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MORTGAGEE LETTER 2006-01

TO:

ALL APPROVED MORTGAGEES

SUBJECT:
Underwriting Guidance to Accommodate Disaster Victims

The unprecedented destruction caused by recent natural disasters calls for additional guidance to be offered by the Federal Housing Administration (FHA).  Therefore, we are relaxing several existing policies for disaster victims that are applicable for one year from the date the President declared an area a disaster.  FHA believes that while there is certain risk associated with these temporary credit policy revisions, that risk is greatly outweighed by the need to assist disaster victims.

Underwriting Guidance


Since many borrowers affected by a disaster will experience difficulty in providing traditional documentation regarding employment and funds for closing due to the disaster, lenders should be as flexible as prudent decision making permits when applying FHA’s underwriting criteria and documentation requirements.  To the extent possible, lenders should be accommodating towards borrowers eligible for Section 203(h) – even though they may opt for another FHA program such as 203(k) – regarding gaps in employment, documentation for employment and funds available, and qualifying ratios.  In addition, lenders should also be accommodating towards these borrowers when evaluating recent derogatory credit, bankruptcy, foreclosure, deed-in-lieu of foreclosure and delinquent federal obligations, as reported into HUD’s Credit Alert Interactive Voice Response System (CAIVRS) that were the direct result of a disaster.  The examples contained below are meant to be general guidance only and are not the only circumstances in which alternative documentation or other proof can be used when traditional documentation is not available. Each case is different and will ultimately need to be evaluated on its own merits.  The guiding principle should be to provide FHA financing to disaster victims who can make mortgage payments but may not have all the traditional documentation as proof of their ability to do so.  

Borrower Eligibility 


In determining eligibility for Section 203(h), the borrower must have been an owner, renter or otherwise have occupied the unit that was destroyed or damaged to such an extent that reconstruction or replacement is necessary.  Lenders should refer to HUD Handbook 4155.1 REV-5, paragraph 2-18 A for documentation guidance in determining eligibility.


Credit

Lenders should be able to review credit reports and determine if derogatory credit occurred subsequent to a disaster.  If the credit report indicates satisfactory credit prior to a disaster, and any derogatory credit subsequent to that date can be related to the effects of the disaster, FHA will consider, for its underwriting standards, that the borrower is a satisfactory credit risk.

Credit Alert Interactive Voice Response System (CAIVRS)


In compliance with HUD Handbook 4155.1 REV-5 paragraph 2-5 C, lenders must screen all borrowers, including nonprofit agencies acting as a borrower, using CAIVRS (except on streamline refinances).  If CAIVRS indicates the borrower is presently delinquent or has had a claim paid within the previous three years on a loan made or insured by HUD on his or her behalf, the borrower is typically not eligible.  In accordance with the Handbook, lenders may grant exceptions to this rule in situations that involve an assumption, divorce, or bankruptcy.  FHA is adding situations involving Presidentially-declared disasters to this list of exceptions.  If the borrower is reported in CAIVRS but the credit report indicates the loan was current prior to the disaster, and any delinquency or claim paid can be related to the effects of the disaster, the borrower may be considered eligible.  As with any CAIVRS authorization, lenders may contact the appropriate Homeownership Center for more information and guidance.

Income

  Borrowers affected by a disaster may not be able to document past or present employment. If prior employment cannot be verified (business records destroyed, etc.), but the borrower has a current position in the same or similar field, it still may be possible to consider the income.  W-2s and tax returns may be obtained from the IRS to confirm prior employment and income.  If that cannot be done on a timely basis, it is possible the credit report will indicate the borrower’s prior employment.  Short-term employment will be considered in light of the circumstances.  Although it is anticipated that lenders will make every effort to obtain documentation on prior employment, FHA will be flexible on documentation requirements.  In all cases where traditional documentation cannot be obtained, lenders should document their efforts.

Qualifying Ratios

When a borrower is purchasing a new home, yet still has an outstanding mortgage on a property located in a FEMA Disaster Area, the lender may exclude the mortgage payment on the previous residence from the qualifying ratio calculation provided the borrower provides the lender with information indicating he or she is working with the servicing lender to appropriately address his or her mortgage obligation and that any property insurance proceeds will be applied to the mortgage on the damaged home.  

Assets

  Because “hard copy” bank records may be unavailable, lenders should encourage borrowers to access their financial institution’s websites to try and download statements confirming assets needed to close the loan.  As above, lenders should document their efforts to verify assets and make every effort to ensure that the borrower will have funds to complete the transaction.

Liabilities

  With regard to the continued mortgage obligations on a prior loan securing a property that has been destroyed or damaged, FHA understands that the record may show late payments as a result of a disaster.  Lenders should not consider the outstanding mortgage obligation on destroyed or seriously damaged properties when determining a borrowers’ ability to make payments on a new loan provided the requirements under Qualifying Ratios have been met.  We have taken the position that insurance settlements are likely to pay off remaining obligations.  If the borrower was three or more months delinquent on his/her loan prior to the disaster and the property has been destroyed, it would not be prudent for a lender to make a new loan unless they can show and document extenuating circumstances.

While underwriting mortgages for disaster victims may present unique challenges for the industry, FHA has confidence in its lending partners to exercise their ingenuity in meeting these challenges without compromising their ability to make and support sound underwriting decisions.  Lenders are reminded that eligible borrowers may use the Section 203(h) program to purchase a home anywhere in the country, and have one year from the date of the President’s declaration to submit a loan application.


The information collection requirements contained in this document have been approved by the Office of Management and Budget (OMB) under the Paperwork Reduction Act of 1995 (44 U.S.C. 3501-3520) and assigned OMB control number 2502-0059.  In accordance with the Paperwork Reduction Act, HUD may not conduct or sponsor, and a person is not required to respond to, a collection of information unless the collection displays a currently valid OMB control number.

If you have any questions regarding this Mortgagee Letter, please contact your local Homeownership Center (HOC) in Atlanta (888) 696-4687, Denver (800) 543-9378, Philadelphia (800) 440-8647, or Santa Ana (888) 827-5605.
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Brian D. Montgomery
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