieements.

4155.1 3.B.1.d When the purpose of the new loan is to refinancexasting mortgage in
Refinancing to  order to buy out an ex-spouse’s or other coborr®negquity, the specified
Buy Out Ex- equity to be paid is

Spouse or
Coborrower

Equity * considered property-related indebtedness, and

* eligible to be included in the new mortgage caltata

The divorce decree, settlement agreement, or bthea fide equity
agreement must be provided to document the equiéyded to the ex-spouse
or coborrower.

Continued on next page
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Chapter 3, Section B

1. No Cash Out Refinance Transactions With an Appraisal,

Continued

4155.1 3.B.1.e
Mortgage
Calculation for
a Property
Acquired Less
Than One Year
Before Loan
Application

If the property was acquired less than one yeasrbehe loan application,
and is not already FHA-insured, the original s@ese of the property must
be considered in determining the maximum mortgagaddition to the
calculations described previously in this topic.

Using conclusive documentation, expenditures fpairs and rehabilitation
incurred after the purchase of the property magduoied to the original sales
price in calculating the mortgage amount.

The maximum mortgage amount will be based oridsser of the

* total cost to acquire the property, which incluttessoriginal purchase price
plus any
—documented costs incurred for rehabilitation, repaenovation, or
weatherization
- closing costs, and
- reasonable discount points,
* current appraised valuer
» total of all mortgage liens held against the sulypecperty.

Continued on next page
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Chapter 3, Section B

1. No Cash Out Refinance Transactions With an Appraisal,

Continued

4155.1 3.B.1.f
Short Payoffs

To be eligible for refinancing with a short payaifpborrower must be current
on his/her mortgage.

FHA will insure the first mortgage where the exigtinote holder(s) write off
the amount of the indebtedness that cannot beargfed into the new FHA-
insured mortgage if

* there is insufficient equity in the home basedterturrent appraised value,
and/or

* the borrower has experienced a reduction in incantedoes not have the
capacity to repay the existing indebtedness agthegbroperty.

For instances where the existing note holderseduetant to write down
indebtedness, a new subordinate lien may be exaéktmtéghe amount by
which the payoff is short.

If payments on subordinate financing are requitieely must be included in
the qualifying ratios unless payments have beeerdf for no less than 36
months. This policy applieanly to no cash out (rate and term) refinances
with short payoffs.

References. For more information on

* mortgage payment history required for refinancsegHUD 4155.1
4.C.2.hH

* new subordinate financing se&JD 4155.1 3.B.1.cand

* short sales, sdéUD 4155.1 4.C.2.1
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Chapter 3, Section B

2. Cash Out Refinance Transactions

Introduction

Change Date

4155.1 3.B.2.a
Eligibility for
Cash Out
Refinances

This topic contains general information for cashrefinance transactions,
including

» eligibility for cash out refinances

« ineligibility of delinquent borrowers and paymeitory requirement for
cash out refinances

* restriction on addition of non-occupant coborrofegrcredit underwriting
compliance

* subordinate liens and combined loan-to-value (CLiatijps on cash out
refinances

* maximum mortgage amount calculation based on leoigthwnership, and

« cash out refinancing for debt consolidation.

March 24, 2011

Cash out refinance transactions are only permdtedwner-occupied
principal residences.

Properties owned free and cleaay be refinanced as cash out transactions.

References: For more information on

» three and four unit properties, including self-guéincy requirements, see
HUD 4155.1 2.B.4and

« eligibility and mortgage payment history, 366D 4155.1 3.B.2.b

Continued on next page
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Chapter 3, Section B

2. Cash Out Refinance Transactions, Continued

4155.1 3.B.2.b
Ineligibility of
Delinquent
Borrowers and
Payment
History
Requirement
for Cash Out
Refinances

4155.1 3.B.2.c
Restriction on
Addition of
Non-Occupant
Coborrower for
Credit
Underwriting
Compliance

Borrowers who are delinquent, in arrears, or wheetsuffered any mortgage
delinquencies within the most recent 12 month gkuoder the terms and
conditions of their mortgages amet eligible for cash out refinances.

If a property is encumbered by a mortgage, theaefting lender must
document that the borrower has an acceptable paymstary.
The payment history is acceptable if the borrower

* is current, and

* has made all payments on the mortgage being refathwithin the month
due for the previous 12 months.

For mortgages with more than six months and fehan tL2 months of
payment history, the borrower must have made ginasts when due.
Mortgages with fewer than six months of paymentdnisare not eligible for
cash out refinances.

Non-occupant coborrowers magt be added in a cash out refinance
transaction in order to meet FHA's credit undenwgtguidelines for the
mortgage. Any coborrower or cosigner being addeti¢ note must be an
occupant of the property.

Continued on next page
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Chapter 3, Section B

2. Cash Out Refinance Transactions, Continued

4155.1 3.B.2.d The table below lists the policy requirements rdgay subordinate financing

Subordinate
Liens and
CLTV Ratios
on Cash Out
Refinances

and combined loan-to-value (CLTV) requirements ashcout refinances.

Type of Subordinate Lien

Policy Requirement

New subordinate financing

If new subordinate finagds being offereg
by the lender or other permitted entity, thej
CLTV is limited to 85% (the FHA-insured
first mortgage and any new junior liens
when added together).

Existing subordinate
financing

Existing subordinate financing may remair
in place, but must be subordinated to the
FHA-insured first mortgage, regardless of
the total indebtedness GITLV ratio,
provided the borrower qualifies for making
scheduled payments on all liens.
The lender must use the maximum
accessible credit limit of the existing
subordinate lien to calculate the CLTV ratio.

Modified subordinate lien

Many subordinate liendesk request
modifications to the terms of the lien
(typically a reduction in the amount of the
lien) in exchange for remaining in a
subordinate position. Modifying a
subordinate lien in this manner often results
in re-executing the lien at closing, which ig
acceptable to FHA. In this case, FHA does
not consider the lien a new subordinate lign.

Continued on next page
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2. Cash Out Refinance Transactions, Continued

4155.1 3.B.2.e  The table below describes the maximum mortgage atreaiculation for
Maximum cash out refinance transactions, based on thehaigiwnership.
Mortgage

Amount

Calculation

Based on

Length of

Ownership

If the property has been | Then the mortgage ...
owned by the borrower
as his/her principal
residence for ...

12 months or more is eligible for the maximum amount of 85% ¢
preceding the date of the| the appraiser’s estimate of value.

loan application

—h

fewer than 12 months is limited to theesser of 85% of the
preceding the date of the
loan application * appraiser’s estimate of value, or

« sales price of the property when acquired.

Note: The sales price does not need to be
considered if the property was acquired as the
result of inheritance and is, or will become, the
heir's principal residence.

Continued on next page
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2. Cash Out Refinance Transactions, Continued

4155.1 3.B.2.f  Cash out refinancing for debt consolidation repneseonsiderable risk,
Cash Out especially if the borrowers have not had a corredjpng increase in income.
Refinancing for
Debt

o Careful evaluation of this type of transactiondquired.
Consolidation
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HUD 4155.1 Chapter 3, Section C

Section C. Maximum Mortgage Amounts on Streamline
Refinances

Overview

In ThisSection  This section contains the topics listed in theadi®low.

Topic Topic Name See Page
1 General Information on Streamline 3-C-2
Refinances
2 Streamline Refinances Without an Appraisal 3-C-3
3 Streamline Refinances With an Appraisal 3-C-7
(No Credit Qualifying)

3-C-1



Chapter 3, Section C

HUD 4155.1

1. General Information on Streamline Refinances

I ntroduction

Change Date

4155.13.C.1a
Purpose of a
Streamline
Refinance

4155.13.C.1b
Additional
Streamline
Refinance
Policies and
Instructions
(Reference)

3-C-2

This topic contains general information on streamliefinances, including

* the purpose of a streamline refinance, and
+ a reference for additional policies and instrucsion streamline refinances.

January 31, 2011

Streamline refinances

« are designed to lower the monthly principal anérest payments on a
current FHA-insured mortgage, and

* must involve no cash back to the borrower, excepirfinor adjustments at
closing, not to exceed $500.

Streamline refinances can be made with or withaw@praisal.

References: For information on streamline refinances
 without an appraisal, s¢¢UD 4155.1 3.C.2 and
 with an appraisal, s¢eUD 4155.1 3.C.3

For additional policies, processing guidelines, anderwriting instructions
for streamline refinances, segJD 4155.1 6.C




HUD 4155.1

Chapter 3, Section C

2. Streamline Refinances Without an Appraisal

I ntroduction

Change Date

4155.13.C.2.a
Streamline
Refinancing
M ortgage
Limits

4155.13.C.2b
Maximum
Mortgage Term
for Streamline
Refinances

This topic contains information about streamlimeficing without an
appraisal, including

* streamline refinancing mortgage limits

* maximum mortgage term

* maximum insurable mortgage calculation

applicability of the mortgage calculation process
streamline refinances for non owner occupant ptasrand
policy on subordinate financing on streamline rafices.

March 24, 2011

Generally, the streamline refinance mortgage ammay never exceed the
statutory limits, except by the amount of any neyfrant mortgage insurance
premium (UFMIP). However, the maximum mortgage rergeed the
statutory limits on certain specialty products.

The streamline refinance mortgage term islésser of

» 30 years, or
* the remaining term of the mortgage plus 12 years.

Continued on next page
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Chapter 3, Section C

HUD 4155.1

2. Streamline Refinances Without an Appraisal, Continued

4155.13.C.2.c
Maximum
Insurable

M ortgage
Calculation for
Streamline
Refinances
Without an
Appraisal

4155.13.C.2d
Applicability of
the Mortgage
Calculation
Process

3-C-4

The maximum insurable mortgage for streamline egfaes without an
appraisal cannot exceed the outstanding princiglaince

» minus the applicable refund of théEMIP,
* plusthe new UFMIP that will be charged on the refinance

Note: The outstanding principal balance

* may include interest charged by the servicing lendeemthe payoff is not
received on the first day of the month, but

» may not include delinquent interest, late charges or es&toortages.

References:

* For step-by-step instructions on calculating thisteng debt, seélUD
4155.13B.1.b

* For more information on UFMIP amounts, $¢dD 4155.2 7.2.a

The mortgage calculation process describedUd 4155.1 3.C.2.applies
only to owner-occupied properties. Non-owner occupanperties, even if
originally acquired as principal residences bydheent borrowers, may only
be refinanced for the outstanding principal balance

References. For more information on

« streamline refinances for secondary residencesmiomwner occupied
properties, seelUD 4155.1 3.C.2.eand

* refinances of former investment properties, lded® 4155.1 3.A.1.k

Continued on next page



HUD 4155.1 Chapter 3, Section C

2. Streamline Refinances Without an Appraisal, Continued

4155.13.C.2e  Streamline financing by investors, or for secondasidences magnly be

Streamline made without an appraisal. If the residence wasipusly insured in a
RefinancesFor  pysiness entity’s name, the new loan must be maledysn the business
Non Owner entity’s name.

Occupant

Properties

The new security instruments must contain FHA'sdsad provision
permitting acceleration of the mortgage when assulnyean investor, or as a
secondary residence. However, FHA doasauthorize the lender to exercise
the acceleration provision if the investor assumtdound to be

creditworthy.

Although a property purchased as a principal resideunder certain
circumstances as described in the security instntsy®ay be rented or
become a secondary residence, a streamline reénaititout an appraisal
doesnot “convert” the mortgage to one eligible for assuimpby an
investor.

References: For more information on refinancing non-ownecwgant
properties, see

* HUD 4155. 3.A.1.k

« HUD 4155.1 4.B.3

* HUD 4155.1 4.B.4

» HUD 4155.1 6.C.5.aand

« HUD 4155.1 6.C.5.b

Continued on next page
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Chapter 3, Section C HUD 4155.1

2. Streamline Refinances Without an Appraisal, Continued

4155.13.C.2f
Palicy on
Subordinate
Financing on
Streamline
Refinances
Without an
Appraisal

3-C-6

A subordinate lien, including a Home Equity LineGredit (HELOC),
regardless of when taken, may remain outstandungthie entire lien must be
subordinated at refinance.

If subordinate financing remains in place, the

* maximum combined loan-to-value (CLTV) is 125%

* CLTV is based on the original appraised value of topgnty, and

* maximum CLTYV is calculated by taking the originddA4& base loan amount
(the original FHA principal balance excluding fircax UFMIP), adding all
other financed liens still outstanding, and divglloy the appraised value.
This calculation may not exceed 125%.

Note: The lender must use the maximum accessibletdnadli of the
existing subordinate lien to calculate the CLT\Maat

Continued on next page



HUD 4155.1 Chapter 3, Section C

3. Streamline Refinances with an Appraisal (No Credit
Qualifying)

Introduction This topic contains information on streamline rafines with an appraisal,
including

 the maximum insurable mortgage calculation

= subordinate financing on streamline refinances waittappraisal

* borrower cash back at closing on streamline refirawith an appraisal,
and

* maximum insurable mortgage amount for streamlifiaaace with
appraisal (after 4/18/2011).

Change Date March 24, 2011

Continued on next page
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Chapter 3, Section C HUD 4155.1

3. Streamline Refinances with an Appraisal (No Credit
Qualifying), Continued

4155.13.C3a The maximum insurable mortgage amount for a strie@méfinance with an

Maximum appraisal is théesser of

Insurable

I(\:/Ialozztugllzgin or the existing principal balance

Streamline — minus the applicable refund of upfront mortgage insueapiemium
Refinanceswith (UFMIP) . o .

an Appraisal — plus closing costs, prepaid items to establish theogseccount, and the

newUEMIP that will be charged on the refinance transaction,
* 97.75% of the appraised value of the property glesnew UFMIP that will
be charged on the refinance.

Notes:

» The outstanding principal balance
—may include interest charged by the servicing lendeemthe payoff is

not received on the first day of the month, but
—may not include delinquent interest, late charges or egaltortages.

* Prepaid expenses may include
— per diem interest to the end of the month on thve loan
— hazard insurance premium deposits
— monthly mortgage insurance premiums, and
—any real estate tax deposits needed to estabksbsitrow account,

regardless of whether or not the lender refinantiiegexisting loan is also
the servicing lender for that mortgage.

* Discount points may not be included in the new gege. If the borrower
has agreed to pay discount points, the lender waugy that the borrower
has the assets to pay them, along with any othanéing costs not included
in the new mortgage amount.

Important: Effective with case numbers assigned on or afteil Ag, 2011,
the above guidance will change. $8d4D 4155.1 3.C.3.dor the new policy.

Continued on next page
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HUD 4155.1

Chapter 3, Section C

3. Streamline Refinances with an Appraisal (No Credit
Qualifying), Continued

4155.13.C.3b
Subordinate
Financing on
Streamline
Refinances with
an Appraisal

4155.13.C.3.c
Borrower Cash
Back at Closing
on a Streamline
Refinance with
an Appraisal

4155.13.C.3d
Maximum
Insurable

M ortgage
Amount for
Streamline
Refinance With
Appraisal (after
4/18/2011)

A subordinate lien, including a Home Equity LineGriedit (HELOC),
regardless of when taken, may remain outstandumigthie entire lien must be
subordinated at refinance.

If subordinate financing remains in place, the

* maximum combined loan-to-value (CLTV) is 125%, and
* CLTV is based on the new appraised value.

Note: The lender must use the maximum accessibletdnadli of the
existing subordinate lien to calculate the CLT\Maat

A streamline refinance transaction with an apptarssst involve no cash
back to the borrower, except for minor adjustmentsosing, not to exceed
$500.

Effective with case numbers assigned on or afteil Ag, 2011, the
maximum insurable mortgage amount for a streaméfinance with an
appraisal is limited to the sum of the outstangirigcipal balance of the loan
being refinanced plus the néWMIP.

The lender may not use an appraisal to increasmsheable balance, nor add

» closing costs

* discount points

* prepaid items, or

* other financing costs.

The maximum insurable amount may only be increfisexigh a credit-
qualifying refinance with an appraisal, as desaileHUD 4155.1 6.C.2
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HUD 4155.1

Section A. Borrower Eligibility Requirements

Overview

Chapter 4, Section A

In This Section  This section contains the topics listed in theadi®low.

Topic Topic Name See Pags

1 Borrower, Coborrower, and Cosigner Eligibility 4-A-2
Requirements

2 Eligibility for FHA-Insured Financing 4-A-6

3 Citizenship and Immigration Status 4-A-13

4 Living Trusts 4-A-15

5 Non-Purchasing Spouses 4-A-16

6 Eligibility Requirements for Nonprofit 4-A-18
Organizations and State and Government
Agencies

7 Using Credit Alert Interactive Voice Responsg 4-A-21
System (CAIVRS) to Determine Eligibility for
FHA-Insured Mortgage Transactions

4-A-1



Chapter 4, Section A

HUD 4155.1

1. Borrower, Coborrower and Cosigner Eligibility
Requirements

Introduction

Change Date

41551 4.A.l1l.a
Who Is Eligible
for FHA
Mortgage
Insurance

4155.14.A.1.b
Borrower Age
Limits

4-A-2

This topic contains information on borrower, coloaver, and cosigner
eligibility requirements, including

» who is eligible for FHA mortgage insurance

* borrower age limits

 determination of creditworthiness

borrower and coborrower requirements

cosigner requirements

additional coborrower and cosigner requirements

military personnel eligibility

* veteran eligibility documentation requirements

* title issues regarding non-borrowing spouses ogrgblarties in interest, and
* a definition of minimum decision credit score.

March 1, 2011

FHA insures mortgages made

* to individuals with valid Social Security numbe&SN), and
+ under the conditions described in this section, to

— state and local government agencies, and

—approved nonprofit organizations.

Note: Employees of the World Bank, foreign embassés, may not be
required to have aBSN Conclusive evidence of this exception must be
provided.

Reference: For more information on evidence of Social Secuxitynber,
seeHUD 4155.1 1.B.2.b

There is nanaximum age limit for a borrower. Th@inimum age is the age
for which a mortgage note can be legally enforcetihé state, or other
jurisdiction, where the property is located.

Continued on next page



HUD 4155.1

Chapter 4, Section A

1. Borrower, Coborrower and Cosigner Eligibility
Requirements, Continued

4155.14.A.1.c
Determination
of Credit
Worthiness and
Minimum
Credit Score
Requirements

When determining the creditworthiness of borroweaforrowers, or
cosigners, the underwriter considers their

* income

» assets

* liabilities, and
= credit histories.

The table below describes the relationship betwleemorrower's minimum
credit score and the maximum loan-to-value (LT\tloréor which he/she is
eligible.

If the borrower’s minimum Then the borrower is ...

decision credit score is ...

at or above 580 eligible for maximum financing.
between 500 and 579 limited to a maximum LTV of 90%
less than 500 not eligible for FHA-insured financing.

Exceptions: These minimum credit score requirements are agipkcto all
Single Family programexcept

* Section 223(e)

» Section 238

» Section 247

» Section 248

 Section 255, Home Equity Conversion Mortgages (HECM
e Title I, and

 HOPE for Homeowners.

Note: Borrowers with non-traditional or insufficienteclit histories are
eligible for maximum financing, but must meet thmelarwriting guidance in
HUD 4155.1 4.C.3

References:

* For additional information on application of minimwcredit scores in the
203(h) program, Mortgage Insurance for Disastetivis, seeHUD 4155.1
6.A.6.

* For a definition of minimum decision credit scasegHUD 4155.1 4.A.1 .|

Continued on next page
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Chapter 4, Section A HUD 4155.1

1. Borrower, Coborrower and Cosigner Eligibility
Requirements, Continued

4155.14.A1d
Borrower and
Coborrower
Requirements

4155.14.A.1le
Cosigner
Requirements

4-A-4

Both occupying and non-occupying borrowers and oalveers

* take title to the property at settlement
* are obligated on the mortgage note, and
» must sign all security instruments.

Reference: For additional information on borrower and cabarer
eligibility requirements, seldUD 4155.1 4.A.1.f

Cosigners

» donot hold ownership interest in a property

* are obligated on the mortgage note and have no lighidr repaying the
obligation, and

» must complete and sign all loan documents excepsélaurity instruments.

Reference: For additional cosigner eligibility requiremenseeHUD 4155.1
4.A.11.

Continued on next page



HUD 4155.1 Chapter 4, Section A

1. Borrower, Coborrower and Cosigner Eligibility
Requirements, Continued

4155.14.A.1.f The table below describes additional requiremendscanditions for

Additional coborrowers and cosigners.

Borrower and

Coborrower

Eligibility

Requirements
Condition/Requirement Description
Financial Interest A party who has a financial interest in the
Prohibited mortgage loan transaction, such as the selley,

builder, or real estate agent, nat be a
coborrower or a cosigner.

Exception: Exceptions may be granted wherj
the party with the financial interest is related [to
the borrower by blood, marriage, or law.

Reference: For more information on identity
of interest transactions, se&D 4155.1 2.B.2
Basic Ineligibility for An individual signing the loan application must
Participation not be otherwise ineligible for participation in
the mortgage loan transaction for reasons
described irHUD 4155.1 4.C

Note: This condition applies to all borrowers
regardless of occupancy status.

Principal United States | Non-occupying coborrowers or cosigners must
(U.S.) Residence have a principal residence in the U.S., unles
exempted

\"2)

* due to military service with overseas
assignments, or
» as U.S. citizens living abroad.

Continued on next page
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Chapter 4, Section A HUD 4155.1

1. Borrower, Coborrower and Cosigner Eligibility
Requirements, Continued

4155.14.A.1.g
Military
Personnel
Eligibility

4155.1 4.A.1.h
Veteran
Eligibility
Documentation
Requirements

4155.1 4.A.1.i
Title Issues
Regarding Non-
Borrowing
Spouses or
Other Parties

in Interest

4-A-6

Military personnel are considered occupant-ownamg, are eligible for
maximum financing if a member of the immediate figmiill occupy the
subject property as his/her principal residencestivr or not the military
person is stationed elsewhere.

Reference: For information on eligibility documentation rgcements for
FHA-insured mortgages to veterans, BiééD 4155.1 4.A.1.h

A completed Certificate of Veteran Status (CVS) (Wé&rm 26-8261) issued
to a veteran borrower is the only document that beaysed for program
eligibility. The Department of Veterans AffairsAYis solely responsible for
determining eligibility for &CVS and its subsequent issuance.

Requests for a CVS must be senM@xForm 26-8261aRequest for
Certificate of Veteran Status, along with proof of military service, to the
appropriate/A Eligibility Center. VA forms are available at
http://www.va.gov/vaforms/

If two or more parties have an ownership inteneshe property, but only one
of the parties is applying for the loan (and cregialifies for the loan on
his/her own), it is not required that the non-aqgutit individual(s) execute the
mortgage note and security instrument.

The lender is still required to ensure a valid entbrceable first lien on the
property under applicable state law, which may ireqgine execution of the
security instrument (but typically not the note)dllyparties who have an
ownership interest in the property.

If the party in question must execute only the sécinstrument and not the
note, he/she is not considered a borrower for Fd#@ses, and therefore
need not sign the loan application or be considerededit underwriting.

Reference: For more information on non-borrowing spouseg, dUD
4155.14.5

Continued on next page



HUD 4155.1 Chapter 4, Section A

1. Borrower, Coborrower and Cosigner Eligibility
Requirements, Continued

4155.1 4.A.1,) If a credit score is available, it must be useddtermine the decision credit

Definition of score for the application and for eligibility foHR-insured mortgage
Minimum financing. A “decision credit score” is determirfed each applicant
Decision Credit  according to the following rule: when three scaaes available (one from
Score each repository), the median (middle) value is uséan only two are

available, the lesser of the two is chosen; whdy ane is available that
score is used.

4-A-7



Chapter 4, Section A HUD 4155.1

2. Eligibility for FHA-Insured Financing

Introduction This topic contains information on determining @itity for FHA-insured
financing, including

» reference for definition of ‘Federal debt’

* mandatory rejection of a borrower

* parties ineligible to participate in FHA-insured ngage transactions
* lender responsibility for documenting borrower glitty

* location of the LDP and GSA lists

* borrower ineligibility due to delinquent federalde

* waiting period for borrowers with past delinquemsgidefaults and claims
on FHA loans

* tax liens and eligibility for federally-related cig and
« effect of past delinquencies on eligibility.

Change Date March 1, 2011

4155.1 4.A.2.a For a definition of the terrRederal debt, seeHUD 4155.1 9.1.f
Definition:

Federal Debt

(Reference)

Continued on next page
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HUD 4155.1

Chapter 4, Section A

2. Eligibility for FHA-Insured Financing, Continued

4155.1 4.A.2.b
Mandatory
Rejection of a
Borrower

4155.1 4.A.2.c
Parties
Ineligible to
Participate in
FHA-Insured
Mortgage
Transactions

A borrower is not eligible to participate in FHAsared mortgage
transactions if he/she is suspended, debarredhenaise excluded from
participating in HUD programs.

A lendermust reject a borrower from participation if the borrews on the

» HUD Limited Denial of ParticipatioLDP) list
* U.S. General Services Administration (GSA3t of Parties Excluded from
Federal Procurement or Non-procurement Programs, and/or

* HUD’s Credit Alert Interactive Voice Response SystCAIVRS), unless
an exception exists as notecHkD 4155.1 4.A.7.e

A borrower must also be rejected if he/she is pridgelelinquent on any
Federal debt or has a lien placed against histtogrepty for a debt owed to
the United States Government.

References: For information on
= repaying delinquent Federal debt, s#éD 4155.1 4.A.2.fand
 using CAIVRS to determine eligibility, se¢€UD 4155.1 4.A.7

A mortgage loan application it eligible for FHA mortgage insurance if the
name ofany of the following parties to the mortgage transatis found on
HUD’s LDP list or theGSA List:

* borrower

* seller

* listing or selling real estate agent, or
* loan officer.

Exception: A seller on the GSA list is exempt if the prapdveing sold is
his/her principal residence.

Continued on next page
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Chapter 4, Section A

HUD 4155.1

2. Eligibility for FHA-Insured Financing, Continued

4155.1 4.A.2.d
Lender
Responsibility
for
Documenting
Borrower
Eligibility

4155.14.A.2.¢e
Location of the
LDP and GSA
Lists

4155.1 4. A.2 f
Borrower
Ineligibility due
to Delinquent
Federal Debts

4-A-10

To determine whether a borrower is eligible to ipgrate in an FHA
mortgage loan transaction or must be rejectedetidermust

* examineHUD’s LDP list theGSA List andCAIVRS, and

* document the reviews on thiJD-92900-LT, FHA Loan Underwriting and
Transmittal Summary.

Reference: For more information on documenting the Loan Braittal form,
seeHUD 4155.1 4.A.7.c

The HUDLDP list can be found on thdUD websiteor on the FHA
Connection (FHAC).

TheGSA List can be found dtttp://epls.arnet.goer on theFHAC.

If, after checking public records, credit infornmatior CAIVRS, a borrower is
found to be presently delinquent on any Federal debas had a lien
(including taxes) placed against his/her propestyaf debt owed to the
Federal government, he/shenct eligible for an FHA mortgage until

» the delinquent account is brought current, paidyitberwise satisfied, or
* a satisfactory repayment plan is established betwe=borrower and the
Federal agency owed, which is verified in writing.

Tax liens may remain unpaid provided the lien hokigordinates the tax
lien to the FHA-insured mortgage.

References: For more information on

» tax liens affecting eligibility for federally reladl credit, seelUD 4155.1
4.A.2.h and

» CAIVRS requirements, sé¢¢UD 4155.1 4.A.7

Continued on next page
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Chapter 4, Section A

2. Eligibility for FHA-Insured Financing, Continued

4155.1 4.A.2.9
Waiting Period
for Borrowers
With Past
Delinquencies,
Defaults or
Claims on FHA
Loans

4155.1 4.A.2.h
Tax Liens and
Eligibility for
Federally
Related Credit

If the borrower has had past delinquencies or eésutted on an FHA-
insured loan, there is a three-year waiting pebefibre he/she can regain
eligibility for another FHA-insured mortgage.

The three-year waiting period begins when FHA pghgsinitial claim to the
lender. This includes deed-in-lieu of foreclos@a®well as judicial and other
forms of foreclosures.

Lenders should contact the Homeownership CentexQHtaving jurisdiction
over the area where the property subject to defaldicated for information
such as the

* date the claim was paid, and
* date of the initial default.

The Internal Revenue Service (IRS) routinely takegcond lien position
without the need for independent documentatiorr. tiie reason, eligibility
for FHA mortgage insurance et jeopardized by outstandinB$ tax liens
remaining on the property, unless the lender Hasrration that the IRS has
demanded a first-lien position.

Tax liens may remain unpaid if the lien holder sulimates the tax lien to the
FHA-insured mortgage.

Note: If any regular payments are to be made, theyt imaigncluded in the
qualifying ratios.

Continued on next page
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Chapter 4, Section A HUD 4155.1

2. Eligibility for FHA-Insured Financing, Continued

4155.1 4.A.2.i  Although a borrower’s eligibility for an FHA-insullenortgage may be
Effect of Past  established by performing the actions describedipusly in this topic, the
Delinquencies  gyerall analysis of the borrower’s creditworthinessst
on Eligibility
* consider a borrower’s previous failure to make pewts to the Federal
agency in the agreed-to manner, and
» document the lender’s analysis as to how the pusviailure does not
represent a risk of mortgage default.

4-A-12



HUD 4155.1

Chapter 4, Section A

3. Citizenship and Immigration Status

Introduction

Change Date

4155.1 4.A.3.a
Residency
Requirements

4155.1 4.A.3.b
Lawful
Permanent

This topic contains information on citizen and ingnaition status, including

* residency requirements

* lawful permanent resident aliens

* non-permanent resident aliens

* Employment Authorization Document required as ewvgdeof work status,
and

* non-lawful residency.

March 1, 2011

U.S. citizenship is not required for mortgage éligy.
The lender must determine the residency statuseoborrower, based on

« information provided on the loan application, and
« other applicable documentation.

FHA insures mortgages for borrowers wigwful permanent resident alien
status, using the same terms and conditions as those.frditizens.

Resident Aliens The mortgage filenust

* include evidence of the permanent residency, and

* indicate that the borrower is a lawful permanestdent alien on the
Uniform Residential Loan Application (URLA).

Note: The U.S. Citizenship and Immigration ServiceS@JS) within the
Department of Homeland Security provides evideridawful, permanent
residency status.

Continued on next page
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Chapter 4, Section A HUD 4155.1

3. Citizenship and Immigration Status, Continued

4155.1 4. A.3.c
Non-Permanent
Resident Aliens

4155.1 4.A.3.d
EAD Required
as Evidence of
Work Status

4155.1 4.A.3.e
Non-Lawful
Residency

4-A-14

FHA insures mortgages made to non-permanent rdsadiens provided that
the

* property will be the borrower’s principal residence

* borrower has a valid Social Security Number (SSN)

* borrower is eligible to work in the United Statas,evidenced by an
Employment Authorization Document (EAD) issued bg 1 SCIS

Note: The Social Security cahnnot be used as evidence of work status.

Reference: For more information on the requirement to useBAD as
evidence of work status, segJD 4155.1 4.A.3.d

Although Social Security cards may indicate wodtss$, such asbt valid

for work purposes,” an individual’s work status may change withdu t
change being reflected on the actual Social Segcoaitd. For this reason, the
Social Security card must not be used as evidehe®rk status, and the
EAD must be used instead.

If the EAD will expire within one year and a prioistory of residency status
renewals exists, the lender may assume that cattomuwill be granted. If
there are no prior renewals, the lender must deterthe likelihood of
renewal, based on information from tH&CIS

Note: Borrowers residing in the U.S. by virtue of rgée or asylee status
granted by the USCIS are automatically eligiblevtok in this country. An
EAD is not required.

Non-U.S. citizens who doot have lawful residency in the U.S. amat
eligible for FHA-insured mortgages.




HUD 4155.1

Chapter 4, Section A

4. Living Trusts

Introduction

Change Date

4155.1 4.A4.a
Property Held
in Living
Trusts

4155.1 4.A4.b
Living Trusts
and Security
Instruments

This topic contains information on living trustsciuding

* property held in living trusts, and
* living trusts and security instruments.

March 1, 2011

Property held in a living trust is eligible for FHAortgage insurance when an
individual borrower

* remains the beneficiary, and
* occupies the property as a principal residence.

The lender must be satisfied that the trust pre/rdasonable means to assure
that it will be notified of any changes to the trusgarding

¢ occupancy changes, or
« transfer of beneficial interest.

The name of the living trust must appear on themsganstrument, such as
the mortgage, deed of trust, or security deed.

The individual borrower must appear on the secumgyrument when
required to create a valid lien under state lalwe ®dwner-occupant, and other
borrowers, if any, must also appear on the notk thig trust.

The individual borrower is not required to appeaitite property deed or
title.
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5. Non-Purchasing Spouses

Introduction

Change Date

4155.1 4. A5.a
Valid First
Liens

4-A-16

This topic contains information on non-purchasipgusses, including

» valid first liens
* non-purchasing spouse debt, and
* non-purchasing spouse credit history.

March 1, 2011

If required by state law in order to perfect adaind enforceable first lien, a
non-purchasing spouse may be required to signrehieesecurity instrument
or documentation indicating that he/she is relisjurg all rights to the

property.

When the security instrument is executed for teaéson, the non-purchasing
spouse is

* not considered a borrower, and
* not required to sign the loan application.

Note: Non-applicant individuals can have an ownershigrest in the
property at the time of settlement without exeaytime mortgage note and
security instrument, regardless of whether thestiation is a purchase or a
refinance.

Reference: For more information otitle issues regarding non-borrowing
spouses or other parties in interest, IS 4155.1 4.A.1.1.

Continued on next page
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Chapter 4, Section A

5. Non-Purchasing Spouses, Continued

4155.1 4.A5.b
Non-
Purchasing
Spouse Debt

4155.1 4.A5.c
Non-
Purchasing
Spouse Credit
History

Except for obligations specifically excluded bytsteaw, the debts of the
non-purchasing spouseust be included in the borrower’s qualifying ratioks, i
the

* borrower resides in a community property state, or
* property being insured is located in a communitperty state.

The non-purchasing spouse’s credit history is nos@ered a reason to deny
a loan application. However, the non-purchasirgusp’s obligations must
be considered in the debt-to-income (DTI) raticesslexcluded by state law.

A credit report that complies with the requiremenitsiUD 4155.1 4.C.2
must be provided for the non-purchasing spousedardo determine the
debts that must be counted in &l ratio.

Note: This requirement is applicable if the subjedparty or the borrower’s
principal residence is located in a community propstate.
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HUD 4155.1

6. Eligibility Requirements for Nonprofit Organizations and
State and Local Government Agencies

Introduction

Change Date

4155.1 4.A.6.a
General Policy
on the
Eligibility of
Nonprofit
Organizations

4155.1 4.A.6.b
Percentage of
Financing
Available

4-A-18

This topic contains information on eligibility relgements for nonprofit
organizations and state and local government aggnicicluding

* the general policy on the eligibility of nonproditganizations

* the percentage of financing available

» the Homeownership Center and Direct Endorsemedeleresponsibilities
for determining eligibility

* the requirements for nonprofit approval by HUD

 nonprofit organizations not meeting HUD approvauieements, and

* eligibility of state and local government agencies.

March 1, 2011

Nonprofit organizations are eligible to purchasetaeproperties with FHA-
insured mortgages, provided that they

* intend to sell or lease the property to low- or erade-income individuals
(generally defined as income not exceeding 115%efapplicable median
income), and

* meet the requirements for HUD approval liste¢HlnD 4155.1 4.A.6.d

Nonprofit organizations may only obtain FHA-insufeed rate mortgages.
Only an existing FHA-insured mortgage is eligibde fefinancing and may
never result in equity withdrawal.

Nonprofit organizations are eligible for the saneegentage of financing that
is available to an owner-occupant on his/her ppalciesidence.

Reference: For more information on the percentage of finag@vailable,
seeHUD 4155.1 2.A

Continued on next page



HUD 4155.1 Chapter 4, Section A

6. Eligibility Requirements for Nonprofit Organizations and
State and Local Government Agencies, Continued

4155.1 4.A.6.c The appropriate Homeownership Center (HOC) is nesipe for
HOC and DE  determining a nonprofit organization’s eligibility participate in FHA

Lender ~ programs.
Responsibilities

for The Direct Endorsement (DE) lender is responsitieétermining

Determining

Eligibility and . . .

Verifying HUD ~ * the organization’s financial capacity for repaymemd

Approval « that the organization, at the time of underwritirsgapproved by HUD as a

participating nonprofit organization, as describe&iUD 4155.1 4.A.6.d

Note: Lenders can verify nonprofit approval status/tsiting the HUD
website atvww.hud.gov

4155.1 4.A.6.d HUD must approve the nonprofit organization fawoibe eligible to
Requirements
for Nonprofit o pyrchase properties with
ﬁ%%oval by - FHA-insured mortgages, and
- the same percentage of financing available to oveceupants, and
* provide secondary financing.

In order to receive HUD approval, the nonprofitamgation must

* be of the type described in Section 501(c)(3) &gt from taxation under
Section 501(a) of the Internal Revenue Code of 1986

* have a voluntary board

* have no part of the net earnings of the organimairafunds from the
transaction benefit any board member, founder riartbor, or individual,
and

* have two years experience as a provider of hodsmigw- and moderate-
income persons.

References. For more information on
* approved instrumentalities of government providegondary financing,
seeHUD 4155.1 5.C.4and

* temporary waivers of two of the above requirements for apaloseeviL
09-38

Continued on next page
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6. Eligibility Requirements for Nonprofit Organizations and
State and Local Government Agencies, Continued

4155.1 4.A.6.e
Nonprofit
Organizations
Not Meeting
HUD Approval
Requirements

4155.1 4 A6.f
Eligibility of
State and Local
Government
Agencies

4-A-20

A nonprofit organization not meeting any of theuiggments listed itHUD
4155.1 4.A.6.dincluding religious and charitable organizatiomsy only
purchase properties backed by FHA mortgage insarander the conditions
described for other investorsHUD 4155.1 4.A.6.b

Note: Questions concerning a nonprofit organizati@pproval should be
directed to the approprial¢OC.

Reference: For detailed instructions on qualifying nonptafiganizations as
borrowers, including documentation requirements M 02-01

State and local government agencies involved irptbeision of housing
may obtain FHA-insured financing provided that #tgency provides
evidence from its legal counsel that

* the agency has the legal authority to become theWwer

* the particular state or local government is ndiankruptcy, and

* there is no legal prohibition that would preverd tender from obtaining a
deficiency judgment (if permitted by state law &iher types of borrowers)
on FHA'’s behalf in the event of foreclosure or de&edleu of foreclosure.

Loan applications from entities meeting the abamirements may be
processed under tiZE program without prior approval from the appropiat
HOC.

Note: FHA does not require credit reports, financtatesments, bank
statements, cCAIVRS/LDP/GSA checks.




HUD 4155.1

Chapter 4, Section A

7. Using Credit Alert Interactive Voice Response System
(CAIVRS) to Determine Eligibility for FHA-Insured Mortgage
Transactions

Introduction

Change Date

4155.1 4.A.7.a
Description of
CAIVRS

4155.14.A.7.b
Lender
Responsibility
for Borrower
Screening
Using CAIVRS

This topic contains information on using the Credért Interactive Voice
Response System (CAIVRS) to determine a borroveigsbility for an
FHA-insured mortgage transaction, including

* a description of CAIVRS

=+ lender responsibility for borrower screening usB@IvVRS
» documenting CAIVRS authorization

* accessing CAIVRS

» exceptions to the eligibility rule

* handling incorrect CAIVRS information, and

* lender responsibility for resolving conflicting oximation.

