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2A.1 Overview 

 

The purpose of credit and property underwriting is to ensure that each loan meets NewRez quality 

standards. A loan meets NewRez underwriting quality standards if the credit, character, capacity, and 

collateral are consistent with the Loan Program under which the loan is sold to NewRez. The likelihood of 

timely repayment is expected to be commensurate with the credit quality of the Loan Program and the 

represented value of the subject property is expected to accurately reflect its market value. 

 

This Underwriting chapter sets out underwriting standards that apply to all FHA Loan Programs. Generally, 

underwriting standards that vary from one Loan Program to another are described in our Product 

Profiles. In most cases, differences will not be referenced in this chapter. In addition, guidelines contained 

in this chapter are applicable to loans underwritten by TOTAL Mortgage Scorecard. Manual underwriting is 

not permitted. 

 

Regardless of underwriting method, additional information may be requested at the discretion of the 

underwriter. 

 

All NewRez overlays will be highlighted in yellow. 

 

 

2A.2 Home Ownership Centers 

 

FHA maintains four main processing and underwriting centers nationwide, called Home Ownership 

Centers (HOC). Each HOC has jurisdiction over several states and has standardized policies and 

procedures for all states in their jurisdiction. See the FHA Connection (FHAC) for the local HOC serving 

your state. 

 

HOCs may be contacted through the FHA Resource Center: 1-800-CALLFHA (800-225-5342). 

 

2A.3 FHA Connection 

 

The FHAC is HUD's interactive internet system providing FHA-approved lenders with real-time access to 

Single Family Origination functions. All processes relating to the origination and insurance of FHA 

mortgages must be completed in the FHAC. 

 

The FHAC must be used to order case numbers. A case number can be obtained only when NewRez has 

https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
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an active loan application for the subject borrower and property. 

 

FHA case numbers are assigned to properties, not to borrowers. Appraiser information must not be 

entered when the case number is ordered. 

 

 

2A.4 Excluded Parties 

 

NewRez prohibits loans where any company, lender, vendor, individual, or lender employee (loan 

originator, loan processor, or loan underwriter) who are material parties to the transaction are listed on 

NewRez's Exclusionary List, HUD's Limited Denial of Participation list or the Federal General Services 

Administration (GSA) Excluded Party list found in the System for Award Management (SAM). 

 

NewRez's Exclusionary List, HUD's LDP list, and SAM must be checked to confirm eligibility for all 

participants involved in the transaction and must be evidenced in the loan file.  

 

Borrower A borrower is not eligible for an FHA-insured mortgage if they are suspended, 

debarred, or otherwise excluded from participating in HUD programs. 

 

A borrower is not eligible if they appear on the NewRez Exclusionary List or 

either of the following exclusionary lists: 

 

• HUD Limited Denial of Participation (LDP) list; and 

• System for Award Management (SAM) Advanced Search-Exclusion. 

Follow the appropriate procedures defined by SAM.  

 

The "Yes" box on form HUD-92900-LT must be checked if the borrower appears 

on either LDP or SAM list. 

Other Parties to the 

Transaction 

If anyone participating in the transaction is listed on NewRez's Exclusionary List, 

HUD's LDP list or in SAM as being excluded from participation in HUD 

transaction, the loan is not eligible. This may include but is not limited to: 

 

This may include but is not limited to:  

 

• Seller (except when selling the primary residence) 

• Listing and selling real estate agent 

• Builder 

https://www.hud.gov/program_offices/enforcement/theecmemo2
https://www.sam.gov/SAM/pages/public/searchRecords/advancedPIRSearch.jsf
https://www.hud.gov/program_offices/general_counsel/limited_denial_participation_hud_funding_disqualifications_and
https://www.sam.gov/SAM/pages/public/searchRecords/search.jsf
https://www.sam.gov/SAM/pages/public/searchRecords/advancedPIRSearch.jsf
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• Developer 

• Loan originator 

• Loan processor 

• Underwriter 

• Appraiser 

• Closing agent 

• Title company 

• Notary 

• Insurance agents 

• Trustees on deed 

• All other licensed professionals contracted to provide certifications for the 

transaction (wood infestation and mechanical certifications such as termite 

companies, heating, plumbing, roofing, and electrical companies) 

 

 

2A.5 Delinquent Federal Debt 

 

2A.5 (a) Delinquent Federal Non-Tax Debt (CAIVRS) 

 

Verification Borrowers with delinquent federal non-tax debt, including deficiency 

judgments, and other debt associated with past FHA-insured mortgages are 

ineligible. Information on delinquent on federal non-tax debt may be obtained 

from public records, credit reports or equivalent. In addition, all borrowers 

must be checked against the Credit Alert Interactive Voice Response System 

(CAIVRS), that indicates whether or not the borrower is presently delinquent or 

has had a default claim paid in the last three (3) years through any 

government loan program. Non-borrowing spouse does not need to be 

checked against CAIVRS. 

Resolution In order for a borrower with a verified delinquent federal debt to become 

eligible, the borrower must resolve their federal non-tax debt. The creditor 

that is owed the debt can verify that the debt has been resolved. 

 

Resolution involves either: 

 

• Payment in full; or 

• A valid repayment agreement with the lien holder to make regular 

payments on the debt. The borrower must have made at least three (3) 

https://entp.hud.gov/caivrs/public/home.html
https://entp.hud.gov/caivrs/public/home.html
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months of scheduled payments on time. The borrower may not prepay 

scheduled payments in order to meet the required minimum of three 

months payments. The monthly payment must be included in the DTI 

ratio. 

Documentation Documentation must be included from the creditor agency to support the 

verification and resolution of the debt. For a debt reported through CAIVRS, 

evidence of resolution may be obtained with a clear CAIVRS report or with 

documentation from the creditor agency. 

 

Except for federal tax liens, an open tax lien must be subordinate to the 

NewRez first mortgage. Verification of sufficient funds to satisfy these 

obligations must be documented, if applicable. A letter of explanation is 

required for all federal tax debt. 

 

2A.5 (b) Delinquent Federal Tax Debt 

 

Public records and credit information must be checked to verify that the borrower is not delinquent 

on any federal debt and does not have a tax lien placed against their property for a debt owed to the 

federal government. 

 

Borrowers with delinquent federal tax debt are ineligible. All delinquent federal tax debt must be 

satisfied prior to or at closing unless the debt has been resolved in one of the following ways: 

 

Tax Debt with Lien • Payment in full; or 

• A valid repayment agreement with the lien holder to make regular 

payments on the debt. The monthly payment must be included in the 

DTI ratio. The borrower must have made at least three months of 

scheduled payments on time. The borrower may not prepay 

scheduled payments in order to meet the required minimum of three 

months payments. 

 

An open tax lien must be subordinate to the NewRez first mortgage. A 

letter of explanation is required for all federal or state tax liens. 

Tax Debt without Lien • Payment in full; or 

• A valid repayment agreement with the lien holder to make regular 

payments on the debt. The monthly payment must be included in the 

DTI ratio. 
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Verification of sufficient funds to satisfy these obligations must be 

documented, if applicable. 

 

 

2A.6 Loan Application 

 

The initial Uniform Residential Loan Application (URLA) and page two of form HUD-92900-A must be 

complete and signed before underwriting the loan application. The debt of a non-borrowing spouse must 

also be included on the URLA if the borrower resides in or the property to be purchased is located in a 

community property state. See Chapter FHA Liabilities and Debt Ratios, 2H.1 (l), Non-Borrowing Spouse 

Debt in a Community Property State. 

 

The loan originator identified on the URLA must be the actual licensed loan originator regardless of 

whether the interviewer is employed by a sponsored Third-Party Originator (TPO) or NewRez. The URLA 

must contain the loan originator's name, Nationwide Mortgage licensing System and Registry (NMLS) 

identification number, telephone number and signature. 

 

All declaration questions must be marked indicating the method of taking the application: face-to-face, by 

telephone, or by mail. The loan originator's name and employer must be completed, and all applications 

must be signed and dated by the borrower(s). 

 

The final application for closing must adhere to the requirements above, including the borrower's 

complete and accurate financial information relied upon by the underwriter, and be signed and dated by 

all borrowers. All debt incurred during the application process and through loan closing of the mortgage 

must be disclosed on the final application. See Chapter Credit, 2F.5 Undisclosed Liabilities. 

 

All transactions are reviewed for reasonability as part of the underwriting process. The feasibility of 

occupancy claims, and the overall financial picture of the borrowers must be reasonable. Where 

conflicting information exists between or withing documents, an adequate explanation must be provided, 

documented, and included in the loan file. 

 

A loan application may not be retaken for a borrower where misrepresentations are identified, such as 

under reported income to the IRS, fraudulent W-2s or paystubs. Due diligence must be exercised when 

determining whether to allow an application to proceed due to a change of borrower and occupancy 

representation. 

 

file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202H%20FHA%20Liabilities%20and%20Debt%20Ratios.docx%23CommunityPropStates
file:///J:/WHLSL/documents/web/Client_Guide/Chapter7F_FHA_Credit.htm
file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202F%20FHA%20Credit.docx%23UndisclosedLiab
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See the Chapter 6A Fraud chapter for red flag indicators.  

 

2A.7 Identity Verification 

 

The identity must be confirmed for each borrower whose credit is used for loan qualification prior to 

extension of credit.  

 

The closing agent, notary public or signing attorney, as appropriate, must provide evidence that the 

identification document has been confirmed for each borrower. Acceptable forms of identification 

include: 

 

• Valid state driver’s license with photo; 

• Military photo ID; 

• Permanent Resident Alien card with photo; 

• Valid state non-driver’s license with photo; 

• Military dependents photo ID; 

• Department of Public Welfare photo ID; or 

• US passport with photo. 

 

 

2A.8 Social Security Number Validation 

 

Evidence of a valid social security number is required for all borrowers. In addition, each borrower must 

sign Part IV of form HUD-92900-A to verify the borrower's Social Security Number (SSN) with the Social 

Security Administration (SSA). 

 

Individuals employed by the World Bank, a foreign embassy or equivalent employer identified by HUD, 

state and local government agencies, Instrumentalities of Government, and HUD-approved non-profit 

organizations are not required to provide a social security number. 

 

Comply with the following: 

 

• Validate and document a social security number for each borrower on the transaction by: 

 

o Entering the borrower's name, date of birth, and SSN in the borrower/address validation 

screen through FHAC. 

o Examining the borrower's original paystubs, W-2s, tax returns obtained directly from the IRS, 

NewRez%20Underwriting%20Guide%20-%206A%20Fraud.docx
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social security card, or by processing Form SSA-89 Authorization for the SSA to Release Social 

Security Number Verification, or other documents in the loan file 

 

• Resolve any inconsistencies or multiple social security numbers for individual borrowers that are 

revealed during mortgage process using a service provider to verify the social security number 

with the SSA. 

 

The credit report must indicate the non-borrowing spouse’s SSN (where an SSN exists) was matched with 

the SSA, or provide one (1) of the following: 

 

• Separate documentation indicating that the SSN was matched with the SSA; or 

• A statement that the non-borrowing spouse does not have an SSN. The credit report must contain, 

at a minimum, the non-borrowing spouse’s full name, date of birth, and previous addresses for 

the last two (2) years. 

 

 

2A.9 Documentation Age 

 

See below for TEMPORARY COVID REQUIREMENTS 

 

Age of Credit 

Documents 

All documents must not be more than 120 days old on the disbursement. 

Documents whose validity for underwriting purposes in not affected by time, 

such as divorce decrees, is not subject to a document expiration date. 

Appraisal Validity The effective date of the appraisal report must not be more than 120-days on 

the disbursement date. 

 

The 120-day validity period for an appraisal may be extended for 30 days if: 

 

• The loan was approved prior the expiration of the original appraisal (by 

HUD or lender); or 

• The borrower signed a valid sales contract prior to the expiration date of 

the appraisal. 

 

The reuse of an appraisal for a subsequent transaction is not permitted. 

Appraisal Update The original appraisal may be updated if the initial appraisal, with no 

extension, has not yet expired. The updated appraisal is valid for 240 days 

after the effective date of the initial appraisal report being updated. Use the 



 

 

 
DTC, Retail/JV, WHS  UW Guide  Page 10 of 30 Updated: 03/30/2021 

 

Appraisal Update and/or Completion Report (Form 1004D/70) to update the 

initial appraisal. 

 

A new appraisal is required when one of the following exists: 

 

• The appraisal date is more than 240 days from the effective date of the 

original date of the appraisal; 

• The appraiser indicates in the appraisal update that there has been a 

market change since the original appraisal report was issued; or 

• The update indicates material defects. 

 

When the appraisal expires, a new appraisal will have to be ordered and a 

new FHA case number will have to be issued. 

Effective Date of Title 

Policy 

The effective date of the title insurance policy must be no earlier than the 

date on which the security instrument was recorded, and final title insurance 

policy must be dated within 45 days of loan closing. 

 

 

TEMPORARY COVID REQUIREMENTS 

Income and asset documentation must be 60 days old as of the Note date for all loans (existing and 

new construction):  

 

 

2A.9 (a) Handling of Documents  

 

Documents relating to the employment, income, assets, or credit are not acceptable if they have been 

handled by or transmitted from or through the equipment of unknown parties or interested parties. 

 

Information Sent 

Electronically 

All documents received electronically must be validated by examining the 

source identifiers (fax banner header or sender's e-mail address) or 

contacting the source of the document by telephone. The name and 

telephone number of the individual contacted and verifying the 

documents must be indicated. 

Information Obtained 

via the Internet 

All documents obtained from an internet website must be validated by 

examining portions of printout(s) downloaded from the internet 

including: 

 

https://www.fanniemae.com/content/guide_form/1004d.pdf
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• The Uniform Resource Locator (URL) address; and 

• The date and time the documents were printed. 

 

The URL or main website listed in the URL (if page is password protected) 

must be visited to verify that the website exists. Print out evidence to 

show that the URL and website was visited. 

 

Documentation obtained through the internet must contain the same 

information as would be found in an original hard copy of the document. 

 

 

2A.9 (b) Documents and Disclosures 

 

Sales Contract Provisions of the sales contract must not violate FHA requirements. In 

addition: 

 

• All purchasers listed on the sales contract are borrowers; and 

• Only borrowers sign the sales contract. 

 

An addendum or modification may be used to remove or correct any 

provisions of the sales contract that do not conform to these 

requirements. 

 

The family member of a purchaser, who is not a borrower, may be 

listed on the sales contract without modification or removal. 

Amendatory Clause If the borrower does not receive form HUD-92800.5B, Conditional 

Commitment Direct Endorsement Statement of Appraised Value before 

signing the sales contract, the sales contract must be amended before 

closing to include an amendatory clause. 

Real Estate Certification The borrower, seller, and the real estate agent or broker involved in the 

sales transaction must certify, to the best of their knowledge and belief, 

that: 

 

• The terms and conditions of the sales contract are true; and 

• Any other agreement entered into by any parties in connection with 

the real estate transactions is part of, or attached to, the sales 

agreement. 
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A separate certification is not needed if the sales contract contains a 

statement that: 

 

• There are no other agreements between parties and the terms 

constitute the entire agreement between the parties; and 

• All parties are signatories to the sale contract submitted a.t the time 

of underwriting. 

 

All copies of the sales contract(s), including a complete copy of the final 

sales contract with any modifications or revisions must be obtained. 

 

An amendatory clause is not required for HUD REO transactions. 

Property Assessed Clean 

Energy 

When the subject property is encumbered with a PACE obligation, the 

sales contract must include a clause specifying that the PACE obligation 

will be satisfied by the seller at, or prior to closing. 

Informed Consumer 

Choice Disclosure 

The borrower must be provided with an Informed Consumer Choice 

Disclosure if the borrower may qualify for a similar non-FHA insured 

mortgage product. 

Form HUD-92900-B, 

Important Notice to 

Homebuyers 

The borrower must be provided with and sign a copy of form HUD-

92900-B, Important Notice to Homebuyers, for use when applying for a 

mortgage. The original form signed by the borrower must be retained 

in the loan file. 

Lead-Based Paint If the property was built before 1978, the property seller must disclose 

any information known about lead-based paint and lead-based paint 

hazards, in accordance with HUD-EPA Lead Disclosure Rule (24 CFR 35, 

subpart A, and the identical 40 CCFR 745, subpart F). 

 

All of the following must be met: 

 

• The borrower has been provided the EPA-approved information 

pamphlet on identifying and controlling lead-based paint hazards 

("Protect Your Family From Lead In Your Home"); 

• The borrower was given a ten-day period before becoming 

obligated to purchase the home to conduct a lead-based paint 

inspection or risk assessment to determine the presence of lead-

based paint or lead-based paint hazards or waived the opportunity. 

https://www.epa.gov/lead/protect-your-family-lead-your-home-real-estate-disclosure
https://www.epa.gov/lead/protect-your-family-lead-your-home-real-estate-disclosure


 

 

 
DTC, Retail/JV, WHS  UW Guide  Page 13 of 30 Updated: 03/30/2021 

 

The sales contract contains an attachment in the language of the 

contract (e.g., English, Spanish), signed and dated by both the seller 

and purchaser: 

 

o Containing a lead warning statement set forth in 24 CFR 

§35.92(a)(1); 

o Providing the seller's disclosure of the presence of any known 

lead-based paint and/or lead-based paint hazards in the target 

housing being sold, or indication of no knowledge of such 

presence; 

o Listing any records or reports available to the seller pertaining 

to lead-based paint and/or lead-based paint hazards in property 

housing being sold, or indication by the seller that no such 

records or reports exist; and 

o Affirming that the borrower received the pamphlet, disclosure, 

and records or reports, above. 

 

• When any agent is involved in the transaction on behalf of the 

seller, the sales contract includes a statement that the agent has 

informed the seller of the seller's Lead Disclosure Rule obligations, 

the agent is aware of his or her duty to ensure compliance with the 

requirements of the Rule, and the agent has signed and dated the 

contract. 

 

 

2A.9 (c) Form HUD-92564-CN, For Your Protection: Get a Home Inspection 

 

Form HUD-92564-CN, For your Protection: Get a Home Inspection, must be provided to prospective home 

buyers at first contact, whether for re-qualification, pre-approval, or initial application, as indicated in 

the below table. 

 

Property Type Form Required 

Proposed/Under Construction No 

Existing Construction Less than One Year Old Yes, if previously occupied 

Existing Property Yes 

No Cash-out Refinance No 

Cash-out Refinance No 
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Streamline Refinance without an Appraisal No 

 

2A.9 (d) Signature Requirements for All Application Forms 

 

All borrowers must sign and date: 

 

• The initial and final Uniform Residential Loan Application (URLA); 

• Page two of the initial form HUD-92900-A, HUD/VA Addendum to Uniform Residential Loan 

Application; and 

• The completed final form HUD-92900-A, HUD/VA Addendum to Uniform Residential Loan 

Application. 

 

The application may not be signed by any party who will not be on the Note. 

 

2A.9 (e) Use of Electronic Signatures 

 

An electronic signature refers to any electronic sound, symbol, or process attached to or logically 

associated with a contract or record and executed or adopted by a person with the intent to sign the 

record. An electronic signature that is solely voice or audio is not permitted. 

 

Third-Party Documents Third party documents are those documents that are originated and 

signed outside of the control of the lender, such as the sales contract. 

Electronic signatures on third party documents included in the case 

binder are acceptable in accordance with the E-Sign Act and the 

Uniform Electronic Transactions Act (UETA). An indication of the 

electronic signature and date should be clearly visible when viewed 

electronically or in a paper copy of the electronically signed document. 

Eligible Documents Electronic signatures are acceptable on the following types of 

documents: 

 

• Mortgage Insurance Endorsement Documents - Electronic 

signatures will be accepted on all documents requiring signatures 

included in the case binder for mortgage insurance, with the 

exception of the Note and the Security Instrument; or 

• HUD Real Estate Owned Documents - Electronic signatures will be 

accepted on the HUD REO Sales Contract and related addenda. 

Associating an Electronic The process for electronically signing authorized documents must 
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Signature with the 

Authorized Document 

provide for the document to be presented to the signatory before an 

electronic signature is obtained. The electronic signature must be 

attached to, or logically associated with, the document that has been 

electronically signed. 

Intent to Sign NewRez must be able to prove that the signer certified that the 

document is true, accurate, and correct at the time signed. Electronic 

signatures are only valid under the E-Sign Act if they are "executed or 

adopted by a person with the intent to sign the record." Establishing 

intent includes: 

 

• Identifying the purpose for the borrower signing the electronic 

record; 

• Being reasonably certain that the borrower knows which electronic 

record is being signed; and 

• Providing notice to the borrower that their electronic signature is 

about to be applied to, or associated with, the electronic record. 

 

Intent to use an electronic signature may be established by, but is not 

limited to: 

 

• An online dialog box or alert advising the borrower that continuing 

the process will result in an electronic signature; 

• An online dialog box or alert indicating that an electronic signature 

has just been created and giving the borrower an opportunity to 

confirm or cancel the signature; and 

• A click-through agreement advising the borrower that continuing 

the process will result in an electronic signature. 

Single-Use of a 

Signature 

A separate action by the signer is required, evidencing intent to sign, in 

each location where a signature or initials are to be applied. 

 

This provision does not apply to documents signed NewRez employees 

or contractors provided consent of the individual is obtained for the use 

of their electronic signature. The borrower's consent must be 

documented. 
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2A.10 Occupancy Types 

 

The feasibility of a borrower occupying the subject property must be considered when the borrower 

indicates the property will be his or her primary residence. On refinance transactions, compare the 

current address reported on the loan application to the addresses listed on the credit report and other 

documentation that may be in the loan file (e.g., paystubs, W-2s, bank statements, tax returns, etc.). A full 

explanation is required for any red flags or inconsistencies noted in the last 12 months. 

 

2A.10 (a) Primary Residence 

 

A primary residence is a property that at least one borrower occupies as their primary residence and 

typically occupies or will occupy for the majority of the year. The property location is generally 

convenient to the borrower’s principal place of employment. 

 

A borrower may have only one primary residence at any time and may only have one FHA loan. To 

prevent circumvention of the restrictions on making FHA-insured mortgages to investors, FHA 

generally will not insure more than one primary residence loan to any borrower. 

 

Property address of record can be documented by, but is not limited to: 

 

• Individual income tax returns; 

• Driver’s license; or 

• Occupational licensing. 

 

At least one borrower must occupy the property within 60 days of closing and continue to occupy the 

subject property for at least one (1) year. 

 

2A.10 (a)(i) Exceptions to Borrower Having More than One Primary Residence FHA-Insured 

Mortgage 

 

Relocation Satisfactory evidence must be provided that the borrower: 

 

• Is relocating or has relocated for an employment-related reason; and 

• Is establishing or has established a new primary residence in an area 

that is more than 100 miles from their current primary residence. 

 

If the borrower moves back to the original area, the borrower is not 
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required to live in the original house and may obtain a new FHA-insured 

mortgage on a new primary residence, provided the relocation meets 

the two requirements above. 

Increase in 

Family Size 

Satisfactory evidence must be provided to evidence that: 

 

• The borrower has had an increase in legal dependents and the 

property now fails to meet family needs; and 

• The LTV on the current primary residence is ≤ 75% or is paid down to 

that amount, based on the outstanding mortgage balance and a 

current appraisal. 

Vacating a Jointly 

Owned Property 

The borrower is vacating a residence that will remain occupied by a co-

borrower (with no intent to return). 

 

Examples would include a borrower who is divorced, after which the 

vacating ex-spouse will purchase a new home, or one of the co-

borrowers will be vacating the existing property. 

Non-Occupying 

Co-Borrower 

A non-occupying co-borrower on an existing FHA-insured mortgage may 

qualify for another FHA-insured mortgage on a new property to be their 

own primary residence. 

 

A borrower with an existing FHA-insured mortgage on their own primary 

residence may qualify as a non-occupying co-borrower on other FHA-

insured mortgages. 

 

 

2A.10 (a)(ii) Military Personnel 

 

Military personnel, who cannot physically reside in a property because they are on active duty, are 

still considered owner occupants and are eligible for maximum financing if a family member of the 

borrower will occupy the subject property as their primary residence, or the borrower intends to 

occupy the subject property upon discharge from military service. 

 

A copy of the borrower's military orders evidencing active duty status and that the duty station is 

more than 100 miles from the subject property must be provided. The borrower must indicate his 

or her intent to occupy the subject property upon discharge from military service if a family 

member will not occupy the property as their primary residence. 
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2A.10 (b) Secondary Primary Residence 

 

A secondary residence refers to a dwelling that a borrower occupies, in addition to their primary 

residence, but less than a majority of the calendar year. A secondary residence does not refer to a 

vacation home. 

 

Secondary primary residences are not permitted. 

 

Secondary residences are only permitted with written approval from the jurisdictional HOC after 

determination that: 

 

• The borrower has no other secondary residence; 

• The secondary residence will not be a vacation home or be otherwise used primarily for 

recreational purposes; 

• The commuting distance to the borrower's workplace creates an undue hardship on the 

borrower(s) and there is no affordable rental housing meeting the borrower's needs within 

100 miles from the borrower's workplace; and 

• The maximum mortgage amount is 85% of the lesser of the appraised value or sales price. 

 

A lack of affordable rental housing must be documented with all of the following: 

 

• A satisfactory explanation of the need for a secondary residence and the lack of available 

rental housing; and 

• Written evidence from local real estate professionals who verify a lack of acceptable housing in 

the area. 

 

2A.10 (c) Investment Property 

 

An investment property refers to a property that is not occupied by the borrower as a primary or 

secondary residence. 

 

Refer to our Product Profiles for eligibility. 

 

2A.11 Borrower Eligibility 

 

Any person signing an application for a loan is a borrower. All borrowers must sign the Note. All 

borrowers must have a social security number. An Individual Tax Identification Number (ITIN) is not 
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permitted. 

 

Each borrower must be an individual. Non-individual legal entities such as corporations, general 

partnerships, limited partnerships, real estate syndications, or investment trusts are not eligible. Living 

trusts may be eligible. See the Loans to Trusts section in this chapter. In addition, title held in the name of 

a limited liability company (LLC) or land trust may be eligible provided the borrower is a member of the 

LLC or land trust and title is transferred to the borrower's name at closing. 

 

U.S. citizenship is not required for mortgage eligibility. 

 

2A.11 (a) U.S. Citizen 

 

A citizen of the United States or of a United States Possession or Territory are eligible borrowers. 

 

2A.11 (b) Non-U.S. Citizen 

 

2A.11 (b)(i) Permanent Resident Alien 

 

A permanent resident is a non-U.S. citizen who is legally eligible to maintain permanent residency 

in the U.S. and holds a Permanent Resident card. Document legal residency with one of the 

following: 

 

• A copy of a valid and current Permanent Resident card (Green Card-Form I-551) front and 

back; and 

• A passport stamped “processed for I-551, Temporary evidence of lawful admission for 

permanent residence. Valid until  . Employment authorized.” This evidences that the 

holder has been approved for, but not issued, a Permanent Resident card. 

 

See United States Citizenship and Immigration Services (USCIS) for more information. 

 

 

2A.11 (b)(ii) Non-Permanent Resident Alien 

 

A non-permanent resident alien is a non-U.S. citizen who lawfully enters the U.S. for specific time-

periods under the terms of a Visa. A non-permanent resident status may or may not permit 

employment. Asylees and refugees may also be eligible under this classification. Refugee or asylee 

status granted by the USCIS is automatically eligible to work in the U.S. The EAD is not required but 

http://www.uscis.gov/
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documentation of refugee or asylee status is required. 

 

The borrower may be eligible for a primary residence with verification one of the following Visa 

types and an Employment Authorization Document (EAD) issued by USCIS. 

 

Eligible Visa Types 

Visa Type Visa Description EAD (I-766) 

Required? 

E-1 Treaty trader - employee, spouse, and/or child Yes, for spouse 

E-2 Treaty investor - employee, spouse, and/or child Yes, for spouse 

E-3 "Specialty occupation" - Australia Yes, for spouse 

E-3D Spouse or child of E-3 Yes 

G-1 Mission member - designated international organization Yes, for spouse 

G-2 Representative of a recognized or member foreign 

government 

No 

G-3 Representative of non-recognized or non-member 

government 

Yes, for spouse 

G-4 Appointment - designated international organization Yes, for spouse 

G-5 Employee of G-1, G-2, G-3, or G-4 Yes, for spouse 

H-1B Specialty Occupation No 

H-1B1 Specialty Occupation - Chile or Singapore No 

H-1B2 Specialty Occupation - U.S. Department of Defense No 

H-1B3 Fashion model of distinguished merit and ability No 

H-1C Registered nurse - U.S. Department of Labor No 

H-4 Spouse or child of H-1B Yes 

L-1A Intracompany transfer - managerial or executive No 

L-1B Intracompany transfer - specialized knowledge No 

L-2 Spouse or child of L-1A or L-1B Yes 

O-1A 

Individuals with an extraordinary ability in the sciences, 

education, business, or athletics (not including the arts, 

motion pictures, or television industry) 

No 

O-1B 

Individuals with an extraordinary ability in the arts or 

extraordinary achievement in motion picture or 

television industry 

No 

TN 

Professionals Under the North American Free Trade 

Agreement (NAFTA), also known as a TN (Treaty NAFTA) 

No 
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visa, for citizens of Canada and Mexico, under the terms 

of the NAFTA. 

 

Expiring Visas: If the authorization for temporary residency status will expire within one year 

prior to the Note date and a prior history of residency status renewals exist, continuation may 

be assumed. If there are no prior renewals, the likelihood of renewal must be determined, 

based on information from USCIS. 

 

 

Borrowers who are here under Deferred Action for Childhood Arrivals (DACA; EAD Category C33) 

are eligible with a valid EAD. 

 

The following is U.S. immigration policy and not a Visa type. A person with any of the following 

statuses are not eligible:  

 

• Deferred Enforced Departure; 

• Diplomatic Immunity; 

• Humanitarian Parole; and 

• Temporary Protected Status. 

 

 

Ineligible Visa Types 

Visa Type Visa Description 

A-1 Official foreign government (ambassador, public minister, career diplomat) 

A-2 Official foreign government (other foreign government official, military); 

 

Full-time employee working only at a foreign embassy or consulate in the U.S., 

to perform duties which take place at an embassy. 

A-3 Employee of A-1 or A-2 

B-1 Business visitor 

B-2 Pleasure, tourism, medical treatment visitor 

BCC Border crossing card: Mexico 

C-1 Transit to the United States 

C-2 Transit to the United Nations 

C-3 Transit to the United States (Foreign Government officials) 

C-4 Transit - Department of Homeland Security 
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C-1/D Transit - Certified crew member combination 

CR1/CR6 Spouse of a U.S. Citizen - married for less than two years; 

 

Given while waiting for Green Card/permanent resident card 

D-1 Certified crew member - sea or air 

D-2 Certified crew member - fishing vessel 

F-1 Academic student: 

 

Academic study at a private elementary school, high school, college or 

university, seminary, conservatory, academic institution including language 

training program. 

F-2 Spouse or child of F-1 

F-3 Academic commuter - Canada or Mexico 

H-2A Temporary or seasonal agricultural worker 

H-2B Temporary non-agricultural worker 

H-3 Trainee other than medical or academic 

I Foreign media outlet (press, radio, film, or other) 

IR1 Spouse of a U.S. citizen – married two years or more; 

Given while waiting for Green Card/permanent resident card 

J-1 Student - exchange visitor 

J-2 Spouse or child of J-1 

K-1 Fiancé(e) - purpose of marriage 

K-2 Child of K-1 

K-3 Spouse of a U.S. citizen 

K-4 Child of K-3 

M-1 Vocational student 

M-2 Spouse or child of M1 

M-3 Vocational student - Canada or Mexico 

NATO-1 Official staff - NATO 

NATO-2 Adviser - NATO 

NATO-3 Clerical staff - NATO 

NATO-4 Member - NATO 

NATO-5 Expert - NATO 

NATO-6 Civilian - NATO - "Status of Forces" 



 

 

 
DTC, Retail/JV, WHS  UW Guide  Page 23 of 30 Updated: 03/30/2021 

 

NATO-1 

through 

NATO-6 

Spouse or child of NATO 1 through NATO-6 

NATO-7 Employee of NATO-1 through NATO-6 

O-2 Assistant to O-1 

O-3 Spouse or child of O-1 or O-2 

P-1A Internationally recognized athlete 

P-1B Internationally recognized entertainer (artist) 

P-2 Performer (artist) - reciprocal exchange program 

P-3 Entertainer (artist) - culturally unique program 

P-4 Spouse or child of P1A, P-1B, P-2, or P-3 

Q-1 International cultural exchange program 

R-1 Temporary Religious Worker Visa 

R-2 Spouse or child of R-1 

S-1/S-2 (also 

coded as S-5 

and S-6) 

Informant 

S-7 Spouse or child of S-5 or S-6 

T-1  Victim - human trafficking 

T-2 Spouse of T-1 

T-3 Child of T-1 

T-4 Child of T-1; Parent of an under age 21 T-1 

TD Spouse or child of TN 

U-1 Victim of criminal activity 

U-2 Spouse of U-1 

U-3 Child of U-1 

U-4 Parent of an under age 21 U-1 

WB Business visitor - visa waiver program 

WT Tourist visitor - visa waiver program 

 

 

2A.11 (c) Non-Occupant Borrower, Guarantor, and Co-Signer 

 

2A.11 (c)(i) Non-Occupant Borrower 

 

Non-occupant borrowers are credit applicants on a primary residence transaction who: 
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• Do not occupy the subject property as a primary residence; 

• Have an ownership interest in the subject property as indicated on the title; 

• Signs the Mortgage or Deed of Trust; 

• Has joint liability for the Note with the occupant borrower; and 

• Is a U.S. citizen or has a primary residence in the U.S. unless exempted due to military 

service with overseas assignments or is a U.S. citizen living abroad. 

 

2A.11 (c)(ii) Guarantor or Co-Signer 

 

Guarantors or co-signers are credit applicants who: 

 

• Do not have ownership interest in the property as indicated on the title; 

• Sign all loan documents except the security instrument;  

• Have joint liability for the Note with the occupant borrower; 

• Do not have an interest in the property sales transaction, such as the property seller, the 

builder, or real estate broker. 