March 1, 2011

The Credit Alert Interactive Voice Response Sys(€hIVRS) is a Federal
government-wide repository of information on thasdividuals

« with delinquent or defaulted Federal debt, and/or
« for whom the payment of an insurance claim has wedu

Lenders must usAIVRS to screen all borrowers (except those involved in
streamline refinance), including nonprofit agen@esng as borrowers. The
borrower isnot eligible for Federally-related credit if CAIVRSditates that
he/she

* is presently delinquent on a Federal debt, or

* has had a claim paid within the previous three yeara loan made and
insured on his/her behalf by HUD.

Exception: Certain exceptions to this eligibility rule atescribed irdHUD
4155.14.A.7.e

Continued on next page
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7. Using Credit Alert Interactive Voice Response System
(CAIVRS) to Determine Eligibility for FHA-Insured Mortgage
Transactions, Continued

4155.1 4.A.7.c Lenderamust write theCAIVRS authorization code for each borrower on

Documenting  form HUD-92900-LT, FHA Loan Underwriting and Transmittal Summary.
CAIVRS

Authorization

4155.1 4.A.7.d The table below contains guidelines for FHA-appblenders to use in

Obtaining accessingCAIVRS via the Internet. There is no telephone access.
Internet Access
to CAIVRS

If the lender’s staff ... | Then ...

currentlyhave FHA they should request that their FHA Connection
Connection User IDs | (FHAC) Application Coordinator update their
FHA Connection profile to include CAIVRS.
do not have FHA they should

Connection User IDs

* access thEHAC at
https://entp.hud.gov/clas/index.cfraind

* selectRegistering to Use the FHA Connection
to request a User ID and access to CAIVRS|

Access by Non-FHA Participating Agency Lenders: Non-FHA lender
staff should

* request access from HUD’s Internet site at
https://entp.hud.gov/caivrs/public/home.html

* selectRegistering Lender User ID from the main menu, and

* request at least one Application Coordinator UBerals well as a
Standard User ID for each individual user.
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7. Using Credit Alert Interactive Voice Response System
(CAIVRS) to Determine Eligibility for FHA-Insured Mortgage
Transactions, Continued

4155.14.A.7.e The table below describes exceptions toGhdVRS eligibility rule for an
Exceptionsto  FHA-insured mortgage as statecHD 4155.1 4.A.7.b

the Eligibility

Rule

Exception Description
Legal Assumptions The borrower is eligible for ahAinsured
mortgage if he/she sold the property, with or
without a release of liability, to an individual wh
subsequently defaulted.

The borrowemust prove that the loan was
current at the time of the assumption.

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

The borrower isot eligible if FHA paid a claim
on his/her mortgage in default prior to the
divorce.

Bankruptcy The borrowenay be eligible for an FHA-insured
mortgage if

* the property was included in a bankruptcy
caused by circumstances beyond the borrower’s
control, such as
—the death of the principal wage earner, or
—a serious long-term uninsured iliness, and

« the borrower meets the requirements described
in
—HUD 4155.1 4.C.2.dor Chapter 7

bankruptcy, or
—HUD 4155.1 4.C.2.lfor Chapter 13
bankruptcy.

Continued on next page
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7. Using Credit Alert Interactive Voice Response System
(CAIVRS) to Determine Eligibility for FHA-Insured Mortgage
Transactions, Continued

4155.1 4.A7.e Exceptions to the Eligibility Rule (continued)

Exception Description
Seller Who Is Selling | A mortgage loan is generally not eligible for
Principal Residence | insurance ifany party to the transaction is on
either the

» HUD Limited Denial of ParticipatiolLDP) list,
or

» General Services Administration’s (GSA’s)
“List of Parties Excluded from Federal
Procurement or Nonprocurement Programs,”

D

However, an exception exists for a seller on thg
GSA list who is selling his/her principal

residence
Disaster Victims (in | For information on the eligibility of disaster
Presidentially- victims, seeHUD 4155.1 6.A.6.].
Declared Disaster
Areas)

Important: FHA does not require@dear CAIVRS authorization number
as a condition for mortgage endorsement. The lemdist, however,
document and justify mortgage approval based osetb&ceptions.

Continued on next page

4-A-24



HUD 4155.1

Chapter 4, Section A

7. Using Credit Alert Interactive Voice Response System
(CAIVRS) to Determine Eligibility for FHA-Insured Mortgage
Transactions, Continued

4155.1 4 A7 f
Handling
Incorrect
CAIVRS
Information

4155.1 4.A.7.9
Lender
Responsibility
for Resolving
Conflicting
Information

FHA may delete erroneoGAIVRS information indicating that a borrower
has defaulted on an FHA mortgage, such as incosoetal security number
reporting. However, FHA wilhot

» remove correct CAIVRS information, even if the lmaver is judged
eligible for Federally-related credit, or

« alter or delete CAIVRS information reported fronmet Federal agencies,
such as the
— Department of Education, or
— Department of Veterans Affairs (VA).

The borrower and/or lender must contact those édgencies directly to
correct or remove erroneous or outdated information

Lenders may not rely on a cleaAIVRS approval when there is independent
evidence of conflicting delinquent Federal obligas. The lender must

» document the resolution of any conflicting informat and

* contact the appropriate Homeownership Center (HOGhstructions or
documentation to support the borrower’s eligibilityhe
— CAIVRS message seems erroneous, or
— date of claim payment needs to be established.

TheHOC may provide lenders with

* information about
—when the three-year waiting period describeHWD 4155.1 4.A.2.gvill
elapse, or
— erroneous social security numbers, and
* instructions on processing requirements for othdbHelated defaults and
claims, such as Title | loans.
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Chapter 4, Section B

Section B. Property Ownership Requirements and

Overview

Restrictions

In ThisSection  This section contains the topics listed in theadi®low.

Topic Topic Name See Page

1 General Information on Property Requirements 4-B-2
and Restrictions

2 Eligibility Requirements for Principal 4-B-5
Residences

3 Eligibility Requirements for Secondary 4-B-9
Residences

4 Investment Property Eligibility and 4-B-11
Underwriting Requirements

4-B-1




Chapter 4, Section B HUD 4155.1

1. General Information on Property Requirements and
Restrictions

I ntroduction

Change Date

4155.14B.1.a
Occupancy
Restrictions

4155.14B.1b
Description of a
Condominium

4-B-2

This topic contains general information on propeeguirements and
restrictions, including

* occupancy restrictions

* description of a condominium

* requirements for condominium eligibility

= a reference for investor property limitations

* locating additional information on property elidity and valuation
* manufactured housing condominium projects (MHCRY, a

= requirements for site condominiums.

March 1, 2011

Except as otherwise stated in this handbook, FéAigle family programs
are limited to owner-occupied principal residencely.

Reference: For more information on what FHA will and wilbhinsure, see
HUD 4155.2 1.A.1.b

A condominium is a multi-unit project that

* has individually-owned units, which may be either
— attached in one or more structures, or
— detached from each other, and

* is essentially residential in use (for FHA purpgses

A condominium regime is created by state or loaal &nd is characterized by
fee simple ownership of a unit which is definedha condominium
documents, together with common areas. The prppe#drest in these areas
is both common and undivided on the part of alt ominers, each of whom
belongs to the Homeowners’ Association (HOA) tlyaidally maintains the
property and collects assessments or dues fromwatcbwner.

Reference: For more information on condominiums, $86D 4910.1
Minimum Property Standards for Housing.

Continued on next page
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Chapter 4, Section B

1. General Information on Property Requirements and
Restrictions, Continued

4155.14B.1.c
Requirements
for
Condominium
Eligibility

4155.14B.1d
Investor
Property
Limitations
(Reference)

4155.14B.1e
Property
Eligibility and
Valuation
(Reference)

FHA must approve condominium projects before a gagé on an individual
condominium unit can be insured.

Reference: For more information on condominiums, includowndominium

project approval requirements, see

» HUD 4150.2 Valuation Analysis for Sngle Family One- to Four-Unit
Dwellings, and

* HUD 4265.1 Section 234(c), Home Mortgage Insurance for Condominium
Units.

Entities purchasing investment properties are &ohib a financial interest in
seven rental dwelling units.

References: For additional information on
* investment property requirements, $8¢D 4155.1 4.B.4and
* the dwelling unit limitation for investors, sefJD 4155.1 4.B.4.d

For more information on property eligibility andlvation, see

* HUD 4155.2 4

» HUD 4150.2Valuation Analysis for Sngle Family One- to Four-Unit
Dwellings

* HUD 4910.1 Minimum Property Standards for Housing

» HUD 4145.1 Architectural Processing and Inspections for Home Mortgage
Insurance, and

» Section 203(b) of the National Housing A28 CFR 203

Continued on next page
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1. General Information on Property Requirements and
Restrictions, Continued

4155.14.B.1f
M anufactured
Housing
Condominium
Projects
(MHCP)

4155.14B.19
Site
Condominiums
Requirements

4-B-4

Individual manufactured housing units in condominiprojects are eligible
for FHA insurance, on both Home Equity Conversiooridages (HECM)
and forward mortgages. All manufactured housingdooninium project
(MHCP) approval requests must be processed by timedwnership Center
(HOC) having authority over the area in which theperty is located.

References: For more information on

* MHCP approval, seelUD 4150.1 Valuation Analysis for Home Mortgage
Insurance, and

* site condominiums, se€l55.1 4.B.1.g

Site Condominiums are single family totally detatkievellings encumbered
by a declaration of condominium covenants or condam form of
ownership. They have no shared garages or any attiaehed buildings.
Project approval is not required for site condoomms unless they do not
meet this definition.

Although processed as Section 203(b) loans, thicappe ADP codes for
site condominiums are 731 for Adjustable Rate Magts (ARM) and 734
for fixed rate loans. Appraisal data is collecéed reported on Fannie Mae
form 1004, and the Condominium Rider must be inetuoh the FHA case
binder.

Note: Manufactured housing condominium projects maytmeoprocessed as
site condominiums.

References. For more information on

* MHCP approval, seelUD 4150.1 Valuation Analysis for Home Mortgage
Insurance, and

= modular homes, sé¢UD 4150.2, CHG-1, Appendix D-2
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Chapter 4, Section B

2. Eligibility Requirements for Principal Residences

I ntroduction

Change Date

4155.14.B.2.a
Definition:
Principal
Residence

4155.14.B.2.b
FHA
Requirement
for Establishing
Owner
Occupancy

This topic contains information on eligibility relgements for principal
residences, including

* a definition of principal residence

* the FHA requirement for establishing owner occuganc

» FHA-insured Mortgages on principal residences andstment properties,
and

» exceptions to the FHA policy limiting the numbermbrtgages per
borrower.

March 1, 2011

A principal residence is a property that will be occupied by the borroves
the majority of the calendar year.

At least one borrower must occupy the propertysigd the security
instrument and the mortgage note in order for tiopgrty to be considered
owner-occupied.

FHA security instruments require a borrower to lelsth bona fide occupancy
in a home as the borrower’s principal residencéiwi60 days of signing the
security instrument, with continued occupancy foleast one year.

Continued on next page
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2. Eligibility Requirements for Principal Residences, Continued

4155.14.B.2c  To prevent circumvention of the restrictions on mgk-HA-insured
FHA-Insured  mortgages to investors, FHgenerally will not insure more than one
Mortgages on principal residence mortgage for any borrower. RkA not insure a
Principal mortgage if it is determined that the transacti@s @esigned to use FHA

ﬁ]%geienqﬁ and mortgage insurance as a vehicle for obtaining itneest properties, even if
Properties the property to be insured will be tbely one owned using FHA mortgage

insurance.

Any person individually or jointly owning a homewared by an FHA-
insured mortgage in which ownership is maintainey not purchase another
principal residence with FHA insuran@xgcept in certain situations as
described irHUD 4155.1 4.B.2.d

Exception: Properties previously acquired as investmenpgnties araot
subject to these restrictions.

References: For more information on

» exceptions to the above-stated policy, d& 4155.1 4.B.2.d

* investment property requirements, $8¢D 4155.1 4.B.4and

* the dwelling unit limitation for investors, sef#JD 4155.1 4.B.4.d

Continued on next page
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Chapter 4, Section B

2. Eligibility Requirements for Principal Residences, Continued

4155.14.B.2d
Exceptionsto
the FHA Poalicy

The table below describes the exception situatiomghich FHA doesot
object to borrowers obtaining multiple FHA-insumadrtgages.

Limiting the Note: To determine the eligibility of a borrower fone of the exceptions in
Number of the table below, the underwriter must consider the
M ortgages Per
Borrower . .
* length of time the previous property was ownedHgylorrower, and
* circumstances that compel the borrower to purchaséher residence with
an FHA-insured mortgage.
Important: In all cases other than those listed belowbitreower isnot
eligible to acquire another FHA-insured mortgag#l ine/she has either
* paid off the FHA-insured mortgage on the previasdence, or
* terminated ownership of that residence.
Policy Exception Eligibility Requirements
Relocation A borrower may be eligible to obtain @ueo FHA-insured

mortgage without being required to sell an exispngperty
covered by an FHA-insured mortgadéhe borrower is

* relocating, and
« establishing residency in an area outside reaseraiphmuting
distance from his/her current principal residence.

If the borrower subsequently returns to the arearevhe/she ownsg
a property with an FHA-insured mortgage, he/sh@isequired to
re-establish primary residency in that propertgrider to be
eligible for another FHA-insured mortgage.

Note: The relocation need not be employer-mandateph&tify
for this exception.

Continued on next page
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HUD 4155.

2. Eligibility Requirements for Principal Residences, Continued

1

4155.14B.2.d Exceptionstothe FHA Poalicy Limiting the Number of M ortgages Per Borrower

(continued)

Palicy Exception

Eligibility Requirements

Increase in family size

A borrower may be eligifdleanother home with an FHA-insur¢
mortgage if the number of his/her legal dependentgases to the
point that the present house no longer meets théyfa needs.
The borrower must provide satisfactory evidence

« of the increase in dependents and the propertifigdato meet
family needs, and

« that the Loan-To-Value (LTV) ratio equals 75% amdgebased or
the outstanding mortgage balance and a currenaisaibr If not,
the borrower must pay the loan down to 76%/ or less.

Note: A current residential appraisalst be used to determine
LTV compliance. Tax assessments and market arsabyseecal
estate brokers aret acceptable proof of LTV compliance.

d

Vacating a jointly owneqg
property

A borrower may be eligible for another FHA-insuradrtgage if
he/she is vacating a residence that will remaiuped by a
coborrower.

Example: A couple is divorcing and the vacating ex-spowigke
purchase a new home.

Non-occupying
coborrower

A borrower may be qualified for an FHA-insured ngaige on
his/her own principal residence even if he/shensm@occupying
coborrower with a joint interest in a property lgepurchased by
other family members as their principal residendé an FHA-

insured mortgage.

Important: Underno circumstances may investors use the exceptions
described in the table above to circumvent FHA'S ba loans to private
investors and acquire rental properties througipqedly purchasing
“principal residences.”

4-B-8



HUD 4155.1

Chapter 4, Section B

3. Eligibility Requirements for Secondary Residences

I ntroduction

Change Date

4155.14.B.3.a
Definition:
Secondary
Residence

4155.14.B.3b
Secondary
Residence
Restrictions

4155.14.B.3.c
Requesting a
Hardship
Exception

This topic contains information on eligibility reig@ments for secondary
residences, including

* a definition of secondary residence

» secondary residence restrictions

requesting a hardship exception

limitation on the number of secondary residenced, a
secondary residence requirements.

March 1, 2011

A secondary residence is a property that a borrower occupies in additemn
his/her principal residence.

Secondary residences amy permitted when

* the appropriat&lOC determines that an undue hardship exists, meanaig
affordable rental housing that meets the needseofamily is not available
for lease in the area or within reasonable commgudistance of work, and

» the maximum loan amount is 85% of llesser of the appraised value or
sales price.

References: For more information on
* requesting a hardship exception, si¢D 4155.1 4.B.3.cand
* other requirements for secondary residencedis#e 4155.1 4.B.3.e

Direct Endorsement (DE) lenders awa authorized to grant hardship
exceptions. Only thelOC may make the determination that an undue
hardship exists. The lender must submit, in writeugy request for a hardship
exception to the HOC having jurisdiction over tineaain which the subject
property is located.

Reference: For information on HOC jurisdictions, se&D 4155.2 12.E.1.a

Continued on next page
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3. Eligibility Requirements for Secondary Residences,

Continued

4155.14.B.3d
Limitation on
the Number of
Secondary
Residences

4155.14B.3.e
Requirements
for Secondary
Residences

4-B-10

A borrower may have onlgne secondary residence at any time.

Secondary residences must meet all of the follow&ggirements:

* the secondary residence mast be a vacation home or be otherwise used
primarily for recreational purposes
* the borrower must obtain the secondary residencause of seasonal
employment, employment relocation, or other circtamses not related to
recreational use of the residence
* there must be a demonstrated lack of affordablar&ousing meeting the
needs of the borrower in the area or within a reaBte commuting distance
of the borrower’s employment, and
* the borrower must provide supporting documentatiotine lack of
affordable rental housing, including
— a satisfactory explanation for the need of a seapnkesidence and the
lack of available rental housing, and
— written evidence from local real estate profesd®mdno verify a lack of
acceptable housing in the area.




HUD 4155.1

Chapter 4, Section B

4. Investment Property Eligibility and Underwriting
Requirements

I ntroduction

Change Date

4155.14.B.4.a
Definition:

I nvestment
Property

4155.14B.4b
FHA-Insured
M ortgages on
Investment
Properties

This topic contains information on investment prtypeligibility and
underwriting requirements, including

* a definition of investment property

* FHA-insured mortgages on investment properties

» underwriting considerations on investment propsrtie
 dwelling unit limitation for investors, and

* restriction on investment properties for hotel &naghsient use.

March 1, 2011

An investment property is a property that isot occupied by the borrower as a
principal or secondary residence.

With permission from the appropriate Homeownersbgmter (HOC), private
investors, including nonprofit organizations thatrdt meet the criteria
described irHUD 4155.1 4.A.6.amay obtain FHA-insured mortgages when

* purchasing HUD Real Estate Owned (REO) properties,
* obtaining a streamline refinance without an appitais

Note: In HUD REOtransactions, owner occupancy is not required when
jurisdictionalHOC sells the property and permits the purchaser taiob
FHA-insured financing on the investment property.

Reference: For additional qualifying information on streand refinances
without an appraisal, sé€JD 4155.1.3.C.2

Continued on next page
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Chapter 4, Section B HUD 4155.1

4. Investment Property Eligibility and Underwriting
Requirements, Continued

4155.14.B.4.c
Underwriting
Considerations
on Investment
Properties

4-B-12

Underwriting considerations on investment propsréee listed below.

« Individual investors who credit qualify may assumertgages made on
investment properties. This applies to the tratsas described iHUD
4155.1 4.B.4.has well as to investment properties that werelmsged
before the 1989 ban on investors, which have suiesgly been streamline
refinanced.
» Underwriting considerations regarding qualifyinggga and the treatment of
projected rental income are describe¢HlnD 4155.1.4.E.4
» Adjustable rate mortgages (ARMs) and graduated paymortgages
(GPMs) arenot permitted on investment properties.
* For investment properties, FHA will not insure lsanade solely in the
name of a business entity (such as a corporatemmership, or sole
proprietorship)except for streamline refinances where the mortgage was
originally insured in the name of a business. Addally, FHA requires
that
—one or more individuals, along with the busined#tyeor trust, must be
analyzed for creditworthiness

—the individual(s) and the business entity or trasst appear on the
mortgage note, and

—if all parties appear on the property deed or,titiey must also appear on
the security instrument.

* For purchases of HUBREOQO properties, owner occupancynist required
when the jurisdictionaHOC sells the property and permits the purchaser to
obtain FHA-insured financing on the investment gy

» Streamline refinancing without an appraisal is p#ad on investment
properties.

» Base mortgage calculation is 79%V, based on the lesser of the appraised
value or the sales price.

Continued on next page
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Chapter 4, Section B

4. Investment Property Eligibility and Underwriting
Requirements, Continued

4155.14.B.4d
Dwelling Unit
Limitation for
Investors

4155.14.B.4.e
Restriction on
I nvestment
Propertiesfor
Hotel and
Transient Use

Qualified investor entities are limited to a finalanterest (that is, any type
of ownership, regardless of the type of financimggdeven rental dwelling
units, when the subject property is part of, adjate, or contiguous to, a
property, subdivision or group of properties owhgdhe investor.

The units that count toward this limitation include

» each dwelling unit in a two, three, and four family peapy, and
* the rental units in an owner-occupied two, thredpar unit property.

Notes:

» The lender is responsible for ensuring complianite this regulation.

» Waivers to the seven unit limitation can only biéiated by the
jurisdictionalHOC for good cause.

Investors must assure FHA that investment propetiiey purchase will not
be used for hotel or transient purposes, or ottserwented for periods of less
than 30 days, by completing FortuD-92567 Hotel and Transient Use
Certification.

This form is required on every application for a
* two, three, or four family dwelling, or

« single family dwelling that is one of a group ofdior more dwellings
owned by the same borrower.
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HUD 4155.1 Chapter 4, Section C

Section C. Borrower Credit Analysis

Overview

In ThisSection  This section contains the topics listed in theadi®low.

Topic Topic Name See Page

1 General Guidelines for Analyzing Borrower 4-C-2
Credit

2 Guidelines for Credit Report Review 4-C-7

3 Evaluating Non-Traditional Credit and 4-C-16
Insufficient Credit

4 Borrower Liabilities: Recurring Obligations 443

5 Borrower Liabilities: Contingent Liabilities 4-21

6 Borrower Liabilities: Projected Obligations and 4-C-23
Obligations Not Considered Debt
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Chapter 4, Section C HUD 4155.1

1. General Guidelines for Analyzing Borrower Credit

I ntroduction

Change Date

4155.14.C.1a
Past Credit
Performance

4155.14.C.1.b
Analyzing
Credit History

4-C-2

This topic contains information on the general glirtes for analyzing
borrower credit, including

* past credit performance

* analyzing credit history

» documenting analysis of delinquent accounts

* lack of established credit history

» verifying and documenting non-traditional credibyders, and
 non-traditional mortgage credit report (NTMCR).

March 1, 2011

Past credit performance is the most useful guide to

 determining a borrower’s attitude toward creditigations, and
* predicting a borrower’s future actions.

Borrowers who have made payments on previous amdrdwobligations in a
timely manner represent a reduced risk. Converdedyborrower’s credit
history, despite adequate income to support oligaf reflects continuous
slow payments, judgments, and delinquent accosigsificant compensating
factors will be necessary to approve the loan.

When analyzing a borrower’s credit history, the emditer must examine
the overall pattern of credit behavior, not jusiased occurrences of
unsatisfactory or slow payments.

A period of past financial difficulty does not neesarily make the risk
unacceptable, if the borrower has maintained a gaythent record for a
considerable time period since the financial diffig occurred.

Continued on next page
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Chapter 4, Section C

1. General Guidelines for Analyzing Borrower Credit, Continued

4155.14.C.1.c
Documenting
an Analysis of
Delinquent
Accounts

The lendemust document the analysis of delinquent accountsydich
whether late payments were based on

* a disregard for financial obligations

* an inability to manage debt, or

» factors beyond the borrower’s control, such as
— delayed mail delivery, or
- disputes with creditors.

Minor derogatory information occurring two or morears in the past does
not require an explanation. Major indications efabatory credit, such as
judgments, collections, and other recent crediblems, require sufficient
written explanation from the borrower. The explamramust make sense,
and be consistent with other credit informationha file.

TOTAL Scorecard Accept/Approve or Refer Recommendations

If the loan receives an Accept/Approve recommendadtiom the Technology
Open To Approved Lenders (TOTAL) Scorecard, thedwer need not
provide an explanation for adverse credit or ottepgatory information.
There must, however, be evidence of payoffs for@rtgtanding judgments
shown on the credit report.

TheTOTAL Scorecard Refer recommendation requires the berrtow
provide an explanation for major indications ofagtory credit, such as
judgments and collections, and any minor indicatiaithin the past two
years.

Reference: For more information on the TOTAL Scorecard
recommendations, see th®TAL Mortgage Scorecard User Guide.

Continued on next page
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Chapter 4, Section C HUD 4155.1

1. General Guidelines for Analyzing Borrower Credit, Continued

4155.14.C.1d
Lack of
Established
Credit History

4-C-4

The lack of a credit history, or the borrower’s idean to not use credit, may
not be used as the basis for rejecting the loan agtfit.

Some prospective borrowers may not have an edtaldlisredit history. For
these borrowers, including those who do not usiitiomal credit, the lender
must obtain a non-traditional merged credit regfMCR) from a credit
reporting company, or develop a credit history from

utility payment records

rental payments

automobile insurance payments, and

other means of direct access from the credit peyias described iHUD
4155.14.C.1l.e

TOTAL Scorecard Accept/Approve Recommendation
If TOTAL Scorecard has issued an Accept/Approve recommendat
additional development of a credit historyna required.

References. For more information on

» the TOTAL Scorecard recommendations, seeltB€AL Mortgage
Scorecard User Guide

* NTMCR requirements, s¢eUD 4155.1 1.C.5and

« evaluating non-traditional credit and insufficienédit, seeHUD 4155.1
4.C.3

Continued on next page
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Chapter 4, Section C

1. General Guidelines for Analyzing Borrower Credit, Continued

4155.14.C.1e
Verifying and
Documenting
Non-
Traditional
Credit
Providers

Only if aNTMCR does not exist, or such a service is unavailabég; a

lender choose to obtain independent verificatiooretlit references. Lenders
must document that the providers of non-traditiamatlit do exist, and verify
the credit information. Documents confirming théseence of a non-
traditional credit provider may include

* public records from the state, county, or city, or
» other documents providing a similar level of obietinformation.

To verify credit information, lenders must use dlghed address or
telephone number for the credit provider and nigtselely on information
provided by the applicant.

If a method other than NTMCR is used to verify dr@dormation or rental
references, all references obtained from indivisishlould be backed up with
the most recent 12 months of cancelled checks.

A rental reference from a management company vagiment history for the
most recent 12 months may be used in lieu of 12thsoof cancelled checks.

References. For more information on

* NTMCR requirements, s¢eUD 4155.1 1. C.5and

» evaluating non-traditional credit and insufficienédit, seeHUD 4155.1
4.C.3

Continued on next page
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Chapter 4, Section C HUD 4155.1

1. General Guidelines for Analyzing Borrower Credit, Continued

4155.14.C.1f Lenders may use MTMCR developed by a credit reporting agency as an

Non- alternative method for developing a credit histodse of this type of report
Traditional requires that the credit reporting agency has ieerif

M ortgage

Credit Report

* the existence of the credit providers
« that the credit was actually extended to the boerpand
« the creditor has a published address or telephonmber.

(NTMCR)

Reference: For more information oNTMCR requirements, sdéUD 4155.1
1.C5
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HUD 4155.1

Chapter 4, Section C

2. Guidelines for Credit Report Review

I ntroduction

Change Date

4155.14.C.2a
Hierarchy of
Credit Review

This topic contains information on the credit reéptams that lenders must
review, including

hierarchy of credit review

reviewing previous rental or mortgage payment lnysto
recent and/or undisclosed debts and inquiries
collections and judgments

paying off collections and judgments

* previous mortgage foreclosure

» Chapter 7 bankruptcy

» Chapter 13 bankruptcy

» consumer credit counseling payment plans

* truncated Social Security Numbers on credit reports
« evaluating non-traditional/insufficient credit (eeénce), and
* short sales.

March 1, 2011

Evaluating credit involves reviewing payment higgerin the following
order:

« first: previous housing expenses, including uékti
* second: installment debts,
* third: revolving accounts.

Generally, a borrower is considered to have an@abée credit history if
he/she does not have late housing or installmdsttmieyments, unless there
is major derogatory credit on his/her revolving@gaus.

Continued on next page
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Chapter 4, Section C HUD 4155.1

2. Guidelines for Credit Report Review, Continued

4155.14.C.2.b
Reviewing
Previous Rental
or Mortgage
Payment
History

The borrower’s housing obligation payment histooydis significant
importance when evaluating credit. The lender rdegtrmine the
borrower’s housing obligation payment history thgbuhe

* credit report

« verification of rent received directly from the tHard (for landlords with
no identity-of-interest with the borrower)

« verification of mortgage received directly from tm@rtgage servicer, or

* review of canceled checks that cover the most tel2month period.

Note: The lender must verify and document the previdzisnonths’ housing
history even if the borrower states he/she wasdgivent-free.

TOTAL Scorecard Accept/Approve Recommendation

If the loan receives an Accept/Approve recommendadtiom the Technology
Open To Approved Lenders (TOTAL) Scorecard, theshgirental history
requirement stated above is waived.

Reference: For more information on tHEOTAL Scorecard
recommendations, see thOTAL Mortgage Scorecard User Guide.

4-C-8
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Chapter 4, Section C

2. Guidelines for Credit Report Review, Continued

4155.14.C.2.c
Recent and/ or
Undisclosed
Debtsand
Inquiries

Lendersmust determine the purpose of any recent debts, asaftewer may
have incurred the indebtedness to obtain the redquwash investment.

A borrowermust provide a satisfactory explanation for any sigaifit debt
that is shown on the credit report but not listadiee loan application.
Written explanation is required for all inquirigsosvn on the credit report for
the last 90 days.

TOTAL Scorecard Accept/Approve Recommendation

* Verify the actual monthly payment amount of anyisaldsed
indebtedness.

* Include the monthly payment amount and resubmitdae if the liability is
greater than $100 per month.

» Determine that any funds borrowed were not/will betused for the
borrower’s cash investment in the transaction.

» Explanation is not required for inquiries.

Reference: For more information on thEOTAL Scorecard
recommendations, see th®TAL Mortgage Scorecard User Guide.

Continued on next page
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Chapter 4, Section C HUD 4155.1

2. Guidelines for Credit Report Review, Continued

4155.14.Cc.2d
Collections and
Judgments

Collections and judgments indicate a borrower’sarddor credit obligations,
andmust be considered in the creditworthiness analysis.

The lender must document reasons for approvingrégage when the
borrower has collection accounts or judgments. ddreowermust explain,
in writing, all collections and judgments.

Note: Compliance with the requirements specifiedHidD 4155.1 4.C.2.6s
applicable to judgments.

TOTAL Scorecard Accept/Approve Recommendation

Collection accounts trigger neither an explanatemuirement nor a
hypothetical monthly payment to be used in qualdyborrowers.

The presence of collection accounts in the borraaedit history already
result in lowering the credit bureau scores us€edOAAL and, thus, no
further information need be provided by the borrowe

References. For information on

* paying off collections and judgments, $¢€D 4155.1 4.C.2.and

» the TOTAL Scorecard recommendations, seeltB€AL Mortgage
Scorecard User Guide.

4-C-10
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Chapter 4, Section C

2. Guidelines for Credit Report Review, Continued

4155.14.C.2e
Paying off
Collectionsand
Judgments

FHA doesnot require that collection accounts be paid off asrdition of
mortgage approval. However, court-ordered judgswenst be paid off
before the mortgage loan is eligible for FHA inswot@ endorsement.

Exception: An exception to the payoff of a court-orderedgment may be
made if the borrower has

» an agreement with the creditor to make regulartanely payments, and
* provided documentation indicating that paymentshasen made
according to the agreement.

TOTAL Scorecard Accept/Approve and Refer Recommendations

TOTAL Scorecard Accept/Approve and Refer recommendatemsre that
the lender obtain evidence of payoffs for any @uding judgments shown
on the credit report.

Reference: For more information on the TOTAL Scorecard
recommendations, see thOTAL Mortgage Scorecard User Guide.

Continued on next page
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Chapter 4, Section C HUD 4155.1

2. Guidelines for Credit Report Review, Continued

4155.14.C.2f
Previous
Mortgage
Foreclosure

4155.14.C.2g
Chapter 7
Bankruptcy

4-C-12

A borrower is generallyot eligible for a new FHA-insured mortgage if,
during the previous three years

* his/her previous principal residence or other pgaperty was foreclosed, or
» he/she gave a deed-in-lieu of foreclosure.

Exception: The lender may grant an exception to the thes-yequirement
if the foreclosure was the result of documente@mxating circumstances
that were beyond the control of the borrower, sagla serious illness or
death of a wage earner, and the borrower has ablestted good credit since
the foreclosure.

Divorce isnot considered an extenuating circumstance. An eiaeptay,
however, be granted where a borrower’s loan wazntat the time of
his/her divorcethe ex-spouse received the property, and the |@anlater
foreclosed.

Note: The inability to sell the property due to a joénsfer or relocation to
another area does not qualify as an extenuatiegroistance.

A Chapter 7 bankruptcy (liquidation) does not deddy a borrower from
obtaining an FHA-insured mortgage if at least tvweang have elapsed since
the date of the discharge of the bankruptcy. [utims time, the borrower
must have

* re-established good credit, or
» chosen not to incur new credit obligations.

An elapsed period of less than two years, butess than 12 months, may be
acceptable for an FHA-insured mortgage, if the dwoar

 can show that the bankruptcy was caused by exteguzatcumstances
beyond his/her control, and

* has since exhibited a documented ability to mamagjer financial affairs
in a responsible manner.

Note: The lender must document that the borrower’sezursituation
indicates that the events which led to the banksupte not likely to recur.

Continued on next page
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Chapter 4, Section C

2. Guidelines for Credit Report Review, Continued

4155.14.C.2.h
Chapter 13
Bankruptcy

A Chapter 13 bankruptcy does not disqualify a beewnfrom obtaining an
FHA-insured mortgage, provided that the lender doents that

= one year of the pay-out period under the bankrupssyelapsed

* the borrower’s payment performance has been satiisfaand all required
payments have been made on time, and

* the borrower has received written permission frankouptcy court to enter
into the mortgage transaction.

TOTAL Scorecard Accept/Approve Recommendation

Lender documentation must show two years from tbehdrge date of a
Chapter 13 bankruptcy. If the Chapter 13 banknupts not been discharged
for a minimum period of two years, the loan mustlbevngraded to a Refer
and evaluated by a Direct Endorsement (DE) undegwri

Reference: For more information on tHEOTAL Scorecard
recommendations, see thOTAL Mortgage Scorecard User Guide.

4155.14.C.2.
Consumer
Credit
Counseling
Payment Plans

Participating in a consumer credit counseling progdoes not disqualify a
borrower from obtaining an FHA-insured mortgagevmted the lender
documents that

= one year of the pay-out period has elapsed unegqulgm

* the borrower’s payment performance has been setiisfaand all required
payments have been made on time, and

» the borrower has received written permission framdounseling agency to
enter into the mortgage transaction.

TOTAL Scorecard Accept/Approve Recommendation

The borrower’s decision to participate in consugredit counseling does not
trigger a requirement for additional documentatasthe credit scores
already reflect the degradation in credit histdig.explanation or other
documentation is needed.

Reference: For more information on thEOTAL Scorecard
recommendations, see th®TAL Mortgage Scorecard User Guide.

Continued on next page
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Chapter 4, Section C HUD 4155.1

2. Guidelines for Credit Report Review, Continued

4155.14.C.2
Truncated
Social Security
Numberson
Credit Reports

In an effort to reduce the risk of identity thefidaother forms of financial
fraud, some providers of consumer credit reporgsauguncated version of an
individual's Social Security Number (SSN) on thedit report.

A truncatedSSN which may contain as few as the last four digita
borrower’s full number, is acceptable for FHA magg insurance purposes
provided that the

* loan application captures the full 9-digit SSN, and
* borrower’s name, SSN and date of birth are valdi#teough the FHA
Connection (FHAC) or its functional equivalent.

4155.14.C.2.k
Evaluating
Non-
Traditional or
I nsufficient
Credit
(Reference)

For guidelines on evaluating borrowers with noritianal or insufficient
credit histories, sedUD 4155.1 4.C.3

4-C-14
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Chapter 4, Section C

2. Guidelines for Credit Report Review, Continued

4155.14.C.2l
Short Sales

A borrower is not eligible for a new FHA-insured rgage if he/she pursued
a short sale agreement on his/her principal resgleimply to

* take advantage of declining market conditions, and
* purchase a similar or superior property within @smnable commuting
distance at a reduced price as compared to currarket value.

Borrower Current at thetime of Short Sale
A borrower is considered eligible for a new FHAdnsd mortgage if, from
the date of loan application for the new mortgadie,

* mortgage payments on the prior mortgage were mdtiewvthe month due
for the 12-month period preceding the short saild, a

* installment debt payments for the same time pesiere also made within
the month due.

Borrower in Default at the time of Short Sale

A borrower in default on his/her mortgage at tineetiof the short sale (or pre-
foreclosure sale) is not eligible for a new FHAtiIred mortgage for three
years from the date of the pre-foreclosure sale.

Note: A borrower who sold his/her property under FHA's{ioreclosure
sale program is not eligible for a new FHA-insuredrtgage from the date
that FHApaid the claim associated with the pre-foreclosure sale.

Exception: A lender may make an exception to this rule fooardowver in
default on his/her mortgage at the time of the tsbale if the

« default was due to circumstances beyond the borfswentrol, such as
death of primary wage earner or long-term uninsiuheess, and

* a review of the credit report indicates satisfagtredit prior to the
circumstances beyond the borrower’s control thated the default.

References:

* For detailed information on converting existingnaipal residences into
rental properties, sé¢¢UD 4155.1 4.E.4.9.

* For information on short payoffs, se&D 4155.1 3.B.1.f
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HUD 4155.1

3. Evaluating Non-Traditional Credit and Insufficient Credit

I ntroduction

Change Date

4155.14.C.3a
Evaluating
Non-
Traditional
Credit

4155.14.C.3b
Evaluating
Borrowers
With

I nsufficient
Credit

4-C-16

This topic contains information on evaluating needitional credit and
insufficient credit, including

evaluating borrowers with non-traditional credit
evaluating borrowers with insufficient credit

gualifying ratios for borrowers with insufficientexit, and
cash reserves for borrowers with insufficient credi

March 1, 2011

When evaluating a borrower with non-traditionalditdistory, a satisfactory
credit history, at least 12 months in duration, tinslude

* no history of delinquency on rental housing payraent

* no more than one 30-day delinquency on paymentsadater creditors,
and

* no collection accounts/court records reportinggothan medical) filed
within the past 12 months.

I mportant: Borrowers with non-traditional or insufficientedlit are eligible
for maximum financing, but must meet the all und#mg guidance
provided inHUD 4155.1 4.C.3

When evaluating a borrower with no credit referesnog only Group |l
references as outlined HUD 4155.1 1.C.5,fa satisfactory credit history, at
least 12 months in duration, must include

* no more than one 30-day delinquency on paymentsadaey Group Il
reference, and

* no collection accounts/court records reportinggothan medical) filed
within the past 12 months.

Continued on next page
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Chapter 4, Section C

3. Evaluating Non-Traditional Credit and Insufficient Credit,

Continued

4155.14.C.3.c
Qualifying
Ratiosfor
Borrowers
With

I nsufficient
Credit

4155.14.C.3d
Cash Reserve
Requirement
for Borrowers
with

I nsufficient
Credit

To enhance the sustainability of homeownership&orowers with
insufficient credit histories, the qualifying ragio

» are computednly on those borrowers occupying the property ancyabéd
on the loan. Non-occupant coborrowers may nohbleided.

* may not exceed 31% for the payment-to-income tith 43% for the total
debt-to-income (DTI) ratio.

Important: Compensating factors amet applicable for borrowers with
insufficient credit references.

Borrowers should have two months of cash reseiesrMing mortgage loan
settlement from their own funds. No cash giftsrirany source should be
counted in the cash reserves for borrowers withffitsent credit histories.

4-C-17
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4. Borrower Liabilities: Recurring Obligations

I ntroduction

Change Date

4155.14.C4a
Types of
Recurring
Obligations

4-C-18

This topic contains information on the borrowegsurring obligations,
including

* types of recurring obligations

* recurring obligations in debt-to-income ratio cadddion
* revolving account minimum monthly payment, and
« alimony payments in qualifying ratio calculations.

March 1, 2011

Recurring obligations include

all installment loans
revolving charge accounts
real estate loans

alimony

child support, and

other continuing obligations.

Continued on next page
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Chapter 4, Section C

4. Borrower Liabilities: Recurring Obligations, continued

4155.14.C.4b
Recurring
Obligationsin
Debt to Income
Ratio
Calculation

When computing the debt-to-income (DTI) ratio, kweder must include the
following recurring obligations:

* monthly housing expense, and
* additional recurring charges extending ten montheare, such as
— payments on installment accounts
— child support or separate maintenance payments
- revolving accounts, and
—alimony.

Debts lastindess than ten monthswst be included if the amount of the debt
will affect the borrower’s ability to pay the moaige during the months
immediately after loan closing, especially if threrdower will have limited or
no cash assets after loan closing.

Note: Monthly payments on revolving or open-ended accauegardless of
their balances, are counted as liabilities for fyialy purposes even if the
accounts appear likely to be paid off within tenntins or less.

Reference: For more information on calculating ratios, stéD 4155.1
4.F.2.a

Continued on next page
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HUD 4155.1

4. Borrower Liabilities: Recurring Obligations, continued

4155.14.C4A.c
Revolving
Account
Minimum
Monthly
Payment

4155.14.C.4d
Alimony
Paymentsin
Qualifying
Ratio
Calculations

4-C-20

If the credit report shows a revolving accowith an outstanding balance but
no specific minimum monthly payment, the paymensnie calculated as
the greater of

* 5% of the outstanding balance, or
« $10.

Note: If the actual monthly payment is documented fromdreditor or the
lender obtains a copy of the current statemeng¢ctfig the monthly payment,
that amount may be used for qualifying purposes.

Since there are tax consequences of alimony pagndetlender may choose
to treat the monthly alimony obligation as a reductrom the borrower’s
gross income, rather than treating it as a morghligation when calculating
gualifying ratios.
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Chapter 4, Section C

5. Borrower Liabilities: Contingent Liability

I ntroduction

Change Date

4155.14.C5a
Definition:
Contingent
Liability

4155.14.C.5.b
Application of
Contingent
Liability
Policies

4155.14.C.5.c
Contingent
Liability on

M ortgage
Assumptions

This topic contains information on the borrowertmtingent liabilities,
including

« definition of “contingent liability”

application of contingent liability policies

contingent liability on mortgage assumptions

exemption from contingent liability on mortgage @sgtions, and
contingent liability on cosigned obligations.

March 1, 2011

A contingent liability exists when an individual is held responsible for
payment of a debt if another party, jointly or s@lg obligated, defaults on
the payment.

The contingent liability policies described in thapic applyunless the
borrower can provide conclusive evidence from thietdholder that there is
no possibility that the debt holder will pursue tlebllection against him/her
should the other party default.

The underwriter must consider a contingent liapivhen the borrower
remains obligated on an outstanding FHA-insux&dl;guaranteed, or
conventional mortgage secured by property thahlee/s

* has sold or traded within the last 12 months witleorelease of liability, or
* is about to sell on assumption without a releadabiiity being obtained.

Reference: For exceptions to this policy, se&D 4155.1 4.C.5.d.

Continued on next page
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5. Borrower Liabilities: Contingent Liability, Continued

4155.14.C.5.d
Exemption
From
Contingent
Liability on

M ortgage
Assumptions

4155.14.C5e
Contingent
Liability on
Cosigned
Obligations

4-C-22

When a mortgage is assumed, contingent liabilites=dnot be considered if

* the originating lender of the mortgage being undigten obtains, from the
servicer of the assumed loan, a payment historyistgothat the mortgage
has been current during the previous 12 months, or

* the value of the property, as established by amnaégagd or the sales price on
theHUD-1, Settlement Statement from the sale of the property, minus the
upfront mortgage insurance premium (UFMIP), resultan loan-to-value
(LTV) ratio of 75% or less.

TOTAL Scorecard Accept/Approve Recommendation

If the loan receives an Accept/Approve recommeddtiom the Technology
Open To Approved Lenders (TOTAL) Scorecard, thelégmmust obtain
either

* a copy of the divorce decree ordering the spouseatke payments, or
* the assumption agreement and deed showing traofdile out of the
borrower’'s name. Note: A 12 month history isot required.)

References: For more information on

* theTOTAL Scorecard recommendations, seeid@ AL Mortgage
Scorecard User Guide, and

e UFMIP amounts, seelUD 4155.2 7.2.a

Contingent liability applies, and the debt musirm#uded in the underwriting
analysis, if an individual applying for an FHA-imed mortgage is a
cosigner/co-obligor on a

* car loan

* student loan

* mortgage, or

* any other obligation.

If the lender obtains documented proof that thenpri obligor has been
making regular payments during the previous 12 hmrdand does not have a
history of delinquent payments on the loan durlreg time, the payment does
not have to be included in the borrower’s monthjigations.
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6. Borrower Liabilities: Projected Obligations and
Obligations Not Considered Debt

Introduction This topic contains information on borrower

* projected obligations, and
* obligations not considered debt.

Change Date March 1, 2011

4155.14.C.6.a  Debt payments such as a student loan or balloesutteduled to begin or

Projected come due within 12 months of the mortgage loanitpmust be included by
Obligations the lender as anticipated monthly obligations dythre underwriting
analysis.

Debt payments do not have to be classified as gegjeobligations if the
borrower provides written evidence that the delbtlva deferred to a period
outside the 12-month timeframe.

4155.14.C.6.b  Obligations not considered debt, and thereforesnbtracted from gross

ObligationsNot  income, include
Considered

Debts « Federal, state, and local taxes

* Federal Insurance Contributions Act (FICA) or othetirement
contributions, such as 401(k) accounts (includeyayment of debt secured
by these funds)

e commuting costs

* union dues

» open accounts with zero balances

* automatic deductions to savings accounts

* child care, and

* voluntary deductions.

4-C-23
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Chapter 4, Section D

Ul

Section D. Borrower Employment and Employment Rela  ted
Income
Overview
In This Section  This section contains the topics listed in theadi®low.
Topic Topic Name See Page
1 Stability of Income 4-D-2
2 Salary, Wage and Other Forms of Income 4-D-
3 Borrowers Employed by a Family Owned 4-D-11
Business
4 General Information on Self Employed Borrowers4-D-12
and Income Analysis
5 Income Analysis: Individual Tax Returns (IRS| 4-D-17
Form 1040)
6 Income Analysis: Corporate Tax Returns (IRS| 4-D-20
Form 1120)
7 Income Analysis: “S” Corporation Tax Returng 4-D-22
(IRS Form 1120S)
8 Income Analysis: Partnership Tax Returns (IRS 4-D-23
Form 1065)

4-D-1
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1. Stability of Income

Introduction

Change Date

4155.14.D.1.a
Effective
Income

4-D-2

This topic contains information on determining arbwer’s income stability,
including

» effective income

« verifying employment history

* analyzing a borrower’s employment record, and

* borrowers returning to work after extended absences

March 1, 2011

Income may not be used in calculating the borrosveicome ratios if it
comes from any source that

e cannot be verified
* is not stable, or
* will not continue.

Continued on next page



HUD 4155.1

Chapter 4, Section D

1. Stability of Income, Continued

4155.14.D.1.b
Verifying
Employment
History

To be eligible for a mortgage, FHA does not reqairainimum length of
time that a borrower must have held a positionngpleyment. However, the
lender must verify the borrower’'s employment fag thost recent two full
years, and the borrower must

* explain any gaps in employment that span one oemmuamths, and

* indicate if he/she was in school or the militaryidg the most recent two
full years, providing evidence supporting this elasuch as
- college transcripts, or
—discharge papers.

Allowances can be made for seasonal employmentatiyfor the building
trades and agriculture, if documented by the lender

TOTAL Scorecard Accept/Approved Recommendation

If the Technology Open To Approved Lenders (TOTACcprecard returns an
Accept/Approve recommendation, the borrower isrequired to provide an
explanation for gaps in employment of six month&es, during the most
recent two years.

Note A borrower with a 25% or greater ownership interest business is
considered self employed and will be evaluated ssifeemployed borrower
for underwriting purposes.

References For more information on

» seasonal employment, sde&/D 4155.1 4.D.2.candHUD 4155.1 4.D.2.e

* self employed borrowers and income analysisHigb 4155.1 4.D.4and

» theTOTAL Scorecard recommendations, seeltbd AL Mortgage
Scorecard User Guide

Continued on next page
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1. Stability of Income,

4155.14.D.1.c
Analyzing a
Borrower’s
Employment
Record

4155.14.D.1.d
Borrowers
Returning to
Work After
Extended
Absences

4-D-4

HUD 4155.1

Continued

When analyzing the probability of continued empleyt the lender must
examine

* the borrower’s past employment record

* qualifications for the position

* previous training and education, and

* the employer’s confirmation of continued employment

The underwriter should favorably consider a bornoiwe a mortgage if
he/she changes jobs frequently within the samedimneork, but continues to
advance in income or benefits. In this analysispme stability takes
precedence over job stability.

A borrower’s income may be considered effective stathle when recently
returning to work after an extended absence ifitee/s

* is employed in the current job for six months arder, and

» can document a two year work history prior to asesizce from employment
using
- traditional employment verifications, and/or
— copies of W-2 forms or pay stubs.

Note An acceptable employment situation includesnatividual who took
several years off from employment to raise chilgdtben returned to the
workforce.

Important.: Employment situations not meeting the criteiséeld above may
only be considered as compensating factors. Exterfulshae is defined as
six months.




HUD 4155.1 Chapter 4, Section D

2. Salary, Wage and Other Forms of Income

Introduction This topic contains information on qualifying a bmwer using salary, wage,
and other forms of income, including

» general policy on borrower income analysis

* overtime and bonus income

* overtime and bonus income earning trend

* qualifying part-time income

* income from seasonal employment

* primary employment less than 40 hour work week
e commission income

e commission income earned for less than one year
» employer differential payments

* retirement income

* Social Security income, and

» automobile allowances and expense account payments.

Change Date March 1, 2011

4155.14.D.2.a The lendemustanalyze the income of each borrower who will bigaited
General Policy  for the mortgage debt to determine whether thedveer’s income level can
on Borrower be reasonably expected to continue through at feadirst three years of the
Income mortgage loan.
Analysis
In most cases, a borrower’s income is limited argss or wages. Income
from other sources can be considered as effectigegperly verified and
documented by the lender.

Notes
« Effective income for a borrower planning to retihgring the first three-year
periodmustinclude the amount of
— documented retirement benefits
— Social Security payments, or
— other payments expected to be received in retiremen
* Lendersmust notask the borrower about possible future matereiyé.

Continued on next page
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2. Salary, Wage and Other Forms of Income, Continued

4155.14.D.2.b
Overtime and
Bonus Income

4155.1 4.D.2.c
Overtime and

Bonus Income
Earning Trend

4-D-6

Overtime and bonus income can be used to quakfpthrower if he/she has
received this income for the past two years, amdlitikely continue. If the
employment verification states that the overtimé bonus income is unlikely
to continue, it may not be used in qualifying.

The lender must develop an average of bonus otimemcome for the past
two years. Periods of overtime and bonus incorse tlean two years may be
acceptable, provided the lender can justify andidamnt in writing the reason
for using the income for qualifying purposes.

Reference For more information on earning trends for oweetand bonus
income, se¢lUD 4155.1 4.D.2.c

The lendemustestablish and document an earnings trend for ioverand
bonus income. If either type of income shows aiooal decline, the lender
mustdocument in writing a sound rationalization foclinding the income
when qualifying the borrower.

A period of more than two years must be used ioutaling the average
overtime and bonus income if the income variesiBggmtly from year to
year.

Continued on next page



HUD 4155.1

Chapter 4, Section D

2. Salary, Wage and Other Forms of Income, Continued

4155.1 4.D.2.d
Qualifying
Part-Time
Income

4155.14.D.2.e
Income From
Seasonal
Employment

Part-time and seasonal income can be used to ytiadifoorrower if the
lender documents that the borrower has worked alnietipne job
uninterrupted for the past two years, and plartdinue. Many low and
moderate income families rely on part-time and sealsincome for day to
day needs, and lenders should not restrict coratidarof such income when
gualifying these borrowers.

Part-time income received for less than two yeaay bre included as
effective income, provided that the lender jussifend documents that the
income is likely to continue.

Part-time income not meeting the qualifying requnests may be considered
as a compensating factor only.

Note For qualifying purposes, “part-time” income neféo employment
taken to supplement the borrower’s income from l@gemployment; part-
time employment is not a primary job and it is wentkess than 40 hours.

Reference For more information on seasonal income,ls6® 4155.1
4.D.2.e.

Seasonal income is considered uninterrupted, arydomased to qualify the
borrower, if the lender documents that the borrower

* has worked the same job for the past two years, and
* expects to be rehired the next season.

Seasonal employment includes
» umpiring baseball games in the summer, or
» working at a department store during the holidagpgling season.

Continued on next page
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2. Salary, Wage and Other Forms of Income, Continued

4155.14.D.2f  When a borrower’s primary employment is less théypéaal 40-hour work
Primary week, the lender should evaluate the stabilityhaf thcome as regular, on-
Employment oing primary employment.

Less Than 40 Jomngp Y Py
Hour Work

Week Example A registered nurse may have worked 24 hoursveek for the last

year. Although this job is less than the 40-hoarkwveek, it is the
borrower’s primary employment, and should be cogrgid effective income.

4155.14.D.2.g Commission incomenustbe averaged over the previous two years. To
Commission gualify with commission income, the borrower musiyide
Income

» copies of signed tax returns for the last two yeansl

* the most recent pay stub.

Commission income showing a decrease from onetgele next requires
significant compensating factors before a borroweer be approved for the
loan.

A borrower whose commission income was receivedrfore than one year,
but less than two years may be considered favoratitg underwriter can

» document the likelihood that the income will conen and
 soundly rationalize accepting the commission income

Notes

» Unreimbursed business expenses must be subtractedyfoss income.

» A commissioned borrower is one who receives maaa 6% of his/her
annual income from commissions.

* A tax transcript obtained directly from the IntdrRevenue Service (IRS)
may be used in lieu of signed tax returns, ancctdst of the transcript may
be charged to the borrower.

Reference For information on commission income receivesslthan one
year, seedUD 4155.1 4.D.2.h

Continued on next page
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2. Salary, Wage and Other Forms of Income, Continued

4155.1 4.D.2.h  Commission income earned for less than one yeaatisonsidered effective
Commission income. Exceptions may be made for situationstiickvthe borrower’s
Income Earned  compensation was changed from salary to commissithrin a similar
forLess Than  nosition with the same employer.
One Year
A borrower may also qualify when the portion ofreagsnot attributed to
commissions would be sufficient to qualify the lmoaver for the mortgage.

4155.14.D.2.i  If the employer subsidizes a borrower’'s mortgaggmmnt through direct

Employer payments, the amount
Differential

Payments « is considered gross income, and

 cannot be used to offset the mortgage paymenttlireven if the
employer pays the servicing lender directly.

4155.14.D.2j Retirement income must be verified from the forrmployer, or from
Retirement Federal tax returns. If any retirement incomehsag employer pensions or
Income 401 (k) distributions, will cease within the firstlifthree years of the

mortgage loan, the income mawly be considered as a compensating factor.

4155.14.D.2.k  Social Security income must be verified by the 8bSecurity

Social Security  Administration (SSA) or from Federal tax returritany benefits expire

Income within the first full three years of the loan, ineome mayonly be considered
as a compensating factor.

Notes

» The lender must obtain a complete copy of the otiaevards letter.

* Not all Social Security income is for retiremenedgecipients; therefore,
documented continuation is required.

» Some portion of Social Security income may be “geasup” if deemed
nontaxable by th&RS.

Reference For information on grossing-up income, see HAIB5.1.4.E.5.b

Continued on next page
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2. Salary, Wage and Other Forms of Income, Continued

4155.14.D.2.1
Automobile
Allowances and
Expense
Account
Payments

4-D-10

Only the amount by which the borrower’s automohilewance or expense
account paymenisxceedactual expenditures may be considered income.

To establish the amount to add to gross incomeydh®wer must provide
* IRS Form 2106Employee Business Expendes the previous two years,

and
» employer verification that the payments will comin

If the borrower uses the standard per-mile ratmaloulating automobile
expenses, as opposed to the actual cost methogpittien that théRS
considers depreciation may be added back to income.

Expenses that must be treated as recurring ddotmc
* the borrower’s monthly car payment, and

* any loss resulting from the calculation of the elifince between the actual
expenditures and the expense account allowance.
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3. Borrowers Employed by a Family Owned Business

Change Date March 1, 2011

4155.1 4.D.3.a In addition to normal employment verification, artmaver employed by a
Income family-owned business is required to provide evagethat he/she is not an

Documentation  owner of the business, which may include
for Borrower

Employed by . - ;
Family-Owned copies of signed personal tax returns, or

Business * a signed copy of the corporate tax return showingesship percentage.

Note A tax transcript obtained directly from th&ernal Revenue Service
(IRS) may be used in lieu of signed tax returnsl, @we cost of the transcript
may be charged to the borrower.
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4. General Information on Self Employed Borrowers and
Income Analysis

Introduction This topic contains general information on self éayed borrowers and
analysis of the self-employed borrower’s incomeluding

* a definition ofself employed

* types of business structures

* minimum length of self employment

» general documentation requirements for self-empmldye@rowers

» establishing a self employed borrower’s earningsdr

» TOTAL Scorecard Accept/Refer requirements for seiployed borrowers,
and

« analyzing the business’s financial strength.

Change Date March 1, 2011

4155.14.D.4.a A borrower with a 25% or greater ownership interest business is
Definition: Self consideredelf employedor FHA loan underwriting purposes.
Employed

Borrower

4155.14.D.4.b  There are four basic types of business structurégy include
Types of

Business » sole proprietorships

Structures * corporations
* limited liability or “S” corporations, and
* partnerships.

References For more information on analyzing income for
* sole proprietorships, sé€JD 4155.1 4.D.5

e corporations, seeUD 4155.1 4.D.6

» “S” corporations, seelUD 4155.1 4..D.7and

* partnerships, sedUD 4155.1 4.D.8

Continued on next page
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4. General Information on Self Employed Borrowers and
Income Analysis, Continued

4155.14.D.4.c Income from self employment is considered stabteeffective, if the

Minimum borrower has been self employed for two or moresiea

Length of Self

Employment Due to the high probability of failure during thest few years of a business,
the requirements described in the table below ecessary for borrowers
who have been self employed for less than two years

If the period of self Then ...
employment s ...
between one and two years to be eligible for a gage loan, the
individual must have at least two years of
documented previous successful
employment in the line of work in which
he/she is self employed, or in a related
occupation.

Note A combination of one year of
employment and formal education or
training in the line of work in which the
individual is self employed or in a related
occupation is also acceptable.

less than one year the income from the borrower moaye
considered effective income.

Continued on next page
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4. General Information on Self Employed Borrowers and
Income Analysis, Continued

4155.14.D.4.d Self employed borrowers must provide
General

Documentation . signed, dated individual tax returns, with all agaible tax schedules for the
Requirements 55t recent two years

for Self . e . . .
Employed * for a corporation, S” corporation, or partnersm[gned copies of Federal
BoITowers business income tax returns for the last two yenmith, all applicable tax

schedules
* a year-to-date profit and loss (P&L) statement laldnce sheet, and
* a business credit report for corporations and ‘@porations.

TOTAL Scorecard Accept/Approve Recommendation

If the Technology Open To Approved Lenders (TOTACcprecard returns an
Accept/Approve recommendation, the borrower isrequired to provide
business tax returnsatl of the following conditions are met:

« individual Federal income tax returns show incregself employed
income over the past two years

« funds to close are not coming from business acspand

* the proposed FHA-insured mortgage is not a cashefinance.

Note A business credit report for a corporation ot €8rporation isnot
required if the loan receivesT®TAL Scorecard Accept/Approve
recommendation.

References For additional information on
» TOTAL Scorecard recommendations for corporation$Sércorporations,
see theTOTAL Mortgage Scorecard User Gujaand

* TOTAL Scorecard requirements fB&L and balance sheet, 346D
4155.14.D.4f

Continued on next page
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Chapter 4, Section D

4. General Information on Self Employed Borrowers and
Income Analysis, Continued

4155.14.D.4.e
Establishing a
Self Employed
Borrower’s
Earnings Trend

When qualifying a self employed borrower for a rgage loan, the lender
must establish the borrower’s earnings trend frioengrevious two years
using the borrower’s tax returns.

If a borrower

* provides quarterly tax returns, the income analygy include income
through the period covered by the tax filings, or

* is not subject to quarterly tax returns, or does nottfiem, then the income
shown on thé&L statement may be included in the analysis, pravitie
income stream based on tR&L is consistent with the previous years’
earnings.

If the P&L statements submitted for the current year shoim@me stream
considerablygreaterthan what is supported by the previous year’s tax
returns, the lender must base the income analgkl/on the income
verified through the tax returns.

If the borrower’s earnings trend for the previows years islownwardand
the most recent tax return B&L isless than the prior year’s tax returthe
borrower’s most recent year’s tax returrB&L must be used to calculate
his/her income.

Reference For additional information on tiEOTAL Scorecard
requirements foP&L and balance sheet, 9d&)D 4155.1 4.D.4.f

Continued on next page
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4. General Information on Self Employed Borrowers
Income Analysis,

4155.14.D.4f
TOTAL
Scorecard
Accept/Refer
Requirements
for Self
Employed
Borrowers

4155.14.D.4.9
Analyzing the
Business’s
Financial
Strength

4-D-16

HUD 4155.1

and
Continued

For the self employed borrower, th® TAL Scorecard Accept/Approve
recommendation does not requirB&L and balance sheet be provided,
unless the income used to qualify the borrower easé¢hat of the two-year
average, based on tax returns. In such a caker ai audite@®&L

statement, or signed quarterly tax return is usesipport the greater income
stream.

TheTOTAL Scorecard Refer recommendation requirB&h and balance
sheet, or income information directly from &S if both of the following
conditions exist:

» more than seven months have elapsed since thegsadex year’s ending
date, and

* income to the self-employed borrower from eachvimlial business is
greater than 5% of his/her stable monthly income.

References For additional information on
* TOTAL Scorecard recommendations, see Page 13 af@iéAL Mortgage
Scorecard User Guidand

* TOTAL Scorecard requirements for tax returns of egiployed borrowers,
seeHUD 4155.14.D.4.d

To determine if the borrower’s business is expettegenerate sufficient
income for his/her needs, the lender must caretublyze the business’s
financial strength, including the

* source of the business’s income
* general economic outlook for similar businessebéarea.

Annual earnings that are stable or increasing ece@able, while businesses
that show a significant decline in income overdhalysis period are not
acceptable, even if the current income and delotsrateet FHA guidelines.




HUD 4155.1 Chapter 4, Section D

5. Income Analysis: Individual Tax Returns (IRS F  orm 1040)

Introduction This topic contains information on analyzing incofoeself employed
borrowers through the review of IRS Form 1040, udahg

* adjusting income based on a review of IRS Form 1844
= analyzing IRS Form 1040.

Change Date March 1, 2011

4155.14.D.5.a The amount shown on a borrower’s Internal Reverergi& (IRS)Form
Adjusting 1040asadjusted gross incoméne 37) must either be increased or decreased
Income Based  pased on the lender’s analysis of the individuaré&iurn and any related tax
on Review of schedules.
IRS Form 1040
Reference For particular items to analyze on IRS Form 1G&@HUD
4155.14.D.5.b

4155.14.D.5.b The table below contains guidelines for analyaR§ Form 1040

Analyzing IRS
Form 1040
IRS Form 1040 Heading Description
Wages, Salaries and Tips An amount shown undeh#ading may indicate that the

individual

* is a salaried employee of a corporation, or
* has other sources of income.

This section may also indicate that the spouseng@yed,
in which case the spouse’s income must be subtrdicim
the borrower’s adjusted gross income.

Continued on next page
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5. Income Analysis: Individual Tax Returns (IRS F  orm 1040),

Continued

4155.1 4.D.%b Analyzing IRS Form 104( (continued)

IRS Form 1040 Heading Description
Business Income and Loss Sole proprietorship income calculated on Scheduke C
(from Schedule C) business income.

Depreciation or depletion may be added back to the
adjusted gross income.

Rents, Royalties, Partnerships| Any income received from rental properties or rtigal
(from Schedule E) may be used as income, after adding back any depoec
shown on Schedule E.

Capital Gain and Losses (from| Capital gains or losses generally occur only ome tiand
Schedule D) should not be considered when determining effective
income.

However, if the individual has a constant turnoekassets
resulting in gains or losses, the capital gairoesImust be
considered when determining the income. Threesyéax
returns are required to evaluate an earning tréntthe
trend

* results in a gain, it may be added as effectivenme, or
« consistently shows a loss, it must be deducted fram
total income.

The lender must document anticipated continuatfon o
income through verified assets.

Example A lender can consider the capital gains as
income for an individual who purchases old houses,
remodels them, and sells them for profit.

Continued on next page
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Chapter 4, Section D

5. Income Analysis: Individual Tax Returns (IRS F  orm 1040),

Continued

4155.1 4.D.%b Analyzing IRS Form 104( (continued)

IRS Form 1040 Heading

Description

Interest and Dividend Income
(from Schedule B)

This taxable/tax-exempt income may be added batheto
adjusted gross income only if it

* has been received for the past two years, and
* is expected to continue.

If the interest-bearing asset will be liquidatechaource of
the cash investment, the lender must appropriaigjlyst
the amount.

Farm Income or Loss (from
Schedule F)

Any depreciation shown on Schedule F may be addek
to the adjusted gross income.

IRA Distributions, Pensions,
Annuities, and Social Security
Benefits

The non-taxable portion of these items may be at/de#
to the adjusted gross income, if the income is etqukto
continue for the first three years of the mortgage.

Adjustments to Income

Adjustments to income mawdided back to the adjusteq
gross income if they are

* IRA and Keogh retirement deductions

* penalties on early withdrawal of savings
* health insurance deductions, and

* alimony payments.

Employee Business Expenses

Employee business egaresactual cash expenses th
must be deducted from the adjusted gross income.
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6. Income Analysis: Corporate Tax Returns (IRS Fo

Introduction

Change Date

4155.14.D.6.a
Definition:
Corporation

4155.1 4.D.6.b
Obtaining
Borrower
Percentage of
Corporate
Ownership

4-D-20

HUD 4155.1

rm 1120)

This topic contains information on analyzing cogtertax returns submitted
on IRS Form 1120, including

* definition of corporation
* obtaining borrower percentage of corporate ownprsmnd
 analyzing corporate tax returns.

March 1, 2011

A corporationis a state-chartered business owned by its stéd&iso

Corporate compensation to the officers, generaligroportion to the
percentage of ownership, is shown on the

* corporate tax return (Internal Revenue Service JIRBm 1120, and
* individual tax returns.

When a borrower’s percentage of ownership doesypipear on the tax
returns, the lendanustobtain the information from the corporation’s
accountant, along with evidence that the borrovesrthe right to any
compensation.

Continued on next page
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Chapter 4, Section D

6. Income Analysis: Corporate Tax Returns (IRS Fo rm 1120),

Continued

4155.14.D.6.c
Analyzing
Corporate Tax
Returns

In order to determine a self employed borrowertome from a corporation,
the adjusted business income must

* be determined, and

» multiplied by the borrower’s percentage of owngpshithe business.

The table below describes the items foundR® Form 1120for which an
adjustment must be made in order to determine tadjusisiness income.

Adjustment Item

Description of Adjustment

Depreciation and
Depletion

Add the corporation’s depreciation and
depletion back to the after-tax income.

Taxable Income

Taxable income is the corporatioeisincome
before Federal taxes. Reduce taxable incon
by the tax liability.

-

e

Fiscal Year vs. Calendar
Year

If the corporation operates on a fiscal year tf
is different from the calendar year, an

adjustment must be made to relate corporaté¢

income to the individual tax return.

at

174

Cash Withdrawals

The borrower’s withdrawal of c&sim the
corporation may have a severe negative img
on the corporation’s ability to continue

act

operating.
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7. Income Analysis: “S” Corporation Tax Returns ( IRS Form
1120S)

Introduction This topic contains information on analyzing a setfployed borrower’s
income from an “S” corporation, including

* definition of“S” corporation, and
* analyzing “S” corporation tax returns.

Change Date March 1, 2011

4155.14.D.7.a An*“S” corporation is generally a small, start-up business, with gjaind
Definition: “S”  |osses passed to stockholders in proportion to s@fkholder’s percentage
Corporation of business ownership.

Income for owners of “S” corporations comes from2Mrages, and is taxed
at the individual rate. The Internal Revenue SEryIRS)Form 1120$
Compensation of Officefse item is transferred to the borrower’s indivad
IRS Form 1040

Reference For information on reviewing and analyzing IR& 1040, see
HUD 4155.1 4.D.5

4155.14.D.7.b  “S” corporation depreciation and depletion may teeal back to income in

Analyzing “S”  proportion to the borrower’s share of ownershiphie corporation

Corporation

Tax Returns In addition, the income must also be reduced prapuately by the total
obligations payable by the corporation in less thaa year.

Important. The borrower’s withdrawal of cash from the cagimn may
have a severe negative impact on the corporatainilgy to continue
operating, and must be considered in the incomysina

4-D-22
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8. Income Analysis: Partnership Tax Returns (IRS  Form

1065)

Introduction

Change Date

4155.1 4.D.8.a
Definition:
Partnership

4155.1 4.D.8.b
Analyzing
Partnership
Tax Returns

This topic contains information on analyzing a setfployed borrower’s
income from a partnership through the analysifR& Form 1065, including

« definition of partnership, and
 analyzing partnership tax returns.

March 1, 2011

A Partnershipis formed when two or more individuals form a Imesis, and
share in profits, losses, and responsibility foming the company.

Each partner pays taxes on his/her proportionateesdf the partnership’s net
income.

Both general and limited partnerships report incaménternal Revenue
Service (IRSForm 1065 and the partners’ share of income is carried twver
Schedule E oflRS Form 1040

The lender must revieWiRS Form 1065 to assess the viability of the business.
Both depreciation and depletion may be added batietincome in
proportion to the borrower’s share of income.

Income must also be reduced proportionately bydted obligations payable
by the partnership in less than one year.

Important: Cash withdrawals from the partnership may hasewere
negative impact on the partnership’s ability totomre operating, and must
be considered in the income analysis.

Reference For information on reviewing IRS Form 1040, $#8¢D 4155.1
4.D.5
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Section E. Non-Employment Related Borrower Income

Overview

In ThisSection  This section contains the topics listed in theadi®low.

Topic Topic Name See Page

1 Alimony, Child Support, and Maintenance 4-E-2
Income

2 Investment and Trust Income 4-E-4

3 Military, Government Agency, and Assistance 4-E-7
Program Income

4 Rental Income 4-E-10

5 Non-Taxable and Projected Income 4-E-1

4-E-1




Chapter 4, Section E HUD 4155.1

1. Alimony, Child Support, and Maintenance Income

Introduction This topic contains information on alimony, childbport, and maintenance
income requirements, including

« alimony, child support, and maintenance incomesigat and
» TOTAL Scorecard Accept/Refer requirements for almpachild support
and maintenance income.

Change Date March 1, 2011

4155.14.E.1a  Alimony, child support, or maintenance income maycbnsidered effective,
Alimony, Child  if

Support and
Maintenance —, navments are likely to be received consistentiythierfirst three years of the
Income Criteria
mortgage
* the borrower provides the required documentatidn¢chvincludes a copy of
the

—final divorce decree
- legal separation agreement,
—court order, or
- voluntary payment agreement, and
* the borrower can provide acceptable evidence #nanpnts have been
received during the last 12 months, such as
- cancelled checks
—deposit slips
- tax returns, or
—court records.

Notes:

* Periods less than 12 months may be acceptableidebthe lender can
adequately document the payer’s ability and wiltiegs to make timely
payments.

* Child support may be “grossed-up” under the sargigions as non-
taxable income sources.

Reference: For more information on grossing-up, $86D 4155.1 4.E.5.a

Continued on next page
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1. Alimony, Child Support, and Maintenance Income, Continued

4155.14.E.1b
TOTAL
Scorecard
Accept/Refer
Requirements
for Alimony,
Child Support
and

M aintenance
Income

The Technology Open To Approved Lenders (TOTAL)8card
Accept/Approve and Refer recommendations for aliyehild support, and
maintenance income require evidence

« of receipt, using deposits on bank statementsmeetked checks for the
most recent three months that support the amowat when qualifying, and
« that the claimed income will continue for at letste years.

For the financial details, the underwriter shouse the front and pertinent
pages of the divorce decree, settlement agreemdfaracourt order.

Reference: For more information on the TOTAL Scorecard
recommendations, see th®TAL Mortgage Scorecard User Guide.

4-E-3
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2. Investment and Trust Income

I ntroduction

Change Date

4155.14.E.2a
Analyzing
Interest and
Dividends

4155.14.E.2b
Trust Income

4-E-4

This topic contains information on analyzing inveenht and trust income,
including

 analyzing interest and dividends

* trust income

* notes receivable income, and

» calculating qualifying ratios for investment propes.

March 1, 2011

Interest and dividend income may be used for gyiatifas long as tax
returns or account statements support a two-yearpehistory. This income
must be averaged over two years.

The underwriter should subtract any funds derivethfthese sources that are
required for the cash investment, before calculgtive projected interest or
dividend income.

Income from trusts may be used for qualifying ibganteed, constant
payments will continue for at least the first thyears of the mortgage term.

Required trust income documentation includes a cdplye Trust Agreement
or other trustee statement, confirming the

» amount of the trust
« frequency of distribution, and
* duration of payments.

The borrower may withdraw funds from the trust actddo use for the
required cash investment if he/she provides adeqi@tumentation that this
withdrawal will not negatively affect the amounttadst income the
underwriter used to determine repayment ability.

Continued on next page
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2. Investment and Trust Income, Continued

4155.14.E.2.c
Notes
Receivable
Income

4155.14.E.2d
Calculating
Qualifying
Ratiosfor
Eligible

I nvestment
Properties

In order to include notes receivable income to ifpialborrower, he/she must
provide

* a copy of the note, to establish the amount angtheof payment, and
» evidence that these payments have been consistendived for the last 12
months, in the form of

—deposit slips
— cancelled checks, or
- tax returns.

If the borrower is not the original payee on théenthe lender must establish
that the borrower is now a holder in due coursd,abie to enforce the note.

The underwriter should follow the steps in the ¢ditlow to calculate an
investment property’s income or loss, whether ttoperty to be insured is an
eligible investment property, or sold through FHReal Estate Owned
(REO) program.

Step Action

1 Subtract the total monthly housing payment afigipal, interest,
taxes and insurance (PITI) from the monthly netakimcome of
the subject property.

Note: Calculate the monthly net rental by taking thesg rer,
and subtracting the 25% reduction, or the appleabl
Homeownership Center’'s (HOC) percentage reducton f
vacancies and repairs.

2 Does the calculation in Step 1 yield a positivenber?

* If yes, add the number to the borrower’s monthly grossiine.
* If no, include the number as a recurring monthly obicayat

Continued on next page
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2. Investment and Trust Income, Continued

4155.1 4.E.2.d Calculating Qualifying Ratiosfor Eligible Investment Properties (continued)

Step Action

3 Calculate the mortgage payment-to-income ratip ¢ front-end
ratio) by dividing the borrower’s current housingense on
his/her principal residence by the monthly grog®me.

Note: The monthly gross income includes any positashcflow
from the subject investment property.

4 Calculate the total fixed payment-to-income rétiottom or back-
end ratio) by dividing the borrower’s total montldgligations,
including any net loss from the subject investn@nperty, by the
borrower’s total monthly gross income.

4-E-6
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3. Military, Government Agency, and Assistance Program

Income

I ntroduction

Change Date

4155.14.E.3.a
Military
Income

This topic contains information on analyzing miljtagovernment agency,
and assistance program income, including

* military income

* VA benefits

* government assistance programs

* mortgage credit certificates, and

» Section 8 home ownership vouchers.

March 1, 2011

Military personnel receive base pay, and are oftgrtled to additional forms
of pay, such as

* variable housing allowances
* clothing allowances

« flight or hazard pay

* rations, and

* proficiency pay.

These types of additional pay are acceptable whalyzing a borrower’s
income as long as the probability of such pay taticoe is verified in
writing.

Note: The tax-exempt nature of some of the above pajsrshould also be
considered.

Reference: For information about non-taxable income, EiééD 4155.1
4.E.5

Continued on next page
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3. Military, Government Agency, and Assistance Program
Income, Continued

4155.14.E.3b
VA Benefits

4155.1 4.E.3.c
Government
Assistance
Programs

4155.14.E.3d
M ortgage
Credit
Certificates

4-E-8

Direct compensation for service-related disabsifie®m the Department of
Veterans Affairs (VA) is acceptable income for giyahg, provided the
lender receives documentation from the.

Education benefits used to offset education exseassmot acceptable.

Income received from government assistance progmarceptable for
gualifying, as long as the paying agency providasudhentation indicating
that the income is expected to continue for attlrase years.

If the income will not be received for at leastetiyears, it may be
considered as a compensating factor.

Unemployment incomeust be documented for two years, and there must be
reasonable assurance that this income will contiffties requirement may
apply to seasonal employment.

Reference: For information on analyzing income from seas@maployment,
seeHUD 4155.1.4.D.2.e

If a government entity subsidizes the mortgage maymeither through direct
payments or tax rebates, these payments may balecet as acceptable
income.

Either type of subsidy may be added to gross inca@mased directly to
offset the mortgage payment, before calculatingytnifying ratios.

Continued on next page
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3. Military, Government Agency, and Assistance Program
Income, Continued

4155.14.E.3e
Section 8 Home
Ownership
Vouchers

A monthly subsidy may be treated as income if adwoer is receiving
subsidies under the housing choice voucher homeship option from a
Public Housing Agency. Continuation of the home ewship voucher
subsidy beyond the first year is subject to Corgjoesl appropriation,
however, FHA has agreed that it will assume, ferghrposes of
underwriting, that the subsidy will continue forl@ast three years.

If the borrower is receiving the subsidy directlye amount received is
treated as income. The amount received may alseated as non-taxable
income and “grossed up” by 25%, which means thaathount of the
subsidy, plus 25% of that subsidy may be addedddbrrower’s income
from employment and/or other sources.

Lenders may treat this subsidy as an offset tartbiethly mortgage payment
(i.e. reduce the monthly mortgage payment by thewsrnof the home
ownership assistance payment before dividing byrtbethly income to
determine the payment-to-income and debt-to-incraties).

As the subsidy payment must not pass through thewer’s hands, the
assistance payment must be

* paid directly to the servicing lender, or
* placed in an account that only the servicing lemday access.

Note: Assistance payments made directly to the borrowest be treated as
income.

4-E-9
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4. Rental Income

I ntroduction

Change Date

4155.14.E4.a
Analyzing the
Stability of

Rental Income

4-E-10

This topic contains information on analyzing rentaiome, including

analyzing the stability of rental income

rental income from borrower-occupied property

income from roommates

documentation required to verify rental income

analyzing IRS Form 1040 Schedule E

* using current leases to analyze rental income

» the exclusion of rental income from a property beracated by the
borrower, and

» exceptions to the exclusion of rental income fropriacipal residence

being vacated by a borrower.

March 1, 2011

Rent received for properties owned by the borrag/@cceptable income for
qualifying as long as the lender can document tifuglgy of the rental
income through a(n)

* current lease

» agreement to lease, or

* rental history over the previous 24 months thétgs of unexplained gaps
greater than three months (such gaps could beiegplay student,
seasonal or military renters, or property rehadilin).

A separate schedule of real estate is not reqémregntal properties as long
as all properties are documented on the Uniformdeasial Loan
Application (URLA).