 

 

2A.12 Ownership Interests 

 

All occupying and non-occupying borrowers must take title to the property in their own name or a Living 

Trust, be obligated on the Note or credit instrument, and sign all security instruments. The borrower must 

hold title to the property as a fee simple estate. However, mortgages secured by a Leasehold Estate as 

described in the Leasehold Estates section below may be eligible. 

 

In community property states, the borrower's spouse is not required to be a borrower or cosigner. 

However, the mortgage must be executed by all parties necessary to make the lien valid and enforceable 

under state law. 

 

2A.12 (a) Life Estate 

 

A life estate is an estate whose duration is limited to the life of the party holding it, or some other 

person, upon whose death the right reverts to the grantor or his heirs. Properties vested in a life 

estate are not permitted. 
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2A.12 (b) Leasehold Estate 

 

A leasehold estate is an estate or interest in real property held by virtue of a lease or sublease. 

 

Leasehold Estate 

Requirements 

Review the lease to ensure that the lease meets all of the following 

requirements: 

 

• The mortgage must be secured by the property improvements and the 

borrower’s leasehold interest in the land; 

• The leasehold estate and the improvements must constitute real property; 

• The leasehold estate must be insured by a title policy; 

• The term of the lease must run for at least ten (10) years beyond the 

maturity date of the mortgage, unless fee simple title will vest in borrower 

or HOA association at an earlier date; 

• The leasehold estate and mortgage is not impaired by any merger of title 

between the lessor and lessee or by any default of a sublessor; 

• An automatic renewal clause is acceptable if it verifies the terms will extend 

at least ten years beyond the maturity date of the loan; 

• All rents, other payment, or assessments that have come due must be paid; 

and  

• The borrower must not be in default under any other provision of the lease 

nor may such a default have been claimed by the lessor. 

Lease Provisions The lease must: 

 

• Not contain default provisions allowing forfeiture or termination of the 

lease, except for nonpayment of the lease rents; 

• Provide assignments, transfers, mortgaging, and subletting of the leasehold 

unlimited number of times either without restriction or on payment of a 

reasonable fee and delivery of reasonable documentation to the lessor; 

• Be valid, in good standing, and in full force and effect in all respects; 

• Give the lender the right to receive at least 30 days’ notice of any default by 

the borrower, and give the lender the option to either cure the default or 

take over the borrower’s rights under the lease; 

• Include provisions to protect the mortgagee’s interest in the event of 

condemnation. The lessor cannot require a credit review or impose other 

qualifying criteria on any assignee, transferee, mortgagee, or sublessee; 

• Provide that the borrower must pay all taxes, insurance and homeowners’ 
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association dues and any taxes on improvements; 

• If the lease provides for an option for the borrower to purchase the fee 

simple interest in the land, the purchase must be at the borrower’s sole 

option, there can be no time limit within which the option must be 

exercised, and both the lease and the option must be assignable. See Lease 

with Option to Purchase for full requirements; 

• Leases may not contain restrictions of assignability such as assignment by 

way of mortgage or assignment to or by the Federal Housing 

Administration or Department of Veterans Affairs or upon foreclosure, nor 

withhold consent for assignment because of the assignee’s national origin, 

race, color, or creed so long as the leasehold is covered by an insured 

mortgage or a mortgage held by the Secretary or so long as the Secretary 

owns the leasehold; 

• The lease must provide for the borrower to retain voting rights in any 

homeowners’ association; and 

• Mortgagee must have the right to correct lessee’s defaults within 120 days 

from receipt of notice of intent to terminate lease because of such default, 

or such further time as may be necessary to complete foreclosure. 

 

The Leasehold Estate Checklist is available for use when reviewing eligibility for 

a leasehold estate 

Lease with 

Option to 

Purchase 

The lease may include an option for the borrower to purchase the fee interest 

in the land. If exercised, the mortgage becomes a lien on the title in the same 

lien priority it had on the leasehold. 

 

The purchase price of the land is established based on the status of the 

property improvements. 

 

• If the property improvements exist at the time the lease is executed, the 

purchase price is the appraised value of the land on the date the lease was 

executed; and 

• If the property improvements exist at the time the lease is executed, and 

the lease is tied to an external index, such as the Consumer Price Index 

(CPI), the initial land rent should be established as a percentage of the 

appraised value of the land on the date that the lease is executed. 

 

Note: The purchase price may be adjusted annually during the term of the 

https://corp.newrez.com/sites/intranet/cp/SitePages/Home.aspx?RootFolder=%2Fsites%2Fintranet%2Fcp%2FShared%20Documents%2F5%2E%20Forms%20and%20Job%20Aides&FolderCTID=0x012000C2127C0B8A9D184FBD3288BAFDEB56F2&View=%7B5B883C34%2D39E0%2D47A0%2D87C4%2DEE5CDBB6412D%7D#InplviewHash5b883c34-39e0-47a0-87c4-ee5cdbb6412d=Paged%3DTRUE-p_SortBehavior%3D0-p_FileLeafRef%3DInsurance%2520Certification%252d%2520Homeowners%252epdf-p_ID%3D877-RootFolder%3D%252fsites%252fintranet%252fcp%252fShared%2520Documents%252f5%252e%2520Forms%2520and%2520Job%2520Aides-PageFirstRow%3D31
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lease to reflect the percentage of increase or decrease from the prior year 

Leases may be offered with or without a limitation on increases or 

decreases in the rent payments 

 

• If the improvements will be constructed after the lease is executed, the 

purchase price should be the lower of the following: 

 

o The current appraised value of the land; or 

o The result of the following: Appraised Land Value alone ÷ Original 

Total Appraised Value = % x Current Total Appraised Value 

 

Example: Assume that the total original appraised value for a property 

was $160,000, and the land alone was valued at $40,000 (thus 

representing 25% of the total appraised value). If the current appraised 

value were $225,000, $50,000 for the land and $175,000 for 

improvements, the purchase price would be $50,000 (current appraised 

value of the land, since is less than 25% of $225,000) 

 

Note: If the lease is tied to an external index, the initial land value may 

not exceed 40% of the combined appraised value of the land and 

improvements. 

 

 

2A.13 Loans to Trusts  

 

2A.13 (a) Inter Vivos Revocable Trust 

 

All trust requests must be approved, in writing, by NewRez legal as early as practical, but should be 

submitted prior to loan approval. 

 

It is unacceptable to instruct the borrower to deed the subject property out of a trust into his/her 

personal name for the purposes of obtaining financing and avoiding NewRez Trust approval.  

 

If the borrower wants to remove the property from the trust in order to facilitate closing, we will 

require a signed written statement in the borrower’s handwriting to the effect that (i) they made the 

decision to deed the property out of the trust of their own accord, (ii) they were not advised to take 

this action by any party to the loan transaction (lender, broker, escrow/settlement agent), (iii) this 
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action is not intended to influence the lending process in any way, and (iv) they understand the legal 

implications of this decision. 

 

An inter vivos revocable trust (living trust) is a trust: 

 

• Created by an individual during his or her lifetime; 

• Becomes effective during its creator's lifetime; and 

• Can be changed or canceled by its creator at any time, for any reason, during his or her 

lifetime. 

 

2A.13 (b) Trust and Trustee Requirements 

 

Review the trust agreement (or the summary or certification of the trust agreement if applicable) to 

ensure that the living trust meets all of the requirements below: 

 

• The trust is established by one or more natural persons, solely or jointly. The person 

establishing the trust is known as the “Settlor,” “Trustor,” or “Grantor” (referred to below as 

“Settlor”); 

• The Settlor is the primary beneficiary of the Trust. If there is more than one Settlor, there can 

be more than one primary beneficiary; 

• The income or assets of at least one individual establishing the trust must be used to qualify 

for the loan; 

• The trustee(s) must include either: 

 

o The individual establishing the trust (or at least one of the individuals, if there are two or 

more; or 

o An institutional trustee that customarily performs trust functions in and is authorized to 

act as trustee under the laws of the applicable state. 

 

• The trustee has the power to mortgage the subject property for the purpose of securing a loan 

to the party (or parties) who are the borrowers on the Note; 

• In the event the originally named trustee is unable or unwilling to serve, and the trust 

instrument has a mechanism for appointment of a successor trustee, the trust can properly 

act through the successor trustee; 

• For a property that is the borrower's primary residence, at least one individual establishing the 

trust must occupy the security property and sign the loan documents; 

• The loan may not be Texas Equity Loan subject to Article XVI, Section 50(a) (6) and 50(g) of the 
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Texas Constitution; 

• There is no unusual risk or impairment of lenders’ rights, such as distributions required to be 

made in specified amounts other than net income; and 

• The trust is valid under law. 

 

2A.13 (c) Certification of Trust 

 

For properties in California, a CA Trust Certification completed by the borrower or the borrower’s 

attorney is acceptable in lieu of the full trust documents. The title commitment is still required. 

 

Should any portion of the trust certificate be found inaccurate or in disagreement with the title 

report, this exception cannot be applied, and the complete trust documents must be provided. This 

exception to trust documentation is ONLY for properties located in California. 

 

2A.13 (d) Title and Title Insurance Requirements 

 

The title insurance policy for the subject property may not list any exceptions arising from the trust 

ownership of the property. Full title to the property must be vested either: 

 

• In the trustee of the inter vivos revocable trust; 

• Jointly in the trustee of the inter vivos revocable trust and in the name of an individual 

borrower; and 

• In the trustee of more than one inter vivos revocable trust. 

 

If title will be vested in the trustees of more than one inter vivos revocable trust, the terms of the two 

revocable inter vivos trust documents must complement each other and may not be in conflict with 

one another. 

 

 

2A.13 (e) Ineligible Trust  

 

The following trusts are ineligible: 

 

• Blind Trusts  

 

A blind trust is an arrangement where financial holdings of a person are placed in the control 

of a fiduciary, typically to avoid a conflict of interest. Therefore, someone other than the 
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borrower has control over the trust assets. 

 

• Community Land Trusts 

 

Community land trusts are created to preserve long-term affordable housing by purchasing 

homes in their communities, then leasing the land using a long-term ground lease low-income 

and moderate-income families at affordable monthly ground rents. 

 

• Irrevocable Trusts 

 

An irrevocable trust is a type of trust where its terms cannot be modified, amended, or 

terminated without permission of the grantor’s named beneficiary or beneficiaries. The 

grantor, have effectively  transferred all ownership of assets into the trust, legally removes all 

of their rights of ownership to the assets and the trust. 

 

• Land Trusts 

 

A land trust is when an organization holds property or when one party holds ownership of 

real property for the benefit of another party. 

 

 

2A.14 Ineligible Programs 

 

The following programs are not eligible: 

 

• 203(K) Rehabilitation Mortgage 

• Energy Efficient Mortgages (EEM)  

• Good Neighbor Next Door 

• Graduated Payment Mortgage (GPM) 

• Growing Equity Mortgages (GEM) 

• Hope for Homeowners 

• HUD REO Program (Wholesale) 

• Indian Reservations (Section 184 mortgage) 
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2B.1 Purchase Mortgage 

 

A purchase money transaction is one in which the proceeds are used to finance the acquisition of a 

property. The proceeds from the transaction must be used to: 

 

• Finance the acquisition of the subject property; 

• Convert an interim construction loan or term Note into permanent financing; or 

• Pay off the outstanding balance on the installment land contract or contract for deed. 

 

Complete purchase agreements, including all addenda, are required for all purchase transactions. All 

purchase agreement terms must be considered in the underwriting decision. Any evidence of undisclosed 

conditions of the transaction must be investigated. Examples of undisclosed conditions are evidence of 

straw buyers (changes in purchaser on the purchase agreement) or possible undisclosed seller 

concessions, such as making mortgage payments on behalf of the borrower for the first few months of 

the loan. 

 

Generally, renegotiated sales contracts are not allowed, however, minor adjustments due to condition or 

other relevant factors are permitted. Increasing of sales price after the appraisal is completed to provide 

seller credit is not permitted. 

 

The borrower(s) name(s) must match the FHA Connection (FHAC), the sales contract, and the Note. 

 

Borrower-paid settlement fees that are Paid Outside of Closing (POC) toward the minimum required 

investment will be considered only if all of the following are met: 

 

• The seller and/or lender credits are less than 6% of the sales price; 

• The seller and/or lender credits are sufficient to cover the closing costs and prepaid expenses paid 

at closing and the POCs; and 

• The file contains evidence the borrower paid the POCs from their own funds and not from a credit 

card. 

 

Purchase transactions do not allow for cash back to the borrower at closing other than the following: 

 

• Reimbursement for the borrower's overpayment of fees, including refunds that may be required 

in accordance with certain federal laws or regulations. The closing disclosure must clearly indicate 

the refund, and the loan file must include documentation to support the amount and reason for 

https://entp.hud.gov/clas/index.cfm
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the refund; 

• Costs paid by the borrower in advance (e.g., sales contract deposit, appraisal, and credit report 

fees); 

• A legitimate pro-rated real estate tax credit in locales where real estate taxes are paid in arrears, 

unless restricted by the Loan Program; and 

 

• Where real estate taxes are paid in arrears; the seller’s real estate tax credit may be used to 

meet the MRI. Documentation evidencing the borrower has enough assets to meet the MRI 

and the borrower paid closing costs at the time of underwriting is required.  

 

Within limitations imposed by applicable state laws, closing costs may not be financed as part of a 

purchase transaction (with the exception of mortgage insurance). 

 

2B.1 (a) Owner of Record and Chain of Title 

 

The seller must be the owner of record. The transaction may not involve any sale or assignment of 

the sales contract. 

 

The file must contain evidence that the seller is the owner of record. If the property was sold within 

12 months prior to the case number assignment date, review evidence of prior ownership and 

determine if there are any undisclosed identity of interest transactions and for compliance with 

Property Flipping (below).  

 

Documentation may include, but is not limited to: 

 

• A property sales history report; 

• A copy of the recorded deed from the seller; 

• Other documentation, such as a copy of a property tax bill, title commitment, or binder, 

recorded deeds, demonstrating the seller's ownership of the property and the date it was 

acquired; 

• Copies of recorded deeds, tax statements, or a 12-month chain of title on the title 

commitment 

 

o A transaction where the property was previously sold within the last 12 months requires 

scrutiny to ensure the transaction is legitimate. Some characteristics of fraudulent 

transactions include but are not limited to foreclosure bailouts, distressed sales, and 

inflated values due to stated improvements that are not supported; and 
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• In purchase transactions where the seller is a corporation, partnership, or any other business 

entity, ensure the borrower is not an owner of the business entity selling the subject property. 

 

2B.1 (b) Conflict of Interest 

 

Parties acting in multiple roles in a single mortgage transaction are not eligible. For example: 

 

• The real estate agent (selling agent or buyer's agent) for the subject property may not act as 

the loan officer for the borrowers purchasing the same subject property; 

• The loan officer may not take their own application; and 

• Husbands and wives working as loan officers/real estate agents may not receive direct or 

indirect compensation. 

 

2B.1 (c) Property Flipping 

 

Property flipping is indicative of a practice whereby a recently acquired property is resold for a 

considerable profit with an artificially inflated value, often with the help of an appraiser. Property 

flipping refers to the purchase and subsequent resale of a property in a short period of time. 

 

The seller’s date of acquisition refers to the date the seller acquired legal ownership of that property. 

The resale date refers to the date all parties have executed the sales contract that will result in the 

mortgage for the resale of the property. 

 

The below resale restrictions do not apply to resale or holding-period clauses restricting the buyer 

from reselling the property. 

 

Resale 90 Days or Fewer A property being resold 90 days or fewer following the date of 

acquisition by the seller are not eligible. 

Resale 91 to 180 Days Properties sold between 91 days and 180 days after acquisition by the 

seller are eligible. 

 

A second appraisal is required by another appraiser if the resale price 

is 100% or more over the price paid by the seller to acquire the 

property. See Chapter 2J.6 FHA Appraisal and Property for second 

appraisal requirements. 

 

file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx%23OrderingSecondAppr
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If the second appraisal supports a value that is more than 5% lower 

than the value of the first appraisal, the lower value must be used as 

the property value in determining the Adjusted Value. 

 

The cost of the second appraisal may not be charged to the borrower. 

Exceptions to Time 

Restrictions on Resale 

Exceptions to time restrictions on resale are: 

 

• Properties acquired by an employer or relocation agency in 

connection with the relocation of an employee; 

• Resales by HUD under its REO program; 

• Sales by other U.S. government agencies of single family 

properties pursuant to programs operated by the agencies; 

• Sales of properties by nonprofits approved to purchase HUD-

owned single family properties at a discount with resale 

restrictions; 

• Sales of properties that are acquired by the seller by an 

inheritance; 

• Sales of properties by state and federally-chartered financial 

institutions and Government; 

• Sponsored Enterprises (GSE); 

• Sales of properties by local and state government agencies; and 

• Sales of properties within Presidentially Declared Major Disaster 

Areas, only upon issuance of notice of an exception from HUD. 

The restrictions listed above and those in 24 CFR § 203.37a do not apply to a builder selling a 

newly built house or building a house for a borrower using FHA-insured financing. 