Note: The underwriting analysis mampt consider rental income from any
property being vacated by the borrower, except utigecircumstances
described irHUD 4155.1 4.E.4.h

Continued on next page
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4. Rental Income, Continued

4155.1 4.E.4b
Rental |ncome
From Borrower
Occupied
Property

4155.14.E.4.c
Income from
Roommatesin
a Single Family
Property

4155.14.E.4d
Documentation
Required to
Verify Rental
Income

The rent for multiple unit property where the beves resides in one or more
units and charges rent to tenants of other unitsleaused for qualifying
purposes.

Projected rent for the tenant-occupied units may

» only be considered gross income, after deducting theddavnership
Center’s (HOC) vacancy and maintenance factor, and
* not be used as a direct offset to the mortgage payment

Reference: For information about thllOCs’ vacancy and maintenance
factors, see thelOC Reference Guide at
www.hud.gov/offices/hsa/sth/ref/hsgrcont.cfm

Income from roommates in a single family propertgupied as the
borrower’s primary residence et acceptable for qualifying. Rental income
from boarders, howevels acceptable, if the boarders are related by blood,
marriage or law.

The rental income may be considered effectivedixshon the borrower’s tax
return. If not on the tax return, rental incomelgday the boarder

* may be considered as a compensating factor, and
* must be adequately documented by the lender.

Analysis of the following required documentatiomexessary to verify all
borrower rental income:

* IRS Form 104(5chedule E, as describeddiuD 4155.1 4.D.5.pand
* current leases/rental agreements, as describdddin4155.1 4.E.4.f

Continued on next page
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4. Rental Income, Continued

4155.14.E.4.e
Analyzing IRS
Form 1040
Schedule E

4155.1 4 E.Af
Using Current
Leasesto
Analyze Rental
Income

4-E-12

Schedule Ho the Internal Revenue Service (IRBdrm 1040Gs required to
verify all rental income. Depreciation shown oh&dule E may be added
back to the net income or loss.

Positive rental income is considered gross incamngalifying purposes,
while negative income must be treated as a requmanthly liability.

The lendemust confirm that the borrower still owns each propdidied, by
comparing Schedule E with the Real Estate Ownetibseaf theURLA. If
the borrower owns six or more units in the samesgdrarea, a map must be
provided disclosing the locations of the unitseaslence of compliance with
FHA'’s seven-unit limitation.

Reference: For information about the FHA seven rental liniitation, see
HUD 4155.1 4.B.4.d

The borrower can provide a current signed leasehar rental agreement for
a property that was acquired since the last inciaxdling, which is not
shown on Schedule E.

In order to calculate the rental income

* reduce the gross rental amount by 25% (or the ptage developed by the
jurisdictionalHOC) for vacancies and maintenance

* subtractPITl, and any homeowners’ association (HOA) dues, and

* apply the resulting amount to
—income, if positive, or
—recurring debts, if negative.

Continued on next page
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4. Rental Income, Continued

4155.14.E.49 Underwriters mayot consider any rental income from a borrower’s ppati
Exclusion of residence that is being vacated in favor of angphi@cipal residence, except

Rental Income  ynder the conditions describedHiuD 4155.1 4.E.4.h
From Property

Being Vacated
by the
Borrower

Notes:

* This policy assures that a borrower either hasa@efft income to make
both mortgage payments without any rental incomé@as an equity
position which makes it unlikely that he/she wiifdult on the mortgage on
the property being vacated.

* This appliessolely to a principal residence being vacated in favaaradther
principal residence. It doest apply to existing rental properties disclosed
on the loan application and confirmed $ghedule Eof IRS Form 1040

Continued on next page
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4. Rental Income, Continued

HUD 4155.1

4155.14E.4h  When a borrower vacates a principal residenceviarfaf another principal
Exceptionsto residence, the rental income, reduced by the apjtepsacancy factor as
theExclusion of  determined by the jurisdictional FHAOC, may be considered in the
Rental Income  ynderwriting analysis, under the circumstancesdist the table below.

From a
Principal
Residence

Reference: For information on jurisdictional HOC vacancygtars, see
http://www.hud.gov/offices/hsg/sfh/ref/sth2-21u.cfm

Being Vacated
by a Borrower

Exception

Description

Relocations

The borrower is relocating with a nempkyer, or
being transferred by the current employer to aa g
not within reasonable and locally-recognized
commuting distance.

A properly executed lease agreement (that is,sel
signed by the borrower and the lessee) of at leas
one year’s duration after the loan is closed is
required.

Note: FHA recommends that underwriters also
obtain evidence of the security deposit and/or

evidence that the first month’s rent was paid ® th
lessee.

=

(D

Sufficient Equity in
Vacated Property

The borrower has a loan-to-value (LTV) ratio of
75% or less, as determined by

* a residential appraisal no more than six months
old, or

» comparing the unpaid principal balance to the
original sales price of the property.

Note: The appraisal may be an exterior-only
appraisal using forrrannie Mae/Freddie Mac 205
Exterior-Only Inspection Residential Appraisal
Report or, for condominium units, forreannie Mae
1075/Freddie Mac 46&xterior-Only Inspection
Individual Condominium Unit Appraisal Report.

4-E-14
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5. Non-Taxable and Projected Income

I ntroduction

Change Date

4155.14.E.5.a
Types of Non-
Taxable Income

4155.14.E5b
Grossing-Up
Non-Taxable
Income

This topic contains information on analyzing noratale and projected
income, including

* types of non-taxable income

* grossing-up non-taxable income
* analyzing projected income, and
* projected income for a new job.

March 1, 2011

Certain types of regular income may not be sulife€ederal tax, such as

* some portion of Social Security,

some Federal government employee retirement income

Railroad Retirement benefits

some state government retirement income

certain types of disability and public assistanagnpents

child support

military allowances, and

other income that is documented as being exempt Federal income
taxes.

The amount of continuing tax savings attributedetgular income not subject
to Federal taxes may be added to the borrowerssgracome.

The percentage of non-taxable income that may Hedwhnnot exceed the
appropriate tax rate for the income amount. Adddi allowances for
dependents ampot acceptable.

The lender

» must document and support the amount of incgrossed- up for any non-
taxable income source, and

» should use the same tax rate the borrower usealdolate his/her income
tax from the previous year.

Note: If the borrower is not required to file a Fedeed teturn, the tax rate
to use is 25%.

Continued on next page
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5. Non-Taxable and Projected Income, Continued

4155.14.E.5.c
Analyzing
Projected
Income

4155.14.E.5d
Projected
Incomefor a
New Job

4-E-16

Projected or hypothetical incomernist acceptable for qualifying purposes.
However, exceptions are permitted for income from

* cost-of-living adjustments
* performance raises, and
* bonuses.

For the above exceptions to apply, the income toest

« verified in writing by the employer, and
* scheduled to begin within 60 days of loan closing.

Projected income is acceptable for qualifying psgsofor a borrower
scheduled to start a new job within 60 days of ldasing if there is a
guaranteed, non-revocable contract for employment.

The lendemust verify that the borrower will have sufficient ino@ or cash
reserves to support the mortgage payment and &ey obligations between
loan closing and the start of employment.

The loan isot eligible for endorsemeritt the loan closes more than 60 days
before the borrower starts the new job. To bdldegor endorsement, the
lender must obtain from the borrower a pay stubtber acceptable evidence
indicating that he/she has started the new job.

Examples. A teacher whose contract begins with the neveskchear, or a
physician beginning his/her residency fall intcstbategory.
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Chapter 4, Section F

Section F. Borrower Qualifying Ratios

Overview

In ThisSection  This section contains the topics listed in theadi®low.

Topic Topic Name See Page
1 General Information on Borrower Qualifying 4-F-2
2 Qualifying Ratios 4-F-3
3 Compensating Factors 4-F-6
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Chapter 4, Section F

HUD 4155.1

1. General Information on Borrower Qualifying

I ntroduction

Change Date

4155.14.F.1.a
L ender
Responsibility
When
Qualifying a
Borrower

4155.14.F.1b
I mportance of
Careful
Underwriting
Analyss

4-F-2

This topic contains general information on qualifyia borrower, including

* lender responsibility when qualifying a borrowenda
* the importance of careful underwriting analysis.

March 1, 2011

The lender is responsible for adequately analythegorobability that a
borrower will be able to repay the mortgage obl@atccording to the terms
of the loan.

This responsibility includes using qualifying ratiand compensating factors
when qualifying a borrower. Qualifying ratios dag exceeded when
significant compensating factors exist.

Underwriting requires a careful analysis of manyeass of the mortgage.

Each loan is a separate and unique transactiorthenel may be multiple
factors that demonstrate a borrower’s ability aridngness to make timely
mortgage payments.

Simply establishing that a loan transaction meetsmal standards does not
necessarily constitute prudent underwriting. Whealifying a borrower, it
is important to avoid the danger of “layering fleikties” when assessing the
mortgage insurance risk.
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Chapter 4, Section F

2. Qualifying Ratios

I ntroduction

Change Date

4155.14.F.2a
General
Information
About
Qualifying
Ratios

This topic contains information on determining eatto qualify a borrower,
including

* general information about qualifying ratios

* mortgage payment expense to effective income ratio

* total fixed payments to effective income ratio, and

* estimating real estate taxes when determining tyuradi ratios.

March 1, 2011

Quialifying ratios are used to determine if the bas@r can reasonably be
expected to meet the expenses involved in home sipe and provide for
his/her family. In order to make this determinatithe lender must calculate

 the Mortgage Payment Expense to Effective Incortie,ras described in
HUD 4155.1 4.F.2.band

« the Total Fixed Payment to Effective Income ragi® described ilUD
4155.14.F.2.c.

Note: The underwriter must calculate the qualifyingasfor entry into the
Automated Underwriting System (AUS) in order todwaluated by the
Technology Open To Approved Lenders (TOTAL) Scordca

Continued on next page
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HUD 4155.1

2. Qualifying Ratios, Continued

4155.14.F.2b
M ortgage
Payment
Expenseto
Effective
Income Ratio

4155.1 4.F.2.c
Total Fixed
Paymentsto
Effective
Income Ratio

4-F-4

The relationship of the mortgage payment to incasrensidered acceptable
if the total mortgage payment does not exceed 3flteogross effective
income.

A ratio exceeding 31% may be acceptable only mificant compensating
factors, as discussedi#UD 4155.1 4.F.3are documented and recorded on
FormHUD-92900-LT, FHA Loan Underwriting and Transmittal Summary.

For those borrowers who qualify under FHA’s Enefdfycient Homes
(EEH), the ratio is set at 33%.

Note: The total mortgage payment includes

* principal and interest

» escrow deposits for real estate taxes

* hazard insurance

* mortgage insurance premium

* homeowners’ association dues

* ground rent

* special assessments, and

» payments for any acceptable secondary financing.

The relationship of total obligations to incomeasidered acceptable if the
total mortgage payment and all recurring monthlygattions do not exceed
43% of the gross effective income.

A ratio exceeding 43% may be acceptable only mifigant compensating
factors, as discussedlitUD 4155.1 4.F.3are documented and recorded on
FormHUD-92900-LT, FHA Loan Underwriting and Transmittal Summary.

For those borrowers who qualify under FHAEH, the ratio is set at 45%.

Continued on next page
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2. Qualifying Ratios, Continued

4155.14.F.2.d For real estate taxes, lenders must use accutateatss of monthly property
Estimating Real tax escrows when qualifying borrowers. In new ¢amdion cases, property
Estate Taxes tax estimates must be based on the land and cadpfaprovements, not

When just on the land value.
Determining
S;Sg;ymg Reference: For information on projecting and collecting reslage tax

payments, sedUD 4155.2 6.A.1.i
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HUD 4155.1

3. Compensating Factors

I ntroduction

Change Date

4155.14F.3a
Documenting
Compensating
Factors

4155.14.F.3b
Compensating
Factors
Benchmark
Guidelines

This topic contains information on using compemgafactors to qualify a
borrower, including

» documenting compensating factors, and
e compensating factors benchmark guidelines.

March 1, 2011

Compensating factors used to justify approval oftgage loans with ratios
that exceed benchmark guidelines must be recondékdeoUnderwriter
Comments section of FormlUD-92900-LT, FHA Loan Underwriting and
Transmittal Summary. Any compensating factor usgdstify mortgage
approval must also be supported by documentation.

TOTAL Scorecard Accept Recommendation

The Technology Open To Approved Lenders (TOTAL)r8card Accept
recommendation does not require documented comijpem$actors, even if
gualifying ratios have exceeded FHA benchmark dinds.

Reference: For more information on tiEOTAL Scorecard
recommendations, see thOTAL Mortgage Scorecard User Guide.

The table below describes the compensating fatitatsmay be used to
justify approval of mortgage loans with ratios teateed FHA benchmark
guidelines.

Compensating Factor

Guideline Description

Housing Expense Payments

The borrower has suctigsidmonstrated the ability to pay
housing expenses greater than or equal to the peopmonthly
housing expenses for the new mortgage over thel@az4d
months.

4-F-6

Continued on next page
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Chapter 4, Section F

3. Compensating Factors, Continued

4155.1 4.F.3.b Compensating Factors Benchmark Guidelines (continued)

Compensating Factor

Guideline Description

Down Payment

The borrower makes a large down patyofet©% or higher
toward the purchase of the property.

Accumulated Savings

The borrower has demonstrated

* an ability to accumulate savings, and
* a conservative attitude toward using credit.

Previous Credit History

A borrower’s previous ctedstory shows that he/she has th
ability to devote a greater portion of income tasiog
expenses.

Compensation or Income
Not Reflected in Effective
Income

The borrower receives documented compensatiorcomie
that is not reflected in effective income, but dihg affects
his/her ability to pay the mortgage.

This type of income includes food stamps and sinpitelic
benefits.

Minimal Housing Expense
Increase

There is only a minimal increase in the borrowédsising
expense.

e

Continued on next page
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HUD 4155.1

3. Compensating Factors, Continued

4155.1 4.F.3.b Compensating Factors Benchmark Guidelines (continued)

Compensating Factor

Guideline Description

Substantial Cash Reserves

The borrower has sulas@mtumented cash reserves (at
least three months worth) after closing. The lemdest judge
if the substantial cash reserve asset is liquictadily
convertible to cash, and can be done so abserdgmetnt or job
termination, when determining if the asset camiotuded as
cash reserves, or cash to close.

Funds and/or “assets” that amat to be considered as cash
reserves include

* equity in other properties, and
* proceeds from a cash-out refinance.

The lender may use a portion of a borrower's netanet
account, subject to the following conditions. To@unt for
withdrawal penalties and taxes, only 60% of theedamount
of the account may be used. The lender must docutine
existence of the account with the most recent depgsor
brokerage account statement. In addition, evidemast be
provided that the retirement account allows fothdrawals
under conditions other than in connection withltberower's
employment termination, retirement, or death. itharawals
can only be made under these circumstances, ihennent
account may not be included as cash reservesy lbfthese
funds are also to be used for loan settlement aimatunt must
be subtracted from the amount included as casivesse
Similarly, any gift funds that remain in the borrews account
following loan closing, subject to proper documdiota may
be considered as cash.

Note: Reserves from retirement accounts and giftseasribed
above may be considered as cash reserves whengtuoei
mortgage application througrOTAL.

Reference: For information on acceptable sources of cash
reserve funding, seeUD 4155.1 5.B

4-F-8
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Chapter 4, Section F

3. Compensating Factors, Continued

4155.1 4.F.3.b Compensating Factors Benchmark Guidelines (continued)

Compensating Factor

Guideline Description

Substantial Non-Taxable
Income

The borrower has substantial non-taxable income.

Note: This applies if no adjustment was previously madhen
computing ratios.

Potential for Increased
Earnings

The borrower has a potential for increased earnags
indicated by job training or education in his/hesfpssion.

Primary Wage-Earner
Relocation

The home is being purchased because the primarg-eager
Is relocating, and the secondary wage-earner

* has an established employment history

* is expected to return to work, and

* has reasonable prospects for securing employment in
similar occupation in the new area.

Note: The underwriter must document the availabilityhe
potential employment.
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Chapter 5, Section A

Section A. Settlement Requirements

Overview

In ThisSection  This section contains the topics listed in theddig#low.

Topic Topic Name See Page
1 General Information on Settlement 5-A-2
Requirements
2 Settlement Requirements Needed to Close 5-A-

5-A-1



Chapter 5, Section A HUD 4155.1

1. General Information on Settlement Requirements

Introduction This topic contains general information on settlehrequirements, including

* lender responsibility for estimating settlementuiegments
« disclosure of origination charges on the Good Hagtimate (GFE), and
 determining the amount needed for closing.

Change Date March 24, 2011

4155.15A.1.a  For each transaction, the lender must providertiti@ali Good Faith Estimate
Lender (GFE), all revised Good Faith Estimates and a ##aD-1 Settlement
Responsibility  Statementconsistent with the Real Estate Settlement ProesdAct

for Estimating  (RESPA), to determine the cash required to closertbrtgage transaction.
Settlement

Requirements

In addition to the minimum downpayment requirendegcribed irdUD
4155.1 5.B.1.aadditional borrower expenses must be includetertotal
amount of cash that the borrower must provide atgage settlement. Such
additional expenses include, but are not limited t

« closing costs, such as those customary and redsor@gis necessary to
close the mortgage loan

* prepaid items

« discount points

* non-realty or personal property

 upfront mortgage insurance premium (UFMIP) amounts

* repairs and improvements

* real estate broker fees

* mortgage broker fees

* premium pricing on FHA-insured mortgages, and

« yield spread premiums.

References. For more information on

« closing-related expenses, $¢€D 4155.1 5.A.2
* UFMIP amounts, sedUD 4155.2 7.2.aand

* RESPA rules, selettp://www.hud.gov/respa

Continued on next page
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Chapter 5, Section A

1. General Information on Settlement Requirements, Continued

4155.15.A.1b
Disclosure of
Origination
Chargeson the
Good Faith
Estimate

4155.15.A1c
Deter mining
the Amount
Needed for
Closing

Lenders must include the sumaif fees and charges from origination-related
charges in Box 1 on page 2 of tBeod Faith EstimatéGFE).
The figure in Box 1

* represents all compensation to the lender andéikebifor originating the
loan, and

« will most oftenexceedhe specific origination fee caps set for govemime
programs.

The GEE requires that lenders provide an aggregated oosirigination
services. Lenders may, however, itemize specifitratt origination fees and
charges in the empty 800 lines of tHED-1 Settlement Statemend the left
of the column, if required by a government prog@nstate law to provide
more detailed information on those fees and charges

Reference: For more information on charges, fees, and dists) se4
CFR 203.27

The amount of cash needed by the borrower to @dongeHA-insured
mortgage is thdifferencebetween the

* total cost to acquire the property, including tkpenses listed ilUD
4155.1 5.A.1.3 and

« amount of the mortgage, excluding dviyMIP.
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2. Settlement Requirements Needed to Close

I ntroduction

Change Date

5-A-4

This topic contains information on settlement reguents needed to close,
including

« origination fee, unallowable fees, and other clgsiosts
* types of prepaid items, including per diem interest

* discount points

non-realty (chattel) or personal property

 upfront mortgage insurance premium (UFMIP) amounts
* repairs and improvements

* real estate broker fees

* mortgage broker fees

» premium pricing on FHA-insured mortgages

* yield spread premiums, and

* seller credits.

January 31, 2011

Continued on next page
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2. Settlement Requirements Needed to Close, Continued

4155.15A.2a Lenders may charge and collect from borrowers tlcaséomary and

Origination reasonable costs necessary to close the mortgage lo
Fee,

Unallowable Borrowers may not pay a tax service fee.

Fees, and Other

Closing Costs

FHA no longer limits the origination fee to one ganmt of the mortgage
amount for its standard mortgage insurance progratiasvever, both the
Home Equity Conversion Mortgage (HECM) and Secf08(k)
Rehabilitation Mortgage Insurance programs retagir tstatutory origination
fee caps.

Lenders may charge and collect

 a supplemental origination fee on Section 203(kabditation mortgages,
or
* two percenbnHECMs.

References: For more information on

* collecting customary and reasonable feesHigb 4155.2 6.A.3.aand

* the supplemental origination fee for 203(k) moregmgedeiUD 4155.2
1.C5f

« the HECM origination fee, sd¢UD 4235.1 Home Equity Conversion
Mortgages

Continued on next page
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2. Settlement Requirements Needed to Close, Continued

4155.15.A.2.b
Types of

Prepaid Items
(Including Per
Diem Interest)

4155.15.A.2¢c
Discount Points

4155.15.A.2.d
Non Realty or
Per sonal
Property

4155.15.A.2.e
UFMIP
Amounts

5-A-6

Prepaid items are collected at closing to cover

 accrued and unaccrued hazard insurance premiums
* mortgage insurance premiums

* taxes

* per diem interest, and

« other similar fees and charges.

Per Diem Interest

The lender must use a minimum of 15 days of pendigerest when
estimating prepaid items on t@®od Faith EstimatéGFE). To reduce the
burden on borrowers whose loans were scheduleldge at the end of the
month, but did not due to unforeseen circumstarieaders and borrowers
may agree to credit the per diem interest to theeolmeer and have the
mortgage payments begin the first of the succeedliogth. The dollar
amount of the per diem interest credit nmay be used to reduce the
borrower’s required cash investment.

Discount points paid by the borrower

* become part of the total cash required to close

« arenoteligible for meeting the minimum down payment riegnent, and

* must appear on Line 10 of Page 3 of fdidD 92900-A HUD/VA
Addendum to Uniform Residential Loan Application.

Non-realty (chattel) or personal property itemg tha borrower agrees to pay
for separately, including the amount subtractechftbe sales price when
determining the maximum mortgage, are includedhéntotal cash
requirements for the loan.

Any upfront mortgage insurance premium (UFMIP) antsipaid in cash are
added to the total cash settlement requiremerte UFMIP must be

« entirely financed into the mortgage, except any améess than $1.00, or
* paid entirely in cash and all mortgage amounts dedrdown to a multiple
of $1.00.

Reference: For information on UFMIP amounts, sd&lD 4155.2 7.2.a

Continued on next page
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2. Settlement Requirements Needed to Close, Continued

4155.15.A.2f Repairs and improvements, or any portion paid byobrrower that cannot be

Repairsand financed into the mortgage, are part of the borrsaetal cash requirements.
Improvements

415515.A.29 If a borrower is represented by a real estate brakd must pay any fee
Real Estate directly to the broker, that expense must
Broker Fees
* be included in the total of the borrower’s settlatequirements, and
e appear on thelUD-1 Settlement Statement

If the seller pays the broker fee as part of thesseommission, it is not
considered an inducement to purchase, or parteoe¢her contributions
limitation, as long as the seller is paying onlg titormal sales commission
for that market.

Any additional seller-paid commission to the broiseconsidered an
inducement to purchase.

To determine if the seller paid a buyer-brokerifeaddition to the normal
sales commission for the market, the lender mustiola copy of the original
listing agreement, and compare it with theD-1 Settlement Statement

References; For more information on
« seller contribution limitations, s¢¢éUD 4155.1 2.A.3and
* inducements to purchase, $¢dD 4155.1 2.A.4

4155.15A.2h  The lender should include mortgage broker feekertdtal of the borrower’s
Mortgage cash settlement requirements and orHb®-1 Settlement Statemeiit
Broker Fees he/she pays a fee directly to a mortgage broker.

This requirement applies only when the borroweepehdently engages a
mortgage broker exclusively to seek financing, pags the broker directly.
The mortgage broker cannot be the same as theatiigg lender.

Note: The payment magotcome from the lending institution, p24 CFR
203.27

Continued on next page
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HUD 4155.1

2. Settlement Requirements Needed to Close, Continued

4155.15.A.2.
Premium
Pricing on
FHA-Insured
M ortgages

4155.15.A.2;
Yield Spread
Premium

5-A-8

Lenders may pay a borrower’s closing costs, anatgpaid items by
“premium pricing.” Closing costs paid in this ma&nmo not need to be
included as part of the seller contribution limiat The funds derived from
a premium priced mortgage

mayneverbe used to pay any portion of the borrower’s doaympent
mustbe disclosed on thBFE and theHUD-1 Settlement Statement
mustbe used to reduce the principal balance if the prenpricing
agreement establishes a specific dollar amourtlésing costs and prepaid
expenses, with any remaining funds in excess ofahcbsts reverting to the
borrower, and

may not be used for payment of

- debts

— collection accounts

— escrow shortages or missed mortgage payments, or

—judgments.

Reference: For more information on seller contribution ltations, seé&lUD
4155.1 2.A.3

Yield spread premiums (YSP) are not part of thénecaguired to close, but
mustbe disclosed to borrowers on tB&E andHUD-1 Settlement Statement
in accordance with the Real Estate Settlement Btoes Act (RESPA).

Continued on next page
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Chapter 5, Section A

2. Settlement Requirements Needed to Close, Continued

4155.15.A.2.k
Seller Credits
on the HUD-1
Settlement
Statement

RESPAregulations do not require or permit the inclusiordisclosure of
seller-paid credits on thHeFE. On theHUD-1 Settlement Statement

« charges mudte displayed in the borrower’s column, and

* a credit to offset charges must be listed in SacliGummary of
Borrower’s Transactioron lines 204-209, with a corresponding reduction
to the seller’s proceeds in Sectionymmary of Seller's Transactiom
lines 506-509.

When the seller contributes to more than one expehs seller credit shown
on the HUD-1 must reflect the lump sum payment.

Reference: For more information on RESPA rules, see
http://www.hud.gov/respa
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Section B. Acceptable Sources of Borrower Funds

Overview

In This Section  This section contains the topics listed in theadi®low.

Topic Topic Name See Page
1 General Information on Acceptable Sources of 5-B-2
Borrower Funds
2 Cash and Savings/Checking Accounts as 5-B-4

Acceptable Sources of Funds

3 Investments as an Acceptable Source of Fynds 85-B-

4 Gifts as an Acceptable Source of Funds 5-B-10

5 Gift Fund Required Documentation 5-B-15

6 Property Related Acceptable Sources of Funds 18-B-

7 Loans and Grants as Acceptable Sources df 5-B-24
Funds

8 Employer Programs as Acceptable Sourceg of 5-B-27
Funds

5-B-1



Chapter 5, Section B HUD 4155.1

1. General Information on Acceptable Sources of Borrower

Funds

Introduction

Change Date

4155.15B.1.a
Closing Cost
and Minimum
Cash
Investment
Requirements

5-B-2

This topic contains general information on accelgtaburces of borrower
funds, including

* closing cost and minimum cash investment requiréspemd
* types of acceptable sources of borrower funds.

March 24, 2011

Under most FHA programs, the borrower is requitechaike a minimum
downpayment into the transaction of at least 3.5% @l esser of the
appraised value of the property or the sales price.

Additionally, the borrower must have sufficient @ato cover borrower-paid
closing costs and fees at the time of settlemaemds used to cover the
required minimum downpayment, as well as closingisand fees, must
come from acceptable sources and must be verifidgpeoperly documented.

References. For more information on
* settlement requirements, 9d&/D 4155.1 5.Aand
* acceptable sources of borrower funds,8e® 4155.1 5.B.1.b

Continued on next page
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1. General Information on Acceptable Sources of Borrower
Funds, continued

4155.15.B.1.b The table below lists the acceptable sources ablb@r funds and a reference

Acceptable for locating additional information on each source.
Sources of
Borrower
Funds
Acceptable Source of Funds Reference
» Earnest money deposit SeeHUD 4155.1 5.B.2

» Savings and checking accounts
» Cash saved at home
» Cash accumulated with private savings club

 Savings bonds SeeHUD 4155.1 5.B.3
* IRAs

* 401(k) and Keogh accounts
* Stocks and Bonds

* Thrift Savings Plans

Gift Funds SeeHUD 4155.1 5.B.4and
HUD 4155.1 5.B.5
» Sales proceeds SeeHUD 4155.1 5.B.6

 Sale of personal property
e Commissions from sale

» Trade Equity

» Rent Credit

» Sweat Equity

* Collateralized loans SeeHUD 4155.1 5.B.7
* Grants and loans
* Employer’s Guarantee Plans SeeHUD 4155.1 5.B.8

» Employer Assistance Plans

5-B-3



Chapter 5, Section B HUD 4155.1

2. Cash and Savings/Checking Accounts as Acceptable
Sources of Funds

Introduction

Change Date

4155.15.B.2.a
Earnest Money
Deposit

5-B-4

This topic contains information on cash and savetgscking account funds
as acceptable sources of borrower funds, including

* earnest money deposits

* savings and checking accounts

* cash saved at home

» verifying cash saved at home

 cash accumulated with private savings clubs, and
* requirements for private savings clubs.

January 31, 2011

The lender must verify and document the deposituarhand source of funds,
if the amount of the earnest money deposit

» exceeds 2% of the sales price, or
» appears excessive based on the borrower’s hist@gcomulating savings.

Satisfactory documentation includes

* a copy of the borrower’s cancelled check
« certification from the deposit-holder acknowledgnegeipt of funds, or
* separate evidence of the source of funds.

Separate evidence includes a verification of dego€D) or bank statement
showing that the average balance was sufficienbt@r the amount of the
earnest money deposit at the time of the deposit.

Continued on next page
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Chapter 5, Section B

2. Cash and Savings/Checking Accounts as Acceptable
Sources of Funds, Continued

4155.15.B.2.b
Savings and
Checking
Accounts

4155.15.B.2.c
Cash Saved at
Home

A VOD, along with the most recent bank statement, maysed to verify
savings and checking accounts.

If there is a large increase in an account, oatteunt was recently opened,
the lender must obtain from the borrower a cred#éxglanation and
documentation of the source of the funds.

TOTAL Scorecard Accept/Approve or Refer Recommendation

If the loan receives an Accept/Approve or Refepnemendation from the
Technology Open To Approved Lenders (TOTAL) Scordcthe lender
must

* obtain an explanation and documentation for relsgge deposits in excess
of 2% of the property sales price, and

« verify that any recent debts were not incurredidtam part, or all, of the
required cash investment on the property beinghased.

Reference: For additional information on the TOTAL Scoretasee
HUD 4155.1 6.A.1and theTOTAL Mortgage Scorecard User Guide.

Borrowers who have saved cash at home, and aré¢cahtiequately
demonstrate the ability to do so, are permitteldawe this money included as
an acceptable source of funds to close the morigage

To include cash saved at home when assessing theuao’'s cash assets, the

* money must be verified, whether deposited in anfore institution, or held
by the escrowr/title company, and

* borrower must provide satisfactory evidence ofahiity to accumulate
such savings.

Reference: For information on verifying cash saved at hoseeHUD
4155.15.B.2.d

Continued on next page
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2. Cash and Savings/Checking Accounts as Acceptable
Sources of Funds, Continued

4155.1 5.B.2.d
Verifying Cash
Saved at Home

4155.15.B.2.e
Cash
Accumulated
With Private
Savings Clubs

5-B-6

To verify cash saved at home, the borrower mustaéxm writing

* how the funds were accumulated, and
* the amount of time it took to accumulate the funds.

The lender must determine the reasonableness atthenulation, based on
the

* time period during which the funds were saved, and
* borrower’s

—income stream

- spending habits

—documented expenses, and

- history of using financial institutions.

Note: Borrowers with checking and/or savings accoamngsless likely to
save money at home than individuals with no histdrguch accounts.

Some borrowers may choose to use non-traditiontieds to save money by
making deposits into private/community savings sluften, these clubs
pool resources for use among the membership.

If a borrower claims that the cash to close an RRig\wed mortgage is from
savings held with a private/community savings chdyshemust be able to
adequately document the accumulation of the funttstive club.

Reference: For information on the requirements for priveéings clubs, see
HUD 4155.1 5.B.2.f

Continued on next page
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Chapter 5, Section B

2. Cash and Savings/Checking Accounts as Acceptable
Sources of Funds, Continued

4155.1 5.B.2.f
Requirements
for Private

Savings Clubs

While private savings clubs are not supervised aniastitutions, the clubs
must, at a minimum

* have account ledgers

* provide
—receipts from the club
— verification from the club treasurer, and
—identification of the club.

The lender must reverify the information, and theerwriter must be able to
determine that

* it was reasonable for the borrower to have savedribney claimed, and
* there is no evidence that the funds were borrowiditlan expectation of
repayment.

Note: If the borrower is obligated to continue making ommg contributions
under the pooled savings agreement, this obligatmuld be counted in the
borrowers’ total debt when calculating the quahfyratios.
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3. Investments as an Acceptable Source of Funds

Introduction

Change Date

4155.1 5.B.3.a
IRASs, Thrift
Savings Plans,
401(k) and
Keogh
Accounts

5-B-8

This topic includes information on investments aseceptable source of
funds, including

* IRAs, thrift savings plans, 401(k) and Keogh acdeun
» stocks and bonds, and
* savings bonds.

January 31, 2011

Up to 60% of the value of assets such as IndiviReirement Accounts
(IRA), thrift savings plans, 401(k) and Keogh acaatsumay be included in
the underwriting analysis, unless the borrower gles conclusive evidence
that a higher percentage may be withdrawn, aftetracting any

* Federal income tax, and
» withdrawal penalties.

Notes:

* Redemption evidence is required.

* Evidence of liquidation is not requireahless more than 60% of the amount
in the account is used.

» The portion of the assets not used to meet clagiggirements, after
adjusting for taxes and penalties, may be courdgeserves.

TOTAL Scorecard Accept/Approve or Refer Recommendation

If the loan receives an Accept/Approve or Refeonemendatiorthe lender
must document the terms and conditions for withaitaamd/or borrowing,
and that the borrower is eligible for these withakts.

Reference: For more information on the TOTAL Scorecard
recommendations, see th®TAL Mortgage Scorecard User Guide.

Continued on next page
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Chapter 5, Section B

3. Investments as an Acceptable Source of Funds, Continued

4155.15.B.3.b
Stocks and
Bonds

4155.1 5.B.3.c
Savings Bonds

The lender may use the most recent monthly or gugrstatement provided
by the stockbroker or financial institution managthe portfolio to verify the
value of stocks and bonds. The borrower’s acegipt of funds must be
verified and documented.

TOTAL Scorecard Accept/Approve Recommendation
If the loan receives an Accept/Approve recommepdatie lender is not
required to provide evidence of liquidation.

Reference: For more information on the TOTAL Scorecard
recommendations, see th®TAL Mortgage Scorecard User Guide.

Government-issued bonds are counted at the origimahase price, unless
eligibility for redemption and the redemption valare confirmed.

Note: The actual receipt of funds at redemption mestdrified.
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4. Gifts as an Acceptable Source of Funds

Introduction

Change Date

4155.15.B.4.a
Description of
Gift Funds

4155.15.B.4.b
Who May
Provide a Gift

5-B-10

This topic contains information on using gift furas acceptable sources of
borrower funds, including

* a description of gift funds

* who may provide a gift

* who may not provide a gift

* lender responsibility for verifying the acceptatyilof gift fund sources

* gift donor’s source of funds

* equity credit

= paying off borrower’s consumer debt

» downpayment assistance programs

» gifts from charitable organizations when the orgation loses or gives up
its Federal tax-exempt status, and

* lender responsibility for ensuring that downpaynesgistance provider is a
charitable organization.

January 31, 2011

In order for funds to be considered a gift, thetestibe no expected or
implied repayment of the funds to the donor bylibeower.

Note: The portion of the gift not used to meet closieguirements may be
counted as reserves.

An outright gift of the cash investment is accefgabthe donor is

* the borrower’s relative

* the borrower’s employer or labor union

* a close friend with a clearly defined and documeéiméerest in the
borrower

* a charitable organization

» a governmental agency or public entity that hasognam providing home
ownership assistance to
- low- and moderate-income families, or
= first-time homebuyers.

Continued on next page
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Chapter 5, Section B

4. Gifts as an Acceptable Source of Funds, continued

4155.15.B.4.c
Who May Not
Provide a Gift

4155.15.B.4.d
Lender
Responsibility
for Verifying
the
Acceptability of
Gift Fund
Sources

4155.15.B.4.e
Gift Donor’s
Source of
Funds

The gift donor mayot be a person or entity with an interest in the sékbe
property, such as

* the seller

* the real estate agent or broker
* the builder, or

* an associated entity.

Gifts from these sources are considered inducentemisrchase, anaiust be
subtracted from the sales price.

Note: This applies to properties where the sellergeaernment agency
selling foreclosed properties, such as the U.SaBegent of Veterans Affairs
(VA) or Rural Housing Services.

Reference: For more information on inducements to purchase,
HUD 4155.1 2.A.4

Regardless of when gift funds are made availab&liorrower, the lender
must be able to determine that the gift funds waatprovided by an
unacceptable source, and were the donor’s own funds

When the transfer occurs at closing, the lendezgponsible for verifying
that the closing agent received the funds frondibreor for the amount of the
gift, and that the funds were from an acceptablec

Reference: For information on documenting the transfer iff fgnds at
closing, se¢dUD 4155.1 5.B.5.b

As a general rule, FHA is not concerned with hosloror obtains gift funds,
provided that the funds are not derived in any neafmom a party to the
sales transaction.

Donors may borrow gift funds from any other accbl@aource, provided the
mortgage borrowers are not obligors to any notetmre money borrowed to
give the gift.

Continued on next page
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4. Gifts as an Acceptable Source of Funds, continued

4155.15.B.4.f
Equity Credit

4155.15.B.4.9
Paying Off
Borrower’s
Consumer Debt

5-B-12

Only family members may provide equity credit agfaon property being
sold to other family members.

The restrictions on gifts previously discussedhis topic and the restriction
on equity credit may be waived by the jurisdictibHameownership Center
(HOC), provided that the seller is contributingotooperating an acceptable
affordable housing program.

FHA regards the payment of consumer debt by thartigs as an inducement
to purchase.

When someone other than a family member has paakbts or other
expenses on behalf of the borrower

* the funds must be treated as an inducement to gsecland

» theremust be a dollar for dollar reduction to the sales@rten calculating
the maximum insurable mortgage.

Note: The dollar for dollar reduction to the salescpralso applies to gift
funds not meeting the requirements that the gift be

« for downpayment assistance, and

* provided by an acceptable source.

Reference: For more information on inducements to purchase,
HUD 4155.1 2.A4

Continued on next page
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4. Gifts as an Acceptable Source of Funds, continued

4155.15.B.4.h FHA does not “approve” downpayment assistance pragradministered by
Downpayment  charitable organizations, such as nonprofits. Fttb®d doesot allow

Assistance nonprofit entities to provide gifts to pay off
Programs

installment loans
credit cards
collections

* judgments

e liens, and
 similar debts.

Lenderamust ensure that a gift provided by a charitable org@tion meets
the appropriate FHA requirements, and that thestearof funds is properly

documented.
4155.1 5.B.4.i If a charitable organization makes a gift thabi®é used for all, or part, of a
Gifts from borrower’'s downpayment, and the organization priogidhe gift loses or
Charitable gives up its Federal tax-exempt status, FHA witlbignize the gift as an

Organizations  acceptable source of the downpayment providectiieat
That Lose or

Give Up Thei er .
F,Ia\:jeera?TaXe_ "o gift is made to the borrower

Exempt Status  * 9ift is properly documented, and
* borrower has entered into a contract of sale (tiolyiany amendments to
purchase pricedn or before the date the Internal Revenue Service (IRS)
officially announces that the charitable organmas tax-exempt status is
terminated.

Continued on next page
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4. Gifts as an Acceptable Source of Funds, continued

4155.15.B.4
Lender
Responsibility
for Ensuring
That
Downpayment
Assistance
Provider Is a
Charitable
Organization

5-B-14

The lender is responsible for ensuring that artyeptoviding downpayment
assistance is a charitable organization as debgesection 501(a) of the
Internal Revenue Code (IRC) of 1986 pursuant tdi&@e&01(c) (3) of the
IRC.

One resource for this informationlBS Publication 78 Cumulative List of
Organizations described in Section 170(c) of the Internal Revenue Code of
1986, which contains a list of organizations eligilbderéceive tax-deductible
charitable contributions.