 

 

2B.1 (d) Identity of Interest Transactions (non-arm’s length transaction) 

 

An identity of interest transaction is a sale between: 

 

• Parties with an existing business relationship (an association between individuals or 

companies entered into for commercial purposes); or 

• Family members, defined as follows, regardless of actual or perceived sexual orientation, 

gender identity, or legal marital status. A family member is defined as follows, regardless of 

actual or perceived sexual, gender identity, or legal marital status: 
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o Child, parent, or grandparent. A child is defined as a son, stepson, daughter, or 

stepdaughter. A parent or grandparent includes stepparent/grandparent or foster 

parent/grandparent 

o Spouse or domestic partner 

o Legally adopted son or daughter, including a child who is placed with the borrower by an 

authorized agency for legal adoption 

o Foster child 

o Brother, stepbrother, sister, stepsister 

o Uncle or aunt 

o In-law of the borrower 

 

The maximum LTV for Identity of Interest transactions on primary residences is 85%. 

 

The maximum LTV for a transaction where a tenant-landlord relationship exists at time of contract 

execution is 85%. Refer to Chapter 2G Assets, 2G.3 (a)(ii) Inducement to Purchase regarding rent 

below market value. 

 

Exception to Maximum LTV 

Family Member 

Transactions 

The 85% LTV restriction may be exceeded if a borrower purchases as 

their primary residence. 

 

• The primary residence of another family member; or 

• A property owned by another family member in which the 

borrower has been a tenant for at least six (6) month immediately 

predating the sales contract. A lease or other written evidence to 

verify tenancy and occupancy is required. 

Builder’s Employee 

Purchase 

The 85% LTV restriction may be exceeded if an employee of a builder, 

who is not a family member, purchase one of the builder's new 

houses or models as a primary residence. 

Corporate Transfer The 85% LTV restriction may be exceeded if a corporation transfers an 

employee to another location, purchases the employee's house, and 

sells the house to another employee. 

Tenant Purchase The 85% LTV restriction may be exceeded if the current tenant 

purchased the property where the tenant has rented for at least six 

(6) month immediately predating the sales contract. A lease or other 

written evidence to verify tenancy and occupancy is required. 

Non-occupying Non-occupying Borrower transactions are eligible up to 75% LTV. The 

file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202G%20FHA%20Assets.docx
file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202G%20FHA%20Assets.docx%23InducementotPurchase
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Borrower LTV may be increased to a maximum of 96.5% if the borrowers are 

family members, provided the transaction does not involve: 

 

• A family member selling to a family member who will be a non -

occupying co-borrower; or 

• A transaction on a two- to four-unit property. 

 

 

2B.2 Refinance Mortgage 

 

A refinance transaction is used to pay off the existing debt or withdraw equity from the subject property 

with the proceeds of the new mortgage for a borrower with legal title to the subject property. 

 

Title must be in the name of at least one (1) borrower prior to loan application for refinance transactions. 

 

Careful consideration must be given to properties currently listed for sale. 

 

For FHA-to-FHA refinance transactions, Refinance Authorization information must be obtained at case 

number assignment.  

 

The following refinance transaction types are acceptable. 

 

No Cash-out Refinance 

A No Cash-out Refinance mortgage represents a lien that is used to pay off the existing mortgage or lien 

with a new mortgage. Cash removal, other than incidental cash, is not permitted.  

 

There are three (3) types of No Cash-out Refinance mortgages. 

Rate and Term 

Refinance 

A Rate and Term Refinance is a no cash-out refinance of any mortgage in 

which the proceeds are limited to the purpose of paying off the existing debt 

and associated costs. 

 

Loan amount may include: 

 

• Unpaid principal balance (including accrued interest, MIP due, late fees, 

and escrow shortages, if applicable), regardless of seasoning; 

• Allowable closing costs, and prepaid expenses; 

• Minus MIP refund (if originally financed in the mortgage); 
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• Incidental cash back up to $500; 

• Borrower paid repairs required by the appraiser; 

• Unpaid principal balance of any PACE obligation; and 

• Satisfaction of junior liens seasoned for at least one (1) year from funding 

unless lien was incurred as part of acquisition or for home improvements 

of the subject property. 

 

o Regardless of the age of a HELOC, if draws in excess of $1,000 were 

advanced within the last 12 months for purposes other than repairs 

and rehabilitation of the subject property that portion above $1,000 is 

not eligible for inclusion in the new mortgage. 

Simple Refinance A Simple Refinance is a no cash-out refinance of an existing FHA-insured 

mortgage in which all proceeds are used to pay off the existing FHA-insured 

mortgage on the subject property and the associated costs. 

 

Loan amount may include: 

 

• Unpaid principal balance (including accrued interest, MIP due, late fees 

and escrow shortages, if applicable), regardless of seasoning; 

• Allowable closing costs and prepaid expenses; 

• Minus MIP refund (if originally financed in the mortgage); 

• Unpaid principal balance of any PACE obligation; 

• Incidental cash back up to $500; and 

• Borrower-paid repairs required by the appraiser. 

 

Loan amount may not include equity buyout, payoff of junior liens or 

prepayment penalties. 

Streamline Refinance A Streamline Refinance is a no cash-out refinance of an existing FHA-insured 

mortgage requiring limited credit documentation and underwriting, with two 

(2) options: 

 

• Credit Qualifying; and 

• Non-Credit Qualifying. 

 

Net Tangible Benefit 

 

• The Net Tangible Benefit is a reduced Combined rate, a reduced term, 
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and/or a change from an ARM to a Fixed Rate Mortgage that results in a 

financial benefit to the borrower. 

• Combined Rate refers to the interest rate on the new mortgage plus the 

MIP. 

• See our Product Profiles for the permissible minimum thresholds to 

define net tangible benefit. 

Cash-out Refinance Cash-out Refinance transactions are mortgages used to remove equity from a 

property. Funds received from a cash-out refinance loan is not limited to a 

specific purpose. A property being refinanced that is owned free and clear is 

considered a cash-out refinance. 

See our Product Profiles for complete requirements for all refinance transactions.  

 

 

2B.3 Other Rate and Term Refinance Transactions 

 

2B.3 (a) Short Pay Off 

 

A rate and term refinance is where the maximum mortgage amount is insufficient to extinguish the 

existing mortgage debt may be eligible provided the existing note holder writes off the amount of the 

indebtedness that cannot be refinanced into the new FHA-insured mortgage. 

 

2B.3 (b) Buy Out Title Equity Holder 

 

A refinance transaction that results in a buyout of the other party's interest in his or her primary 

residence is considered a rate and term refinance, (e.g., divorce settlement, or buyout of a sibling, 

etc.) and is permitted subject to all of the following: 

 

• All parties must provide a signed, legally enforceable agreement that states the terms of the 

property transfer and the disposition of the proceeds (divorce decree or separation 

agreement, or legally enforceable equity agreement); 

• The borrower who acquires sole ownership of the property may receive no cash-out from the 

proceeds of the refinance; and 

• The party who is buying out the other party's interest must be able to qualify for the loan. 

 

See our Product Profiles for complete guidelines. 
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2B.3 (c) Owelty Liens-Texas Only 

 

The payoff of an owelty lien may be treated as a rate and term refinance transaction and is not 

subject to Texas Section 50(a)(6) Home Equity requirements. The divorce decree and separation 

agreement must be recorded. 

 

2B.3 (d) Refinance Existing FHA Section 203(k) Loan 

 

Loans closed under Section 203(k) may be refinanced into a Section 203(b) mortgage and will be 

subject to all of the following requirements: 

 

• Upfront MIP and monthly MIP apply on the new loan even if upfront MIP was not charged on 

the existing 203(k) loan; 

• All rehabilitation work must be completed before the loan can be refinanced; and 

• Any remaining funds in escrow accounts must have been disbursed. 

 

The rehabilitation work may be documented as complete with the current servicing lender providing 

all of the following documentation: 

 

• A letter of completion; 

• A Notice of Final Release showing they have closed the rehab escrow account; and 

• The 203(k) Close Out screen in FHA Connection must be completed and a printout of the FHA 

Connection Electronic Certificate of Close Out screen must be included in the file. 

 

2B.3 (e) Inherited Properties 

 

The following limitations apply in cases where the subject property was inherited: 

 

• Borrower must hold title to the property 

 

o Owner occupied primary residence only; 

o The borrower is not required to occupy the property for a minimum period of time 

provided the property has not been treated as an investment property since inherited; 

o If the property has been rented since inheritance, not eligible for a cash-out refinance 

until the borrower has occupied the property for 12 months. 

 

• LTV is based on appraised value regardless of amount of time owned; 
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• Document inheritance through copy of will, probate document or other type of land record; 

and 

• Holding title for the past 12 months is waived for cash-out refinance eligibility. 

 

2B.3 (f) Texas Equity Refinance 

 

A first mortgage cash-out refinance or rate and term refinance secured by the borrower's homestead 

are Texas Equity Loans and must meet the requirements of Article XVI, Section 50 (a)(6) and 50(g) of 

the Texas Constitution if the borrower receives any amount of cash at closing.  

 

First mortgage Texas Equity Loans are not eligible for purchase by NewRez. 

 

A first mortgage rate and term refinance originated to pay-off an existing Texas 50(a)(6) Home Equity 

Loan may be refinanced as a Texas 50(f)(2) Non-Home Equity loan if the following conditions are met: 

 

• Loan to be paid must be seasoned for 12 months from the date the loan was closed; 

• No additional funds are advanced other than funds advanced to refinance a debt under Texas 

Constitution Art. XVI, Section 50(a)(1) through (a)(7) or actual costs and reserves required to 

refinance the debt; 

• The principal amount of the refinance, when added to the aggregate total of the outstanding 

principal balances of all valid encumbrances of record against the homestead, does not 

exceed 80% of the homestead’s fair market value on the date of the refinance; and 

• The owner is provided with the written notice prescribed in the Constitution on a separate 

document within three (3) business days of the application and at least 12 days before the 

date the refinance is closed. 

 

All other requirements contained in this Underwriting Guide, including the requirements in the 

Product Profiles apply to Texas Equity Loans unless limited by the Texas Constitution or the 

requirements in this Texas Equity Loans section. 

 

Second homes and investment properties that are not classified as homestead are not subject to the 

restrictions in Article XVI, Section 50(a)(6) and 50(g) of the Texas Constitution or the NewRez Texas 

Equity Loan requirements specified in this section. 
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2B.4 Installment Land Contracts 

 

Purchase The transaction is considered a purchase if the loan will be used to complete 

payment on a land contract, contract for deed or similar type of financing 

arrangement in which the borrower does not have title to the property (unrecorded 

land contract). 

No Cash-out 

Refinance 

The transaction is considered a no cash-out refinance if the loan will be used to 

complete payment on a land contract, contract for deed or similar type of financing 

arrangement in which the borrower does have title to the property (recorded land 

contract). The unpaid principal balance will be considered the outstanding balance 

on the recorded land contract. 

 

The Adjusted Value is based on the following: 

 

• Properties acquired (date of land contract) less than 12 months from the 

date of the case number assignment use the lesser of the outstanding 

balance on the land contract or the property value; and 

• Properties acquired (date of land contract) 12 months or more from the date 

of the case number assignment, use the property value. 

 

 

2B.5 HUD Employee Loans 

 

The loan must be scored through TOTAL Mortgage Scorecard. If the file receives an Accept, the 

underwriter must underwrite the loan (but not issue an approval) and submit the application to the 

Jurisdictional the Home Ownership Center (HOC) for final underwriting approval. 

 

 

2B.6 Building on Own Land (DTC, Retail and JV only) 

 

Building on Own Land refers to a product of the 203(b) program used to finance the construction of a 

dwelling on land already owned by the borrower for at time of case number assignment. The date of land 

acquisition by borrower must be documented. 

 

The borrower must have contracted with a builder to construct the improvements. The builder must be a 

licensed general contractor. The borrower may act as the general contractor, only if the borrower is a 

licensed contractor. 



 

 

DTC, Retail/JV, WHS  UW Guide  Page 13 of 15 
Updated: 03/30/2021 

 

 

Maximum Mortgage The maximum mortgage amount is calculated using the appropriate 

purchase LTV percentage of the Adjusted Value. The Adjusted Value is the 

lesser of: 

 

• The appraised value; or 

• The documented acquisition costs. 

 

Acquisition Costs of the property includes: 

 

• Builder’s appraised value; or 

• Borrower-paid documented acquisition costs; and 

• Either  

 

o The value of the land as shown in the site value of the appraisals if 

land is owned greater than six (6) months at the time of case 

assignment; or 

o The lesser of the cost of the land or appraised value if the land is 

owned six (6) months or less at the time of case assignment. 

 

• Interest and other costs associated with a construction loan obtained by 

the borrower to fund construction 

Minimum Required 

Investment (MRI) 

The mortgage is calculated using the appropriate purchase LTV limits 

however; the Closing Disclosure or similar legal document may be prepared 

as a refinance transaction. 

 

If the land was given as a gift to the borrower, verify that the donor was not a 

prohibited source. Standard gift documentation must be provided for any gift 

of land. 

Borrower’s Additional 

Equity in the Property 

The borrower may not receive cash back from the additional equity in the 

property but may be reimbursed their own cash outlay for any borrower-paid 

extras over and above contract specifications and any out of pocket expenses 

not included in the builder's price. An itemization of the extras and expenses 

and the additional costs of each item must be obtained. 

Documentation All new construction requirements must be complied with. In addition, the 

date of the purchase of the land must be documented with the Closing 

Disclosure or similar legal document. 
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Evidence must be obtained to verify that the funds used to pay borrower-paid 

options were derived from an acceptable source, including an itemization of 

the options and expenses, and cost of each item. 

 

 

2B.7 HUD Real Estate Owned Properties (REO) (DTC, Retail and JV only) 

 

A HUD Real Estate Owned (REO) Property, also known as a HUD Home or a HUD-owned home, refers to a 

one- to four-unit residential property acquired by HUD as a result of a foreclosure or other means of 

acquisition on an FHA-insured mortgage, whereby the Secretary of HUD becomes the property owner and 

offers it for sale to recover the mortgage insurance claim that HUD paid to the mortgagee. 

 

2B.7 (a) Sale Contract 

 

The sales contract for HUD owned properties will be completed on HUD-9548, Sales Contract 

Property Disposition Program, any applicable addenda, which will establish the purchase price, price 

discount, eligibility for $100 Down, and meet the requirements for the Sales Contract. 

 

Sales Contract 

Terms 

Line 4 of the sales contract will specify the Insured HUD REO Property 

Purchase Program under which the borrower is applying, the down 

payment, and the mortgage amount. 

 

Regardless of the Insured HUD REO Property Purchase Program entered on 

Line 4, eligibility of the borrower and the specific program must be 

determined. 

$100 Down  Where the borrower has been approved for the $100 Down sales incentive, 

the amount of the cash down payment specified on Line 4 will be $100. 

 

This down payment program allows borrower to purchase HUD REO 

properties using FHA insured financing with a minimum $100 down payment 

instead of the standard 3.5% down payment requirement. Line 4 of the HUD 

Sales Contract form HUD-9548 must reflect $100 down payment. 

Closing Costs and 

Sales Commission 

Paid by HUD 

The amount on Line 5 specifies the amount of closing costs that HUD will 

pay on behalf of the borrower. The amounts on Line 6a and 6b represent 

the sales commission HUD will pay to the selling and listing broker. 
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2B.7 (b) Ordering Case Numbers 

 

A new case number is always required. Select "Real Estate Owned w/Appraisal" for Processing Type 

and enter the case number of the HUD REO property in the Prior Case Number field. The HUD REO 

property case number can be found on the top right-hand corner of form HUD-9548. 

 

2B.7 (c) Appraisal Requirements 

 

A new appraisal is always required in accordance with standard appraisal requirements. See Chapter 

2J FHA Appraisal and Property requirements. 

 

HUD REO properties must either meet FHA Minimum Property Requirements or the property is 

designated as insurable with repair escrows (repairs must be complete for all loans underwritten by 

NewRez). 

 

2B.7 (d) Maximum Mortgage Amount 

 

See our Product Profiles for the maximum mortgage amount and LTV requirements. 

 

2B.7 (e) Work Completion Escrows 

 

Financed repair escrows to a maximum of $11,000 ($10,000 plus mandatory 10% contingency 

cushion) are permitted.  NewRez LLC must hold repair escrow and approve disbursement. Refer to 

the Appraisal chapter for specific requirements for work completion escrows. 

file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx
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2C.1 Determining Adjusted Value 

 

2C.1 (a) Purchase Mortgage 

 

The Adjusted Value is the lesser of: 

 

• Purchase price less any inducements to purchase; or 

• Property value. 

 

2C.1 (b) No-Cash-out Refinance Mortgage 

 

The Adjusted Value is: 

 

• Properties acquired less than 12 months from the date of the case number assignment: 

 

o The lesser of the purchase price plus any documented improvements; or 

o Property value. 

 

• Properties acquired 12 months or more from the date of the case number assignment and 

properties acquired by the borrower within 12 months by an inheritance or gift from a family 

member; use the property value. 

 

2C.1 (c) Cash-out Refinance Mortgage 

 

The Adjusted Value is the appraised value. 

 

2C.2 Calculating Loan to Value (LTV) Ratios 

 

2C.2 (a) Calculating Loan to Value Ratios 

 

LTV ratio is calculated by dividing the first mortgage amount, excluding financed UFMIP, by the 

Adjusted Value. 