The IRS has an online version of this list which ba found at
http://apps.irs.gov/app/pub7&Jse the following instructions to obtain the
latest update:

* enter search data and click “Search”

= click “Charities & Non-Profits” button in the head®w

* click “Search for Charities” under “Charities & Ndtrofits Topics” on the
left-hand side of the page

* click “Recent Revocations and Deletions from CuriwéaList” under the
“Additional Information” heading in the middle dfi¢ page, and

* click the name of the organization if the name apgpen the list displayed.

In addition, FHA has developed a webpage that ples/a listing of
downpayment assistance providers whose nonprefitshas been revoked.
This page can be found lattp://www.hud.gov/offices/hsg/sth/np/irstatus.cfm
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Chapter 5, Section B

5. Gift Fund Required Documentation

Introduction

Change Date

4155.15.B.5.a
Gift Letter
Requirement

This topic contains information on the required wtnentation for gift funds,
including

* gift letter requirement, and
» documenting the transfer of gift funds.

January 31, 2011

The lender must document any gift funds througiftdegter, signed by the
donor and borrower. The gift letter must

» show the donor’s name, address, telephone number

* specify the dollar amount of the gift, and

* state
- the nature of the donor’s relationship to the bwag and
—that no repayment is required.

TOTAL Scorecard Accept/Approve or Refer Recommendation

If the loan receives an Accept/Approve or Refeonemendation, the
borrower must list on the loan application or igith letter, for each cash gift
received, the

» donor’'s name, address, telephone number
* donor’s relationship to the borrower, and
= dollar amount of the gift.

If sufficient funds required for closing are noteady verified in the
borrower’s account(s), the lender must documentrtresfer of the gift funds
to the borrower’s account(s), in accordance withitistructions provided in
HUD 4155.1 5.B.5.b.

Reference: For additional information on the TOTAL ScorataseeHUD
4155.1 6.A.1and theTOTAL Mortgage Scorecard User Guide.

Continued on next page
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5. Gift Fund Required Documentation, Continued

4155.15.B.5.b The lender must document the transfer of gift fuindsh the donor to the

Documenting  borrower.
the Transfer of

Gift Funds The table below describes the requirements fotrtresfer of gift funds.
If the gift funds ... Then the lender must ...
are in the borrower’s obtain
account

* a copy of the withdrawal document
showing that the withdrawal was from thg
donor’s account, and

* the borrower’s deposit slip and bank
statement showing the deposit.

U

* are to be provided at obtain a
closing, and
* are in the form of a » bank statement showing the withdrawal
certified check from the from the donor’s account, and
donor’s account » copy of the certified check.
* are to be provided at have the donor provide a withdrawal
closing, and document or cancelled check for the amount
e are in the form of a of the gift, showing that the funds came fram

cashier’s check, money | the donor’s personal account.

order, official check, or

other type of bank check
* are to be provided at have the donor provide documentation of the

closing, and wire transfer.
e are in the form of an

electronic wire transfer to| Note: The lender must obtain and keep th

the closing agent documentation of the wire transfer in its
mortgage loan application binder. While the
document does not need to be provided in
the insurance binder, it must be available for
inspection by FHA’s Quality Assurance
Division (QAD) when that office conducts
its onsite review.

D

Continued on next page

5-B-16



HUD 4155.1

Chapter 5, Section B

5. Gift Fund Required Documentation, Continued

4155.1 5.B.5.IDocumenting the Transfer of Gift Funds (continued)

If the gift funds ...

Then the lender must ...

donor, and

e documentation from the
bank or other savings
account ishot available

* are being borrowed by thg

including the lender.

I mportant: Cash on hand is not an

acceptable source of donor gift funds.

» have the donor provide written evidence that
the funds were borrowed from an acceptable
source, not from a party to the transaction

5-B-17
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6. Property-Related Acceptable Sources of Funds

Introduction

Change Date

4155.1 5.B.6.a
Sale of Personal
Property

5-B-18

This topic contains information on personal propertreal property as
acceptable sources of borrower funds, including

sale of personal property

documenting sales of personal property

net sales proceeds from real property

real estate commission from sale of the subjeqtgnty
* trade equity

* rent credit

= sweat equity

« additional sweat equity requirements, and

* trade-ins of manufactured homes.

January 31, 2011

In order to obtain cash for closing, a borrower raaly various items of
personal propertysuch as

e cars

* recreational vehicles

» stamps

= coins, or

» baseball card collections.

Reference: For information on the documentation requiredsates of
personal property, sé¢UD 4155.1 5.B.6.b.

Continued on next page
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6. Property-Related Acceptable Sources of Funds, Continued

4155.1 5.B.6.b
Documenting
Sales of
Personal
Property

4155.1 5.B.6.c
Net Sales
Proceeds From
Real Property

If a borrower plans to sell personal property itémebtain funds for closing,
he/she must provide

* a satisfactory estimate of the value of those iteand
* evidence that the items were sold.

The estimated value of the items being sold main lblee form of

* published value estimates issued by organizatsan) as
—automobile dealers, or
— philatelic or numismatic associations, or

* a separate written appraisal by a qualified appraisth no financial
interest in the loan transaction.

Only thelesser of the estimated value or actual sales pricelvaltonsidered
as assets to close.

The net proceeds from an arms-length sale of @ctlyrowned property may
be used for the cash investment on a new house.bdimower must provide
a fully executedHUD-1 Settlement Statement as satisfactory evidence of the
accrued cash sales proceeds.

If the property has not sold by the time of undémg, the underwriter must
condition the loan approval on verification of #ietual proceeds received by
the borrower. The lender must document the

* actual sale, and
« sufficiency of the net proceeds required for setdat.

Note: If the property has not sold by the time of slbject settlement, the
existing mortgage must be included as a liabilitydualifying purposes.

Continued on next page
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6. Property-Related Acceptable Sources of Funds, Continued

4155.1 5.B.6.d
Real Estate
Commission
From Sale of
the Subject
Property

4155.1 5.B.6.e
Trade Equity

5-B-20

If the borrower is a licensed real estate agerntiemhto a real estate
commission from the sale of the property being pased, then he/she may
use that amount for the cash investment, with masatient to the maximum
mortgage required.

A family member entitled to the commission may gsovide it as gift funds
to the borrower.

Reference: For information on gift fund requirements, $¢6D 4155.1
5.B.4

The borrower may agree to trade his/her real ptgperthe seller as part of
the cash investment. The amount of the borrowegrigty contribution is
determined by

* using thdesser of the property’s appraised value or sales paaoe€,

* subtracting all liens against the property beiagléd, along with any real
estate commission.

In order to establish the property value, the beeromust provide

* aresidential appraisal no more than six monthgmftetermine the
property’s value, and

* evidence of ownership.

Note: If the property being traded has an FHA-insuresitgage, assumption
processing requirements and restrictions apply.

Reference: For more information on assumptions, biééD 4155.1 7

Continued on next page



HUD 4155.1

Chapter 5, Section B

6. Property-Related Acceptable Sources of Funds, Continued

4155.1 5.B.6.f
Rent Credit

4155.1 5.B.6.9
Sweat Equity

The cumulative amount of rental payments that eXtlee appraiser’'s
estimate of fair market rent may be considered mcdation of the
borrower’s cash investment.

The endorsement packagest include the

* rent with option to purchase agreement, and
* appraiser’s estimate of market rent.

Conversely, the underwriter must treat the rergra;iducement to purchase,
with an appropriate reduction to the mortgaf#he sales agreement reveals
that the borrower

* has been living in the property rent-free, or
* has an agreement to occupy the property at a remaiint considerably
below fair market value, in anticipation of evertparchase.

Exception: An exception may be granted when a builder

« fails to deliver a property at an agreed-to tinre] a

» permits the borrower to occupy an existing or otlrat for less than market
rent until construction is complete.

Labor performed, or materials furnished by the twar before closing on
the property being purchased (known as “sweat guihay be considered
the equivalent of a cash investment, to the amoiitite estimated cost of the
work or materials.

Note: Sweat equity may also be “gifted,” subject te th
* additional requirements iHUD 4155.1 5.B.6.hand
* gift fund requirements describedttuD 4155.1 5.B.4

Continued on next page
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HUD 4155.1

6. Property-Related Acceptable Sources of Funds, Continued

4155.1 5.B.6.h
Additional
Sweat Equity
Requirements

The table below describes additional requirememtspplying sweat equity
as a cash equivalent and an acceptable sourceroinmy funds.

Sweat Equity Category

Requirement

Existing Construction

Only repairs or improvemdigied on the
appraisal are eligible for sweat equity.

Any work completed or materials provided
before the appraisal anet eligible.

Proposed Construction

The sales contract mustatelitbe tasks to
be performed by the borrower during
construction.

Borrower’s Labor

The borrower must demonstrateheis/
ability to complete the work in a satisfactory
manner.

The lender must document the contributory
value of the labor either through

* the appraiser’s estimate, or
* a cost-estimating service.

Delayed Work

The followingannot be included as sweat
equity:

* delayed work (on-site escrow)
* clean up

* debris removal, and

» other general maintenance.

5-B-22

Continued on next page
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6. Property-Related Acceptable Sources of Funds, Continued

4155.1 5.B.6.IAdditional Sweat Equity Requirements (continued)

4155.1 5.B.6.i
Trade-In of
Manufactured
Home

Sweat Equity Category

Requirement

Cash Back

Cash back to the borroweraspermitted in
sweat equity transactions.

Sweat Equity on Other
Properties

Sweat equity isiot acceptable on properties
other than the subject property being
purchased.

Compensation for work performed on other
properties must be

* in cash, and
* properly documented.

Source of Funds Evidence

If the borrower furnidiiesls and materialg,
he/she must provide evidence of the

» source of the funds, and
* market value of the materials.

An acceptable source of borrower cash investmemnuonly associated with
manufactured homes is the sale or trade-in of ametfanufactured home that
is not considered real estate. Trade-ins for castid are considered a seller
inducement and are not permitted.

5-B-23
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7. Loans and Grants as Acceptable Sources of Funds

Introduction

Change Date

4155.15.B.7.a
Collateralized
Loans

5-B-24

This topic contains information on loans and grastscceptable sources of
funds, including

* collateralized loans

» who may provide collateralized loans

» disaster relief grants and loans, and

* FHLB — Homeownership Set-Aside Grant Program.

January 31, 2011

The borrower may obtain a loan for the total reggiinvestment, as long as
satisfactory evidence is provided that the lodully secured by assets such
as investment accounts or real property. Thestsasgy include stocks,
bonds, and real estate other than the propertglmirchased.

Certain types of loans secured against depositedsfuvhere repayment may
be obtained through extinguishing the asset, doatptire consideration of
repayment for qualifying purposes. The asset sagtine loan mayot be
included as assets to close, or otherwise conslderailable to the borrower.
The deposited funds can be used for

* signature loans on certificates of deposit
* loans on the cash value of life insurance policies,
* loans secured by 401(k) accounts.

Reference: For more information on collateralized loans H&/D 4155.1
5.B.7.b.

Continued on next page
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7. Loans and Grants as Acceptable Sources of Funds,

Continued

4155.1 5.B.7.b
Who May
Provide
Collateralized
Loans

4155.1 5.B.7.c
Disaster Relief
Grants and
Loans

An independent third party must provide the borrdwends for
collateralized loans.

The seller, real estate agent or broker, lendesttaer interested partyay
not provide such funds.

Unacceptable borrowed funds include

 unsecured signature loans

 cash advances on credit cards

* borrowing against household goods and furniturd, an
* other similar unsecured financing.

Grants or loans from state or Federal agencie$, asithe Federal Emergency
Management Agency (FEMA), that provide immediatagiog assistance to
individuals displaced due to a natural disastely beaused for the borrower’s
cash investment.

Secured or unsecured disaster relief loans adraredty the Small Business
Association (SBA) may also be used. If the SBAnlaall be securedy the
property being purchased, it must be clearly subatd to the FHA-insured
mortgage.

Note: Any monthly payment arising from this type oatomust be included
in the qualifying ratios.

Continued on next page
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7. Loans and Grants as Acceptable Sources of Funds,

Continued

4155.1 5.B.7.d
FHLB — Home-
ownership Set-
Aside Grant
Program

5-B-26

The Federal Home Loan Bank’s (FHLB) Affordable HimgsProgram (AHP)
Homeownership Set-Aside Grant Program is an acbkpsaurce of
downpayment assistance, and may be used in comgamwith FHA-insured
financing. AHP Set-Aside funds can be used tsgathe borrower’'s 3.5%
minimum cash investment requirement.

The Retention Agreement required by the FHLB mestdzorded against the
property and results in a deed restriction, n&aosd lien. The Set-Aside
Grant Program shoulabt be considered secondary financing.

The Agreement must

* provide that the FHLB will have ultimate controlemtheAHP grant funds
if the funds are repaired by the borrower

* include language terminating the legal restrictionconveyance if title to
the property is transferred by foreclosure or dieelieu, or assigned to the
Secretary of HUD, and

» comply with all other FHA regulations.

Reference: For more information on the FHLB AHP, dattp://www.fhlb-
of.com/ofweb userWeb/pageBuilder/affordable-hougimprams-33
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8. Employer Programs as Acceptable Sources of Funds

Introduction

Change Date

4155.1 5.B.8.a
Relocation
Guaranteed
Purchase

4155.1 5.B.8.b
Employer
Assistance
Plans

This topic contains information on employer progsaas acceptable sources
of borrower funds, including

* relocationguaranteed purchase, and
» employer assistance plans.

January 31, 2011

If the borrower’s employer guarantees to purchasebbrrower’s previous
residence as a result of relocation, he/she mishisevidence of the
agreement.

The net proceeds must also be guaranteed.

If the employer pays the following to attract otaie valuable employees, the
payment is considered employee compensation:

» employee’s closing costs
* mortgage insurance premiums, or
* any portion of the cash investment.

An adjustment to the maximum mortgage amounbigequired.

If the employer provides this benefit after loattlsenent, the borrower must
provide evidence of sufficient cash for closing.

Note: A salary advanceannot be considered as assets to close, since it
represents an unsecured loan.

5-B-27
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Section C. Borrower Secondary Financing

Overview

In ThisSection  This section contains the topics listed in theadi®low.

Topic Topic Name See Page

1 General Information on Secondary Financing 5-C-P

2 Government Agency Secondary Financing 5-C-4

3 Nonprofit Agency Secondary Financing 5-C-7

4 Organizations and Private Individuals Providing 5-C-10
Secondary Financing

5 Family Member Secondary Financing 5-C-1»

6 Secondary Financing for Borrowers 60 Years of 5-C-16
Age or Older

5-C-1
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HUD 4155.1

1. General Information on Secondary Financing

I ntroduction

Change Date

4155.15.C.1a
Definition of
Secondary
Financing

4155.15.C.1.b
Secondary
Financing
Documentation
Requirements

5-C-2

This topic contains general information on secopdiaancing, including

« a definition of secondary financing
» secondary financing documentation requirements, and
» references for permissible sources of secondaaytimg.

November 19, 2010

Any financing other than the first mortgatlat creates a lien against the
property is considered secondary financing. Su@nting isnot considered
a gift, even if it is a “soft” or “silent” secondy has other features forgiving
the debt.

Note: A “soft” or “silent” second is secondary finangi with no monthly
repayment provisions.

The lender must obtain from the provider of anyoseary financing, and
include in the endorsement binder

» documentation showing the amount of funds provideithe borrower for
each transaction, and

= copies of the loan instruments.

Notes:
* FHA reserves the right to reject any secondarynitimeg
—that does not serve the needs of the intendedwerrar
—where the costs to the participant outweigh theebienderived by the
borrower.
 Costs incurred for participating in a downpaymessistance secondary
financing program may only be included in the amaifrihe second lien.

Continued on next page
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1. General Information on Secondary Financing, Continued

4155.15.C.1.c For more information on

Permissible

Sour ces of « secondary financing from government agenciesHiée 4155.1 5.C.2
?ﬁgzgﬁg » secondary f?nanc?ng from nqnprofit o'rganizatiorEEHUD 4155.1 5.C.3
(Reference)  secondary financing from private individuals oratlorganizations, see

HUD 41551.5.C.4
» secondary financing from family members, st¢D 4155.1 5.C.5and

* special arrangements for borrowers 60 years obagéler, se¢iUD
4155.1 5.C.6

5-C-3
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2. Government Agency Secondary Financing

I ntroduction

Change Date

4155.15.C.2.a
Secondary
Financing
From

Gover nment
Agencies

5-C-4

This topic contains information on government agesecondary financing,
including

» secondary financing from government agencies

» government agencies that can provide secondargding

» government agencies holding or servicing secomts Jiand

* terms of secondary financing provided by governnageincies for
purchases.

November 19, 2010

FHA will insure a first mortgage loan on a propefgt has a second
mortgage or lien held by a federal, state, or Igoalernment agency.

The monthly payments under the insured mortgagesaodnd lien, plus
housing expense and other recurring charges, caxceed the borrower’s
ability to repay.

Continued on next page
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2. Government Agency Secondary Financing, Continued

4155.15.C.2.b
Government
Agencies That
Can Provide
Secondary
Financing

4155.15.C.2.c
Gover nment
Agencies
Holding or
Servicing
Second Liens

Federal, state, local government, and nonprofiheigs considered
instrumentalities of government may provide seconflaancing for the
borrower’s entire amount of required funds to cloeea purchase.

References. For more information on

 acceptable government instrumentalities, ISe® 4155.1 4.A.6

* refinancing loans with outstanding subordinatedjeseeHUD 4155.1
3.B.1.c

 cash out refinances with subordinate liens,H6® 4155.1 3.B.2.e

* streamline refinances with appraisals and suboteliiens, seélUD
4155.1 3.C.3.band

* streamline refinances without appraisals and wittosdinate liens, see
HUD 4155.1 3.C.2.f

When secondary financing is provided by a goverrniragency, the
secondary lien must be made or held by the eligibleernment body or
instrumentality. Government unitannot use agents, including nonprofit or
for-profit enterprises, to make the second liegardless of the source of
funds. They can, however, be used to serviceuherdinate lien if regularly
scheduled payments are made by the borrower.

Example: Even if funds used for secondary financingfewen an acceptable
source, such adUD HOME, a government unit, or an eligible nonprofit
instrumentality, the subordinate liemust be in the name of the eligible entity,
such as the

state

county

city, or

eligible nonprofit instrumentality.

Continued on next page
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2. Government Agency Secondary Financing, Continued

4155.15.C.2.d
Termsof
Secondary
Financing
Provided by
Government
Agenciesfor
Purchases

5-C-6

Listed below are the policies for loans secureddxyondary liens.

Terms and Conditions

» The FHA-insured first mortgage, when combined \aily second mortgage
or other junior lien from a government agency onprofit agency
considered an instrumentality of government, matyresult in cash back to
the borrower.

* The FHA-insured first mortgagannot exceed the FHA statutory limit for
the area where the property is located. The coadbimdebtedness of the
mortgagesnay, however, exceed the FHA statutory limit.

* The combined loan-to-value (LTV) ratio of all liecannot exceed 100% of
the cost to acquire the propertiote: The cost to acquire the property is
the sales price plus borrower-paid closing cosssodint points, repairs and
rehabilitation expenses and prepaid expenses.)

» The cost to acquire may exceed the appraised wdline property under
these types of government assistance programs.

Required Monthly Payments

The required monthly paymerfts both the FHA-insured first mortgage and
the second mortgage or lien, plus other housingesgs and all recurring
chargesgcannot exceed the borrower’s reasonable ability to repay.

Mortgage Application Disclosures

The source, amount, and repayment terms must blesksl in the mortgage
application, and the borrower must acknowledge hie&he understands and
agrees to the terms.
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Chapter 5, Section C

3. Nonprofit Agency Secondary Financing

I ntroduction

Change Date

4155.15.C.3.a
Secondary
Financing
From Nonprofit
Organizations

4155.15.C.3.b
Secondary
Financing by a
Nonpr ofit
Agency
Considered an
Instrumentality
of the
Government

This topic contains information on nonprofit agesegondary financing,
including

» secondary financing from nonprofit organizations

» secondary financing by a nonprofit agency consiflareinstrumentality of
the government

* requirement for government unit that establishedntbnprofit agency

* HOC responsibilities for nonprofit agency approadd

» secondary financing by an agency not consideradstrumentality of the
government.

January 31, 2011

With advance approval, FHA will insure a first ngage loan on a property
that has a second mortgage held by an approvedaofdrggency.

The monthly payments under the insured mortgagesacdnd lien, plus
housing expense and other recurring charges, caxceed the borrower’s
ability to repay.

Nonprofit agencies may provide secondary financinder the terms outlined
in HUD 4155.1 5.C.3.grovided that they

* meet the criteria described D 4155.1 4.A.6and
* are considered instrumentalities of the government.

Note: To be considered an instrumentality of the gomeent, the nonprofit
entity must be “established by a governmental bmdyith governmental
approval or under special law to serve a particoldalic purpose or
designated by law (statute or court opinion).”

Continued on next page
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3. Nonprofit Agency Secondary Financing, Continued

4155.15.C.3.c
Requirement
for

Gover nment
Unit That
Established the
Nonpr ofit
Agency

4155.15.C.3.d
HOC
Responsibilities
for Nonpr ofit
Agency
Approval

5-C-8

FHA requires that the unit of government that dgthbd the nonprofit must
exercise either organizational control, operatiaaaitrol, or financial control
of

* the nonprofit agency in its entirety, or
 at a minimum, the specific borrower assistance gamghat is using FHA'’s
credit enhancement.

The appropriate Homeownership Center (HOC) is nesipte, based on
information submitted by the nonprofit, for

* approving the nonprofit agency

* determining if the agency can be considered anumstntality of
government, and

* reviewing applications from nonprofits that purpartoe instrumentalities
of government.

Note: TheHOC is also responsible for approving nonprofit ageac¢hat are
not considered instrumentalities of government.

References. For information on

 approval of nonprofit agencies that at instrumentalities of government,
seeHUD 4155.1 5.C.3.,eand

 acceptable nonprofit government instrumentalitegHUD 4155.1 4.A.6

Continued on next page
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3. Nonprofit Agency Secondary Financing, Continued

4155.15.C.3e  Nonprofit agencies that are not considered instnialgies of government

Secondary may provide secondary financing under the condstidescribed itHUD
Financingbya  4155.1 5.C.3.@rovided that the

Nonpr ofit

Agency not

cons » agency meets the conditions describeHWD 4155.1 4.A.6
onsidered an
Instrumentality * borrovyer makes a downpaymept of at least 3.5%efabser of the
of the appraised value or the sales price of the property
Gover nment » amount of the insured first mortgage does not ektee statutory loan limit
for the area where the property is located
* the combined loan-to-value (CLTV) ratio of the fiemid subordinate liens
does not exceed the applicable FHA maximum loavatae (LTV) limit
for the area where the property is located, and
* FHA-insured first mortgage, when combined with aegond mortgage or
junior lien from the nonprofit agency, may not rkésu cash back to the
borrower.

Note: The jurisdictionaHOC is responsible for approving these agencies.
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4. Organizations and Private Individuals Providing
Secondary Financing

Introduction This topic contains information on organizations @nivate individuals
providing secondary financing, including

» secondary financing from private individuals oretlerganizations

* repayment terms for secondary mortgages from attgamizations or
private individuals, and

= repayment terms for secondary financing from otivganizations or
private individuals.

Change Date November 19, 2010

4155.15.C4a  With advance approval, FHA will insure a first ngage loan on a property

Secondary that has a second mortgage or lien held by anithai or a company,
Financing provided that

From Private

Individuals or

* the secondary financing is disclosed at the timapgiication

* the required minimum cash investmennas financed

* the insured first mortgage doest exceed FHA mortgage limits

* the combined loan-to-value (CLTV) ratio of the fiesmid subordinate liens
does not exceed the applicable FHA loan-to-valde/(Uimit

* the borrower can afford the total amount of thenpamts

 any periodic payments are level and monthly

* there is no balloon payment during the first teargeand

* there is no prepayment penalty.

Other
Organizations

Continued on next page
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4. Organizations and Private Individuals Providing
Secondary Financing, Continued

4155.15.C.4.b
Repayment
Termsfor
Secondary
Financing
From Other
Organizations
or Private
Individuals

4155.15.C.4.c
Required
Monthly
Payment for
Secondary

L oans

Repayment terms fa second mortgage from an organization or a private
individual must

* not include a balloon payment before ten years (oeroghich term
acceptable to FHA), unless the property is solcefinanced, and

* permit repayment by the borrower, without penafyer giving the lender
30 days advance notice.

The required monthly payment on both the FHA-indunest mortgage and
the second mortgage or lien plus other housingresgseand all recurring
chargescannot exceed the borrower’s reasonable ability to repay.

Any periodic payments due on the second mortgage bricalculated as an
equal monthly payment.
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5. Family Member Secondary Financing

I ntroduction

Change Date

4155.15.C5.a
Secondary
Financing
From Family
Membersfor
Purchase
Transactions

5-C-12

This topic contains information on secondary finaggrovided by a family
member, including

» secondary financing from family members for purehtransactions

* assistance from family members on a property pweha

* borrower as co-obligor on a note securing a bortbd@vnpayment, and

* terms and conditions for secondary financing presity family members.

November 19, 2010

FHA permits lending from family members on a seduweunsecured basis,
up to 100% of the borrower’s required funds to elo¥his may include the
downpayment, closing costs, prepaid expenses, ianduht points.

If the loan from the family member, whether borroMieom an acceptable
source or the family member’s own savings, is satiny the subject
property, only the family member provider may be tioteholder.

FHA will not approve any form of securitization of the note tiegults in any
entity other than the family member being the noteholder, wére#t loan
settlement or at any time during the mortgagedyfele.

Reference: For a definition of the terrfamily member, seeHUD 4155.1
9.2.f

Continued on next page
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Chapter 5, Section C

5. Family Member Secondary Financing, Continued

4155.15.C.5b
Assistance
From Family
Memberson a
Property
Purchase

4155.15.C.5.c
Borrower as
Co-Obligor on
a Note Securing
a Borrowed
Downpayment

Family members may assist with the costs of acagiiai new home by
providing the borrower with a loan.

Only the family member provider(s) may be the noteér if the money lent
is secured against the subject property.

FHA will not approve any form of securitization of a note theestults in an
entity other than the family member being the noleér, whether at
settlement, or any time during the mortgage lifeley

When the funds loaned by the family member aredvegd from an
acceptable source, the borrower mai/be a co-obligor on the note.

Example: A son may not be the co-obligor on the note useskcure the
money borrowed by his parents which, in turn, veeséd to theon for the
downpayment on the property.

Continued on next page
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5. Family Member Secondary Financing, Continued

4155.15.C.5d  The table below describes additional policies reigay the terms and
Termsand conditions for FHA-insured loans with secondaryafioing provided by

Conditionsfor family members.
Secondary

Financing
Provided by
Family
Membersfor
Purchases

Category Palicy Description
Maximum insurable mortgage The maximum insurabletgage amount isot affected
by loans from family members.
Combined loan-to-value (CLTV) The combined loan-to-value (CLTV) limit on finangin
limit on financing may not exceed 100% of the

* lesser of the property’s
— appraised value, or
- sales price, plus

« normal closing costs, prepaid expenses, and discoun
points.

Borrower cash back A family member may lend 100%hefborrower’s
required funds to close, but cash back to the barat
closing (beyond the refund of any earnest monepsiep
is not permitted.

Secondary financing payments If periodic paymehtb® secondary financing are
required, the combined payments may not exceed the
borrower’s reasonable ability to repay.

Note: The secondary financing payments must be
included in the total debt to income ratio (i.ee thack
end” ratio) for qualifying purposes.

Second lien balloon payments The second lien moaprovide for a balloon payment
within five years from the date of execution.

Continued on next page
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Chapter 5, Section C

5. Family Member Secondary Financing, Continued

4155.15.C. 5.d Termsand Conditionsfor Secondary Financing Provided by Family Members

for Purchases (continued)

Category

Palicy Description

Family member supplying
borrowed funds

If the family member providing the secondary fingugc
borrows the funds, the lending source malybe an entity
with an identity-of-interest in the sale of the jpeoty, such
as the

* seller

* builder

* loan officer, or

* real estate agent.

Mortgage companies with retail banking affiliateaym
have the affiliate loan the funds to the family nirem

However, the terms and conditions of the loan & th
family member cannot be more favorable than theyld/o
be for any other borrowers.

Example: There mayot be any special consideration

given between the

» making of the mortgage, and

* lending of funds to family members to be used for
secondary financing for the purchase of the home.

Secondary financing
documentation

An executed copy of the document(s) describingdhms
of the secondary financing must be maintained én th
lender’s file, and another executed copy providethe
endorsement binder.
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6. Secondary Financing for Borrowers 60 Years of Age or

Older

Change Date

4155.15.C.6.a
Borrowers 60
Yearsor Older
Obtaining
Secondary
Financing for
Purchases

5-C-16

November 19, 2010

With advance approval, a borrower 60 years of age#dar may borrow the
required funds to close for the purchase of a palaesidence, under the
following circumstances:

» theprovider of secondary financing is
—arelative
—a close friend with a clearly defined interesthie borrower
—the borrower’s employer, or
—an institution established for humanitarian or aedfpurposes

* the provider of the secondary financing does netlan identity-of-interest
in the sale of the property, such as with
—a builder or seller, or
—any person/organization associated with the buddseller

* the principal amount of the insured mortgage Iqdmns the note or other
evidence of indebtedness in connection with theeny, doesiot exceed
100% of the value, plus prepaid expenses, and

* the note or other evidence of indebtedness fos¢lsendary financing does
not bear an interest rate exceeding the interesifahe insured mortgage.
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Chapter 6, Section A

Section A. Special Underwriting Instructions

Overview

In This Section  This section contains the topics listed in theadi®low.

Topic Topic Name See Page

1 FHA’s TOTAL Mortgage Scorecard 6-A-2

2 Temporary Interest Rate Buydowns 6-A-7

3 Construction Permanent Mortgage Program 6-A-10
Eligibility

4 Construction Permanent Mortgage Program 6-A-13
Requirements

5 Construction Permanent Mortgage 6-A-16
Documentation Requirements for Closing and
Endorsement

6 Mortgage Insurance for Disaster Victims 6-A-1Y

7 Energy Efficient Homes 6-A-25

8 Restriction on Advanced Mortgage Payments 6-A-28

9 Condominium Units Utility Expenses 6-A-29

10 HUD Real Estate Owned (REO) Acquisitions 6-A-3D
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1. FHA's TOTAL Mortgage Scorecard

Introduction

This topic contains information on the TOTAL MorggaScorecard,
including

* a description of TOTAL and the TOTAL Scorecard

» a comparison of TOTAL to an Automated UnderwritBigstem (AUS)
» TOTAL risk assessments

= TOTAL rescoring and tolerance levels

* TOTAL Mortgage Scorecard User Guide, and

» TOTAL Scorecard for sponsored third-party originas.

Change Date

March 24, 2011

4155.16.A.1.a
Description of
TOTAL

6-A-2

The acronym “TOTAL” stands for “Technology Open Approved
Lenders.”

FHA's TOTAL Mortgage Scorecarevaluates the overall creditworthiness of
the borrower, based on a number of credit variadtes when combined with
the functionalities of the Automated Underwritingsg&m (AUS), indicates a
recommended level of underwriting and documentatotetermine a loan’s
eligibility for insurance by the FHA.

Continued on next page
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Chapter 6, Section A

1. FHA's TOTAL Mortgage Scorecard, Continued

4155.16.A.1.b
Comparison of
TOTAL to AUS

TOTAL is not anAUS; it is a scorecard usedthin an AUS.

To underwrite a loan electronically, a lender nprsicess the request through
an AUS that can communicate with TOTAL. TOTAL ogies as a system-
to-system connection to an AUS.

Together, TOTAL and the AUS either conclude thathbrrower’s credit and
capacity for repayment of the mortgage are accéptabwill refer the loan
application to a Direct Endorsement (DE) underwrfibe further
consideration and review.

Regardless of the risk assessment provided by TOT#d lender remains
accountable for compliance with FHA'’s eligibilitgquirements, as well as
for any credit, capacity, and documentation reauéeets not covered in the
FHA TOTAL Mortgage Scorecard User Guide

Example: FHA will not be responsible for checking, threilGOTAL, lender
compliance with maximum mortgage amounts, compudgf-to-income
ratios or other functions typically performed byAdS. TOTAL provides
only an assessment of the borrower’s credit andagpto repay.

Continued on next page
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1. FHA's TOTAL Mortgage Scorecard, Continued

4155.1 6.A.1.c  TOTAL will return a risk assessment of
TOTAL Risk

Assessments o “Accept” or “Approve” (differentAUSs use different wording), or
* “Refer.”

The table below describes the lender’s actionsireddior each TOTAL

recommendation.
TOTAL Assessment Lender Requirements
Accept/Approve This recommendation means that,cbeasehe

analysis of the borrower’s credit and capacity
to repay, the loan is eligible for FHA
insurance, provided that data entered into tae

AUS is true, complete, properly documente
and accurate; and the documentation and o
eligibility requirements are met.
Refer This recommendation means that the lendef
must conduct a manual underwriting review,
according to FHA requirements.

her

The lender DE underwritermust determine if
the borrower is creditworthy in accordance
with FHA standard credit policies and
requirements.

Note: Per FHA policy, a borrowewill not be denied an FHA mortgage
solely on the basis of a risk assessment genebogté®TAL.

Continued on next page
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Chapter 6, Section A

1. FHA's TOTAL Mortgage Scorecard, Continued

4155.16.A.1.d
TOTAL
Rescoring and
Tolerance
Levels

TOTAL provides a risk assessment based on the speaticethitered by the
lender, such as terms and conditions of the loanome and assets. Changes
in thosevariables can result in a different risk assesspat FHA requires
that the loan be rescored using the new information

However, where the differences are minor, rescasnglikely to trigger a
different risk assessment. FHA therefore, provialeegree of tolerance
before requiring rescoring.

The table below describes the tolerance levelsefgroring when assessing
income, assets and qualifying ratios.

When assessing ... There is no need to rescdaréhe...

cash reserves cash reserves verified are not manel0%
less than what the borrower reported on the
loan application.

income verified income is not more than 5% less
than what the borrower reported on the loan
application.

qualifying ratios tax and insurance escrows uset@ring do

not result in more than a 2% increase in the
payment and debt-to-income ratios.

4155.16.A1l.e
TOTAL
Mortgage
Scorecard User
Guide

FHA has developed thREOTAL Mortgage Scorecard User Gujdehich is a
compilation of the specific credit policies and doentation requirements
lenders must follow when usinigOTAL.

The instructions in the Guide pertainly to those mortgage applications that
had a TOTAL risk assessment, including those |ggolieations referred to
an underwriter for manual underwriting.

Continued on next page
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1. FHA's TOTAL Mortgage Scorecard, Continued

4155.1 6.A.1.f  Loan origination companies acting as sponsored-barty originators (TPO)

TOTAL can acces$OTAL through anmyAUS that is integrated with TOTAL.
Scorecard for

Sponsored The AUS should transmit thEPO's Employer Identification Number (EIN)
Third-Party

Originat in the Sponsored Originator EIN field. If the AUS is unable to transmit the
figinations EIN, the number “6999609996” should be transmitteth@Lender ID field.
Either the Lender ID or the TPO EIN must be sernthearequest to TOTAL.

If neither or both is submitted, TOTAL will retuam error code.

Reference: For more information, see the TOTAL Mortgage 1®card
Developer’'s Guide dittp://www.hud.gov/pub/chums/aus-developers-

quide.pdf
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2. Temporary Interest Rate Buydowns

Introduction

This topic contains information on temporary ingfeuydowns, including

* purpose of a temporary interest rate buydown

* transactions eligible for buydowns

* source of buydown funds

 underwriting requirements for temporary buydowns

* lender funded buydowns

* lender responsibilities for temporary interest tatgdowns, and

* escrow agreement requirements for temporary irteags buydowns.

Change Date

March 24, 2011

4155.1 6.A.2.a
Purpose of a
Temporary
Interest Rate
Buydown

Interest rate buydowns are designed to reducedtreweer’'s monthly
payment during the early years of the mortgage.

At settlement, an escrow account is establisheathEnonth, the servicing
lender draws down an amount equal to the differéeteeen the principal
and interest payment (P&Il) at the Note rate, aed?&l at the buydown rate.

4155.1 6.A.2.b
Transactions
Eligible for
Buydowns

Temporary interest rate buydowns are permitigg on

* purchase transactions, and
» fixed-rate mortgages.

4155.1 6.A.2.c
Source of
Buydown
Funds

Buydown funds may come from

* the seller

* the lender

* the borrower, or

 any other interested party.

Funds from the seller or any other interested thady are considered seller
contributions, andnust be included when considering the limit on seller
contributions described iHUD 4155.1 2.A.3

Continued on next page
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2. Temporary Interest Rate Buydowns, Continued

4155.1 6.A.2.d
Underwriting
Requirements
for Temporary
Buydowns

While interest rate buydowns are permitted, the lmaust be underwritten at
the Note rate. Lenders magt underwrite at the buydown rate.

Buydowns may be treatexhly as a compensating factor.

4155.16.A.2.e
Lender Funded
Buydowns

Lender-funded buydowns financed through premiuraipgiare acceptable,
provided the loan complies with all the requirensestated in this section.

Reference: For more information on lender responsibilitiestemporary
interest rate buydowns, se&JD 4155.1 6.A.2.f

4155.1 6.A.2.f
Lender
Responsibilities
for Temporary
Interest Rate
Buydowns

6-A-8

Lenders are responsible for ensuring that

* the buydown must not result in a reduction of ntbe: two percentage
points below the interest rate on the Note

* the bought-down rate may increase by no more thampercentage point
per year

* the borrower’s payment may change only once a year

the escrow agreement meets the requirements dedenblUD 4155.1

6.A.2.9

» the funds described in the escrow agreement acegla escrow before or
at closing, and

* a copy of the fully-executed escrow agreement,exidsy the borrower and
provider of funds, is provided in the case binder.

Note: The underwriter may condition the loan apprdealan executed
buydown agreement at closing.

Continued on next page
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Chapter 6, Section A

2. Temporary Interest Rate Buydowns, Continued

4155.16.A.2.9
Escrow
Agreement
Requirements
for Temporary
Interest Rate
Buydowns

The escrow agreement requirements with which altibwns must comply
are listed below.

* Any remaining escrow funds not distributed at theetthe mortgage loan is
prepaid must be applied to the outstanding baldneeon the mortgage.
* In the event of foreclosure, the claim for mortgaggirance benefits must
be reduced by the amount remaining in the buydosenogv account, if any.
» The escrow agreement
— may provide that assistance payments continue to Wen®who assume
the mortgage

— mustnot permit reversion of undistributed escrow fundghi provider if
the property is sold or the mortgage is prepaifilin and

— mustnot allow unexpended escrow funds to be providedédotbrrower
in cash, unless the borrower established the esacocaunt.

» Escrow funds must be held in an escrow accountfinaacial institution
supervised by a Federal or state agency.

* Payments must be made by the escrow agent toritlerler servicing
agent. If escrow payments ama received for any reason, the borrower is
responsible for making the total payment as deedrib the mortgage note.

* FHA doesnot object to having the lender hold and administeretberow
funds for up to 60 days, when there is an outstapftirwvard commitment
to sell the mortgage.

Note: The escrow agreement text can also apply tarreparows.

Reference: For additional information on repair escrows 8&JD 4155.2
4.6.d
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3. Construction Permanent Mortgage Program Eligibi

HUD 4155.1

lity

Introduction

This topic contains information on the eligibilityiteria for a loan to be
considered a construction permanent mortgage Ineluding

* construction permanent mortgage features
» closing and insuring a CP loan, and
* construction permanent mortgage documentation rexpants.

Change Date

March 24, 2011

4155.1 6.A.3.a
Construction
Permanent
Mortgage
Features

A construction permanent (CP) mortgage loan

» combines the features of
—a construction loan
— a short-term interim loan for financing the costohstruction, and
- the traditional long-term permanent residential tigage
* involves only one closing
* is considered a purchase transaction, for mortgesggance and loan-to-
value (LTV) purposes, and
* is made directly to an approved borrower by a lende

4155.1 6.A.3.b
Closing and
Insuring a CP
Loan

6-A-10

On a CP mortgage loan, there is only one closirmchvoccurs prior to the
start of construction. At closing, funds are dis®a to cover the purchase of
the land, and the balance of the mortgage procaedslaced in an escrow
account to be disbursed as construction progresses.

Important: The loan iswot insured untilafter construction is completed.

Continued on next page
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3. Construction Permanent Mortgage Program Eligibi lity,
Continued

4155.1 6.A.3.c The table below describes various elements ofigibkd CPloan and
Construction documentation requirements necessary for FHA mgegasurance.
Permanent

Mortgage Reference: For more information on CP requirements, lde 4155.1

Documentation g A 4 andHUD 4155.1 6.A.5
Requirements

Criteria Description

Contract with the Builder The borrower has contdatith a builder to construct the
improvements, and must provide a copy of the fakgcuted
contract agreement, including the contractor’'setabuild.

Note: This program isiot available to a borrower acting as
his/her own general contractonless the borrower is a licensed
builder by profession. In this case, the acqusitost must be
determined by the actual documented cost to caristia
improvements.

—

Lot Ownership The borrower must own or be purch@adie lot at the closing
the construction permanent mortgage.

Note: If the contractor owns the lot, the lot mustibeuded in
the total contract price.

Lot Acquisition If the borrower purchased the Iathin the past six months,
he/shemust provide a copy of thelUD-1 Settlement Statement,
or other settlement statement showing the acquisgost.

If the borrower owns the lot free-and-clear, thedier must
document the date of ownership and omission ofiang from
title work and settlement statements.

Draw on Loan to Pay Off | If the initial draw on the loan was for the purpadgaying off
Lot Purchase the lot, the borrower must provide a statementfyieg the
amount.

Continued on next page
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3. Construction Permanent Mortgage Program
Eligibility, continued

4155.1 6.A.3.c Construction Permanent Mortgage Damentation Requirements Documentation
Requirements(continued)

Criteria Description

Verification of Loan The balance on the loan, when it is fully drawn stre verified.
Balance/Escrow Account
The construction escrow account, if establishedstrba fully
extinguished. Any remaining funds must be applicethe
outstanding balance of the permanent loan.

Extras/Out-of-Pocket Costslf the borrower is including extras over and abthee contract
specifications, and/or is paying out-of-pocket enqes over and
above the interim loan, then he/she must provide

 a breakdown of the extras and/or expenses
* the cost of each

» canceled checks, and

* paid receipts.
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4. Construction Permanent Mortgage Program Require  ments

Introduction

This topic contains closing and post-closing infatimn on the construction
permanent mortgage program, including

* maximum mortgage amount

* establishing land value and borrower’s equity

* permanent loan interest rate

» disclosure to the borrower on eligibility for insunce
* remitting UFMIP

* builder’s responsibility for construction periocete

* borrower’s approval of CP draws, and

* request for endorsement and start of amortization.

Change Date

March 24, 2011

4155.1 6.A4.a
Maximum
Mortgage
Amount for
Construction
Permanent
(CP) Loan

The maximum mortgage amount for a construction peant (CP) loan is
determined by applying the loan-to-value (LTV) limio thelesser of the
appraised value or the acquisition cost.

The acquisition cost includes

* the builder’s price to build

* borrower-paid extras over and above the contrastiBpations and/or out-
of-pocket expenses over and above the interim loan

* cost of the land, and

* closing costs.

References: For more information

* on establishing the value of the land, Bi¢D 4155.1 6.A.4.band

» documentation required on borrower-paid extrasexmenses and the
builder’s price, seelUD 4155.1 6.A.3.c

Continued on next page
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4. Construction Permanent Mortgage Program
Requirements, Continued

4155.1 6.A.4.b  Equity in the land may be used for the borroweds/dpayment. However,
Establishing if the advancement of the permanent loan resultseérborrower receiving

Land Value cash out in excess of $500, the maximuRV is limited to 85%.
and Borrower’s

Equity on a CP

Loan If the land has been owned more than six monthaasrreceived as an

acceptable gift, thealue of the land may be used instead of its cost.

Note: If the value of the land is lower than acqudsiticost, the value must be
used in calculating the maximum mortgage amount.

Important: If the contractor for the improvements is alse seller of the
land, the total acquisition cost for maximum moggaurposes is the
borrower’s purchase price.

4155.1 6.A.4.c  The permanent mortgage loan interest rate is ésiaol at closing.

Permanent However, a lender may offer a “ceiling/floor” whefree borrower may “float”
Loan Interest  the interest rate during construction.

Rate on CP

Loan

The agreement between the lender and the borrowstr pnovide that, at the
point of interest rate lock-in, the permanent magtg

 will not exceed a specific maximum interest rate, basadarket
fluctuations, and
* will permit the borrower to lock-in at a lower ratepending on the market.

The borrower must qualify for the mortgage at treximum rate at which the
permanent mortgage may be set.

4155.1 6.A.4.d The lender must provide a disclosure to the borraxplaining that
Disclosure to
the Borrower . the |oan isot eligible for FHA mortgage insurance until after
on CP Loan —a final inspection, or
—issuance of a certificate of occupancy by the |goalernmental
jurisdiction, whichever is later, and
* FHA has no obligation until the mortgage is enddree insurance.

Continued on next page

6-A-14



HUD 4155.1

Chapter 6, Section A

4. Construction Permanent Mortgage Program
Requirements, Continued

4155.1 6.A4.e
CP Loan
Eligibility and
Documentation
(Reference)

For more information o€P eligibility and other documentation
requirements, seeUD 4155.1 6.A.3andHUD 4155.1 6.A.5

4155.1 6.A.4.f
Remitting
UFMIP on a
CP Loan

FHA must receive the upfront mortgage insurancenpren (UFMIP) within
10 calendar days of closing, or other time periedhay be prescribed by
FHA.

4155.1 6.A.4.9
Builder’'s
Responsibility
for
Construction
Period Fees

Unless a separate agreement is made specifyingreigdity, the following
are paid by the builder during the constructioriquer

 construction loan interest

* commitment fees

* inspection fees

» title update charges

* real estate taxes

* hazard insurance, and

* other financing charges incurred.

4155.1 6.A.4.h
Borrower
Approval of CP
Draws

On aCPloan, the lender must obtain written approval fiiw@ borrower
before each draw payment is provided to the builder

4155.1 6.A4.
Request for
Endorsement
and Start of
Amortization
on CP Loan

Within 60 days of the final inspection or issuané¢he certificate of
occupancy, whichever is later, the lender must suamequest for
endorsement.

Amortization must begin no later than the firstlod month following 60
days from the date of the final inspection or issgaof certificate of
occupancy.

Note: During construction, the loanmet FHA-insured.
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5. Construction Permanent Mortgage Documentation
Requirements for Closing and Endorsement

Introduction

This topic contains information on the documentatiequirements for
closing and endorsing a construction permanentgage loan, including

» documentation requirements for closing a CP load, a
» documentation required prior to endorsement of do@R.

Change Date

March 24, 2011

4155.1 6.A5.a
Documentation
Requirements
for Closing a
CP Loan

Standard FHA documents are used when closing arcotisn permanent
(CP) mortgage loan, with the addition of a

 Construction Rider to the Note, and
» Construction Loan Agreement.

These construction documents may be in any forragable to the lender,
but they must provide that all special constructenms end when the
construction loan converts to a permanent loan.

After conversion, only the permanent loan term#n@istandard documents)
continue to be effective, making the permanent keagible for FHA
mortgage insurance.

4155.1 6.A5.b
Documentation
Required for
Endorsement of
a CP Loan

Prior to endorsement, the lender must obtain

* a certification that the mortgaged property is faed clear of all liens other
than the mortgage, signed by the borrower aftevexsion to the
permanent loan

« verification that the construction loan has bedly firawn down

* copies of canceled checks and paid receipts fdhalborrower’s out-of-
pocket construction costs, and

« all property-related requirements for new constouct
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6. Mortgage Insurance for Disaster Victims — Secti  on 203(h)

Introduction

This topic contains information on mortgage insggafor disaster victims,
including

» description of the Section 203(h) program

* required evidence of destruction of residence G8(R)

» eligible properties for 203(h)

» maximum financing for eligible borrowers under 2@3(
 Section 203(h) maximum mortgage amounts

» 203(h) application deadline

* using Section 203(k) with 203(h) for rehabilitation

» maximum financing for 203(k) with 203(h)

* Section 203(h) underwriting guidance, and

* Section 203(h) scenarios and general underwritindagce.

Change Date

March 24, 2011

4155.1 6.A.6.a
Description of
the Section
203(h) Program

Under the Section 203(hyJortgage Insurance for Disaster Victims program,
FHA provides mortgage insurance to assist victifaresidentially-declared
disasters. This program goes into effect whermpthsident declares the
disaster, and remains in effect for one year froendate of declaration.

The Federal Emergency Management Agency (FEMA)idesviistings of
the

» specific affected counties and cities, and
» corresponding disaster declaration dates.

Notee TheFEMA information can be found at
http://www.fema.qov/disasters

Reference: For more information on the Section 203(h) pamgy seeHUD
4155.21.C.3

Continued on next page
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6. Mortgage Insurance for Disaster Victims — Secti  on 203(h),

Continued

4155.1 6.A.6.b
Required
Evidence of
Destruction of
Residence for
203(h)

Under Section 203(h), the borrower’s previous reste must have been in
the disaster area, and must have been destroykihmaged to such an extent
that reconstruction or replacement is necessaoyro/ers must provide
conclusive evidence of these facts, as outlingtiertable below.

Note: The borrower may have been the owner or a reritigre affected
property.

Conclusive evidence of ... Includes ...

a permanent residence in the |« a valid driver’s license

affected area a voter registration card, or

utility bills.

destruction of the residence * an insurance report

an inspection report by an independgnt

fee inspector or government agency,|or

» conclusive photographic evidence
showing the destruction or damage.

4155.1 6.A.6.c
Eligible
Properties for
203(h)

6-A-18

The following properties are eligible under the t®at203(h) program:

* one-unit detached homes, or
* units in FHA-approved condominium projects.

Two, three, and four unit propertiegy not be purchased under the program.

Reference: For more information on eligibility for the Seant 203(h)
program, se&lUD 4155.21.C.3

Continued on next page
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6. Mortgage Insurance for Disaster Victims — Secti

Continued

Chapter 6, Section A

on 203(h),

4155.1 6.A.6.d
Maximum
Financing and
Minimum
Credit Score
for 203(h)
Borrowers

Under the 203(h) program, an eligible borrower mexeive financing of
100% of the sales price, and no downpayment isinedyuprovided that the
borrower has a minimum credit score of 500. Borneweth decision credit
scores below 500 aret eligible for FHA financing.

Closing costs and prepaid expensetspaid by the seller must be paid

* by the borrower in cash, or
* through premium pricing.

Note: Adjustable Rate Mortgages (ARMs) may be useti e Section
203(h) program.

4155.1 6.A.6.e
Section 203(h)
Maximum
Mortgage
Amounts

Maximum mortgage amounts for the Section 203(hyyram are the same as
for the Section 203(b) program.

The list can be accessed

 from the lender’s page on HUD’s websitenatw.hud.goy or
 on the FHA Connection (FHAC) attps://entp.hud.gov/clas/

Reference: For information on the Section 203(b) progrard araximum
mortgage amounts, selJD 4155.21.C.2

4155.1 6.A.6.f
203(h)
Application
Deadline

The borrower’s mortgage loan application must derstted to the lender
within one year of the president’s declarationhs tisaster.

Continued on next page
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6. Mortgage Insurance for Disaster Victims — Secti  on 203(h),

Continued

4155.1 6.A.6.9
Using Section
203(k) With
203(h) for
Rehabilitation

The requirement to complete a dwelling more tham year preceding the
date of the mortgage insurance application undetgction 203(k),
Rehabilitation Home Mortgage Insurance program, doesot apply to
properties in a disaster area.

Damaged residences are eligible for Section 2Q&¢ktgage insurance,
regardless of the age of the property. The resiglenly needs to have been
completed and ready for occupancy for eligibilityder Section 203(Kk).

Homes that have been demolished, or will be razquhé of the
rehabilitation work, are eligible provided the aiig foundation system is
not affected, and will remain in place and be us€de complete foundation
system must remain in place.

Reference: For more information on the Section 203(k) peogr seeHUD
4155.21.C.5

4155.1 6.A.6.h
Maximum
Financing for
203(k) with
203(h)

6-A-20

The type of mortgage being made determines theeptage of financing
available, when using Section 203(k) with 203(im).other words, normal
loan-to-value (LTV) ratios apply to Section 203(kprtgages made in
disaster areas.

Reference: For more information on the Section 203(k) peogr seeHUD
4155.21.C.5

Continued on next page
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Chapter 6, Section A

6. Mortgage Insurance for Disaster Victims — Secti  on 203(h),

Continued

4155.1 6.A.6.i
Section 203(h)
Underwriting
Guidance

Since many borrowers affected by a major disastéexperience difficulties
providing traditional documentation regarding enyph@nt and funds for
closing, lenders should be as flexible as prudenistbn-making permits,
when applying FHA’s underwriting criteria and docemtation requirements.

To the extent possible, lenders should be accomtimgd@wards borrowers

« eligible for Section 203(h) mortgages, whetherairthey opt for another
FHA program, such as 203(k), regarding gaps in
- employment
— documentation for employment
—available funds, and
— qualifying ratios, and
» when evaluating the following that were the dinesdult of a disaster, as
reported into the Credit Alert Interactive VoicedRense System
(CAIVRS):
- recent derogatory credit
— bankruptcy
—foreclosure
— deed-in-lieu of foreclosure, and
—delinquent federal obligations.

The guiding principle is to provide FHA financing disaster victims who can
make mortgage payments, but may not be able tagedke traditional
documentation to support their ability to repay ldemn.

Reference: For more information on documentation requiretador disaster
victims, seeHUD 4155.1 6.A.6.)

Continued on next page
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6. Mortgage Insurance for Disaster Victims — Secti  on 203(h),

Continued

A

4155.1 6.A.6.]
Section 203(h)
Scenarios and
General
Underwriting
Guidance

The table below contains

* scenarios involving disaster victims, and
» guidelines for using alternative documentation wtraditional
documentation is unavailable.

Note: The guidelines below are meant to provide gdmgnalanceonly and
do not addresall of the circumstances in which alternative docuraigon

can be used. Each case is different, and ultimatstds to be evaluated on

its own merits.

nt

Underwriting Guideline
Category

Credit Lenders should be able to determine if datay credit occurred subseque
to a disaster.
If the credit report indicates satisfactory crgatibr to a disaster, and any
derogatory credit subsequent to the date of thesstis can be related to the
effects of the disaster, FHA will consider that boerower is a satisfactory
credit risk.

CAIVRS FHA determines that a borrower is not eligifor FHA insurance if

CAIVRS indicates the borrower is presently delinquenhas had a claim
paid within the previous three years on a loan naadesured by HUD on
his/her behalf. To the list @kceptions to this rule, FHA is adding situation
involving presidentially-declared disasters.

If the borrower is reported in CAIVRS, but the dtedport indicates the
loan was current prior to the disaster, and anygeéncy or claim paid can
be related to the effects of the disaster, thedvegr may be considered
eligible.

As with any CAIVRS authorization, lenders may cahtae appropriate
Homeownership Center (HOC) for additional SectioB(®) underwriting
information and guidance.

References: For more information on
* eligibility for Federally-related credit, sé€JD 4155.1 4.A.6and
* the requirement to screen borrowers using CAIVRSHUD 4155.1

[72)

4.A.8
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6. Mortgage Insurance for Disaster Victims — Secti  on 203(h),
Continued

4155.1 6.A..j Section 203(h) Scenarios and General Underwriting B@dance (continued)

Underwriting Guideline
Category
Income Borrowers affected by a disaster may natlde to document past or present

employment. If prior employment cannot be verifimtause records are
destroyed, and he/she has a current position ieahe or similar field, it
may still be possible to consider the income.

W-2s and tax returns may be obtained from the maléRevenue Service
(IRS) to confirm prior employment and income. Histinformation cannot
be obtained on a timely basis, the credit repost mdicate the borrower’s
prior employment.

Lenders can consider short-term employment, duleetalisaster. It is
anticipated that lenders will make every efforbtdain documentation abou
prior employment, and FHA will be flexible on theaimentation
requirements.

—

Note: Lenders should document their efforts to obteaditional
employment and income documentation.

Qualifying When a borrower is purchasing a new home, yethstglan outstanding
Ratios mortgage on a property located in a FEMA DisasteraAthe lender may
exclude the mortgage payment on the previous nesgffom the qualifying
ratio calculationsif the borrower provides the lender with information
indicating that

* he/she is working with the servicing lender to ampiately address his/her
mortgage obligation, and

 any property insurance proceeds will be applietthéomortgage on the
damaged home.

Assets If hard copy bank records are unavailabk|egnder should encourage the
borrower to access his/her financial institutiowsbsite to download
statements confirming the assets needed to clededh.

Lenders should document their attempts to verietss and make every
effort to ensure that borrowers will have suffidciimds to complete the
transaction.

Continued on next page
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6. Mortgage Insurance for Disaster Victims — Secti  on 203(h),
Continued

4155.1 6.A..j Section 203(h) Scenarios and General Underwriting Gdance (continued)

Underwriting Guideline
Category
Liabilities When a borrower has a continued moregagligation on a prior loan

securing a property that has been destroyed or glesn&HA understands
that the record may show late payments as a rekaltisaster.

The lender should not consider the outstanding gage obligation on a
destroyed or seriously damaged property when détargha borrower’s
ability to make payments on a new loan, providedrdguirements under
Qualifying Ratios in this table have been met.

FHA takes the position that insurance settlememndileely to pay off
remaining obligations.

However, if a borrower was three or more monthsdaknt on his/her loan
prior to the disaster, and the property is destroyedoitld not be prudent
for the lender to make a new loan unless it canvsdrad document
extenuating circumstances.
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7. Energy Efficient Homes

Introduction This topic contains information on energy efficiewimes (EEH), including

* EEH qualifying ratios

* EEH eligible properties

* EEH general underwriting policy

» EEH general underwriting procedures

* EEH underwriting procedures for new constructiorrtigeges, and
* EEH policy guidance for streamline refinances.

Change Date March 24, 2011

4155.1 6.A.7.a When the borrower is purchasing or refinancing rergy efficient home

EEH (EEH), the two benchmark qualifying ratios may keemded by up to two

Qualifying percentage points. The higher housing expenseetmie ratio (33%) and

Ratios obligations-to-income ratio (45%) are justified thy anticipated energy costs
savings.

Reference: For more information on borrower qualifying ctj seeHUD
4155.1 4.F

4155.1 6.A.7.b  All properties meeting the 2000 International Erye@pnservation Code

Eligible EEH (IECC), formerly known as the Model Energy code ()Ere considered
Properties

* energy efficient, and
* eligible for the two percentage point increaseheEEH qualifying ratios.

Note: Both new and existing one to four unit propertiee eligible,
including condominiums units and manufactured haysi

Continued on next page
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7. Energy Efficient Homes,

HUD 4155.1

Continued

4155.1 6.A.7.c
EEH General
Underwriting
Policies

An EEH mortgage is initially underwritten as if the enggackage did not
exist; that is, by using standard FHA underwritgugdelines, qualifying
ratios, and maximum mortgage/minimum downpaymeauiirements,
without regard to the energy package.

The borrower can obtain “stretch ratios” of 33% d8&0o, in addition to the
cost of the improvements, for an EEH mortgage on

* new construction, or
* homes that
—were built to the 200EECC, or
— are being retrofitted to that standard.

4155.16.A.7.d
EEH General
Underwriting
Procedures

Once it is determined that both the borrower ardptfoperty qualify for an
FHA-insured mortgage, the lender must determineltiiar amount of the
cost-effective energy package that may be addétettoan amount, using the
energy rating report artdEM Worksheet

This dollar amount cannot exceed 5% of the profseugiue (not to exceed
$8,000), or $4,000, whicheverdseater. Regardless of the property’s value,
every borrower who otherwise qualifies can finaatkast $4,000 of the
costs of the Energy Package, if the cost excee@®84

The calculated amount must be added to the appioase loan amount to
total the final FHA-insured loan amount, beforeiagcany upfront mortgage
insurance premium (UFMIP).

The FHA maximum loan limit for the area may be @dsx by the cost of the
energy efficient improvements.

4155.16.A.7.e
EEH
Underwriting
Procedures for
New
Construction

6-A-26

When qualifying the borrower, the cost of the eygrgckage must be
subtracted from the sales price, since the bulldsrincluded the
improvements in the sales price.

The underwriter must calculate the qualifying ratim the lower amount.

Continued on next page
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7. Energy Efficient Homes, Continued

4155.1 6.A.7.f  For a streamline refinance, the borrower’s princgral interest (P&lI)

EEH Policy payment on the new loan, including the energy pgekaay be greater than

Guidance for the P&l payment on the current loan, provided thatestimated monthly

gtrﬁamllne energy savings shown on the Home Energy RatingeBys{HERS) report
efinances

exceeds the increase in the P&I.
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8. Restrictions on Advanced Mortgage Payments

Change Date March 24, 2011

4155.1 6.A.8.a FHA does not permit a lender to collect advancevga(s) on the loan from

Advance the borrower as a condition for making a FHA-inslungortgage.

Mortgage

anrrpb??t The lender isot permitted to require a borrower to make paymemtbe
rohibition

lender in advance of the borrower’s payment requémts under the security
instruments, either through the use of

* post-dated checks
e cash, or
 any other form of payment.
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9. Condominium HOA Fee Utility Expense Component

Change Date March 24, 2011

4155.1 6.A.9.a The portion of a condominium fee that is clearlyibutable to utilities may
Condominium  pe subtracted from the Homeowners’ Association (HG#es before

Utility computing qualifying ratios, provided the borrovpeovides proper
Expenses documentation, such as statements from the utiditgpany.

6-A-29



Chapter 6, Section A HUD 4155.1

10. HUD Real Estate Owned (REO) Acquisitions

Introduction This topic includes information on HUD Real Est@wned (REO)
properties, including

» maximum financing on HUD REO properties with regdirepairs, and
* a reference for information on HUD REO appraisgureements.

Change Date March 24, 2011

4155.1 6.A.10.a On a HUD Real Estate Owned (REO) property thatireguno more than
Maximum $5,000 for repairs to meet FHA's property requirateel110% of the

EiSaD”SE% on estimated cost of the repairs may be includedemtibrtgage amount.

Er0p§rtigs With  Reference: For more information on adding required repasts on HUD
Repairs REO properties, sedL 2000-27

4155.1 6.A.10.b For information on HUD REO properties and the
HUD REO

Appraisal - appraisal validity period and second appraisaksH¢D 4155.2 4.4.dand

Requirements : : ) : _
(Reference) requirements for reporting lead-based paint Med 0-17.
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Overview

Chapter 6, Section B

Section B. ARMS

In This Section

This section contains the topics listed in theeadi#low.

Topic Topic Name See Page

1 Terms and Definitions for ARMs 6-B-2

2 General Information on ARMs 6-B-3

3 ARM Underwriting Requirements 6-B-5

4 Interest Rate Index 6-B-9

5 Calculating Interest Rate Adjustments 6-B-18

6 Computing Monthly Installment Payment on ah 6-B-18
ARM

7 Annual ARM Adjustment Notice Requirements 6-B-20

8 Failure to Provide a Timely/Accurate Annual 6-B-23
ARM Adjustment Notice

9 ARM Assumptions and Transfers of Servicing 683-2

10 Tracking ARMs 6-B-27
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1. Terms and Definitions for Adjustable Rate Mortgages
(ARMS)

Change Date March 24, 2011

4155.16.B.1.a SeeHUD 4155.1 9.1for definitions of the following terms related to
Locating Terms  Adjustable Rate Mortgages (ARMS):

and Definitions
Related to
ARMs

* adjusted interest rate
« calculated interest rate
» change date

e current index

* existing interest rate

* initial interest rate

* index, and

* margin.

6-B-2
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2. General Information on ARMs

Introduction This topic contains general information on ARMgluding

* ARM interest rate adjustments and caps

* hybrid ARM program eligibility

 the maximum number of ARM units insured by FHA, and
* ARM loan features.

Change Date March 24, 2011

4155.1 6.B.2.a The table below describes the annual interestadjtestment and interest rate

ARM Interest  cap over the life of the five types of Adjustablat®& Mortgage (ARM) loans.
Rate

Adjustments Reference: For more information on the frequency of intémage changes,
and Caps seeHUD 4155.1 6.B.4.e
When the ARM is | Then the annual interest| And the interest rate
initially at a fixed rate adjustment, after cap over the life of the
interest rate for ... | the initial fixed interest | loanis ...
rate period, is ...
* 1 year one percentage point five percentage points.
» 3 years, or
» 5 years
* 5 years two percentage points Six percentage points
* 7 years, or
* 10 years

Note: FHA added the two options for the five-year ARMorder to meet
the needs of borrowers, lenders and the secondangage market.

Continued on next page

6-B-3



Chapter 6, Section B

HUD 4155.1

2. General Information on ARMS, continued

4155.1 6.B.2.b
Hybrid ARM
Program
Eligibility

Owner-occupied principal residences being insuretkuthe following
programs are eligible for hybrilRMs:

* Section 203(b)Home Mortgage Insurance Program

» Section 203(h)Home Mortgage Insurance for Disaster Victims Program
» 203(k), Rehabilitation Home Mortgage Insurance Program, and

» 234(c),Mortgage Insurance for Condominium Units.

Nonprofits, including organizations normally eligkas borrowers, and
government agencies are not permitted to applthimhybrid ARM products.

References: For information on Section 203 mortgage insueapiograms,
see

« HUD 4155.1 6.A.6 and

* HUD 4155.2 1.C

4155.1 6.B.2.c
Maximum
Number of
ARM Units
Insured

The aggregate number of AIRMs insured by FHA in any fiscal year may
not exceed 30% of the aggregate number of mortgagaszd during the
preceding fiscal year.

FHA will notify lenders when the maximum percentagelose to being
reached during any fiscal year.

4155.16.B.2.d
ARM Loan
Features

The lender and borrower negotiate the initial ie¢erate and margin. The
marginmust be constant for the entire term of the mortgage.

The interest rate remains constant for the inteaiod (eithera 1, 3, 5, 7, or

10 year period, depending on thBM) and then may change annually for the

remainder of the loan term.
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Chapter 6, Section B

3. ARM Underwriting Requirements

Introduction

This topic contains information on underwriting ARMncluding

* ARM underwriting requirements

* ARM application disclosure

» annual MIP on an ARM

= ARM mortgage document requirements

* borrower qualifying on the 1-year ARM

* borrower qualifying on the 3, 5, 7, or 10 year ARM
» temporary interest rate buydowns on ARMs

* ARM loan maturity

* model ARM Note, and

* ARM amortization provisions.

Change Date

March 24, 2011

4155.1 6.B.3.a
ARM
Underwriting
Requirements

Adjustable Rate Mortgage (ARM) loans must be preedsand underwritten
using the initial interest rate negotiated betweenlender and borrower as
stated on ForrlUD 92900-A Addendum to Uniform Residential Loan
Application.

Mortgage credit processing must be in accordante existing FHA
instructions, except as modified subsequently is tibpic.

References: For more information on calculating qualifyirgtios on a
» 1 year ARM, se¢dUD 4155.1 6.B.3.eand
* 3,5, 7o0r 10 year ARM, sé¢UD 4155.1 6.B.3.f

Continued on next page
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3. ARM Underwriting Requirements, Continued

4155.1 6.B.3.b
ARM
Application
Disclosure

When the borrower applies for &RM loan, the lendemust provide him/her
with a written explanation of the

* nature of the proposed obligation, and

» features of an ARM, consistent with the disclosecuirements applicable
to variable-rate mortgages secured by a principallchg under the Truth-
in-Lending Act (TILA), “Regulation Z” at
— 15 United States Code (USC) 16@hd
— 12 Code of Federal Regulations (CFR) 226.18

Additionally, the lendemust provide the borrower with a hypothetical
monthly payment schedule that displays the maximuotential increases in
monthly payments for the term of the ARM. The hyy@tical payment
schedule should illustrate the maximum increases the shortest possible
time frame.

Example: A 7 year ARM payment schedule should show thgimam
potential increases over the three years followinaginitial fixed interest rate
period of seven years.

Notes:
* FHA relies on lenders to comply with TILA, and does provide
disclosures for the ARM products.

» The ARM disclosure statement, signed by all bormeweust accompany
the loan application and applicable FHA addenda.

4155.1 6.B.3.c
Annual MIP on
an ARM

The annual mortgage insurance premium (MIP) amandtany termination
provisions must be based on the initial interets tlaroughout the term of the
loan, regardless of the interest rate adjustmenttset loan.

4155.1 6.B.3.d
ARM Mortgage
Document
Requirements

6-B-6

The mortgage documents for ARM must specify the

* initial interest rate

* margin

* date of the first adjustment to the interest ratel
« frequency of adjustments.

Continued on next page
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Chapter 6, Section B

3. ARM Underwriting Requirements, Continued

4155.1 6.B.3.e
Borrower
Qualifying on
the 1 Year
ARM

Borrowers choosing the 1 year ARM where the loaralne (LTV) is 95%
percent or greater, must qualify for payments basethe contract or initial
rate plus 1.0%.

For this purpose, theTV is defined as thkesser of the

* base loan amount divided by the appraiser’'s estimfavalue, or
* percentage shown on the “LTV” line under tQealifying Ratios section on
the HUD-92900-LT.

4155.1 6.B.3.f
Borrower
Quialifying on
the 3, 5, 7, or 10
Year ARM

Borrowers choosing the 3, 5, 7, or 10 ya&Ms must qualify for payments
based on the entry level or Note rate. These ARMBot require
underwriting at one percentage point above the ratée

4155.1 6.B.3.g
Temporary
Interest Rate
Buydowns on
ARMs

Any form of temporary interest rate buydown is pbaied for allARMS,
regardless ofTV. If there is a permanent buydown, underwritingstrhe
based on the rate in the application.

4155.1 6.B.3.h
ARM Loan
Maturity

ARM loan maturities shall not exceed 30 years.

Continued on next page
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3. ARM Underwriting Requirements, Continued

4155.1 6.B.3.i
Model ARM
Note

4155.1 6.B.3,]
ARM
Amortization
Provisions

6-B-8

Lenders must modify the mod&RM Note form found irHUD 4155.2
12.A.4.ato accommodate the type of ARM being offered,udaig the

» Change Date

* limits on the interest rate changes associated tivéhnitial fixed rate
period of the ARM, and

* lifetime caps.

Note: Existing model notes and security instrumentseuly reflect only

the 1 YealCMT Index. Therefore, wheldlBOR rates are chosen, the
Adjustable Rate notes and other related documeunss reflect the applicable
LIBOR index.

Reference: For information on the model ARM Note, 466lD 4155.2 6.B

The ARM must

* be fully-amortizing, and
 contain amortization provisions that allow for pelic adjustments in the
rate of interest charged.
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Chapter 6, Section B

4. Interest Rate Index

Introduction

This topic contains information on the ARM intereste index, including

 acceptable ARM indices

* ARM index information

* adjusting the interest rate on an ARM

* use of margin to adjust interest rate on ARM, and
» frequency of interest rate changes on ARMs.

Change Date

March 24, 2011

4155.16.B.4.a
Acceptable
ARM Indices

FHA will insure forward Adjustable Rate MortgageRM) loan products
using either the

* 1 Year London Interbank Offered Rate (LIBOR), or
* 1 Year Constant Maturity Treasury (CMT) index.

Notes:
* The two index typesannot be commingled.
* Either index may be used for 1, 3, 5, 7, or 10 y&RMs.

Reference: For more information on the indices, $¢dD 4155.1 6.B.4.b

Continued on next page
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4. Interest Rate Index, Continued

4155.16.B.4.b
ARM Index
Information

6-B-10

Upward or downward changes in the interest rategeltaon arARM, except
as otherwise provided in this section, must cowadpo changes in the
index, either the

* 1 YearCMT, defined as the weekly average yield on UnitedeStéJ.S.)
Treasury securities adjusted to a constant matafione year, or
equivalent, as
— provided by the Department of the Treasury, and
—found on the Federal Reserve Statistical Releatg, K5elected Interest

Rates website atww.federalreserve.gov/releases
* 1 YearLIBOR index as published in th&all Street Journal.

Notes:

» The Federal Reserve Statistical Release is publigleekly on Monday, or
on Tuesday if Monday is a Federal holiday.

» The LIBOR indices are published in tidéall Sreet Journal on the first
business day of each week, typically a Monday,wstay if Monday is a
non-publishing day.

» Should the Federal Reserve begin publishing thedRBndices in H.15,
then lenders must use the H.15 as the source BDRIrates.

» The LIBOR indices are effective from the day theg published, until the
day they are published the following week.

» The published LIBOR index must be rounded to tltigés to the right of
the decimal point.

Continued on next page
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Chapter 6, Section B

4. Interest Rate Index, Continued

4155.1 6.B.4.c
Establishing the
Adjusted
Interest Rate
on an ARM

When establishing the adjusted interest rate oARIM, the servicer must
compare the initial contract interest rate to tiie ®f the current index figure
and the mortgage margin (calculated interest rate).

The adjusted interest rate will be the interest cdiarged to the borrower,
subject to the limitations of the annual and lifedi caps for the respective
ARM type.

The current index figure must be the most receshexrfigure available 30
calendar days before the Change Date (the effedtiteof an adjustment to
the interest rate, as shown in Paragraph 5(a)eghtidel Adjustable Rate
Note form)

4155.16.B.4.d
Use of Margin
to Adjust
Interest Rate
on ARM

Section 203.49 (c) of the regulations providesl&rr@ative method to using
the margin to set the new interest rate oABRM, stating that to set the new
interest rate, the lender will

» determine the change between the initial or badexifigure, and the
current index figure, or
 add a specified margin to the current index figure.

Ginnie Mae willonly purchase ARMs that use the margin method for
establishing the new interest rate. HUD requéststhe lender contact the
FHA Single Family Program Development Office foidance if it wishes to
use the other method for establishing the newesteate.

Continued on next page
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4. Interest Rate Index, Continued

4155.1 6.B.4.e Interest rate adjustments must occur on an anrasis bafter the first

Frequency of  adjustment.
Interest Rate

ﬁg;\ﬁmems 0N The table below describes exceptions for the &idgistment rate change date.

If the ARM is Then the first adjustment rate | And no later than ...
initially at a change may occur no sooner

fixed interest than ...

rate for ...

1 year 12 months 18 months.
3 years 36 months 42 months.
5 years 60 months 66 months.
7 years 84 months 90 months.
10 years 120 months 126 months.
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HUD 4155.1

Chapter 6, Section B

5. Calculating Interest Rate Adjustments on ARMs

Introduction

This topic contains information on how to calculetierest rate adjustments
on ARMs, including

» calculating annual adjustments

* current basis for the index

 determining the current index figures

* determining the calculated interest rate

 determining the new adjusted interest rate

* interest rate adjustments over the term of the gaget, and
« effective date for the adjusted interest rate.

Change Date

March 24, 2011

4155.16.B.5.a
Calculating
Annual
Adjustments on
ARMs

To calculate the annual adjustments to the initigrest rate on an adjustable
rate mortgage (ARM), the lender must

» determine the current index( London Interbank GffieRate (LIBOR), or
Constant Maturity Treasury (CMT))

* determine the calculated interest rate, and

» compare the calculated interest rate to the exjstiterest rate to determine
the new adjusted interest ratgbject to the annual and lifetime caps.

Note: Once the new adjusted interest rate is caladjatetice of the change
must be provided to the borrower.

References. For information on

* determining the current index, sd&/D 4155.1 6.B.5.c

* determining the calculated interest rate,l9ed® 4155.1 6.B.5.d

e comparing the calculated interest rate to the iexgjshterest rate to
determine the new adjusted interest rate b 4155.1 6.B.5.eand

* providing notice to the borrower of the intereserehange, sedUD
4155.16.B.7

Continued on next page
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5. Calculating Interest Rate Adjustments on ARMS, Continued

4155.1 6.B.5.b
Basis for the
ARM Index

The ARM index used is based on either the

» weeklyLIBOR rate, or

» weekly average yield on U.S. Treasury securitidgjsded to a constant
maturity of one year (CMT).

The index used must be

* the one effective on the date 30 calendar daysddfhie Change Date, and
* either the
— CMT, shown on the Federal Reserve Board StatidRet¢ase H.15
(effective the day it is issued, until a new H.h8ex is published), or
- LIBOR, shown in thaVall Street Journal (effective the day it is issued,
until a new weeklyVall Street Journal is published).

4155.1 6.B.5.c
Determining
the Current
Index Figure on

The table below describes the current index figanese based upon the
particular day of the week on which thé"3galendar day falls. SédUD
4155.1 6.B.5.1or a description of the two indices and wherey/thee
published.

an ARM

When the 33" Then use the index figure issued on ... If the 3Ccalendar day
calendar day falls prior to a Change

ona... Date...

Monday thatis a | that Monday and the issue date of an

business day

H.15 release both occur
on the same day (that is,
they both occur on a
Monday).

Monday thatis a | the prior week falls on a Monday that i$ a

Federal holiday

Federal holiday.

6-B-14
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5. Calculating Interest Rate Adjustments on ARMS, Continued

4155.1 6.B.5.c Determining the Current Index Figte on an ARM (continued)

When the 33" Then use the index figure issued on ... If ...
calendar day falls
ona...

day of the week on the Monday of that week (or issued or
other than Monday| Tuesday if that Monday is a Federal
holiday.)

Example: Assuming a Change Date of
December 1, 2005, 30 calendar days befpre
December 1 is Tuesday, November 1. Use
the correct index figure issued on Mondayy,
October 31.

4155.1 6.B.5.d The calculated interest rate is the current ingéxs the margin (the number
Determining of basis points identified as “margin” in Paragr&gd) of the model
the Calculated  Adjustable Rate Note), rounded to the nearedt af®ne percentage point
Interest Rate (0,125 percent).
on an ARM
This complies with Ginnie Mae’s requirement thatrtgages placed into
Ginnie Mae pools must be rounded to the neare¥tdf/8ne percentage
point at each Change Date.

Continued on next page
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HUD 4155.1

5. Calculating Interest Rate Adjustments on ARMS, Continued

4155.16.B.5.e  Compare the calculated interest rate to the exjstiterest rate in effect for
Determining the preceding 12 months, to determine the new tatjusterest rate.

the New

Adjusted The table below provides instructions on deterngjriie new adjusted

Interest Rate
on an ARM

interest rate, based upon the results of the casgrabetween the

« calculated interest rate, and
* existing interest rate.

If the calculated interest rate
iS .

Then the new adjusted rate will be ...

equal to the existing interest
rate

the same as the existing interest rate.

less than the existing interest
rate

« the calculated interest rate, for one-three- anglyiear
ARMs if the calculated interest ratel &ss thanone
percentage point higher or lower than the existierest
rate, and

« the calculated interest rate for five, seven- amdytear
ARMs if the calculated interest ratel éss thantwo
percentage points higher or lower than the exigtiteyest
rate.

more than the existing interes
rate

[ « limited to one percentage point higher or lowenttize

existing interest rate for one, three, and fivery&RMs, if
the new calculated interest rate is more than enegntage
point (100 basis points) higher or lower than thisteng
interest rate. Note: Index changes in excess of one
percentage point may not be carried over for inclug an
adjustment in a subsequent year.), and

« the calculated interest rate for five, seven andyear
ARMs, if the calculated interest rate is more than two
percentage points (200 basis points) higher or fdinamn
the existing interest rateN¢te: Index changes in excess
of two percentage points may not be carried over fo
inclusion in an adjustment in a subsequent year.)