 

2C.2 (b) Calculating Combined Loan to Value Ratios 

 

The CLTV ratio is calculated by dividing the sum of the first mortgage amount, excluding financed 



 

 

DTC, Retail/JV, WHS  UW Guide  Page 4 of 15 Updated: 03/30/021 

 

UFMIP, and the current principal balance of subordinated closed end liens and/or the maximum 

available credit line of subordinated open-end second liens by the Adjusted Value. 

 

2C.2 (c) Permanently Modified HELOC 

 

If a HELOC has been permanently modified and the outstanding unpaid principal balance (UPB) is less 

than the permanently modified HELOC, the modified HELOC amount must be used when calculating 

the CLTV. 

 

The permanently modified HELOC must be documented with the one (1) of the following: 

 

• Modified and recorded Note; 

• Recorded subordination agreement stating eh credit line was permanently reduced; or 

• Letter from subordinate lien holder indicating a HELOC has been permanently reduced, in lieu 

of a recorded modification agreement. The letter must: 

 

o Be on the lien holder’s letterhead; 

o State the permanently reduced HELOC amount; and 

o Include the date of the HELOC reduction. 

 

A comment on the credit report stating that the HELOC is permanently modified is not sufficient. 

 

2C.3 Financing Repair Escrow 

 

Financing repair escrows for purchase and no cash-out refinance transactions are permitted as long as 

the required repairs do not affect livability, safety, or structural soundness of the subject.  

 

2C.3 (a) Purchase Transactions 

 

Repair escrow amounts may be added to the mortgage amount when the seller will not pay for the 

repairs necessary to meet FHA minimum property requirements (MPR) or purchasing a HUD REO 

property that needs less than $10,000 repairs, plus a 10% contingency, ($11,000) to meet HUD MPR. 

Financing HUD REO repairs is not eligible for Wholesale Clients. 

 

The maximum escrow amount must be based on the required repairs plus a 10% contingency.  

 

Repair costs may be added to the sale price if all of the following are met: 
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• The repairs are required by the appraiser to meet HUD Minimum Property Requirements 

(MPR);  

• The repairs are paid for by the borrower; 

• The sales contract or addendum identifies the borrower as the party responsible for payment 

and completion of the repairs; 

• The repair estimate is supported by an estimate from qualified professional or estimated by 

the appraiser;  

• Completion of repairs must be verified, and unused escrow amounts are applied to principal 

balance; and 

• Repairs completed by borrower prior to appraisal report are not eligible for inclusion in 

Mortgage amount. 

 

The maximum amount of repair costs that may be added to the sales price is the lesser of: 

 

• The amount by which the value of the property exceeds the sales price; 

• The appraiser's estimate of repairs; or 

• The amount of the contractor's bid. 

 

Below are scenarios of how to calculate the mortgage amount with repair escrow amounts. 

 

Rate and Term Refinances may include any borrower-paid repairs required by the appraisal in the 

mortgage amount as long as the maximum LTV limit that is permitted is met. Repairs must be completed 

prior to closing. 

 

Scenario 1 

Financing Repair Escrow for Purchase (not a HUD REO transaction) 

Sales Price $100,000 

Appraised Value $102,000 

Repair Estimate for MPR $1,500 

Add Repair Estimate to Sales Price to 

calculate Adjusted Sales Price 

$1,500 + $100,000 = 

$101,500 

Adjusted Sales Price 

(must be equal to or less than 

Appraised Value) 

Multiply Adjusted Sales Price with 

purchase LTV factor of 96.5% 

$101,500 x 96.5% = $97,947 Base Loan Amount 

(cannot exceed FHA’s individual 

County Loan Amount) 

Multiply Base Loan Amount with $97,947 x 1.75% = $1,714 Calculate UFMIP 
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1.75% (rounded down to the nearest 

dollar) 

Add UFMIP to Base Loan Amount Total Loan Amount = 

$99,661 

Total Loan Amount 

The appraised value must be greater than the sales price (in order to accommodate the addition of the 

repair escrow financed into loan amount) 

 

 

Scenario 2 

Financing Repair Escrow for No Cash-out Refinance (not a HUD REO transaction) 

Appraised Value $100,000 

Total Mortgage payoff and closing costs  

Payoff amount of first mortgage 

(including a maximum 60 days of 

interest, maximum 60 days of pro 

rate FHA MIP (if applicable), late 

charges, escrow shortages (not 

delinquent interest) 

$88,000 

Payoff Junior Lien (>12 months 

seasoning) 

$4,000 

Closing Costs $1,500 

Prepaid Expenses $2,000 

Borrower-paid repairs required by 

appraiser to meet FHA MPR 

standards 

$1,000 

Refund of FHA UFMIP (if 

applicable) 

$0 

Total Mortgage Payoff Plus 

Associated Costs 

$96,500 ($88,000+$4,000+$1,500+$2,000+$1,000) 

Multiply Appraised Value x 97.75% $100,000 x 97.75% = 

$97,750 

Maximum Eligible Base Loan 

Amount 

Lower of maximum Eligible Base 

Loan Amount or Total Mortgage 

Payoff plus Associated Costs 

Lower of $97,750 or $96,500 

= $96,650 

Base Loan Amount 

Multiply Base Loan Amount with 

1.75% (rounded down to nearest 

$96,500 x 1.75% = $1,688 UFMIP 
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dollar) 

Add UFMIP to Base Loan Amount $96,500 + $1,688 = $98,188 Total Loan Amount 

 

 

Scenario 3 

Financing Repair Escrow for HUD REO Purchase with 3.5% Down Payment 

Adjusted Value 

(Lesser of Sales Price less any 

inducements to purchase or 

Appraised Value) 

$100,000 

Repair Estimate $4,500 

Multiply by the Adjusted Value $100,000 x 96.5% = $ 96,500 Preliminary Base Loan Amount 

before Escrow Repair 

Preliminary Base Loan Amount + 

Repair Estimate 

$96,500 + 4,500 = $ 101,000 Base Loan Amount 

Multiply Base Loan Amount with 

1.75% 

(rounded down to nearest dollar) 

$101,000 X 1.75% = $ 1,767 UFMIP 

Add UFMIP to Base Loan Amount $101,000 + $1,767 = 

$102,767 

Total Loan Amount 

A minimum of 110% of the cost of the repairs must be held in escrow. This amount must be listed on 

Line 4 of the HUD REO Sales Contract. 

 

 

Scenario 4 

Financing Repair Escrow for HUD REO Purchase with $100 Down Payment 

Adjusted Value 

(Lesser of Sales Price less any 

inducements to purchase or 

Appraised Value) 

$100,000 

Subtract $100 from the Adjusted 

Value 

$100,000 - $100 = $99,900 Preliminary Base Loan Amount 

before Escrow Repair 

Repair Estimate $4,500 

Base Loan Amount + Repair Estimate $99,900 + $4,500 = $104,400 Total Loan Amount LTV = 

104.40% 

Multiply Base Loan Amount with $104,400 X 1.75% = $1,827 UFMIP 
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1.75% (rounded down to nearest 

dollar) 

 

$104,400 + $1,827 = 

$106,227 

A minimum of 110% of the cost of the repairs must be held in escrow. This amount must be listed on 

Line 4 of the HUD REO Sales Contract. 

 

 

2C.4 Secondary Financing 

 

Secondary financing is any financing other than the first mortgage that creates a lien against the property. 

Secondary financing that creates a lien against the subject property is not considered a gift or grant.  

 

Secondary financing cannot subject the borrower or the subject property to legal restrictions on 

conveyance (Free Assumability) in accordance with 24 CFR section 203.41. For example, the secondary 

financing cannot contain a repayment and recapture clause that may subject borrower to pay off more 

than initial loan amount or impose other resale restrictions. 

 

2C.4 (a) Secondary Financing Provided by Governmental Entities and HOPE Grantees 

 

A Governmental Entity refers to any federal, state, or local government agency or instrumentality. 

 

To be considered an Instrumentality of the Government, the entity must be established by a 

governmental body or with governmental approval or under special law to serve a particular public 

purpose or designated by law (statute or court opinion) and does not have 501(c)(3) status. HUD 

deems Section 115 entities to be instrumentalities of government for the purpose of providing 

secondary financing. 

 

Home Ownership and Opportunity for People Everywhere (HOPE) Grantee refers to an entity 

designated in the home ownership plan submitted by a borrower for an implementation grant under 

the HOPE program. 

 

A first mortgage on a property that has a second lien made or held by a Governmental Entity is 

acceptable provided that: 

 

• The secondary financing is disclosed at the time of application; 

• No costs associated with the secondary financing are financed into the first mortgage; 

• The first Mortgage does not exceed the FHA Nationwide Mortgage Limit where the property is 

https://entp.hud.gov/idapp/html/hicostlook.cfm
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located; 

• The secondary financing payments are included in the mortgage payment; 

• There is no maximum CLTV for secondary financing loans provided by Governmental Entities 

or HOPE grantees; 

• Any secondary financing of the minimum required investment (MRI) complies with MRI 

requirements in Chapter 2G Assets, 2G.1 Minimum Down Payment and Cash to Close; 

• The secondary financing does not result in cash back to the borrower except for a refund of 

the earnest money deposit or other borrower costs paid outside of closing; and 

• The second lien does not provide for a balloon payment within ten (10) years from the date or 

execution. 

 

Nonprofits assisting a Governmental Entity in the operation of its secondary financing programs must 

have HUD approval and placement on the Nonprofit Organization Roster unless there is a 

documented agreement that: 

 

• The functions performed are limited to the Governmental Entity's secondary financing 

program; and 

• The secondary financing legal documents (Note and Deed of Trust) name the Governmental 

Entity as the lender. 

 

Secondary financing that will close in the name of the nonprofit and be held by a Governmental Entity 

must be made by a HUD-approved nonprofit. The HUD-approved nonprofit information must be 

entered into FHAC, as applicable. 

 

Secondary financing provided by Governmental Entities or HOPE grantees may be used to meet the 

borrower's minimum required investment. Any loan of the borrower's MRI must comply with the 

additional requirements in.  

 

2C.4 (a)(i) Required Documentation 

 

The following information must be furnished by the provider of the secondary financing: 

 

• Documentation showing the amount of funds provided to the borrower for each 

transaction; 

• Copies of the Mortgage and Note; 

• A letter from the Governmental Entity on their letterhead evidencing the relationship 

between them and the nonprofit for each; 

NewRez%20Underwriting%20Guide%20-%202G%20FHA%20Assets.docx
NewRez%20Underwriting%20Guide%20-%202G%20FHA%20Assets.docx#MRI
https://entp.hud.gov/idapp/html/f17npdata.cfm
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• FHA-insured mortgage, signed by an authorized official and containing the following 

information: 

 

o The FHA case number for the first mortgage; 

o The complete property address; 

o The name, address, Tax ID for the nonprofit; 

o The name of the borrower(s) to whom the nonprofit is providing secondary financing. 

The amount and purpose for the secondary financing; 

o A statement indicating whether the secondary financing: 

 

▪ Will close in the name of the Governmental Entity; or 

▪ Will be closed in the name of the nonprofit and held by the Governmental Entity. 

 

Where a nonprofit assisting a Governmental Entity with its secondary financing programs is not a 

HUD-approved nonprofit, a documented agreement must be provided that: 

 

• The functions performed by the nonprofit are limited to the Governmental Entity's 

secondary financing program; and 

• The secondary financing legal documents (Note and Deed of Trust) name the 

Governmental Entity as the Mortgagee. 

 

Mortgages subject to secondary financing have guidelines for LTV/CLTV ratios, terms, and 

disclosures of the second Mortgage. See our Product Profiles for LTV/CLTV guidelines. Any 

secondary lien must be subordinate to the NewRez first mortgage and be recorded as such. 

 

2C.4 (b) Secondary Financing Provided by HUD-Approved Nonprofits 

 

HUD-approved nonprofit is a nonprofit agency approved by HUD to act as a mortgagor using FHA 

mortgage insurance, purchase the Department's Real Estate Owned (REO) properties at a discount 

and provide secondary financing. HUD-approved nonprofits appear on the HUD Nonprofit Roster. 

 

A first mortgage on a property that has a second lien made or held by a HUD-approved nonprofit is 

acceptable provided that: 

 

• No costs associated with the secondary financing are financed into the first mortgage; 

• The secondary financing payments must be included in the total mortgage payment; 

• The secondary financing must not result in cash back to the borrower except for refund of 
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earnest money deposit or other borrower costs paid outside of closing; 

• The secondary financing may not be used to meet the borrower's MRI;  

• There is no maximum CLTV for secondary financing loans provided by HUD-approved 

nonprofits; and 

• The second lien may not provide for a balloon payment within ten (10) years from the date of 

execution. 

 

Secondary financing provided by Section 115 Entities must follow the guidance in Secondary 

Financing Provided by Governmental Entities and HOPE Grantees above. 

 

2C.4 (b)(i) Documentation 

 

All of the following information must be provided by the provider of the secondary financing: 

 

• Documentation showing the amount of funds provided to the borrower for each 

transaction; and 

• Copies of the Mortgage and Note. 

 

The nonprofit information must be entered into FHAC and the governmental entity, as applicable. 

 

2C.4 (c) Family Members 

 

A second mortgage or lien provided by a family member is acceptable, provided that: 

 

• No costs associated with the secondary financing are financed into the first mortgage; 

• The secondary financing payments are included in the total mortgage payment; 

• The secondary financing do not result in cash back to the borrower except for refund of 

earnest money deposit or other borrower costs paid outside of closing; 

• The secondary financing may be used to meet the borrower's MRI; 

• The CLTV does not exceed 100% of the Adjusted Value; 

• The second lien does not provide for a balloon payment within ten (10) years from the date of 

execution; 

• Any periodic payments are level and monthly; 

• There is no prepayment penalty; 

• If the family member providing the secondary financing borrows the funds, the funds may not 

come from a lending source/entity with an identity of interest in the sale of the property, such 

as the: 
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o Seller 

o Builder 

o Loan originator 

o Real estate agent 

 

• Mortgage companies with retail banking affiliates do not have the affiliate lend the funds to 

the family member. However, the terms and conditions of the loan to the family member 

cannot be more favorable than they would be for any other borrowers; and 

• If funds loaned by the family member are borrowed from an acceptable source, the borrower 

may not be a co-obligor on the Note. If the loan from the family member is secured by the 

subject property, only the family member provider may be the Note holder. The secondary 

financing provided by the family member is not transferred to another entity at or subsequent 

to closing. 

 

All of the following information must be furnished by the provider of the secondary financing: 

 

• Documentation showing the amount of funds provided to the borrower for each transaction; 

and 

• Copies of the Mortgage and Note. 

 

If the secondary financing funds are being borrowed by the family member and documentation from 

the bank or other savings account is not available, the family member must provide written evidence 

that the funds were borrowed from an acceptable source, not from a party to the transaction, 

including NewRez. 

 

2C.4 (d) Private Individuals and Other Organizations 

 

Private individuals and other organizations refer to any individuals or entities providing secondary 

financing which are not covered elsewhere in this section. NewRez does not provide secondary 

financing. 

 

A second mortgage or lien provided by private individuals and other organizations is acceptable, 

provided that: 

 

• No costs associated with the secondary financing are financed into the first mortgage;  

• The secondary financing payments are included in the total mortgage payment; 
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• The secondary financing does not result in cash back to the borrower except for refund of 

earnest money deposit or other borrower costs paid outside of closing; 

• The secondary financing is not be used to meet the borrower's MRI;  

• The CLTV does not exceed 100% of the applicable FHA LTV limit; 

• The base loan amount and secondary financing amount does not exceed the FHA Nationwide 

Mortgage Limits; 

• The second lien does not provide for a balloon payment within ten (10) years from the date of 

execution; 

• Any periodic payments are level and monthly; and 

• There is no prepayment penalty, after giving the mortgagee 30 days advance notice. 

 

The following information must be provided by the provider of the secondary financing: 

 

• Documentation showing the amount of funds provided to the borrower for each transaction; 

and 

• Copies of the Mortgage and Note. 

 

 

2C.5 Property Assessed Clean Energy (PACE) 

 

Property Assessed Clean Energy (PACE) refers to an alternative means of financing energy and other 

PACE-allowed improvements to residential properties using financing provided by private enterprises in 

conjunction with state and local governments.  

 

Generally, the repayment of the PACE obligation is collected in the same manner as a special assessment 

tax is collected by the local government rather than paid directly by the borrower to the party providing 

the PACE financing and is also secured in the same manner as a special assessment tax against the 

property.  

 

In the event of a sale, including a foreclosure sale, of the property with outstanding PACE financing, the 

obligation will continue with the property causing the new homeowner to be responsible for the 

payments on the outstanding PACE amount. In cases of foreclosure, priority collection of delinquent 

payments for the PACE assessment may be waived or relinquished. As a result, loans encumbered with 

PACE or PACE-like obligations are not eligible for FHA financing. 

 

2C.5 (a) Purchase Transactions 
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The sales contract must include a clause specifying that the PACE obligation will be satisfied by the 

seller at, or prior to closing. The FHA roster appraiser must be informed that the PACE obligation will 

be paid off as a condition of loan approval. 

 

The appraiser must report the outstanding amount of the PACE obligation(s) and the valuation impact 

of the PACE-related improvements. 