6-B-16

Continued on next page



HUD 4155.1

Chapter 6, Section B

5. Calculating Interest Rate Adjustments on ARMS, Continued

4155.1 6.B.5.f
Interest Rate
Adjustments
Over the Term
of the ARM

Adjustments to the interest rate over the entine tef the mortgage may not
result in a change in either direction of more than

« five percentage points (500 basis points) fromititeal contract interest
rate for one, three, and five yg@RMs, or
* six percentage points (600 basis points) for feesjen and ten year ARMSs.

4155.1 6.B.5.g
Effective Date
of the ARM
Interest Rate
Adjustment

An adjusted interest rate is effective on the Cleabgte, and thereafter is
deemed to be the existing interest rate. The a¢svremains in effect until
the next Change Date.

During the term of the mortgage, each adjustmeetféective on the same
date of each succeeding year.
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6. Computing the Monthly Installment Payment on an ARM

Introduction

This topic contains information on the monthly alkhent payment after an
ARM adjustment, including

 determining the new monthly payment, and
* the timing of the new monthly payment.

Change Date

March 24, 2011

4155.1 6.B.6.a
Determining
New Monthly
Payment After
ARM
Adjustment

6-B-18

Interest rate changes may only be implemented gffradjustments to the
borrower’'s monthly payments. The lender must deitee a new monthly

payment each time there is an interest rate adgrgtras described HUD

4155.16.B.5

The portion of the monthly payment attributablgtmcipal and interest is
calculated by

 determining the amount necessary to fully amottiseunpaid principal
balance for the remaining term of the mortgage

« crediting all eligible prepayments, and

* not debiting any delinquency.

Notes:

» The unpaid principal balance for to calculate trenthly installment is the
balance that would be due on the Change Daterné th@d been no default
in any payment, but reduced by the amount of aepayments made to the
principal.

* All ARM adjustments affect interest rates only. Negadivertization is
not permitted.

Continued on next page
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6. Computing the Monthly Installment Payment on an ARM,

Continued

4155.1 6.B.6.b  Since interest is payable on the first day of tlwath following the month in
Timing of the  which the interest accrued, the borrower will bewgipay the new monthly
New Monthly  payment 30 days after the Change Date, providetetiter gives the
Paymentonan  horrower proper notice.
ARM
Reference: For information on the requirements for Annu&M
Adjustment Notices to the borrower, 466D 4155.1 6.B.7/andHUD 4155.1
6.B.8
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7. Annual ARM Adjustment Notice Requirements

Introduction

This topic contains information regarding the Anlndidjustment Notice,
including

« annual ARM Adjustment Notice policy

required ARM Notice content

sending the ARM Adjustment Notice

lender ARM notification obligation during foreclaguand delinquency
annual ARM Adjustment Notice record retention, and

collection action after ARM adjustment.

Change Date

March 24, 2011

4155.1 6.B.7.a
Annual ARM
Adjustment
Notice Policy

6-B-20

At least 25 days before any adjustment to a borsvmeonthly payment may
occur, the lender must provide written notificatregarding

 the new mortgage interest rate

 the amount of the new monthly payment

* the current index, and

* how the payment adjustment was calculated.

Prior to issuance of the notice, the lender mulsutate the new adjusted
interest rate, as instructedhitUD 4155.1 6.B.5

The first adjustment to the interest rate becorffesteave on the date
specified in Paragraph 5&ange Date) of the Adjustable Rate Mortgage
Model Note and thereafter, each adjustment becomes effeatithe same
date of each succeeding year during the term afnihirégage.

Note: Lenders must notify borrowers

» 30 days before any adjustmentghis provision is stated in the mortgage
agreement, and

» annually, even if the existing interest rate doasamange.

Continued on next page
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Chapter 6, Section B

7. Annual ARM Adjustment Notice Requirements, Continued

4155.1 6.B.7.b
Required ARM
Notice Content

The content of the Adjustment Notice must meeftctiteria of24 CFR
203.49(h) Eligibility of Adjustable Rate Mortgages, and include the

date the Adjustment Notice is mailed

» change date

* existing interest rate

* adjusted interest rate

* current Index and publishing date

» method of calculating the adjustment to monthlyrpamts
« amount of the adjusted monthly payments, and

* any other information that may be required by laugh as an explanation
of why the adjusted interest rate is less tharc#tteulated interest rate when
the cap is reached.

4155.1 6.B.7.c
Sending the
ARM
Adjustment
Notice

The lender should send the Adjustment Notice tdotireower by Certified
Mail, Return Receipt Requested.

The lender can also send the Notice by first atags to all property owners
identified on its records, unless the borrower'swabouts are known to be
elsewhere.

4155.16.B.7.d
Lender ARM
Notification
Obligation
During
Foreclosure or
Delinquency

The lender’s obligation to compute and adjust thierest rate and provide
notice to the borrower 3ot affected by delinquencies or foreclosures, so
long as the mortgage debt exists.

It is the lender’s responsibility to see that idlection actions continually
update the mortgage debt.

Continued on next page
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7. Annual ARM Adjustment Notice Requirements, Continued

4155.1 6.B.7.e
Annual ARM
Adjustment
Notice Record
Retention

For HUD review purposes, lenders must

* keep evidence that timely notice was sent to threoler, and
* retain annual adjustment computations for the naggerm.

A file copy of the suggested HUD Annual Adjustmailatice is sufficient to
satisfy this requirement.

Should disputes arise, the HUD suggested methoelvidence may not be
sufficient. Lenders should instead be guided leyativice of counsel about
the type and duration of record retention.

4155.1 6.B.7.f
Collection
Action after
ARM
Adjustment

The lender should notify its collections persorofethe possibility that the
Annual Adjustment Notice was not received by a é&ar, and of the need to
take remedial action, when necessary. Collectemsgnnel should

» make a follow up call to determine if the noticeswaceived by the
borrower, if his/her payments do not reflect theréase/decrease described
in the Notice, and

» immediately mail a duplicate Notice if not received
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Chapter 6, Section B

8. Failure to Provide a Timely/Accurate Annual ARM
Adjustment Notice

Introduction

This topic contains information on the lender’duee to provide timely or
accurate Annual ARM Adjustment Notices, including

* notice failure for more than one year

* restriction on collecting payment increases
* decline of new interest rate, and

* inaccurate Annual ARM Adjustment Notice.

Change Date

March 24, 2011

4155.1 6.B.8.a
ARM Notice
Failure for
More Than
One Year

If the lender fails to provide notice to the boreavior more than one year,
then it must determine an adjusted interest ratedoh omitted year, because
the calculations for each year affect the ratestdosequent years.

The one and two percentage point limitations anel &ind six percentage
point caps apply to each year, and must be coregsidghen determining the
new interest rate.

Penalties will be imposed on the lender if it fadgprovide borrower
notification in advance of each Change Date.

4155.1 6.B.8.b
Restriction on
Collecting
Payment
Increases on
ARMSs

Although the new interest rate may increase, thddeis prevented from
collecting any increase in payments until the reotias met the required 25-
day advance notice requirement.

If timely notice is not provided, the
* lender forfeits its right to collect the increasedount, and

* borrower is relieved from the obligation to pay thereased payment
amount.

Continued on next page
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8. Failure to Provide a Timely/Accurate Annual ARM
Adjustment Notice, Continued

4155.1 6.B.8.c
Decline of New
Interest Rate
on ARMs

If the new interest rate declines, the failureha kender to provide proper
notice would result in overpayments, until the rgage rate is properly
adjusted.

In this case, the lender must refund the excedb,interest at a rate equal to
the sum of the Margin and Index in effect on the@e Date, from the date
of the excess payment to the date of repayment.

After the lender applies the refund to any existietinquency, the borrower
has the option of

* a cash refund, or
* applying the excess to the unpaid principal balaridbe mortgage.

4155.1 6.B.8.d
Inaccurate
Annual ARM
Adjustment
Notice

HUD requires that errors be corrected if the

* lender miscalculates the interest rate and/or thethly payment, and
* errors are reflected in the notice.

HUD does not take a position on whether an erron@otice constitutes a
failure to provide notice under the terms of the'tgege contract. This is a
legal matter that is subject to local law and cauterpretation.
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Chapter 6, Section B

9. ARM Assumptions and Transfers of Servicing

Introduction

This topic contains information on ARM assumptiamsl transfers of
servicing, including

* transfers of ARMs between servicers
» disclosing ARM terms on an assumption, and
* credit review on an assumption.

Change Date

March 24, 2011

4155.1 6.B.9.a
Transfers of
ARMs Between
Servicers

The seller is responsible for providing the transéewith complete servicing
records reflecting total compliance with AdjustaBlate Mortgage (ARM)
disclosure and reporting requirements.

HUD regulations require that the transferee/asgg@ssume all servicing
obligations. However, negligeARM lenders/transferors are not permitted
to avoid disclosure obligations.

If a failure of Notice or other error is discoveydae lender/transferor holding
the loan when the failure occurred is responsibtedimbursing the lender
currently holding the loan, if any burden or refundhe borrower is required.

Continued on next page
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9. ARM Assumptions and Transfers of Servicing, Continued

4155.16.B.9.b  Lenders should encourage sellers to disclose thestef an existindA\RM in
Disclosing any sales transaction. However, when an assumiatikas place, both the
ARM Terms on  seller and lender should assume responsibilityédifying the assumptor
an Assumption  apoyt the terms and conditions of the ARM.

When the lender becomes aware of an assumptiorhanthe name of the
assumptor, it should provide the assumptor with

* a copy of the original Disclosure Statement, and
 an explanatory letter addressing the ARM obligation

The lender should document an acknowledgementechssumptor’s receipt
of the disclosure information.

4155.16.B.9.c The lender must prepare a new Disclosure Stateto@mtsure that the

Credit-Review  assumptor is aware of t#eRM obligation, when
onan

Assumption « the assumption transaction requires a creditwosdsimeview, or

 arelease from personal liability is requested @pgloved.

Processing of the following forms must be basetherinterest rate in effect
at the time that the complete credit review packageibmitted to the Direct
Endorsement (DE) Underwriter:

* FormHUD 92210 Request for Credit Approval of Substitute Mortgagor,
and/or
* FormHUD 92210.] Approval of Purchaser and Release of Sdller.
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Chapter 6, Section B

10. Tracking ARMs

Introduction

This topic contains information on tracking ARMscluding

* ARM suffix codes
* DE suffix codes, and
* hybrid ARM type indicator.

Change Date

March 24, 2011

4155.1 6.B.10.a
ARM Suffix
Codes

In order to track Adjustable Rate Mortgage (ARMj\aty, case number
suffix codes (Section of the Act Automatic Data ¢&ssing (ADP) Codes)
are

* indicated on all FornrlUD-92900application addendums, and
* printed on ForrHUD- 5910Q Mortgage Insurance Certificate.

4155.1 6.B.10.b
DE Suffix
Codes for
ARMS
(Reference)

For a complete list of the Section of the AP suffix codes foARMs and
other Direct Endorsement (DE) cases,lde® 4155.2 12.B.1.a

Continued on next page
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10. Tracking ARMSs, Continued

4155.1 6.B.10.c In addition to theADP suffix codes assigned &aRMs, a hybrid ARM type
Hybrid ARM indicator has been added to the FHA’s Computeriz@aie Underwriting
Type Indicator  Management System (CHUMS).

When submitting loan data to FHA via the FHA Cortiwet, or its functional
equivalent, the lender must identify the type of M\Rf the ARM is indicated
by an ADP code, by selecting the one, three, Begen, or ten year ARM
type indicator.
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Section C. Streamline Refinances

Overview

In This Section  This section contains the topics listed in theadi®low.

Topic Topic Name See Page

1 Requirements for Streamline Refinances 6-C-P

2 Credit Qualifying Streamline Refinances 6-C-6

3 Streamline Refinance Borrower and Property 6-C-8
Related Requirements

4 Types of Permissible Streamline Refinances 6-C-11

5 Establishing Net Tangible Benefit of Streamline 6-C-16
Refinance
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Chapter 6, Section C

1. Requirements for Streamline Refinances

Introduction

Change Date

4155.16.C.1.a
Description of a
Streamline
Refinance

4155.16.C.1.b
Permissible
Geographic
Areas for
Streamline
Refinances

This topic contains information on requirementsdtseamline refinances,
including

a description of a streamline refinance

permissible geographic areas

use of appraisals

ignoring or setting aside an appraisal

reviewing CAIVRS, LDP and GSA exclusion lists

credit report and credit score requirements f@astiline refinances
use of TOTAL Scorecard on streamline refinances

payoff statement requirement on streamline refiranand

* loan application on streamline refinance.

March 24, 2011

Streamline refinances

« are designed to lower the monthly principal anérest payments on a
current FHA-insured mortgage, and

* must involve no cash back to the borrower, excepirfinor adjustments at
closing that are not to exceed $500.

Lenders may solicit and process streamline refieapplications from any
area of the country, provided the lender is appidee Direct Endorsement
(DE) by at least one Homeownership Center (HOQJ, auinere necessary,
licensed to do business in the state in which tbpegrty is located.

References. For information on

* DE Lender Program application and approval, see
- HUD 4155.2 2.Aand
—HUD 4155.2 2.Band

* HOC jurisdictions, seelUD 4155.2 12.E.1

Continued on next page
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1. Requirements for Streamline Refinances, Continued

4155.16.C.1.c FHA does notequire an appraisal on a streamline refinance. These

Appraisals on  transactions can be made with or without an apglais
Streamline

Refinances FHA doesnot require repairs to be completed on streamline aeftes with

appraisals, with the exception of lead-based paairs. However, the
lender may require completion of repairs as a dmrof the loan.

References. For information on streamline refinances
* with an appraisal (non-credit qualifying), 966D 4155.1 3.C.3 and
 without an appraisal, s¢¢JD 4155.1 3.C.2

4155.16.C.1.d If an appraisal has been performed on a propemtyilae appraised value is
Ignoring or such that the borrower would be better adviseddoged as if no appraisal

Setting Aside  had been made, then the
an Appraisal on

a Streamline

Refinance * appraisal may be ignored and not used, and

» lender must notate this decision on HigD-92900-LT, FHA Loan
Underwriting and Transmittal Summary.

4155.16.C.1.e The Credit Alert Interactive Voice Response Sys(€alVRS) does not

Reviewing need to be checked for streamline refinances hauehder must review, for
CAIVRS, LDP 3|l borrowers, the
and GSA

Exclusion Lists
on Streamline
Refinances

» HUD Limited Denial of Participatio{LDP) List, and
» General Services Administration (GSIAkt of Parties Excluded from
Federal Procurement or Non-procurement Programs.

References: For more information on HUD’s LDP List, GSA ension lists,
and using CAIVRS to check borrower eligibility feederally-related credit,
see

« HUD 4155.1 4.A.6and

e HUD 4155.1 4.A.7

Continued on next page
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Chapter 6, Section C

1. Requirements for Streamline Refinances, Continued

4155.16.C.1f
Credit Report
and Credit
Score
Requirements
for Streamline
Refinances

4155.16.C.1.g
Use of TOTAL
Scorecard on
Streamline
Refinances

Except for credit qualifying streamline refinancEblA doesnot require a
credit report. The lender, however, may requirg &is part of its credit

policy.

If a credit score is available, the lender museéeittinto FHA Connection
(FHAC). If more than one credit score is availalibe lender must entatl
available credit scores infeHAC.

Effective with case numbers assigned on or afteil Ag, 2011, FHA no
longer requires lenders to certify employment ar@bme on streamline
refinance transactions. As a result, lendersmwatlhave sufficient data to
score streamline refinances through the Technolagsn to Approved
Lenders (TOTAL) Scorecard. TA®TAL Scorecard was never intended to
be used for streamlines and the results are naidered valid.

A lender who inadvertently uses TOTAL must not en#~HA” as the

underwriter in FHA Connection (FHAC) but must iredeuse its Direct

Endorsement (DE) underwriter designation, andke

underwriter must sign and use his/her Computeritehe

Underwriting Management System (CHUMS) identifioathnumber

on

* page 3 of thédUD 92900-A HUD/VA Addendum to Uniform Residential
Loan Application, and

 page 1 of thedUD-92900-LT, FHA Loan Underwriting and Transmittal
Summary.

Continued on next page
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1. Requirements for Streamline Refinances, Continued

4155.1 6.C.1.h The lendemust obtain payoff statements for all liens to dies§ied from the
Payoff proceeds of the streamline refinance transactiuothjreclude copies in the

Statement case binder submitted for endorsement.
Requirement

on Streamline

: Reference: For more information on obtaining payoff statensefor
Refinances

refinances, sedUD 4155.1 3.A.1

4155.16.C.1.i  Effective with case numbers assigned on or aftefl Ag, 2011, lenders may

Loan use an abbreviated Uniform Residential Loan Applica(URLA) on non-
Applicationon  credit qualifying streamline refinancesly.

Streamline

Refinances

Lenders are not required to complete sections IWIand VIl (k) on an
abbreviatedJRLA, provided all other required information is caetlr

Due to various disclosure requirements, the apjobicdor mortgage
insurance must be signed and dated by the borrewae{ore the loan is
underwritten. Lenders are permitted to processusarwrite the loan after
the borrower(s) and interviewer complete the ihltiRLA and initial form
HUD 92900-A HUD/VA Addendum to Uniform Residential Loan

Application.

The lender must continue to ensure compliance thigtEqual Credit
Opportunity Act (ECOA) and all other regulatory vegments.

Reference: For information on ECOA and other regulatioregldUD
4155.21.B.5
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Chapter 6, Section C

2. Credit Qualifying Streamline Refinances

Introduction

Change Date

4155.16.C.2.a
Features of a
Credit
Quialifying
Streamline
Refinance

4155.16.C.2.b
Maximum
Mortgage
Amount on
Credit
Quialifying
Streamline
Refinance
(Reference)

This topic contains information on credit qualifgistreamline refinances,
including

» features of a credit qualifying streamline refinanc

 the maximum mortgage amount

* required documentation on a credit qualifying strki¥a@e refinance, and
* required usage of a credit qualifying streamlirfeneance.

March 24, 2011

Credit qualifying streamline refinances containtlaéd normal features of a
streamline refinance, but provide a level of agscedor continued
performance on the mortgage.

The lender must provide evidence that the remaiborgowers have an
acceptable credit history and ability to make paytse

References to the guidelines for calculating th&imam mortgage amount
on credit qualifying streamline refinances are fbimthe table below.

If the credit qualifying streamline
refinance is made ...

Then the maximum mortgage
amount is calculated as described
in ...

HUD 4155.1 3.C.3

HUD 4155.1 3.C.2

with an appraisal
without an appraisal

Continued on next page
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2. Credit Qualifying Streamline Refinances, Continued

4155.16.C.2.c  For credit qualifying streamline refinances, theder must
Required

Documentation . yerify the borrower’s income and credit report

OQrL;:”r;?r']t » compute the debt-to-income ratios, and
Streamlinge » determine that the borrower will continue to makearitgage payments.
Refinance

4155.16.C.2.d A credit qualifying streamline refinance must besidered
Required Usage

of a Credit = when a change in the mortgage term will resultninngrease in the
Qualifying mortgage payment of more than 20%

Streamline : il trd

Refinance » when deletion of a borrower or borrowers will tregghe due-on-sale clause

» following the assumption of a mortgage that
—occurred less than six months previously, and
— doesnot contain restrictions (i.e. due-on-sale clauseiting assumption
only to a creditworthy borrower, or
« following the assumption of a mortgage that
—occurred less than six months previously, and
—did not trigger the transferability restriction (that ke due-on-sale
clause), such as in a property transfer resultiogn fa divorce decree or
by devise or descent.

Note: The use of a credit qualifying streamline refica for situations in

which the change in mortgage term will result inr@rease in the mortgage

payment isonly permissible for

» owner-occupied principal residences

» secondary residences meeting the requiremerti®)J&f 4155.1 4.B.3and

* investment properties owned by governmental agsraid eligible
nonprofit organizations as describedHD 4155.1 4.A.6
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Chapter 6, Section C

3. Streamline Refinance Borrower and Property Related
Requirements

Introduction

Change Date

4155.1 6.C.3.a
Borrower Cash
to Close on a
Streamline
Refinance

4155.16.C.3.b
Assuming
Borrower
Eligibility for
Streamline
Refinance
Without Credit

Qualifying

This topic contains information on borrower andganay related
requirements for streamline refinances, including

* borrower cash to close

» assuming borrower eligibility for streamline refie@ without credit
qualifying

* borrower additions or deletions to title

» withdrawn condominium approvals

* seven unit exemptions for investors

* seasoning requirement for a streamline refinanue, a

* mortgage payment history requirement for a strazniefinance.

March 24, 2011

If assets are needed to close, the lender mugyvedacument, and determine
the acceptability of the assets to be utilized.

Reference: For more information on acceptable sources of fdadslosing,
seeHUD 4155.1 5.B

A borrower is eligible for a streamline refinancehsut credit qualifying if

» he/she has owned the property for at least six nsom@ind
* the previous borrower(s) received a release oiliiplat the time of the
assumption.

This rule applies to mortgages that do not contagtrictions limiting
assumptions only to creditworthy borrowers. Typycdhese types of
mortgages were made prior to December 1989.

Continued on next page
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HUD 4155.1 Chapter 6, Section C

3. Streamline Refinance Borrower and Property Related
Requirements, Continued

4155.16.C.3.c Individuals may bedded to the title on a streamline refinance without
Borrower
Additions or « a creditworthiness review, and

Deletions to the : :
Title on a triggering the due-on-sale clause.

Streamline

Refinance Individuals may beleleted from the title on a streamline refinanady

* under the circumstances describetilyD 4155.1 6.C.2.d
* when
—an assumption of a mortgaget containing a due-on-sale clause occurred
more than six months previously, and
- the assumptor can document that he/she has madwttgage payments
during this interim period, or
» following an assumption of a mortgage in which the
— transferability restriction (due-on-sale clauseywat triggered, such as in
a property transfer resulting from a divorce deaeby devise or descent
—assumption or quit-claim of interest occurred nmbian six months
previously, and
- remaining owner-occupant can demonstrate that @éévas made the
mortgage payments during this time.

4155.16.C.3.d If approval of a condominium project has been widlwch, FHA will insure

Withdrawn only streamline refinancesgithout appraisals for that condominium project.
Condominium
Approvals Reference: For more information on FHA requirements on aaméhiums,

seeHUD 4155.14.B.1

4155.16.C.3.e An eligible investor that has a financial interesiore than seven rental

Seven Unit units, as described @4 CFR 203.42may only refinancaithout appraisals.

Exemptions for

Investors Reference: For more information on the seven-unit limitaticeeHUD
4155.1 4.B.4.d.

Continued on next page
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HUD 4155.1

Chapter 6, Section C

3. Streamline Refinance Borrower and Property Related
Requirements, Continued

4155.1 6.C.3.f
Seasoning
Requirement
for a
Streamline
Refinance

4155.1 6.C.3.g
Mortgage
Payment
History
Requirement
for a
Streamline
Refinance

On the date of FHA case number assignment,

* the borrower must have made at least six paymentiseoFHA-insured
mortgage being refinanced

* at least six full months must have passed sincéirdtgpayment due date of
the refinanced mortgage, and

* at least 210 days must have passed from the cldsitegof the mortgage
being refinanced.

Example: The FHA case number on the mortgage being nedied was
closed on or before Decembél, and the borrower’s first payment on that
mortgage was due on January 1The lender may request assignment of an
FHA case number for the refinancing mortgage niezahan July '

The borrower must exhibit an acceptable paymembityigs described in the
table below.

If the outstanding mortgage Then the borrower must have ...
has ...

fewer than 12 months payment made all mortgage payments within
history the month due

12 months payment history or moree experienced no more thane 30
day late payment in the preceding
12 months, and

« made all mortgage payments
within the month due for the thre
months prior to the date of the

112

loan application.
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HUD 4155.1

Chapter 6, Section C

4. Types of Permissible Streamline Refinances

Introduction

Change Date

4155.16.C.4.a
No-Cost
Refinances

This topic contains information on the types ofrpissible streamline
refinances, including

* no cost refinances

* term reduction ineligible for streamline refinance

* ineligibility of delinquent mortgages for streandirefinances
* ARM to ARM refinancing

* ARM to fixed rate refinancing

« fixed rate to ARM refinancing

» GPM to fixed rate refinancing

* GPM to ARM refinancing

 Section 203(k) to Section 203(b) refinancing

* Section 235 to Section 203(b) refinancing, and

* ineligibility of investment properties and secondeesidences.

March 24, 2011

No-cost refinances, in which the lender chargeseajum interest rate to
defray the borrower’s closing costs and/or prejiaishs, are permitted.

The lender may also offer an interest-free advafi@emounts equal to the
present escrow balance on the existing mortgagestablish a new escrow
account.

Continued on next page
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HUD 4155.1

Chapter 6, Section C

4. Types of Permissible Streamline Refinances, Continued

4155.16.C.4.b
Term
Reduction
Ineligible for
Streamline
Refinance

4155.16.C.4.c
Ineligibility of
Delinquent
Mortgages for
Streamline
Refinance

4155.16.C.4.d
ARM to ARM
Refinancing

4155.16.C.4.e
ARM to Fixed
Rate
Refinancing

A transaction for the purpose of reducing the nmagggterm must be
underwritten and closed as a rate and term (no@aBhefinance transaction.

Reference: For more information on the types of refinaneeeHUD 4155.1
3.Alc.

A delinquent mortgage it eligible for streamline refinancing until the loan
is brought current.

Reference: For more information on streamline refinancegtUD 4155.1
6.C.3.1.

An Adjustable Rate Mortgage (ARM) may be refinantednothel ARM,
provided that there is a net tangible benefit slibrrower.

ARM to ARM refinances may be transacted with ohwiit an appraisal.
Important: An ARM may be usednly to refinance a principal residence.

Reference: For more information on the net tangible beneffitefinances,
seeHUD 4155.1 6.C.5

For ARM to fixed rate refinances, the interest rate omine fixed rate
mortgage must conform to the requirements statétb 4155.1 6.C.5.c

Reference: For more information on the net tangible fromMR fixed rate
refinances, sedUD 4155.1 6.C.5.c.

Continued on next page
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HUD 4155.1

Chapter 6, Section C

4. Types of Permissible Streamline Refinances, Continued

4155.1 6.C.4f
Fixed Rate to
ARM
Refinancing

4155.16.C.4.g
GPM to Fixed
Rate
Refinancing

4155.16.C.4.h
GPM to ARM
Refinancing

A fixed rate mortgage may be refinanced to a orae ABM, with or without
an appraisal, provided that the interest rate @hw adjustable rate
mortgage conforms to the requirements statédliD 4155.1 6.C.5.d

A Section 245 Graduated Payment Mortgage (GPM) beanefinanced to a
fixed rate mortgage, with or without an appraipabvided that there is a net
tangible benefit to the borrower.

If the streamline refinance is completed withoutapraisal, the new
mortgage amount may exceed the statutory limitleyaccrued negative
amortization and the new upfront mortgage insurgmeenium (UFMIP).

References: For more information on
* net tangible benefit requirements, $86D 4155.1 6.C.5and
» seasoning requirements for streamline refinanesdl¥D 4155.1 6.C.3.f

A GPM may be refinanced to &RM, provided that the note rate results in a
reduction to the current principal and interestrpamts.

If the streamline refinance is completed withoutapraisal, the new
mortgage amount may exceed the statutory limitleyaccrued negative
amortization and the neWEMIP.

Continued on next page
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HUD 4155.1

Chapter 6, Section C

4. Types of Permissible Streamline Refinances, Continued

4155.1 6.C.4.i
Section 203(k)
to Section
203(b)
Refinancing

4155.16.C.4,
Section 235 to
Section 203(b)
Refinancing

A section 203(k) rehabilitation mortgage may bénagiced into a Section
203(b) mortgage after all work is complete.

The rehabilitation work is considered complete by

« a fully executed certificate of completion

* closing the rehabilitation escrow account withraafirelease, and

» the lender entering the required closeout inforamainto the FHA
Connection (FHAC) or its functional equivalent.

Note: Before lenders can order a case number foretfirgance of a 203(k)
mortgage, the previous lender must have complée&éection 203(k)
closeout process IRHAC. Seehttps://entp.hud.gov/clas/html/f17npcase-
1.cfmfor further information.

Reference: For more information on the Section 203(b) Hdvimtgage
Insurance Program, sefJD 4155.2 1.C.2

A lender may refinance a Section 235 mortgageSeciion 203(b) mortgage
using the streamline underwriting procedures dbedrinHUD 4155.1 6.C
andHUD 4155.1 3.C

Any overpaid subsidy that has been paid by thedetwlHUD, and is part of
the borrower’s mortgage account, can be includetarSection 203(b)
mortgage amount, provided that the mortgage anuaogs not exceed the
maximum mortgage permitted under the streamlinaaating requirements
described in eithgdUD 4155.1 3.C.2rHUD 4155.1 3.C.3as appropriate.

If HUD has a junior lien that was part of the onigii Section 235 financing,
HUD will subordinate the junior lien to the Sectid@3(b) mortgage that
refinances the Section 235 mortgage.

Continued on next page
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HUD 4155.1 Chapter 6, Section C

4. Types of Permissible Streamline Refinances, Continued

4155.1 6.C.4.k In addition to meeting the requirement for a regurcin the total mortgage

Investment payment, investment properties and secondary mesedeare not eligible for
Properties and  streamline refinancing tARMs.

Secondary

Eiﬁ;ebrec?osr References: For more information on

Streamline * investment properties, sefJD 4155.1 4.B.4and

Refinance « secondary residences, $¢€D 4155.1 4.B.3
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HUD 4155.1

Chapter 6, Section C

5. Establishing Net Tangible Benefit of Streamline Refinance

Introduction

Change Date

4155.1 6.C5.a
Definition of
Net Tangible
Benefit of
Streamline
Refinance

This topic contains information on establishing tiee¢ tangible benefit of a
streamline refinancencluding

« definition of net tangible benefit

* net tangible benefit of reduction mortgage payment

* net tangible benefit of refinance from adjustalalie mortgage (ARM) to
fixed rate mortgage, and

* net tangible of fixed rate to ARM refinance.

March 24, 2011

The lender must determine that there is a net lidmbenefit to the borrower
as a result of the streamline refinance transactiith or without an
appraisal.

Net tangible benefit is defined as

* a 5% reduction to the principal and interest (Pé&fljhe mortgage payment
plus the annual mortgage insurance premium (MiP),

» refinancing from an Adjustable Rate Mortgage (ARMIa fixed rate
mortgage.

Notes:

* A reduction in the term of the mortgagenct a net tangible benefit.

* When refinancing to a hybrilRM, lenders must treat the new hybrid
ARM as a fixed rate mortgage.

References: For more information on the net tangible benefit
* reduction in mortgage payment, $¢€D 4155.1 6.C.5.b

* ARM to fixed rate refinances, sé#JD 4155.1 6.C.5,cand

» fixed rate to ARM refinances, sé#JD 4155.1 6.C.5.d

Continued on next page
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HUD 4155.1

Chapter 6, Section C

5. Establishing Net Tangible Benefit of Streamline Refinance,

Continued

4155.16.C.5.b
Net Tangible
Benefit of
Reduction in
Mortgage
Payment from
Streamline
Refinance

To qualify as a net tangible benefit, the new magiypayment (P&l plus
MIP) must beat least 5% lower than the mortgage payment of the loandei
refinanced.

Note: This requirement applies when refinancing from
» fixed rate to fixed rate

* ARM to ARM

» Graduated Payment Mortgage (GPM) to ARM

* GPM to fixed rate

» 203(k) to 203(b), and

» 235 to 203(b).

References: For additional information on

* ARM to ARM refinancing, se&lUD 4155.1 6.C.4.d

» fixed rate to ARM refinancing, sé¢¢UD 4155.1 6.C.5.d
* GPM to ARM refinancing, seldUD 4155.1 6.C.4.h

* GPM to fixed rate refinancing, sef#JD 4155.1 6.C.4.9
» 203(k) to 203(b) refinancing, sé#JD 4155.1 6.C.4,iand
» 235 to 203(b) refinancing, sé#JD 4155.1 6.C.4.j

Continued on next page
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HUD 4155.1 Chapter 6, Section C

5. Establishing Net Tangible Benefit of Streamline Refinance,
Continued

4155.16.C.5.c The table below provides the net tangible benefuirements for various

Net Tangible  types ofARM refinances.
Benefit of ARM

Refinance

Type of ARM Refinance Requirement to Establish Net Tangible

Benefit
One-Year ARM to Fixed New interest rate must e greater than
Rate Refinance two percentage points above the current

interest rate of the existing ARM.
One-Year ARM to One- Reduction of at least 5% of P&| aniP.
Year ARM Refinance
One-Year ARM to Hybrid | New interest rate must lat |east two
ARM Refinance percentage points below the current interest
rate of the ARM.

Hybrid ARM (during Fixed | Reduction of at least 5% of P&l and MIP.
Period) to Fixed Rate
Refinance

Hybrid ARM (during Fixed | New interest rate must la least two
Period) to One-Year ARM | percentage points below the current interest
rate of the ARM.

Hybrid ARM (during Fixed | Reduction ofat least 5% of P&l and MIP.
Period) to Hybrid ARM

Hybrid ARM (during New interest rate must e greater than
Adjustable Period) to Fixed| two percentage points above the current
Rate interest rate of the existing ARM.

Hybrid ARM (during Reduction ofat least 5% of P&l and MIP.
Adjustable Period) to One-

Year ARM

Hybrid ARM (during New interest rate must la¢ least two
Adjustable Period) to Hybrid percentage points below the current intergst
ARM rate of the ARM

Continued on next page
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HUD 4155.1 Chapter 6, Section C

Establishing Net Tangible Benefit of Streamline Refinance,
Continued

4155.16.C.5.d The table below provides the net tangible benefuirements for various

Net Tangible  types of fixed rate mortgage refinances.
Benefit of Fixed

Rate Refinance

Type of Fixed Rate Requirement to Establish Net Tangible
Refinance Benefit
Fixed Rate to Fixed Rate Reduction of at leastod®&I and MIP.
Fixed Rate to One-Year New interest rate must lat least two
ARM percentage points below the current interest
rate of the fixed rate mortgage.
Fixed Rate to Hybrid ARM | Reduction of at least 5¢&I and MIP.
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Chapter 6, Section D HUD 4155.1

Section D. Energy Efficient Mortgage Program

Overview

In ThisSection  This section contains the topics listed in theddig#low.

Topic Topic Name See Page
1 General Information on the EEM Program 6-D-2
2 Basic EEM Program Requirements and 6-D-6
Criteria
3 Home Energy Rating System (HERS) Repart 6-D-12
Requirements
4 Processing an EEM 6-D-15
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Chapter 6, Section D HUD 4155.1

1. General Information on the EEM Program

I ntroduction

Change Date

4155.16.D.1.a
Purpose of the
EEM Program

6-D-2

This topic contains general information on the gyeEfficient Mortgage
(EEM) Program, including

* the purpose of the EEM program

« features of the EEM program

e escrow account required prior to installation oprovements, and
« lender responsibilities for the EEM escrow account.

March 24, 2011

The Energy Efficient Mortgage (EEM) Program allcavborrower to finance
100% of the expense of a cost effective “energkpge,” that is, the
property improvements to make the house more eredfigyent. TheEEM
Program recognizes that the improved energy effayieof a house can
increase its affordability by reducing operatingtso

Because the home is energy efficient, the occupawi(l save on utility
costs, and therefore, be able to devote more in¢ortiee monthly mortgage
payment.

A cost effective energy package is one where tlsé @omprovements,
including maintenance, is less than the presenieval the energy saved over
the useful life of those improvements.

Energy efficiency improvements can include eneayrey equipment, and
active and passive solar technologies.

Continued on next page



Chapter 6, Section D HUD 4155.1

1. General Information on the EEM Program, Continued

4155.16.D.1.b  Under theEEM Program, a borrower can finance 100% of the cbsligible

Featuresof the  energy efficient improvements into the mortgagdjestt to certain dollar

EEM Program  |imitations, without an appraisal of the energyaéit improvements. For
the EEM Program, the

* mortgage amount includes the cost of the energgieft improvements, in
addition to the usual mortgage amount normally [ech

* FHA maximum loan limit for the aremaybe exceeded by the cost of the
energy efficient improvements

* energy efficient improvementsustbe cost effective in order to be included
into the mortgage, and

« amount of the cost effective energy package is Gdlnléhe approved base
loan amount before adding any upfront mortgagerarste premium
(UFMIP).

For existing properties, energy-related weathaonatems may be combined
with the EEM, where the maximum dollar amount akovunder an EEM
does not cover the cost of the entire energy package weatherization
amount would be the cost of the improvements ne¢i by the EEM
amount. With a 203(k), the excess improvementslavbe included in the
rehabilitation work.

Note: While the energy package may be financed intddln, the borrower
does not need to qualify with the additional finagoor provide additional
downpayment.

References. For more information on

* cost-effectiveness of the improvements, lde® 4155.1 6.D.2.d
« the calculation Worksheet, se&)D 4155.1 6.D.4.pand

* maximum mortgage additions, 9d&/D 4155.1 2.A.5.9

Continued on next page
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Chapter 6, Section D HUD 4155.1

1. General Information on the EEM Program, Continued

4155.16.D.1.c  FHA will endorse a mortgage for an existing property befteenergy-

Escrow efficient improvements are installed, provided tiet lender establishes an
Account escrow account and deposits funds into the acdoyrdy for the energy-
Required for efficient improvements.

Prior to

Installation of

The escrow account must be established for no thare90 days, or 180

|mprovements days for a Section 203(k) rehabilitation mortgage.

Notes:

« If the improvements are not completed within 90sjay 180 days for a
203(k) mortgage, the lender must apply the fundid imeescrow to a
prepayment of the mortgage principal.

* For new construction, there is no escrow accoucessary, since the
energy package is installed as part of the totasttaction, which must be
completed prior to closing. The energy packagetiesompleted before
the mortgage is eligible for insurance, if usingFhA Construction-
Permanent mortgage.

References. For more information on

« lender responsibilities for the EEM escrow accoaaeHUD 4155.1
6.D.1.d and

* construction-permanent mortgages, 8é& 4155.1 6.A.3

Continued on next page
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Chapter 6, Section D HUD 4155.1

1. General Information on the EEM Program, Continued

4155.16.D.1.d
Lender
Responsibilities
for the EEM
Escrow
Account

In order for FHA to insure a mortgage prior to aikstion of energy-efficient
improvements, the lender must

* ensure that an escrow account is established andeuh at a financial
institution supervised by a Federal agency, anttheappropriate funds
are deposited into the account

« administer the account, or arrange for administrally a
— utility company
— nonprofit organization, or
— government agency

» execute FornHUD-9230Q Mortgage Assurance of Completjdo indicate
that the escrow for the improvements has been ledtatd, and

e upon completion of the improvements
—inspect the improvements, or arrange for inspediipthe rater or an

FHA fee inspector, and
- notify FHA, through the FHA Connection (FHAC), thhe improvements
have been made and that the escrow has been cleared

Note: The borrowecannot
* be paid for labor he/she performed (sweat equaty),
* receive cash back from the mortgage transaction.
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Chapter 6, Section D HUD 4155.1

2. Basic EEM Program Requirements and Criteria

I ntroduction

Change Date

4155.16.D.2.a
EligibleEEM
Properties and
Programs

6-D-6

This topic contains information on basic EEM pragnaequirements and
criteria, including

« eligible EEM properties and programs

* underwriting the EEM

* EEM appraisal requirements

* the cost of energy efficient improvements

* HERS report for EEM

» when EEM work differs from the approved energy ek
« the required inspection by a HERS representative

* requirements for the HERS representative

« the requirement for streamline refinance transastiand

« fees for the Home Energy Rating on EEM.