 

2C.5 (b) Refinance Transactions 

 

The outstanding PACE obligation may be included as existing debt to be paid off as part of FHA rate 

and term refinance transaction. The outstanding PACE obligation may be paid off as part of a cash-

out refinance transaction. 

 

See Chapter 2J FHA Appraisal and Property Requirements, 2J.15 Property Assessed Clean Energy (PACE) 

for appraisal requirements when a PACE or PACE-like loan exists. 

 

2C.6 Principal Curtailments 

 

A principal curtailment is the application of funds that are used to reduce the unpaid principal balance of 

the loan.  

 

A principal curtailment is permitted up to $500 on FHA refinance transactions.  

 

If the program permits, the borrower may also receive cash back within program guidelines in addition to 

the amount of the curtailment. 

 

 

2C.7 Mortgage Insurance Premiums (MIP) 

 

FHA collects a one-time Upfront Mortgage Insurance Premium (UFMIP) and an annual insurance premium, 

also referred to as the periodic or monthly MIP, which is collected in monthly installments. 

 

2C.7 (a) Upfront Mortgage Insurance Premium  

 

Most products require the payment of UFMIP, which may be financed into the loan amount. The 

UFMIP is not considered when calculating the area based Nationwide Mortgage Limits and LTV limits. 

UFMIP must be entirely financed into the loan amount or paid entirely in cash. 

NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx
NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx#PACE


 

 

DTC, Retail/JV, WHS  UW Guide  Page 15 of 15 Updated: 03/30/021 

 

 

The UFMIP is not refundable, except in connection with the refinancing to a new FHA-insured 

mortgage. See our FHA Refinance Product Profiles. 

 

2C.7 (b) Annual (or Periodic) Mortgage Insurance Premium 

 

The periodic MIP is an annual MIP that is paid monthly. The amount of the annual MIP is based on the 

LTV, base loan amount and the loan term. An annual premium is paid in the monthly mortgage 

payment with the principal, interest, taxes, and insurance. 

 

For loan qualification, monthly MIP is calculated by multiplying the base loan amount (without 

financed UFMIP) by the premium factor rate shown on the Upfront and Annual MIP Chart divided by 

12. 

 

Duration of Annual MIP 

LTV New 

≤90% 11 years 

>90% Loan term 
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2D.1 Eligible Property Types 

 

2D.1 (a) Single-Family Residence 

 

A detached, semi-detached, or attached single-family dwelling, including town homes and row 

homes, or a single dwelling unit and a single accessory dwelling unit (ADU). 

 

2D.1 (b) Modular Home 

 

A modular home is a factory built home constructed to the state, local or regional building codes 

where the home will be located. A modular home is constructed in two (2) or more three (3)-

dimensional sections, including interior and exterior finish, plumbing, wiring and mechanical systems.  

 

Upon completion, the modular home is transported to the property site and then joined together on 

a permanent foundation. A modular home may be transported on a steel undercarriage, but that is 

not a permanent structural component of the improvements, and it is usually removed at the time 

the house is attached to the foundation. The modular home assumes the characteristics of a site-built 

home. 

 

2D.1 (c) Two-Unit Property 

 

A two-unit property is a property with two (2) individual dwelling units. 

 

2D.1 (d) Three- to Four-Unit Property 

 

A three- to four-unit property is either: 

 

• A residential property with three (3) or four (4) individual dwelling units; 

• A residential property with two (2) individual dwelling units and one (1) ADU; or 

• A residential property with three (3) dwelling units and one (1) ADU. 

 

2D.1 (e) Hotel and Transient Use Certifications (HUD-92561) 

 

The borrower's agreement that the property will not be used for hotel or transient purposes, or 

https://www.hud.gov/sites/dfiles/OCHCO/documents/92561.pdf
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otherwise rented for periods of less than 30 days must be obtained. 

 

The Borrower's Contract with Respect to Hotel and Transient Use of Property form HUD-92561, must 

be signed by the borrower for each loan when the borrower owns: 

 

• A one-unit dwelling with an ADU;  

• A two- to four-unit dwelling; or  

• A single-family dwelling that is one (1) of a group of five (5) or more dwellings owned by the 

borrower within a two (2) block radius. 

 

2D.1 (f) Condominium 

 

A condominium is a real estate project in which each unit owner has title to a unit in a building, an 

undivided interest in the common elements of the project, and sometimes-exclusive use of certain 

common elements. The unit owner does not own the land or improvements. A condo project is real 

estate that includes the separate ownership fee simple. 

 

A condo project is created according to local and state statutes. The structure is two (2) or more units 

with the interior airspace individual owned. The balance of the property (land and building) is owned 

in common by the individual unit owners. 

 

A condo project must be FHA approved before an FHA Case Number is assigned. Condo projects are 

approved for periods of two (2) to three (3) years and placed in the FHA Condominium Registry. Each 

FHA loan must contain a loan-level certification that project is still in compliance with FHA guidelines.  

Single-unit approval options may be available for projects that are FHA-approved. 

 

All condo projects must be reviewed by the Project Review Department (PRD) for approval. NewRez 

will not issue a DELRAP approval, however, existing unexpired DELRAP approvals are eligible. 

 

2D.1 (f)(i) Site Condos 

 

Site condos are single-family detached dwellings encumbered by a declaration of condo covenants 

or condo form of ownership. 

 

For additional requirements, see the Insurance Requirements on the Policies and Procedures 

Intranet page. 

 

https://www.hud.gov/sites/dfiles/OCHCO/documents/92561.pdf
https://entp.hud.gov/idapp/html/condlook.cfm
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2D.1 (g) Planned Unit Development (PUD) 

 

A PUD is a project or subdivision that consists of common property and improvements that are 

owned and maintained by an HOA for the benefit and use of the individual PUD units. For a project 

to qualify as a PUD, all of the following requirements must be met: 

 

• Each unit owner's membership in the HOA must be automatic and non-severable; 

• The payment of assessments related to the unit must be mandatory; 

• Common property and improvements must be owned and maintained by an HOA for the 

benefit and use of the unit owners; and 

• The subject unit must not be part of a condo or co-op project. 

 

Zoning is not a basis for classifying a project or subdivision as a PUD. Units in project or 

subdivisions simply zoned as PUDs that include the following characteristics are not defined as PUD 

projects. These projects 

 

• Have no common property and improvements; 

• Do not require the establishment of and membership in an HOA; and 

• Do not require payment of assessments. 

 

For additional requirements, see the Insurance Requirements on the Policies and Procedures 

Intranet page. 

 

2D.1 (h) New Construction 

 

New construction refers to Proposed Construction, Under Construction and Properties Existing Less 

than One Year.  

 

 

Proposed Construction A property where no concrete or permanent material has been placed. 

Digging of footing is not considered permanent. 

 

Obtain one (1) of the following:  

 

• Copies of the building permit (or equivalent) and Certificate of 

Occupancy (CO) (or equivalent); or  

• Three (3) inspections (footing, framing and final) performed by the 
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local authority with jurisdiction over the Property or an ICC certified 

RCI or CI (for Modular Housing, footing and final only); or 

• In the absence of such ICC certified RCI or CI, obtain three (3) 

inspections (footing, framing and final) performed by a 

disinterested third party, who is a registered architect or a 

structural engineer and has met the licensing and bonding 

requirements of the state in which the property is located. 

Under Construction  The period from the first placement of permanent material to 100% 

completion with no Certificate of Occupancy (CO) or equivalent. 

 

Obtain one (1) of the following: 

 

• Copies of the building permit (or equivalent) and CO (or equivalent); 

or  

• A final inspection issued by the local authority with jurisdiction over 

the Property or by an ICC certified RCI or CI; or  

• In the absence of such ICC certified RCI or CI, obtain a final 

inspection performed by a disinterested third party, who is a 

registered architect or a structural engineer and has met the 

licensing and bonding requirements of the state in which the 

property is located. 

Existing Less than One 

Year  

A property that is 100% complete and has been completed less than 

one (1) year from the date of the issuance of the CO or equivalent. The 

property must have never been occupied. 

 

The sale of an occupied property that has been completed less than 

one (1) year from issuance of the CO or equivalent is considered an 

Existing property. 

 

Obtain one (1) of the following: 

 

• A copy of the CO (or equivalent); 

• A final inspection issued by the local authority with jurisdiction over 

the property or by an ICC certified RCI or CI; or 

• In the absence of such ICC certified RCI or CI, obtain a final 

inspection performed by a disinterested third party, who is a 

registered architect or a structural engineer and has met the 
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licensing and bonding requirements of the state in which the 

property is located. 

 

 

2D.1 (h)(i) Required Documentation for New Construction 

 

All of the following documentation must be obtained: 

 

• Form HUD-92541, Builder’s Certification of Plans, Specifications, and Site; 

• Form HUD-92544, Warranty of Completion of Construction; 

• Required inspections, as applicable; 

• Inspections performed by an ICC certified RCI or CI or a third-party, who is a registered 

architect or structural engineer must be reported on form HUD-92051, Compliance Inspection 

Report, or on an appropriate state-sanctioned inspection form;  

• Wood Infestation Report, unless the Property is located in an area of no to slight infestation 

as indicated on HUD’s “Termite Treatment Exception Areas” list:  

 

• Form HUD-NPMA-99-A, Subterranean Termite Protection Builder’s Guarantee, is required 

for all New Construction. If the building is constructed with steel, masonry or concrete 

building components with only minor interior wood trim and roof sheathing, no 

treatment is needed. The builder must note on the form that the construction is 

masonry, steel, or concrete.  

• Form HUD-NPMA-99-B, New Construction Subterranean Termite Service Record, is required 

when the new construction property is treated with one (1) of the following:  

 

o Termite Bait System, Field Applied Wood Treatment, soil chemical termiticide; or  

o Physical Barrier System is installed, as reflected on the HUD-NPMA-99-A.  

 

The use of post construction soil treatment when the termiticide is applied only around 

the perimeter of the foundation is not acceptable. 

 

• Local Health Authority well water analysis and/or septic report, where required by the local 

jurisdictional authority; and 

• When a third party, who is a registered architect or structural engineer is relied upon for 

required inspections due to the absence of an ICC certified RCI or CI, include certification 

from such inspector that they are licensed and bonded under applicable state and local laws. 
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The appraiser must be provided with the following: 

 

• A fully executed form HUD-92541, signed and dated no more than 30 days prior to the date 

the appraisal was ordered.  

• For properties 90% completed or less, a copy of the floor plan, plot plan, and any other 

exhibits necessary to allow the appraiser to determine the size and level of finish of the 

house they are appraising.  

• For properties greater than 90% but less than 100% completed, a list of components to be 

installed or completed after the date of inspection.  

 

All new construction must meet HUD’s Minimum Property Requirements (MPR) and Minimum 

Property Standards (MPS). 

 

2D.1 (i) Manufactured Home 

 

A manufactured home is any dwelling unit built on a permanent chassis and attached to a permanent 

foundation system.  

 

Definitions 

Anchorage Connection between superstructure and foundation, by means of welds, 

bolts, and various high gage metal plates. Anchorage does not refer to any 

type of soil anchor. 

Exterior Foundation 

Wall 

Foundation walls placed directly below the exterior perimeter walls of the 

unit. These walls may or may not be structurally used as: baring walls 

under gravity loads and/or shear walls under horizontal loans. If these walls 

are not used structurally, they are called non-bearing walls or skirt walls. 

HUD Construction 

Code  

(Certification Label) 

The HUD Certification Label is a metal plate that is affixed to the exterior of 

each transportable section of the manufactured home. The HUD 

Certification Number appears on each HUD Certification Label and 

evidence compliance with the Federal Manufactured Home Construction 

and Safety Standards. 

HUD Data 

Plate/Compliance 

Certificate  

(Data Plate) 

The HUD Data Plate/Compliance Certificate is a paper document located on 

the interior of the subject property that contains, among other things, the 

manufacturer's name, and trade/model number. The data plate also 

includes pertinent information about the unit, including a list of factory -

installed equipment. 

Relocation of Moving the manufactured home unit previously installed or occupied to 
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Manufactured 

Home 

any other site or location. 

Skirting A term used to describe a non -structural enclosure of a foundation crawl 

space. Typically, but not always, it is a lightweight material such as vinyl or 

metal, attached to the side of the structure, extending to the ground 

(generally, not installed below frost depth). 

 

2D.1 (i)(i) Manufactured Home Construction Classification 

 

Different construction categories may require specific types of documentation. 

 

1. Existing Construction 

 

Existing construction refers to a property that has been 100% complete for over one (1) 

year or has been completed for less than one (1) year and was previously occupied. 

 

2. Pre-Approval 

 

Pre-approval of property refers to situation where property has been appraised and DE 

Lender has issued form HUD -92800.5B Conditional Commitment Direct Endorsement 

Statement of Appraised Value before construction started. 

 

Ten-year warranty refers to an agreement between the borrower and a plan issuer, which 

contains warranties regarding the construction and structural integrity of the subject 

property. The plan must be a HUD-accepted insured ten-year protection plan. 

 

3. New Construction 

 

New construction refers to Proposed Construction, Under Construction and Properties 

Existing Less than One Year. 

 

New construction manufactured homes are ineligible. 

 

2D.1 (i)(ii) Manufactured Homes Eligibility 

 

Manufactured homes must meet all of the following eligibility requirements: 
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• Must be a single-family dwelling; 

• Must be a minimum of 400 square feet gross living area; 

• Must have an affixed HUD Certification label, located on the outside of the home, or have a 

letter of label verification issued on behalf of HUD, evidencing the house was constructed 

on or after June 15, 1976, in compliance with the Federal Manufactured Home Construction 

and Safety Standards (MHCSS). Manufactured homes built prior to June 15, 1976 are 

ineligible: 

 

o If the home is a multi-wide unit, each unit must have a seal; 

o If the HUD tag is missing, a recent "HUD Certification Verification" letter issued by the 

Institute for Building Technology; and 

o Safety (IBTS) must be in the loan file. 

 

• The manufactured home and site exist together as real estate in accordance with state law; 

• The manufactured home must be classified as real property as evidenced through tax 

certificates or title policy to validate that both land and manufactured home unit is deeded 

as one (1); 

• Must be built on and remain on a permanent chassis with towing hitch and running gear 

removed; 

• Must be permanently affixed to the foundation in accordance with the Permanent 

Foundations Guide for Manufactured Housing, (PFGMH) as certified by an engineer or 

architect who is licensed or registered in the state whether the manufactured home is 

located. 

 

o A copy of the foundation certification from a previous FHA-insured mortgage, showing 

that the foundation met the guidelines published in the PFGMH that were in effect at 

the time of certification may be obtained provided there are no alterations and/or 

observable damage to the foundation since the original certification. 

 

• Must have been transported from the factory or dealer directly to the site; 

• Finished grade elevation beneath the manufactured home, or if a basement is used, the 

grade beneath the basement floor is at or above the 100-year return frequency flood 

elevation; 

• Appraiser must report the information on the data plate within the appraisal, including the 

manufacturer name, serial number, model, and date of manufacture, as well as wind, roof 

load, and thermal zone maps. 

 

https://www.hud.gov/program_offices/administration/hudclips/guidebooks/4930.3G
https://www.hud.gov/program_offices/administration/hudclips/guidebooks/4930.3G


 

DTC, Retail/JV, WHS  UW Guide  Page 10 of 14 Updated:04/05/2021 

 

o If the data plate is missing or the appraiser is unable to locate it, the appraiser must 

report this in the appraisal report and is not required to obtain the data plate 

information from another source. 

 

See Chapter 2J FHA Appraisal and Property Requirements, 2J.13 Manufactured Home 

Measurement Protocols and Sales Comparison Approach requirements. 

 

2D.1 (i)(iii) Modifications to the Manufactured Home 

 

Room additions, attached carports, or other structural modifications may put the home at risk if 

changes were not performed in accordance with the HUD Manufactured Home Construction and 

Safety Standards (MHCSS) and local and state code. 

 

If the appraiser observes additions or structural changes to the original manufactured home, one 

(1) of the following must be obtained: 

 

• An inspection by the state or local jurisdiction administrative agency that manufactured 

homes for compliance; and 

• Certification of the structural integrity from a licensed structural engineer if the state does 

not employ inspectors. 

 

2D.1 (i)(iv) Perimeter Enclosure 

 

The space beneath manufactured homes must be properly enclosed and therefore must: 

 

• Be a continuous wall (whether bearing or non-load bearing); 

• Be adequately secured to the perimeter of the unit; and 

• Allow for proper ventilation of the crawl space. 

 

If the perimeter enclosure is non-load bearing skirting comprised of lightweight material, the 

entire surface area of the skirting must be permanently attached to backing made of concrete, 

masonry, treated wood, or a product with similar strength and durability. 

 

2D.1 (i)(v) Trade Equity 

 

The Trade-in of Manufactured Housing refers to the borrower's sale or trade-in of another 

manufactured home that is not considered real estate to a manufactured home dealer or an 

file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx
file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx%23ManufacturedHousing
https://www.hud.gov/hudprograms/mhcss
https://www.hud.gov/hudprograms/mhcss
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independent third party. 

 

The net proceeds from the trade-in may be used as the borrower's source of funds. Trade-ins 

cannot result in cash back to the borrower. The following must be documented: 

 

• Installment sales contract or other agreement evidencing a transaction; 

• Value of the trade-in or sale; and 

• Documentation to support the trade equity. 

 

2D.1 (i)(vi) Flood Zones 

 

The finished grade level beneath the manufactured home must be at or above the 100-year return 

frequency flood elevation. If any portion of the property improvement is located within a FEMA 

designated Special Flood Hazard Area (Zones A or V), the property is only eligible with one of the 

following: 

 

• A FEMA-issued Letter of Map Amendment (LOMA) that removes the property from the 

SFHA A FEMA-issued Letter of Map Revision (LOMR) that removes the property from the 

SFHA; or 

• A FEMA National Flood Insurance Program (NFIP) Elevation Certificate (FEMA Form 086-0-

33) prepared by a licensed engineer or surveyor stating that the finished grade beneath the 

Manufactured Home is at or above the 100-year return frequency flood elevation, and 

insurance under the NFIP is obtained. 

 

For additional requirements, see the Insurance Requirements on the Policies and Procedures 

Intranet page. 

 

 

2D.1 (i)(vii) Ineligible Manufactured Home Property Types 

 

The following are ineligible manufactured housing property types: 

 

• A manufactured home that is not titled as real estate; 

• A manufactured home that was installed or occupied previously at any other site or 

location. The home may only have moved from the manufacturer's or dealer's lot to the 

current site of the home; 

• A manufactured home located in a mobile home park; 

https://www.fema.gov/sites/default/files/2020-07/fema_nfip_elevation-certificate-form_feb-2020.pdf
https://www.fema.gov/sites/default/files/2020-07/fema_nfip_elevation-certificate-form_feb-2020.pdf
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• A manufactured home on a leasehold estate;  

• A manufactured home with deed restrictions; 

• A manufactured home with a manufactured home ADU or storage unit; 

• A manufactured home with a mixed-use; 

• A manufactured home with subordinate financing, 

• A manufactured housing attached units located in a condo or PUD project ; 

• Construction-to-permanent; and 

• New construction 

 

2D.1 (j) Mixed-Use Property 

 

Mixed-use refers to a property suitable for a combination of uses including any of the following: 

commercial, residential, retail, office, or parking space. 

 

A mixed-use property is a 1- to 4-unit properties are eligible provided: 

 

• A minimum of 51% of the entire building square footage is for residential use, and 

• The commercial use will not affect the health and safety of the occupants. 

 

See Chapter 2J FHA Appraisal and Property Requirements, 2J.9 (e) Non-Residential Use of a Property 

for additional guidance. 

 

2D.1 (k) Properties with Leased Equipment 

 

A property that contains leased equipment, or operates with a leased energy system or Power 

Purchase Agreement (PPA), may be eligible provided they do not cause a conveyance (ownership 

transfer) of the property by the borrower: 

 

• To be void, or voidable by a third party; 

• To be the basis of contractual liability of the borrower (including rights of first refusal, pre-

emptive rights or portions related to a borrower's efforts to convey); 

• To be subject to the consent of a third party; 

• To be subject to limits on the sales proceeds a borrower can retain (e.g., due to a lien, "due on 

sale" clause, etc.) To be rounds for accelerating the mortgage; and 

• To be grounds for increasing the interest rate of the mortgage. 

 

Any restrictions resulting from provisions of the lease or PPA do not conflict with FHA regulations 

file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx
file://///newpenn.local/newpenn/Public/UW%20Credit%20Policy/Underwriting%20Guide/Correspondent/NewRez%20Underwriting%20Guide%20-%202J%20FHA%20Appraisal.docx%23LegalLandUseConsiderations
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unless they include provisions encumbering the real property or restricting the transfer of the real 

property. 

 

Legal restrictions on conveyance of real property (i.e., the house) that could require the consent of a 

third party (e.g., energy provider, system owner, etc.), include but are not limited to, credit approval of 

a new purchaser before the seller can convey the real property, unless such provision may be 

terminated at the option of, and with no cost, to the owner. 

 

If an agreement for an energy system lease or PPA could cause restriction upon transfer of the house, 

the subject property is not eligible. 

 

2D.1 (l) Deed/Resale Restriction 

 

The regulations in Section 24 CFR 203.41 state that properties with FHA-insured mortgages shall be 

free of restrictions that prevent the borrower from freely transferring the property. The regulations 

use the term “legal restrictions on conveyance” to describe such restrictions and this term is broadly 

defined to include provisions in any kind of legal instrument that would cause a conveyance 

(including a lease) by the borrower to:  

 

• Be void, or voidable by a third party; 

• Be the basis of contractual liability of the borrower; 

• Terminate, or subject to termination, the borrower's interest in the property; 

• Be subject to the consent of a third party;  

• Be grounds for accelerating the insured mortgage; and 

• Be grounds for increasing the interest rate of the insured mortgage.  

 

If the conveyance could cause any of these things to occur, the property is considered to be subject to 

legal restrictions on conveyance and is usually ineligible for FHA mortgage insurance. In these 

instances, the loan should be escalated to a Team Lead for further review and HOC may be 

contacted. The resale restriction controls must be administered by the subsidy provider or a program 

administrator. 

 

 

2D.2 Ineligible Property Types 

 

The following property types or characteristics are ineligible: 

 

https://www.ecfr.gov/cgi-bin/text-idx?SID=21a638efb8d94330461cad99e87930df&mc=true&node=se24.2.203_141&rgn=div8
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• Assisted living projects 

• Bed and breakfast properties 

• Boarding houses 

• Builder model leaseback (purchase transactions) 

• Commercial properties 

• Condo hotels 

• Cooperative units 

• Fraternity or sorority houses 

• Houseboats 

• Indian/Tribal lands 

• Industrial properties 

• Investment securities 

• Land-lease communities 

• Manufactured home with an accessory dwelling unit (ADU) or guest house or any other dwelling 

type 

• Mobile home 

• Multi-family dwelling containing more than four (4) units 

• Other transient housing 

• Private clubs 

• Properties located in Airport Runway Clear Zones 

• Properties located within designated Coastal Barrier Resource System (CBRS) areas 

• Properties not suitable for year-round occupancy 

• Properties with individual water purification systems 

• Properties without full utilities installed to meet all local health and safety standards 

• Tax-sheltered syndicate 

• Timeshare unit/project 

• Unimproved or vacant land 

• Unique properties (e.g., geodesic home, berm homes, shouses, barndominiums) 

• Working farm, ranch, or orchard 

 

Not all property types listed above are ineligible under all Loan Programs. See our Product Profiles. 
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2E.1 FHA TOTAL Mortgage Scorecard 

 

FHA's Technology Open to Approved Lenders (TOTAL) Mortgage Scorecard is not an Automated 

Underwriting System (AUS) but a scorecard that must interface through a system-to-system connection with 

an AUS. 

 

Each AUS using TOTAL provides a Feedback Certificate/Finding Report, which documents results of the 

credit risk evaluation, and identifies the credit report utilized for the scoring event. All pages of the TOTAL 

report must be placed in the FHA Case Binder. 

 

TOTAL evaluates the overall credit risk posed by the borrower, based on a number of credit variables. 

 

A loan may not be approved or denied solely on a risk assessment generated by TOTAL. Ensure full 

compliance with all FHA eligibility requirements. All information used to score the loan through TOTAL must 

be verified. Furthermore, with respect to the borrower's credit history, if an Accept recommendation was 

received, the credit does not require further analysis unless otherwise stated in this Underwriting Guide. 

 

The underwriter must still underwrite all appraisals according to standard FHA requirements. 

 

The underwriter must fully underwrite those applications where TOTAL issues a Refer or when the 

transaction is manually downgraded. If there is derogatory or contradictory information that is not part of 

the data analyzed by TOTAL, resubmit the loan or manually underwrite the loan to ensure all data is taken 

into the underwriting analysis. 

 

The Findings Report indicates the recommended level of underwriting and documentation required in 

determining loan eligibility. Any manual downgrades from the automated underwriting decision requires 

compliance with standard documentation requirements. 

 

All transactions must be scored through TOTAL, except Streamline Refinance transactions. 

 

2E.1 (a) TOTAL Access 

 

TOTAL can be accessed through several proprietary AUS engines. The AUS vendors that are currently 

recognized and approved by FHA are: 

 

• Fannie Mae DU; 

• FHA Catalyst; 
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• Freddie Mac LPA; 

• Loan-Score Decisioning Systems; and 

• Meriden Link, Inc. 

 

TOTAL Feedback Findings created from these engines are acceptable. 

 

2E.1 (b) Data Entry 

 

The integrity of all data elements entered into the AUS must be verified to ensure the outcome of the 

mortgage credit risk evaluation is valid including: 

 

• The credit report; 

• All liabilities/debt;  

• Effective income; 

• Assets/reserves; 

• Adjusted value; and 

• Total mortgage payment including PITI. 

 

For approved loans using the TOTAL Findings Report, comply with all of the Verification 

Messages/Approval Conditions listed in the Underwriting Findings report and document the loan file 

accordingly. Due diligence must be applied when reviewing the documentation in the loan file to 

determine if there is any potentially derogatory or contradictory information that is not part of the data 

analyzed by TOTAL. Any NewRez underwriting overlays would apply. See applicable Underwriting Guide 

chapter, our Product Profiles, and Overlay Matrix for underwriting overlays. 

 

2E.1 (c) New Versions of TOTAL 

 

FHA will release new versions of TOTAL. FHA will announce the date that the new version will be 

available. All mortgages being scored for the first time will be scored using the new version. For 

mortgages with a case number, the mortgage will be scored using the version that was effective when 

the case number was assigned. Existing mortgages scored without a case number will be scored 

according to the version number tag that is provided in the TOTAL file by the AUS provider (if none, 

then the current version will be used). All mortgages without a case number will be scored using the 

new version 90 days after the new version is implemented. 

 

2E.1 (d) Feedback Certificates: Risk Classifications 
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2E.1 (e) 

 

When a loan is submitted to TOTAL, one (1) of the following recommendations will be returned on the 

Findings Report. 

 

Decision Description 

Accept/Eligible An Accept/Eligible recommendation indicates that the loan may be eligible 

provided the data entered into the AUS is accurate and complete and the 

mortgage application complies with all FHA requirements. 

 

Verify that all supporting documentation and information entered into TOTAL 

is consistent with the final underwriting decision. 

Accept/Ineligible An Accept/Ineligible recommendation indicates the borrower's credit and 

capacity would meet the threshold for approval, but the loan does not fully 

comply with FHA's eligibility requirements. The Feedback Certificate will 

identify the specific eligibility requirements that the loan does not meet. 

 

Analyze the Feedback Certificate and determine if the reason for ineligibility is 

one (1) that can be resolved in a manner that complies with FHA underwriting 

requirements. If the reason for ineligibility can be corrected, the loan may be 

rescored in the AUS. 

 

When the reasons for ineligibility cannot be corrected in the AUS, the loan 

may be underwritten following the requirements for an Accept but must 

resolve the reason for ineligibility and must provide an explanation of the 

resolution in the remarks section of form HUD-92900-LT, FHA Loan 

Underwriting and Transmittal Summary. 

Refer Any loan receiving a Refer recommendation must be manually underwritten 

and are not eligible. 

Downgrade to 

Manual 

Underwriting 

 

NewRez does 

not purchase 

Manual 

Downgrade or 

The loan must be downgraded and manually underwritten for any loan 

receiving an Accept recommendation if any of the following exist and is not 

eligible. 

 

• The loan file contains information or documentation that cannot be 

entered into or evaluated by TOTAL; 

• Additional information, not considered in the AUS recommendation 

affects the overall insurability of the loan; 
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Manual 

Underwriting 

• The borrower has $1000 or more collectively in disputed derogatory 

credit accounts. The following may be excluded: 

 

o Disputed medical accounts; 

o Disputed derogatory accounts resulting from identity theft, credit card 

theft, or unauthorized use; 

o Documentation to support these claims must be provided, such as a 

police report; 

o Disputed derogatory accounts of a non-borrowing spouse in a 

community property state; and 

o Non-derogatory disputed accounts. 

 

• The date of the borrower's bankruptcy discharge as reflected on 

bankruptcy documents is within two (2) years from the date of case 

number assignment; 

• The case number assignment date is within three (3) years of the date of 

the transfer of title through a pre-foreclosure sale (short sale); 

• The case number assignment date is within three (3) years of the date of 

the transfer of title through a deed-in-lieu (DIL) of foreclosure; and 

• Mortgage Payment History for any mortgage trade line reported on the 

credit report, during the most recent 12 months, that reflects: 

 

o Purchase and No Cash-out Refinance 

 

▪ 3x30; or 

▪ 1x60 and 1x30; or 

▪ 1x90; or 

▪ that the borrower has made less than three (3) consecutive 

payments since completion of a mortgage forbearance plan. 

 

o Cash-out Refinance: any current delinquency or 1x30 in the last 12 

months of the case assignment date or the borrower has made fewer 

than 12 consecutive monthly payments since completion of a 

forbearance plan. 

 

• The borrower has an undisclosed mortgage debt, and the borrower’s 

mortgage payment history reflects: 
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o A current delinquency; 

o Any delinquency in the last 12 months of the case number 

assignment date; and 

o More than 2x30 day late payments in the last 24 months of the case 

number assignment date. 

 

• Business income shows a greater than 20% decline over the analysis 

period. 

 

 

2E.1 (f) TOTAL Resubmission Tolerance Levels for Rescoring 

 

The data submitted to TOTAL must reflect the loan as it was closed, including occupancy type, product 

type, amortization, loan term, property type, loan purpose, sales price, and appraised value. 

 

Verification documents must be reviewed, and the verified values compared to the data submitted to 

automated underwriting. The terms of the closed loan must match the terms of the final loan 

submission. The data utilized by the system must be supported by source documentation.  Inaccurate 

or unverified data will result in invalidation of the recommendation. Under certain circumstances, it 

could also result in a finding of material misrepresentation. 

 

Loans must be rescored when any data element of the loan changes and new borrower information 

becomes available. The loan does not require rescoring if the following data elements from the las 

scoring event are within the tolerance levels in the table below. 

 

 

When assessing…. Resubmission is not required if: 

Cash Reserves Cash reserves are not less than 10% below the previously scored 

amount. 

Income Income verified is not less than 5% below the previously scored 

amount. 

Tax and Insurance Escrows The cumulative monthly tax and insurance escrow does not result 

in more than a 2% increase in the Total Mortgage Payment to 

Effective Income Ratio (PTI) 
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2E. (f)(i) Inaccuracy of Debt 

 

When an inaccuracy in the amount or type of debt or obligation is revealed and the correct 

information was not considered by the AUS, the following must be done: 

 

• Verify the actual monthly payment amount; 

• Resubmit the loan if the cumulative change in the amount of the liabilities increases by more 

than $100 per month; and 

• Determine that the additional debt was not or will not be used for the borrower's minimum 

required investment. 

 

2E.1 (g) Final Underwriting Decisions 

 

A mortgage may be approved and eligible when: 

 

• TOTAL rated the mortgage as Accept; 

• The underwriter underwrote the appraisal according to FHA requirements; 

• TOTAL findings were reviewed and verified that all information entered into TOTAL is consistent 

with the loan file documentation, and is true, complete, and accurate; and 

• All FHA requirements are met in accordance with an Accept from TOTAL. 

 

While TOTAL is available for pre-qualification, the mortgage must be scored at least once after 

assignment of an FHA case number. FHA will not recognize the risk assessment nor will information be 

carried from TOTAL to FHAC for endorsement processing without a case number assignment. 

 

2E.1 (h) Documentation of Final Underwriting Review Decision 

 

The following documents must be completed to evidence the final underwriting decision. 

 

Form HUD-92900-LT, Loan 

Underwriting and 

Transmittal Summary 

The underwriter must: 

 

• Indicate the CHUMS ID of the underwriter who reviewed the 

appraisal; 

• Complete the Risk Assessment; and 

• Enter the identification of "ZFHA" in the CHUMS ID. 

 

When the Feedback Certificate indicates "Accept/Ineligible", the loan file 
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must be documented with the circumstances or other reasons that were 

evaluated in making the decision to approve the mortgage in the 

Remarks section. 

Form HUD-92800.5B, 

Conditional Commitment 

Direct Endorsement 

Statement of Appraised 

Value 

The underwriter must confirm that form HUD-92800.5B is completed as 

directed in the form instructions. 

Form HUD-92900-A 

HUD/VA Addendum to 

Uniform Residential Loan 

Application 

The underwriter must complete form HUD-92900-A as directed in the 

form instructions. 

 

An authorized officer of the lender, the borrower and the underwriter 

must execute form HUD-92900-A as indicated in the instructions. 

 

 

2E.1 (i) HUD Employee Mortgages 

 

If the borrower is a HUD employee, the underwriter must condition the loan on approval of the 

mortgage by HUD. the case binder must be submitted to Processing and Underwriting Division Director 

and the Jurisdictional HOC for final underwriting approval. 

 

2E.1 (j) Notification of Borrower of Approval and Term of the Approval 

 

The borrower must be notified of their approval in a timely manner. The underwriter's approval or Firm 

Commitment is valued for the greater of 90 days or the remaining life of the: 

 

• Conditional Commitment issued by HUD; or 

• The underwriter’s approval date of the property indicated as Action Date on form HUD-92800.5B. 