March 24, 2011

New and existing one to four unit properties, iohg one unit
condominiums and manufactured housing propertresglégible for the
Energy Efficient Mortgage (EEM) Program.

EEMs may be used for both purchases and refinanagsding streamline
refinances, with

 Section 203(b)

» Section 203(k) rehabilitation loans

 Section 234(c) units in FHA-approved condominiurojgcts, and
» 203(h) mortgages for disaster victims

Note: For multiple unit properties, the allowable EEMIlar amount is for
the entire property, and not calculated on a pé@ramount.

Continued on next page



Chapter 6, Section D HUD 4155.1

2. Basic EEM Program Requirements and Criteria, Continued

4155.16.D.2b  TheEEM is initially underwritten as if the energy packatie not exist,

Underwriting  using standard FHA underwriting guidelines, quatifyincome ratios, and

the EEM maximum mortgage/minimum downpayment requirememtsout regard to
the energy package.

In addition to the cost of improvements, the boeogan get “stretch ratios”
of 33% and 45% for an EEM on

* new construction, or
* homes that
—were built to the 2000 International Energy Conagon Code (IECC)
formerly known as the Model Energy Code, or
— are being retrofitted to that standard.

For new construction, when qualifying the borrovike cost of the energy
package should be subtracted from the sales wiceg(the builder has
included the EEM improvements in the sales priog)) the qualifying ratios
are calculated on this lower amount.

Note: FHA’s Technology Open To Approved Lenders (TOTAlortgage
Scorecard may also be used for underwriting EENM#he lender obtains an
“accept” or “approve” on a mortgage loan applicatiBHA will recognize

the risk rating fronTOTAL and permit the increase to the mortgage payment
without re-underwriting or rescoring, provided ttfae lender’s Direct
Endorsement (DE) underwriter attests that he/skedaewed the

calculations associated with the energy efficiemtiovements, and found the
mortgage and the property to be in compliance Wwitd\'s underwriting
instructions.

References. For more information on the TOTAL Mortgage Saael, see
« HUD 4155.1 6.A.1and
* the TOTAL User Guidat

http://www.hud.gov/offices/hsg/sfh/total/total ugeide.pdf

Continued on next page
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Chapter 6, Section D HUD 4155.1

2. Basic EEM Program Requirements and Criteria, Continued

4155.16.D.2c
EEM Appraisal
Requirements

4155.16.D0.2.d
Cost of EEM
Improvements

6-D-8

On anEEM, there is no need for a second appraisal thaatsfthe expense
of the energy package and the improvements. Theeapdoes not need to
reflect the value of the energy package that velaldded to the property for
either new or existing construction.

On a Section 203(k), the after-improved value ibd¢aised for the EEM
process.

Once the borrower and the property are determihgitle for FHA-insured
financing, the lender, using the energy rating repnd theEEM worksheet,
determines the dollar amount of the cost-effeatiergy package that may be
added to the mortgage amount.

The cost of any improvement to the property thditincrease the property’s
energy efficiency, and that is determined to be etisctive, is eligible for
financing into the mortgage.

The cost that may be added to the mortgage amswt io theyreaterof

* 5% of the property’s value, not to exceed $8,@00,
* $4,000.

Note: Regardless of the property’s value, every boemowho otherwise
qualifies can finance at least $4,000 of the cokthe energy package, if the
cost exceeds $4,000.

Reference: For more information on the EEM worksheet, sgéD 4155.1
6.D.4.h

Continued on next page



Chapter 6, Section D

HUD 4155.1

2. Basic EEM Program Requirements and Criteria, Continued

4155.16.D.2.e
HERS Report
for EEM

4155.16.D.2f
When EEM
Work Differs
From the
Approved
Energy
Package

The energy package is the set of improvements dgoeley the borrower,
based on recommendations and analysis performadjoglified home

energy rater using thHeERStool.

The HERS must

* meet the minimum requirements of the Departmeiirargy (DOE)
approved ratings guidelines, and

* achieve passing results for DOE’s Building EnergyiiBation Test
(BESTTEST), or subsequent testing requirements.

For new construction, the energy package incluldeset cost-effective energy
improvements over and above the requirements di2@B6IECC.

The table below describes the actions requirdakifitnprovement work
differs from the approved energy package.

When the...

Then .

work that is done differs from
the approved energy package

submit a change order, along with a
revised HERS report to tHeE
underwriter for approval.

changes still meet the cost-
effectiveness test

further analysis isiot required.

changeslo notmeet the cost-
effectiveness test

the funds for the work not included in th

D

approved energy package must be used to

pay down the loan principal.

Continued on next page
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Chapter 6, Section D HUD 4155.1

2. Basic EEM Program Requirements and Criteria, Continued

4155.16.D.2.g
Required

I nspection by
HERS
Representative

4155.16.D.2.h
Requirements
for theHERS
Representative

6-D-10

The cost of the energy improvements, including esiance costs, and the
estimate of the energy savings must be determiaséddoupon a physical
inspection of the property, or the plans and spetibns of a house being
built, by a home energy rater usiHgERS

The rater must be trained to perform the physitgppéction and/or diagnostic
tests that provide the data on the property. Tdméenergy rater, using the
HERS, prepares a written home energy rating repad,provides copies to
both theborrower and the lender.

The lender must include a copy of the HERS repadtEnergy Efficient
Mortgage Worksheet in the closing package, plaedtno FormHUD-
92900-LT, FHA Loan Underwriting and Transmittal Summaviien
requesting insurance endorsement.

References. For more information on requirements for the HER
* representative, s¢¢UD 4155.1 6.D.2.hand
* report, se¢dUD 4155.1 6.D.3

TheHERSrepresentativer energy consultant, must be an independent el
He/she cannot be related directly or indirectlytte seller of the property, the
prospective borrower, or the contractor selectethbyborrower to install the
energy efficient improvements.

The HERS representative or energy consultant maa(re

* utility company

* local, state, or Federal government agent

« entity approved by a local, state, or Federal gowent agency specifically
for the purpose of providing home energy ratingsesidential properties,
or

« nonprofit organization experienced in conductingiecenergy ratings of
residential properties.

Continued on next page



Chapter 6, Section D HUD 4155.1

2. Basic EEM Program Requirements and Criteria, Continued

4155.1 6.D.2.i
Streamline
Refinance
Transactions
with EEM

4155.16.D.2j 1
Feesfor the
Home Energy
Rating on EEM

For a streamline refinance wiEEM, the borrower’s principal and interest
(P&I) payment on the new loan, including the engrggkage, may be greater
than the P&l payment on the current loan, provittedestimated monthly
energy savings shown on tHERSreport exceeds the increase in the P&l.

On a streamline refinance without an appraisalptiggnal principal balance
substitutes for an appraised value.

FHA does not set the fees for the Home Energy Baimntluding the physical
inspection, the HERS Report, and any post-instatiaest. The fees charged
to the borrower for the Home Energy Rating mustisomary and
reasonable for the area.

These fees may be included and financed as p#reanergy package if the
entire package, including those fees, is cost-g¥fec If not, such fees are
considered closing costs.

With a Section 203(k), the rating fee and inspextiovould be in addition to
the consultant’s fee.

6-D-11
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3. Home Energy Rating System (HERS) Report Requirements

I ntroduction

Change Date

4155.16.D.3.a
HERS Report
Requirements

6-D-12

This topic contains information on the requiremdatghe home energy
rating report, including

* HERS report requirements
* required information for the HERS report, and
» the HERS representative certification statement.

March 24, 2011

The Home Energy Rating System (HERS) representatiemergy consultant
is responsible for preparing the home energy raepgrt. He/she must

* prepare the report in writing, and
* provide a copy to the
— prospective borrower, and
—lender.

Note: The lender must include a copy of the home gneating report in the
closing package when requesting insurance endorgeme

Continued on next page
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3. Home Energy Rating System (HERS) Report
Requirements, Continued

4155.16.D.3b  The energy package report prepared by the HER$&geptative must include

Required the information described in the table below.
I nformation for
theHERS
Report
Type of Includes
Information

General Information | « Address of the property
* Name of the borrower
* FHA case number (if applicable)
* Name of lender (if applicable)
» Type of property
* Classification as new or existing property, and
* Date of the
- physical inspection of the existing property, o
— plan review for new construction.
Energy Features A description of the energy features currentlyhat t
Description property (or proposed features if new constructiop)
including, at a minimum, a description of the

* insulation R values in ceilings, walls, and floors

« infiltration levels and barriers (caulking,
weatherstripping, and sealing)

» windows (storm, double pane, triple pane) and
doors, and

* heating (including water heating) and cooling
systems.

Energy Package A description of the energy package, which, for

Description

* existing propertiesincludes cost-effective
improvements recommended to improve the
energy efficiency of the property, or

* new constructionincludes cost-effective
improvements to be included in the home that
exceeded the requirements of 2000 Internationa
Energy Conservation Code (IECC).

Continued on next page
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HUD 4155.1

3. Home Energy Rating System (HERS) Report
Requirements, Continued

4155.16.D.3.b Required Information for the HERS Report (continued)

4155.16.D.3.c
HERS
Representative
Certification
Statement

6-D-14

Type of Includes
I nfor mation
Energy Package  Estimated costs of the energy package
Estimate  Useful life, and

 Costs of any maintenance over the useful life o
the improvements.

Annual Estimates

» The estimated present annual utility costs, before

installation of the energy package, for existing
property and for new construction (i.e., a

referenced house built to 2000 IECC standards).

* The estimated annual
— costsafter installation of the energy package,
and
—savings in utility costafter installation of the
energy package, including the present value ¢
the savings.

Note: The present value test is a statutory
requirement. Actual energy savings cannot be u
to determine cost effectiveness in lieu of the @nég
value calculation of the energy savings.

sed

Inspection Report
Names

Printed name and signature of the person perforr
the inspection and preparing the report, as well a

ning
S

the date of the report.

The following certification statement must be sigy the person who

* inspected the property, and
* prepared thelERSreport.

“| certify, that to the best of my knowledge antidfethe information
contained in this report is true and accurate anthterstand that the
information in this report may be used in connattiath an application for
an energy efficient mortgage to be insured by tbedral Housing
Administration of the United States Department ofising and Urban

Development.”
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HUD 4155.1

4. Processing an EEM

I ntroduction

Change Date

4155.16.D.4.a
Processing an
EEM

6-D-16

This topic contains information on processing aergg Efficient Mortgage
(EEM), including

* processing an EEM, and
* the Energy Efficient Mortgage Worksheet.

March 24, 2011

If the borrower elects to have an Energy Efficiglartgage (EEM) and add
the cost of the energy efficient improvements ®mntortgage, the lender must
complete the additional processing steps fountertable below.

Step

Action

1

Obtain the home energy rating report prepared Hpme Energy
Rating System (HERS) representative or energy dtamgu
showing the estimated

« costs of installing the energy efficient improvensgmcluding
any maintenance costs, and

« annuals savings in utility costs that will resutirh the
installation of the energy efficient improvements.

Using the HERS report, determine if the enerdigieht
improvements are “cost effective” by calculating th

* present cosbf the energy improvements, including maintenar
costs (if any) over the useful life of the improwemts, and
 present value of the energy savimyer the useful life of the

energy improvements.

ce

Continued on next page
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4. Processing an EEM, cContinued

4155.1 6.D.4.a Processing an EEM (continued)

Step Action

3 Determine whether or not the energy-efficientioyements are
cost effective (meaning that the presepstof improvements is
lessthan the present value of the energy savings)

* If yes
—add 100% of the cost of the energy-efficient imgmoents,
subject to the dollar limits describedhtuD 4155.1 6.D.2.dto
the otherwise allowable maximum mortgage amourt, an
—go to Step 4.
« If no, donotinclude the additional expense of the energy
package in the maximum mortgage amount.

[®)

Note: If the improvementare determined to be cost effective, n
appraisal is necessary and the borrower is notnextjto meet any
further credit standards.

4 Calculate the upfront mortgage insurance prenflufMIP) on
the full mortgage amount, which includes the cdshe energy
improvements.

Continued on next page
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4. Processing an EEM, cContinued

4155.16.D.4.b
Energy
Efficient

M ortgage
Wor ksheet

6-D-18

HUD 4155.1

The following is the format of thEnergy Efficient Mortgage Worksheet

Energy Efficient Mortgage
(EEM) Worksheet

Borrower’s
Name:

FHA Case No.:

Property
Address:

A. Qualifying
Mortgage
Amount

1. Mortgage (w/o MIP)

A S

B. EEM
Amount

The Home Energy Rating

System (HERS) Report will

provide the

information on the

Recommended Energy Package

* cost, and

* present value of the energy
saved.

Compare Cost and PV of energy

savings:
« Cost of the Energy Package

A4

* PV of Energy Saved $
* Is PV more than Cost? Y/ N
* If Yes, Continue:

1. If the Cost is less than B.$

$4,000, enter the Cost in B.

2. If the Cost is more than
$4,000, but 5% of the value is

less than $4,000, enter $4,000 fin

B.

3. Ifthe Cost is less than 5% of
the value, but 5%of the value is
more than $4,000, enter the

lesser of the cost, or $8,000 in B.

4. If the Cost is greater than 5%
of the value, enter the lesser of
5% of the value, or $8,000 in B
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C. Final EEM
Mortgage
Amount
(without MIP)

Add A and B.

C.$

REMARKS:

6-D-19
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Section E. Hope for Homeowners (H4H) Program

Overview

In ThisSection  This section contains the topiGéneral Information on the Hope for
Homeowners (H4H) program.”

6-E-1
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1. General Information on the HOPE for Homeowners (H4H)

Program

I ntroduction

Change Date

4155.16.E.1.a
Description of
the H4H
Program

4155.16.E.1b
Effective Dates
for theH4H
Program

4155.16.E.1.c
Guidance on
the H4H
Program

6-E-2

This topic contains general information on the HG&EHomeowners (H4H)
program, including

* a description of the H4H program
* the effective dates for the program, and
* a reference for comprehensive guidance on the Hébgram

March 24, 2011

The Helping Families Save Their Homes Act of 200fads the National
Housing Act and provides for key changes in the H@® Homeowners
(H4H) Program.

Under the H4H program, certain borrowers who axergpdifficulty paying
their mortgages are eligible to refinance into aféble FHA-insured
mortgages.

The H4H program is effective fendorsements madeon or after January 1,
2010 through September 30, 2011.

For comprehensive guidance on the H4H programide@9-43.
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Section F. Refinance of Borrowers in Negative Equity
Positions Program

Overview

In ThisSection  This section contains the topiGéneral Information on the Refinance of
Borrowersin Negative Equity Positions Program.”

6-F-1
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1. General Information on the Refinance of Borrowers in
Negative Equity Positions Program

Introduction This topic contains general information on the Rafice of Borrowers in
Negative Equity Positions Program, including

* a description of the Refinance of Borrowers in NegaEquity Positions
Program

* the effective dates for the program, and

* areference for guidance on the Refinance of Bagrewn Negative Equity
Positions Program.

Change Date March 24, 2011

4155.16.F.1a  On March 26, 2010, HUD and the Department of thea$ury announced
Description of  enhancements to the existing Making Home AffordgblelA) Program and
Refinance of Federal Housing Administration refinance prograat thill give a greater

Borrowersin — numbper of responsible borrowers an opportunityetoain in their homes.
Negative Equity

Positions . : . L

Program Under the Refinance of Borrowers in Negative Eq&itgitions Program, a

borrower who is current on his/her mortgage mayityulr an FHA
refinance loan provided that the lender or investotes off at least 10% of
the unpaid principal balance of the original fireh mortgage.

4155.16.F.1b The Refinance of Borrowers in Negative Equity Hoed Program is
Effective Dates  effective for loans with case numbers issued oafter September 7, 2010

for Refinance  that are closed on or before December 31, 2012.
of Borrowersin

Negative Equity
Positions
Program

Continued on next page
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1. General Information on the Refinance of Borrowers in
Negative Equity Positions Program, Continued

4155.16.F.1c  For comprehensive guidance on the Refinance ofdBars in Negative

Refinance of Equity Positions Program, see
Borrowersin

Negative Equity , pL 10-23

E?gé'r‘;m”s « ML 10-35, and
(Reference) L4 ML 11-06
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Chapter 7

Chapter 7. Assumptions

1. General Information on Assumptions

I ntroduction

Change Date

41551 7.1.a
Assumability
Restrictions

This topic contains general information on assuamsj including

» assumability restrictions

* restrictions under the HUD Reform Act of 1989
* mortgages subject to the 1989 Act

* mortgages not subject to the 1989 Act, and

* processing a release of liability.

March 24, 2011

All FHA-insured mortgages are assumable. Mortgagggnated before
December 1, 1986 generally contained no restristamnassumability, while
those originated after that date have certainiotisins.

Depending on the date of the loan origination |émeler may require a
creditworthiness review of the assumptor. To detee what restrictions
have been placed on the mortgage, the lender mnistwr the mortgage’s
legal documents.

Lenders should note that some mortgages executed®86 through 1989
contain language that is not enforced, due to latergressional action.
Mortgages from that period are now freely assumat#spite any restrictions
stated in the mortgage.

Reference: For more information on assumability, $¢€D 4330.1 Rev-5
Administration of Insured Home Mortgages.

Continued on next page
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1. General Information on Assumptions, Continued

4155.17.1b Under the HUD Reform Act of 1989, mortgages clogedr after December
Restrictionson 15, 1989 require credit qualification of those lowrers wishing to assume the
Assumptions mortgage. The creditworthiness review requirensgans the life of the

Under theHUD  mortgage. This requirement applies to both thaseovers who
Reform Act of

1989 . . . .
* take title to a property subject to the mortgagehaat assuming personal

liability for the debt, and
» assume and agree to pay the mortgage.

Additionally, the Act stipulates that

» assumptions without credit approval are groundséoeleration of the
mortgage, if permitted by applicable state law sualdject to HUD approval,
unless the
—seller retains an ownership interest in the propent
—transfer is by devise or descent, and

* private investors are prohibited from assumingiedunortgages that are
subject to the restrictions of the 1989 act. Tagriction applies whether
or not there is a release from liability by thedenof the selling mortgagor.

Continued on next page
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Chapter 7

1. General Information on Assumptions, Continued

4155.17.1.c
Assumptions of
M ortgages
Subject to the
1989 Act

4155.17.1d
Assumptions of
M or tgages not
Subject to the
1989 Act

Mortgages subject to the 1989 Act require thateheler automatically
prepare the release from liability, thereby relegshe original owner, when
he/she sells by assumption to a creditworthy assammwho executes an
agreement to assume and to pay the debt, thus begtime substitute
borrower.

The due-on-sale clause is generally triggered vameowner is deleted from
the title, except when that party’s interest isigfarred by devise, descent, or
other circumstances in which the transfer canrgallg lead to exercise of
the due-on-sale, such as a divorce in which thy pamaining on title retains
occupancy.

Reference: For information on processing a release of ilitghseeHUD
4155.17.1.e

Mortgages executed before December 15, 1989 retihdtehe lender honor
all former owners’ written requests to processranfd release from liability.

Lenders must grant a release of liability if theuamptor
* is creditworthy, and

* agrees to execute a statement agreeing to assuhpagithe mortgage
debt.

Continued on next page
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1. General Information on Assumptions, Continued

4155.17.1e In order to initiate processing of a release diiligy, the lender completes
Processing a FormHUD 92210 Request for Credit Approval of Substitute Mortgagor, or
Release of other similar form. Execution of this form doed farmally release the

Liability onan  porrower from personal liability on the mortgageeno

Assumption
Execution of ForrHUD 92210.1 Approval of Purchaser and Release of
Sler, or other similar form, constitutes a formal rsleaf liability.

Only the lender can execute the release of ligbilithe lender is required to
release all parties from liability when the assugriorrower is found
creditworthy.
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Chapter 7

2. Creditworthiness Review for Assumptions

I ntroduction

Change Date

4155.17.2a
Determining if
an Assumptor
isCreditworthy

This topic contains information on the creditwoniss review for
assumptions, including

 determining if an assumptor is creditworthy
* contracts between servicing lenders and DE lenders,
* additional credit review requirements for assumio

March 24, 2011

The lender who is the holder or servicer of thetgege determines the
creditworthiness of the assumptor, in accordantle standard mortgage
credit analysis requirements.

The Direct Endorsement (DE) lender may also usapgnoved authorized
agent to process assumptions.

Assumption creditworthiness review processing rbestompleted within 45
days from the date the lender receives all necgslemuments.

Reference: For information on the allowable fees for asstiopprocessing,
seeHUD 4330.1 Rev-5Administration of Insured Home Mortgages.

Continued on next page
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2. Creditworthiness Review for Assumptions for
Assumptions, Continued

4155.17.2.b There are a number of servicing lenders that

Contracts

Between « do not originate mortgages, or

firn\gg'rr;%nd - arenot approved under tHBE program.

DE Lenders . . . . . . . . .
In these situations, if the servicer is a supeds/menon-supervised financial
institution, the servicer may contract with a DEpagved lender to underwrite
its credit-qualifying assumptions. The DE undet&rmust indicate his/her
Computerized Homes Underwriting Management Sys@HIUMS)
identification number on theUD-92900-LT, Loan Underwriting and
Transmittal Summary. The fee is negotiated between the servicer and DE
lender.

Supervised lenders with a HUD-approved authorizggharelationship may
have the agent underwrite its credit-qualifyinguasptions.

4155.17.2.c The table below lists additional creditworthinesgiew requirements for

Additional assumptors.

Credit Review

Requirements

for

Assumptions

Requirement Description
Credit Review The lender reviews the assumptogsdlicrif the mortgage
being assumed is held or serviced lyEapproved lender.
Secondary Financing Secondary financing or othemlaged funds may be used by

the assuming borrowers, provided the repaymentstane

* clearly defined, and

* included in the underwriting analysis.

Seller Contributions Cash contributions made byswiéer to facilitate an
assumption araot acceptable. The existing mortgage balance
must be reduced by the amount of the contribution.

However, the seller may pay the assumptor’s nootesing
costs, including processing fees and credit refges, with no
reduction to the mortgage.

Continued on next page
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Chapter 7

2. Creditworthiness Review for Assumptions for
Assumptions, Continued

4155.1 7.2.c Additional Credit Review Requirementsfor Assumptionsfor Assumptions

(continued)

Requirement

Description

Documentation
Requirements

For information on the documentation requiremeaotstie
creditworthiness review of assumptions, s&éD 4155.2 3.C

Entities

Assumptions by Other LegalAn assumption solely in the name of a corporatgantnership,

sole proprietorship or trust et acceptable if a
creditworthiness review is required.
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HUD 4155.1

3. LTV Reduction Requirements for Assumptions

I ntroduction

Change Date

4155.173a

L oan-to-Value
Reduction
Requirements
for
Assumptions

4155.17.3b
Investors
Assuming
M ortgages

7-8

This topic contains information on loan-to-valud'{) reduction
requirements for assumptions, including

* loan-to-value reduction requirements for assumggtion
* investors assuming mortgages, and
e owner occupant assuming a secondary residence.

March 24, 2011

Certain mortgages, depending on when originated,re@uire a reduction to
the outstanding principal balance, when assumed

* by investors, or
* as secondary residences.

When assuming a mortgaget subject to the HUD Reform Act of 1989, an
investor must pay down the outstanding mortgageneal to a 75% loan-to-
value (LTV) ratioif the current owner occupant requests a releasabiulty,
and the mortgage

* was originated by an owner occupant pursuant teréfiCation of
Reasonable Value (CRV) issued by the Veterans Adtration (VA), or

* is one for which a Direct Endorsement (DE) undeevrsigned an appraisal
report on or after February 5, 1988.

Either the original or the current appraised valtithe property may be used
to determine compliance with the 73%V limitation.

This requirement continues throughout the lifeh&f mortgage.

Continued on next page
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Chapter 7

3. LTV Reduction Requirements for Assumptions for
Assumptions, Continued

4155.17.3.c
Owner
Occupant
Assuming a
Secondary
Residence

When assuming a property as a secondary residan@@yner occupant must
pay down the outstanding mortgage balance to anl8B%ratio, if a

* VA CRV was issued, or
» DE underwriter signed an appraisal report on or df&druary 5, 1988, but
before January 27, 1991.

Either the original appraised value or the curegpraised value of the
property may be used to determine compliance wigh85% LTV limit.

Mortgages pursuant to a VA CRV or DE lender appitaisport or master
appraisal report issued or signed on or after Jgrig 1991 may not be
assumed as secondary residences, except undehipgodsvisions as
outlined inHUD 4155.1 4.B.3

Note: This policy does not apply to mortgages exemgnfthe investor
prohibitions.
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Chapter 9. Glossary

1. Glossary of Handbook Terms

Change Date October 18, 2010

4155.19.1.a The table below contains definitions of terms thegin with the letter A.
Glossary of
Handbook
Terms. A
Term Definition
Adjusted Theadjusted interest rate is the new interest rate effective for the 12-rhont

Interest Rate | period following each Change Date.

The Adjusted Interest Rate becomes the Existingrdist Rate on the next
Change Date.

4155.19.1.b The table below contains definitions of terms thegin with the letter B.
Glossary of

Handbook [Placeholder]

Terms. B

Continued on next page
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1. Glossary of Handbook Terms, continued

4155.19.1.c The table below contains definitions of terms thegin with the letter C.
Glossary of
Handbook
Terms. C
Term Definition

Calculated | Thecalculated interest rate is the Current Index, plus the Margin, rounded
interest rate | to the nearest one-eighth of one percentage p@ih2$%).

The Calculated Interest Rate is used to deternhieé\tjusted Interest
Rate.

Change date| Thehange dateis the effective date of an adjustment to thereserate,
referred to as the Interest Rate Adjustment Dat&ibyie Mae.

The date is

« specified in Paragraph 5(A) of the ARM note, and

* not the date on which the monthly payments change.

Current index| Thecurrent index is the most recently available Index published 30
calendar days before the Change Date.

4155.19.1d The table below contains definitions of terms thegin with the letter D.
Glossary of
Handbook [Placeholder]
Terms. D
Continued on next page
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1. Glossary of Handbook Terms, continued

4155.19.1e The table below contains definitions of terms thegin with the letter E.
Glossary of
Handbook
Terms. E
Term Definition
Existing Theexisting interest rate is the interest rate effective immediately prior t
interest rate | any adjustment on the pending Change Date.

4155.19.1f The table below contains definitions of terms thegin with the letter F.
Glossary of

Handbook
Terms. F

Term Definition
Family A family member is defined as a borrower’s
member

* child, parent, or grandparent

* spouse

* legally adopted son or daughter, including a chit is placed with the
borrower by an authorized agency for legal adoptmul

» foster child.

Note: A child is defined as a son, stepson, daugbtestepdaughter.

Continued on next page
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1. Glossary of Handbook Terms, continued

HUD 4155.1

4155.1 9.1.f Glossary of Handbook Terms: F (continued)

Term

Definition

Federal debt

Federal debt is defined as

 a Veterans Affairs (VA) guaranteed mortgage

a Title I loan

a Federal student loan

a Small Business Administration (SBA) loan
delinquent Federal taxes, or

a lien, including taxes, placed against the borrtsyaroperty for a debt

owed to the U.S.

94

Continued on next page
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1. Glossary of Handbook Terms, continued

4155.19.1.9 The table below contains definitions of terms thegin with the letter G.
Glossary of

Handbook [Placeholder]

Terms. G

4155.19.1.h The table below contains definitions of terms theqin with the letter H.
Glossary of

Handbook [Placeholder]

Terms: H

Continued on next page
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1. Glossary of Handbook Terms, continued

4155.1 9.1. The table below contains definitions of terms theqin with the letter I.
Glossary of
Handbook
Terms: |
Term Definition
Identity-of- | An identity-of-interest transaction is a transaction for the purchase of a
interest principal residence between

transaction
* parties with a familial or business relationship, o
* business affiliates.

Note: An identify-of-interest transaction doest include an
employer/employee transaction when the employpenshasing the
seller’s principal residence.

Index Index is the weekly average yield on United States Tngasecurities
adjusted to a constant maturity of one year, phbtisn the Federal
Reserve Bulletin H.15.

Initial interest| Thelnitial I nterest Rate is the rate stated in the adjustable rate mortgage
rate (ARM) note that will be in effect from the datetbk first monthly paymen
for the ARM.

Reference: For information on the frequency of intereserahanges, see
HUD 4155.1 6.B.4.e

4155.19.1 The table below contains definitions of terms thegin with the letter J.
Glossary of

Handbook [Placeholder]

Terms: J

4155.19.1.k The table below contains definitions of terms thegin with the letter K.
Glossary of

Handbook [Placeholder]

Terms: K

Continued on next page
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1. Glossary of Handbook Terms, continued

4155.1 9.1l The table below contains definitions of terms thegin with the letter L.
Glossary of

Handbook [Placeholder]

Terms: L

4155.19.1.m The table below contains definitions of terms theqin with the letter M.

Glossary of
Handbook
Terms. M
Term Definition
Margin Margin is the agreed upon number of percentage pointsdaidthe
Current Index to determine the Calculated InteRede.
The number
* is specified in Paragraph 5(C) of the ARM Note, and
» remains constant for the life of the mortgage.
4155.19.1.n The table below contains definitions of terms thegin with the letter N.
Glossary of
Handbook
Terms: N
Term Definition
Non- A non-occupying borrower transaction is a transaction involving two or
occupying more borrowers where one or more borrower motloccupy the property
borrower as the principal residence.
transaction

4155.19.1.0 The table below contains definitions of terms thegin with the letter O.
Glossary of

Handbook [Placeholder]

Terms: O

Continued on next page
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HUD 4155.1

1. Glossary of Handbook Terms, continued

4155.19.1.p The table below contains definitions of terms thegin with the letter P.
Glossary of
Handbook [Placeholder]
Terms. P
4155.19.1.q The table below contains definitions of terms theqin with the letter Q.
Glossary of
Handbook [Placeholder]
Terms. Q
4155.19.1.r The table below contains definitions of terms thegin with the letter R.
Glossary of
Handbook [Placeholder]
Terms. R
4155.19.1s The table below contains definitions of terms thegin with the letter S.
Glossary of
Handbook
Terms. S
Term Definition
Self- For FHA mortgage loan underwriting purposesgl&employed borrower
employed is a borrower with a 25 percent or greater ownersiterest in a business
borrower

9-8
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1. Glossary of Handbook Terms, continued

4155.1 9.1t The table below contains definitions of terms thegin with the letter T.
Glossary of
Handbook
Terms: T
Term Definition

Third party | A third party contribution is a payment by an interested third party, or a
contribution | combination of parties, toward the borrower’s

* closing costs, paviL 06-04
 prepaid expenses

« discount points, and

« other financing concessions.

Note: Interested parties include
* real estate agents

* builders, and

* developers.

4155.19.1.u The table below contains definitions of terms thegin with the letter U.
Glossary of

Handbook [Placeholder]

Terms: U

4155.19.1v The table below contains definitions of terms thegin with the letter V.
Glossary of

Handbook [Placeholder]

Terms., V

4155.19.1w The table below contains definitions of terms thegin with the letter W.
Glossary of

Handbook [Placeholder]
Terms. W

Continued on next page
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Chapter 9

HUD 4155.1

1. Glossary of Handbook Terms, continued

4155.19.1.x
Glossary of
Handbook
Terms X

4155.19.1y
Glossary of
Handbook
Terms Y

4155.19.1.z
Glossary of
Handbook
Terms. Z

9-10

The table below contains definitions of terms thegin with the letter X.

[Placeholder]

The table below contains definitions of terms thegin with the letter Y.

[Placeholder]

The table below contains definitions of terms thegin with the letter Z.

[Placeholder]




HUD 4155.1

2. Acronyms

Chapter 9

Change Date February 23, 2011
4155.19.2.a The table below contains a description of acrongmas begin with the letter
Acronyms. A A.
Acronym Description
ADP Automated Data Processing
AHP Affordable Housing Program
AMC Appraisal Management Company
ARM Adjustable Rate Mortgage
4155.19.2.b The table below contains a description of acrongmas begin with the letter
Acronyms. B B.
Acronym Description
B2G Business to Government
4155.19.2.c The table below contains a description of acrontmas begin with the letter

Acronyms. C C.

Acronym Description
CAIVRS Credit Alert Interactive Voice Response &yst
CB Case Binder
CBRA Coastal Barriers Resources Act
CBRS Coastal Barriers Resource System
CHUMS Computerized Homes Underwriting Managemerst&y
CFR Code of Federal Regulations
CLTV Combined Loan-to-Value
CO Certificate of Occupancy
CRV Certificate of Reasonable Value

Continued on next page
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Chapter 9

2. Acronyms, Continued

HUD 4155.1

4155.19.2d The table below contains a description of acrongmas begin with the letter
Acronyms: D D.
Acronym Description
DHLL Department of Hawaiian Home Lands
DE Direct Endorsement
DTI Debt-to-Income
DOM Days on the Market
4155.19.2.e The table below contains a description of acrongmas begin with the letter
Acronyms. E E.
Acronym Description
EAD Employment Authorization Document
eCB Electronic Case Binder
ECOA Equal Credit Opportunity Act
EEH Energy Efficient Home
EEM Energy Efficient Mortgage
EFT Electronic Funds Transfer
EIN Employer Identification Number
EPLS Excluded Parties List System
eMIC Electronic Mortgage Insurance Certificate

9-12

Continued on next page



HUD 4155.1

2. Acronyms, Continued

Chapter 9

4155.19.2f The table below contains a description of acrongmas begin with the letter
Acronyms. F F.
Acronym Description

FCRA Fair Credit Reporting Act

FEMA Federal Emergency Management Agency

FHA Federal Housing Administration

FHAC FHA Connection

FHLB Federal Home Loan Bank

FHLMC Federal Home Loan Mortgage Corporation (Freddac)

FICA Federal Insurance Contributions Act

FIRM Flood Insurance Rate Map

FIRREA Financial Institutions Reform, Recovery, femecement Act

FNMA Federal National Mortgage Association (Fanviae)

FOC Financial Operations Center

FWS U.S. Fish and Wildlife Service
4155.19.29 The table below contains a description of acrongmas begin with the letter
Acronyms: G G.

Acronym Description

GAAP Generally Accepted Accounting Principles

GE Government Entity

GEM Growing Equity Mortgage

GFE Good Faith Estimate

Gl fund General Insurance fund

GNMA Government National Mortgage Association (GelNlae)

GNND Good Neighbor Next Door

GPM Graduated Payment Mortgage

GSA General Services Administration

GSE Government Sponsored Entity

Continued on next page
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Chapter 9

HUD 4155.1

2. Acronyms, Continued

4155.19.2.h
Acronyms. H

The table below contains a description of acrongmas begin with the letter
H.

Acronym Description

H4H Hope for Homeowners

HECM Home Equity Conversion Mortgage

HERS Home Energy Rating System

HFSH Helping Family Save Their Homes (Act)

HHL Hawaiian Home Lands

HMDA Home Mortgage Disclosure Act

HOA Homeowners’ Association

HOC Homeownership Center

HUD U.S. Department of Housing and Urban Developimen
4155.19.2. The table below contains a description of acrongmas begin with the letter
Acronyms:. | l.

Acronym Description

IACS Insured Accounting Collection System

IECC International Energy Conservation Code

IL Indian Lands

IRS Internal Revenue Service
4155.19.2 The table below contains a description of acrongmas begin with the letter
Acronyms. J J.

[Placeholder]

4155.19.2.k The table below contains a description of acrongmas begin with the letter

Acronyms. K

9-14

K.

[Placeholder]

Continued on next page



HUD 4155.1

2. Acronyms, Continued

Chapter 9

4155.19.21 The table below contains a description of acrongmas begin with the letter
Acronyms: L L.
Acronym Description

LASS Lender Assessment Sub System

LDP Limited Denial of Participation

LI Lender Insurance

LIBOR London Interbank Offered Rate

LIC Loan Insurance Certificate

LLC Limited Liability Company

LOMA Letter of Map Amendment

LOMR Letter of Map Revision

LTV Loan-to-Value
4155.19.2.m The table below contains a description of acrongmas begin with the letter
Acronyms. M M.

Acronym Description

MCA Maximum Claim Amount

MCRV Master Certificate of Reasonable Value

MEC Model Energy Code

MHCP Manufactured Housing Condominium Project

MHCSS Manufactured Home Construction and Safetgdateds

MIA Military Impacted Area

MIC Mortgage Insurance Certificate

MIP Mortgage Insurance Premium

MPR Minimum Property Requirements

MPS Minimum Property Standards

MRB Mortgagee Review Board

MSA Metropolitan Statistical Area

Continued on next page
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Chapter 9 HUD 4155.1

2. Acronyms, Continued

4155.19.2.n The table below contains a description of acrongmas begin with the letter
Acronyms. N N.
Acronym Description

NDC Net Development Costs

NFIP National Flood Insurance Program

NHA National Housing Act

NMLS Nationwide Mortgage Licensing System

NOR Notice of Return

NP Non Profit

NTMCR Non-Traditional Credit Report
4155.19.2.0 The table below contains a description of acrongmas begin with the letter

Acronyms. O 0.

[Placeholder]

Continued on next page
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HUD 4155.1

Chapter 9

2. Acronyms, Continued

4155.19.2.p The table below contains a description of acrongmas begin with the letter
Acronyms: P P.
Acronym Description
P&I Principal and Interest (Payment)
PAD Pre Authorized Debit
PETR Post Endorsement Technical Review
PFGMH Permanent Foundations Guide for Manufacttitedsing
PITI Principal, Interest, Tax, Insurance
P&L Profit and Loss
PL Principal Limit
POA Power of Attorney
PUD Planned Unit Development
4155.19.2.q The table below contains a description of acrongmas begin with the letter
Acronyms. Q Q.
Acronym Description
QAD Quality Assurance Division
QC Quality Control
4155.19.2r The table below contains a description of acrongmas begin with the letter
Acronyms: R R.
Acronym Description
REO Real Estate Owned
RESPA Real Estate Settlement Procedures Act
RMCR Residential Mortgage Credit Report

Continued on next page
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Chapter 9

2. Acronyms, Continued

HUD 4155.1

4155.19.2.s The table below contains a description of acrongmas begin with the letter
Acronyms. S S.
Acronym Description
SBA Small Business Administration
SFHA Special Flood Hazard Area
SSA Social Security Administration
SSN Social Security Number
4155.19.2t The table below contains a description of acrongmas begin with the letter
Acronyms. T T.
Acronym Description
TILA Truth In Lending Act
TOTAL Technology Open to Approved Lenders
TPO Third Party Originator
TRMCR Three Repository Merged Credit Report
4155.19.2.u The table below contains a description of acrongmas begin with the letter
Acronyms: U U.
Acronym Description
UETA Uniform Electronic Transactions Act
UFMIP Upfront Mortgage Insurance Premium
URAR Uniform Residential Appraisal Report
URLA Uniform Residential Loan Application
URS Underwriting Report System
USC United States Code
USCIS United States Citizenship and Immigrationvidess

9-18

Continued on next page



HUD 4155.1

Chapter 9

2. Acronyms, Continued

4155.19.2v The table below contains a description of acrongmas begin with the letter
Acronyms: V V.
Acronym Description
VA U.S. Department of Veterans Affairs
VOD Verification of Deposit
VOE Verification of Employment
4155.19.2.w The table below contains a description of acrongmas begin with the letter

Acronyms. W

4155.19.2.x
Acronyms. X

W.

[Placeholder]

The table below contains a description of acrongmas begin with the letter
X.

[Placeholder]
4155.19.2y The table below contains a description of acrontmas begin with the letter
Acronyms: Y Y.
Acronym Description
YSP Yield Spread Premium
4155.19.2.z The table below contains a description of acrongmas begin with the letter

Acronyms. Z

Z.

[Placeholder]
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