 

2E.2 Manual Underwriting 

 

Manual underwriting is not permitted, including a TOTAL Approve/Accept or Refer that is manually 

downgraded. 
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2F.1 Documentation Standards  

 

A credit report must be obtained for each borrower who will be obligated on the Note.  

 

All accounts, revolving and installment, reported by the borrower on the application must be verified on the 

credit report or directly by a credit reference. The current balance, current status, rating, monthly payment 

amount, and payment history for the most recent 12 months must be provided.  

 

Written verifications of mortgage,  rent, or credit must be sent directly to the creditors. The return address 

on the verification must be the lender's address. The hand carrying of verifications is strictly prohibited.  

 

A credit report must be obtained for a non -borrowing spouse who reside s in a community property state or 

if the subject property is located in a community property state.  

 

The credit report must indicate the non -�E�R�U�U�R�Z�L�Q�J���V�S�R�X�V�H���V���6�6�1�����Z�K�H�U�H���D�Q���6�6�1���H�[�L�V�W�V�����Z�D�V���P�D�W�F�K�H�G���Z�L�W�K��

the SSA, or provide one (1) of the following:  

 

�x Separate documentation indicating that the SSN was matched with the SSA ; or  

�x A statement that the non -borrowing spouse does not have an SSN. The credit report must contain, 

at a minimum, the non -�E�R�U�U�R�Z�L�Q�J���V�S�R�X�V�H���V���I�X�O�O���Q�D�P�H�����G�D�W�H���R�I���E�L�U�W�K�����D�Q�G���S�U�H�Y�L�R�X�V���D�G�G�U�H�V�V�H�V for the 

last two  years. 

 

2F.2 Credit Report Standards  

 

The loan file must contain one (1) of the following types of credit reports for each borrower:  

 

�x A merged in -file report including, credit scores, from three (3)  different credit repositories; or two if 

rep ositories, if that is the extent of the information available. If information from only one (1) credit 

repository is available, it is acceptable if there is a credit score, and information was requested from 

all three (3)  repositories. If a merged in -file report is upgraded to a Residential Mortgage Credit 

Report (RMCR), the original merged in -file report must remain in the file ; or  

�x Full Residential Mortgage Credit Report (RMCR), which conforms to all applicable Fannie Mae and 

Freddie Mac requirements.  

 

When a new or retyped credit report is provided, all prior credit reports must be included in the loan file. 

The retyped credit report/supplement must indicate the reason and authorization for any changes, 

additions and/or deletions.  
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When the credit report shows a victim statement under the FACT Act, the originating entity must document 

in writing the steps taken to validate the loan application is not the result of identity theft. The actions must 

be reasonable and complia nt with applicable laws.  

 

Credit report alerts must be reasonably resolved with supporting documentation included in the loan file.  

 

2F.2 (a) Credit Report Red Flags  

 

When underwriting a credit report, the borrower's credit use and limits must be reviewed to ensu re 

consistency with the reported income, assets, and application information. The borrower's address 

history must be examined for consistency with other file documentation. Discrepancies must be 

adequately explained, and questionable explanations researche d. The use of a U.S. address to obtain a 

credit report for a borrower who resides in another country is not permitted.  

 

2F.2 (b) Frozen Credit  

 

Any borrower with one (1) or more repositor ies  with frozen credit on their credit report must have 

their credit unfrozen  and be rescored through TOTAL . 

 

If the credit is unfrozen after the date that the original credit report was ordered, a new three -file 

merged credit report must be obtained to reflect current updated information from all repositories.  

 

2F.2 (c) Updated Credit Report or Supplement to the Credit Report  

 

A new credit report must be obtained and rescored through TOTAL if the underwriter identifies 

inconsistencies between any information in the loan file and the original credit report  and be rescored 

through TOTAL.  

 

 

2F.3 Credit Scores  

 

2F.3 (a) Credit Scores  

 

�$���F�U�H�G�L�W���V�F�R�U�H���U�H�S�U�H�V�H�Q�W�V���D���F�R�P�S�U�H�K�H�Q�V�L�Y�H���Y�L�H�Z���R�I���D���E�R�U�U�R�Z�H�U���V���F�U�H�G�L�W���K�L�V�W�R�U�\���U�L�V�N���I�D�F�W�R�U�V�����D�Q�G���D�U�H��

required for all loans, per our Product Profiles. The higher the score the lower the risk of default. The 

score in combination with the dates and severity o f late payments should be considered.  
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2F.4 Selection and Validation of Credit Scores  

 

Selecting the credit score for loan qualification is a two -step process.  

 

�x Select the credit score for each individual borrower ; and  

�x Select the credit score used for loan qualification.  

 

2F.4 (a) Selection  

 

Select the credit score for each borrower. Use the lowest selected credit score among all borrowers for 

loan qualification. All borrowers must have a credit score.  

 

Number of Scores  Score  

3 Middle Score  

2 Lower of the two  

1 Use score 

 

2F.4 (b) Authorized User Account  

 

When a credit account owner permits another person to have access to and use an account, the user is 

referred to as an authorized user of the account. This practice is intended to assist related individuals in 

legitimat ely establishing a credit history and credit score based on the account and payment history of 

the account owner, even though the authorized user is not the account owner.  

 

Authorized user accounts are not valid trade line s for establishing the �E�R�U�U�R�Z�H�U���V���F�U�H�G�L�W���K�L�V�W�R�U�\. 

 

2F.5 Inquiries and Undisclosed Liabilities  

 

All debt incurred during the application process and through loan closing of the mortgage must be disclosed 

on the final application and included in the loan qualification.  

 

Review the credit report for any inquiries to ensure that all debts, including any new debt payments 

resulting from material inquiries  listed on the credit report, are included in the DTI. Determine that any 

recent debts were not incurred to obtain any part of the bo rrower's required funds to close. If additional 

credit was applied for and approved or obtained, a verification of that debt must be provided and included 

in the borrower's monthly obligations.  
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Material inquires refer to inquiries which may potentially re sult in obligations incurred by the borrower for 

other mortgages, auto loans, leases, or other installment loans. Inquiries from department stores, credit 

bureaus, and insurance companies are not considered material inquiries.  

 

A written explanation for al l inquiries shown on the credit report that were made in the last 90 days is 

required.  

 

 

2F.5 (a) Undisclosed Debt Other than a Mortgage  

 

If undisclosed or inaccurate debt (other than a mortgage) has been revealed, comply with all of the 

following:  

 

�x Verify the act ual or new monthly payment ; 

�x Include the monthly payment amount and resubmit the loan to TOTAL if the cumulative change 

in liability is greater than $100 ; and  

�x Determine that the additional debt will not be used to meet the borrower's minimum required 

invest ment.  

 

2F.5 (b) Undisclosed Mortgage Debt  

 

When an existing mortgage debt is not listed on the credit report and not considered by TOTAL, one (1) 

of the following must be obtained reflecting an acceptable mortgage payment history:  

 

�x A copy of the Note and either a bank statement or cancelled checks ; 

�x A credit supplement, or  

�x Verification of mortgage . 

 

The loan must be downgraded and manually underwrit ten if the mortgage history reflects any of the 

following:  

 

�x A current delinquency ; 

�x Any delinquency within 12 months of the case number assignment date ; or  

�x More than 2x30 day late payments within 24 months of the case number assignment date.  

 

A mortgage tha t has been modified must use the payment history in accordance with the modification 

agreement for the time period of modification in determining the late mortgage payments.  
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Manually underwritten loans are not permitted.  

 

 

2F.6 Housing Payment History  

 

On the date of the loan application, all existing mortgages must be current, meaning that no more than 30 

days may have elapsed since the last paid installment date and the rating covers a 12-month period. If these 

requirements are not satisfied, the mortg age rating must be updated through with a VOM, cancelled checks , 

or a payoff statement . Obtain the current balance, current status, monthly payment amount, and payment 

history for the most recent 12 -months . 

 

Payment histories on all mortgage trade lines, r egardless of occupancy, including first and second mortgage 

liens, and HELOCs are considered mortgage debt. Mobile homes and manufactured homes reported as an 

installment loan must be considered as a housing payment and reviewed as such.  

 

A mortgage that h as been modified must utilize the payment history in accordance with the modification 

agreement for the time period of modification in determining late housing payments. Standard payment 

history requirements apply. There are no specific seasoning requireme nts for a modified mortgage.  

 

A mortgage payment is considered current if it is paid within the month due along with any late charges 

assessed for payments made beyond the 15 -day grace period. A letter of explanation and supporting 

documentation is require d when payments are made beyond the month due.  

 

2F.6 (a) Mortgage Forbearance  

 

A borrower who was granted a mortgage payment forbearance and continues to make payments 

agreed under the terms of the original Note  is not considered delinquent or late and will be trea ted as if 

not in forbearance provided the forbearance plan is terminated at or prior to closing.  

 

A mortgage that has been granted forbearance must use the payment history in accordance with the 

forbearance plan  for the time period of forbearance in determ ining late housing payments. The 

forbearance plan must be exited at or prior to closing.  

 

Any borrower who is granted forbearance and is performing under the terms of the forbearance plan  is 

not considered to be delinquent.  

 

The following documentation is required for Refinance transactions when a mortgage reflects 

payments under a modification or forbearance plan within 12 months prior to case number 
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assignment, obtain the following:  

 

�x A copy of the modification or forbearance  plan ; and  

�x Evidence of the payment amount and date of payments during the agreement term.  

 

A forbearance plan is not required if the forbearance was due to the impacts of the COVID -19 National 

Emergency. 

 

See our  Product Profiles for housing payment histor y requirements  and mortgage payment forbearance 

requirements.  

 

2F.7 Significant Derogatory Credit  

 

The presence of significant derogatory credit dramatically increases the likelihood of a future default and 

represents a significantly higher level of default ri sk. Examples of significant derogatory credit include 

bankruptcies, deeds -in-lieu, foreclosures, pre -foreclosure sales, short sales, and charge -offs of mortgage 

accounts.  

 

Compensating factors cannot be used to compensate for derogatory credit.  

 

TOTAL will �H�Y�D�O�X�D�W�H���W�K�H���E�R�U�U�R�Z�H�U���V���F�U�H�G�L�W���K�L�V�W�R�U�\���Z�L�W�K���U�H�J�D�U�G���W�R���O�D�W�H���S�D�\�P�H�Q�W�V���L�Q���W�K�H���E�R�U�U�R�Z�H�U���V���F�U�H�G�L�W��

history. See below for treatment of collection accounts, charge -off accounts, judgments, and disputed 

accounts.  

 

2F.7 (a) Waiting Period Requirements  

 

The following table outlines the requirements for borrowers who have filed for bankruptcy, pre -

foreclosure, foreclosure, or deed -in-lieu of foreclosure.  

 

Pre-foreclosure sales, also known as short sales, refer to the sales of real estate that generate proceeds  

that are less than the amount owed on the property and the lien holders agree to release their liens 

and forgive the deficiency balance on real estate.  

 

Borrowers who have experienced any of the below significant derogatory events must meet the below 

requ irements. Shorter timeframes due to extenuating circumstances are not eligi ble. 
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Derogatory Event  Waiting Period  

Foreclosure/DIL  �2�������\�H�D�U�V���I�U�R�P��the date of the DIL or the date that the borrower 

transferred ownership of the property  from the case number 

assignment date.  

 

If the credit report does not verify the date of foreclosure or DIL of 

foreclosure, provide the deed or other legal deed or other legal 

documents evidencing the date of the property transfer.  

Pre-foreclosure/Short 

Sale 

�2�������\�H�D�U�V���I�U�R�P��the date of transfer of title by short sale  from the case 

number assignment date.  

 

If the credit report does not indicate the date of the short sale, obtain 

the Closing Disclosure, deed or other legal documents evidencing the 

date of property transfer.  

Chapter 7 Bankruptcy  �2�������\�H�D�U�V���I�U�R�P���G�L�V�F�K�D�U�J�H���I�U�R�P���W�K�H���F�D�V�H���Q�X�P�E�H�U���D�V�V�L�J�Q�P�H�Q�W���G�D�W�H�� 

 

If the credit report does not verify the discharge date or additional 

documentation is required to determine if liabilities were discharged in 

the bank ruptcy, provide a copy of the discharge papers.  

Chapter 13 Bankruptcy  Chapter 13 b ankruptcy must have been discharged  two (2) or more years 

from case number assignment date . 

 

If the credit report does not verify the discharge date or additional 

documentat ion is required to determine if liabilities were discharged in 

the bankruptcy, provide a copy of the discharge papers.  

 

The borrower must document that their current situation indicates that 

the evens which led to the bankruptcy are not likely to recur.   

 

 

2F.7 (b) Delinquent Credit  

 

Delinquent Federal 

Tax Debt and Non -

Tax Debt 

See Chapter 2A Loan Eligibility.  

Judgments A judgment refers  to any debt or monetary liability of the borrower, and the 

borrower' spouse in a community property state unless excluded by state law, 
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created by a court, or other adjudicating body.  

 

Court -ordered judgments must be resolved or paid off prior to or at cl osing. 

 

A judgment is considered resolved if all of the following are met:  

 

�x The borrower has a valid agreement with the creditor to make regular 

payments on the debt ; 

�x The borrower has made a minimum of three (3)  months scheduled 

payments in a timely manner . A copy of the payment arrangement with 

creditor and subordination agreement for any liens on title, if applicable 

and evidence of timely payments made for three (3) months  is required . 

Payments must be included in the DTI ratio;  

�x The judgment will not supersede the new loan ; 

�x One (1) of the following must be provided:  

 

o Evidence of payment in full ;  

o Payoff statement ; or  

o The payment arrangement with creditor, if not paid prior to or at 

closing, and a subord ination agreement for any liens existing on 

title.  

 

An explanation is not required.  

 

Judgments of a non -borrowing spouse in a community property state must be 

resolved or paid in full, with the exception of obligations excluded by state law.  

Collection Accounts  A collection account refers to a loan or debt that has been submitted to a 

collection agency through a creditor.  

 

An explanation of collection accounts is not required.  

 

If the cumulative balance of all collection accounts is greater th an or equal to 

$2,000, one (1) of the following must be documented:  

 

�x The debt is paid in full at or prior to closing (verification of acceptable 

source of funds required) ; 

�x The borrower has made payment arrangements with the creditor. The 
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monthly payment mu �V�W���E�H���L�Q�F�O�X�G�H�G���L�Q���W�K�H���E�R�U�U�R�Z�H�U���V���'�7�– ratio ; or  

�x If evidence of a payment arrangement is not available, calculate the 

monthly payment using 5% of the outstanding balance of each collection, 

�D�Q�G���L�Q�F�O�X�G�H���W�K�H���P�R�Q�W�K�O�\���S�D�\�P�H�Q�W���L�Q���W�K�H���E�R�U�U�R�Z�H�U���V���'�7�– ratio . 

 

Medical collections may be excluded from the $2,000 balance and do not have 

to be paid off.  

 

Unless excluded under state law, collection accounts of a non -borrowing 

spouse in a community property state are included in the cumulative balance.  

Charge-off 

Accounts  

A charge off account refers to a loan or debt that has been written off by the 

creditor.  

 

An explanation of charge off is not required.  

 

Charge-off accounts do not need to be included in liabilities or debts.  

Consumer Credit 

Counseling  

A borrower who has participated in consumer credit counseling may be 

eligible. Follow the AUS decision. No explanation or other documentation is 

needed.  

Disputed 

Derogatory Credit 

Account  

Disputed derogatory credit account refers to:  

 

�x Disputed charge off accounts ; 

�x Disputed collection accounts ; and  

�x Disputed accounts with late payments in the last 24 months.  

 

A letter of explanation from the borrower is not required.  

 

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

in dispute d derogatory credit account, the loan must be downgraded and 

manually underwritten  and are not eligible.  

 

Exclusions in the cumulative balance requiring a manual downgrade include:  

 

�x Disputed medical accounts ; and 

�x Disputed derogatory credit resulting from identity theft, credit card theft or 

unauthorized use. Supporting documentation must be provided, such as a 

police report.  
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Disputed derogatory accounts of a non -borrowing spouse in a community 

property state are not included in the cumulati ve balance for determining if 

the loan is downgraded to a Refer and are not eligible.  

Non -Derogatory 

Disputed Accounts  

Non -derogatory disputed accounts are disputed accounts:  

 

�x Have a zero balance ; and  

�x Have no late payments within the past 24 months ; and 

�x Are current and paid as agreed.  

 

If a non -derogatory account is being disputed by the borrower, a manual 

downgrade is not required however the underwriter must analyze the effect of 

the disputed accounts on �W�K�H���E�R�U�U�R�Z�H�U���V���D�E�L�O�L�W�\���W�R���U�H�S�D�\���W�K�H���O�R�D�Q�����–�I���W�K�H��

�G�L�V�S�X�W�H���U�H�V�X�O�W�V���L�Q���W�K�H���E�R�U�U�R�Z�H�U���V���P�R�Q�W�K�O�\���G�H�E�W���S�D�\�P�H�Q�W�V���E�H�L�Q�J���O�H�V�V���W�K�D�Q���W�K�H��

amount on the credit report, documentation of the lower payments must be 

provided.  

 

Non -derogatory disputed accounts are excluded f rom the $1,000 cumulative 

balance limit.  
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