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1A.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 Conforming 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 Fannie Mae’s Desktop Underwriter
(DU) and Freddie Mac’s Loan Product Advisor (LPA), unless otherwise specified. 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.

1A.2 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 if they appear on the NewRez Exclusionary List.

Other Parties to

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

the Transaction

any of the above or FHFA's Suspended Counterparty Program (SCP) list, the
loan is not eligible.
This may include but is not limited to:
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•

Seller (except when selling the primary residence)

•

Listing and selling real estate agent

•

Builder

•

Developer

•

Loan originator

•

Loan processor

•

Underwriter

•

Appraiser

•

Closing agent

•

Title company

•

Notaries

•

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)

1A.3 Loan Application
The loan application must be complete, including a full two year history of employment and residency
and all personal information for each borrower (social security number, date of birth, address, and
education). If a borrower’s employment history includes unemployment, the application must reflect at
least two years of employment, therefore covering a longer period of time. All declaration questions
must be marked indicating the method of taking the application: face-to-face, by telephone, or by mail.
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 must be
disclosed on the final application. See Credit Chapter 1F.5 Inquiries and Undisclosed Liabilities for more
information.
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 within documents, an adequate explanation must be
provided, documented, and included in the loan file.
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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.
All documents in the origination file relevant to underwriting are reviewed for signs of alteration or
fabrication.
Any available technology may be used to produce copies of the documents in the loan file, such as a
photocopier, fax machine, document scanner, or camera. Copies of documents provided by the
borrower may be photos or scanned versions of the original documents and provided via email or
other electronic means.
1A.4 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 Card with photo;

•

Valid state non-driver’s license with photo;

•

Military dependents photo ID;

•

Department of Public Welfare photo ID; and

•

US passport with photo.

1A.5 Social Security Number Validation
Evidence of a valid social security number is required for all borrowers. Any social security number
discrepancies that are identified must be resolved.
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1A.6 Documentation Age
See below for TEMPORARY COVID REQUIREMENTS
Topic

Fannie Mae

Freddie Mac

Age of Credit

All documents must not be more

All documents must not be more

Documents

than four months old as of the Note

than 120 days old as of the Note

date.

date.

Documents whose validity for underwriting purposes in not affected by
time, such as divorce decrees, is not subject to a document expiration date.
Age of Appraisal

The effective date of the appraisal report must not be more than twelve
months prior to the date of the note and mortgage.
When the effective date of the

When the effective date of the

appraisal report is more than four

appraisal report is more than 120

months old on the date of the Note

days old prior to the date prior to

and Mortgage, regardless of whether

the Note and Mortgage, regardless

the property was appraised as

of whether the property was

proposed or existing construction,

appraised as proposed or existing

the appraiser must inspect the

construction, the appraiser must

exterior of the property and review

inspect the exterior of the property

current market data to determine

and review current market data to

whether the property has declined in

determine whether the property

value since the date of the original

has declined in value since the date

appraisal. This inspection and results

of the original appraisal. This

of the analysis must be reported on

inspection and results of the

the Appraisal Update and/or

analysis must be reported on the

Completion Report (Form

Appraisal Update and/or

1004D/442). The appraisal update

Completion Report (Form

must occur within four months prior

1004D/442). The appraisal update

to the Note date and Mortgage.

must occur within 120 days prior to
the Note date and Mortgage.

Age of Appraisal

The age of the appraisal waiver is good for 120 days. If the offer is more

Waiver

than 120 days old as of the note date, a resubmission to DU or LPA is
required to determine the ongoing appraisal waiver eligibility.

New Appraisal

A new appraisal is required when:
•
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•

The appraiser indicates in an Appraisal Update that the property value
has declined.

Re-use of an

When an appraisal is required for a

When an appraisal is required for a

Appraisal for a

subsequent transaction secured by

subsequent transaction secured by

Subsequent

the subject property, the prior

the subject property, the prior

Transaction

appraisal report may be used if an

appraisal report may be used if an

appraisal update is obtained and all

appraisal update is obtained and all

of the following are met:

of the following are met:

•

•

•

The new transaction must be a

•

rate and term refinance

rate and term refinance

transaction;

transaction;

The borrower(s) and the

•

The borrower(s) and the

lender/client must be the same

lender/client must be the same

on the original and new

on the original and new

transaction;

transaction;

Since the effective date of the

•

prior appraisal report, the
subject property must not have

•

The new transaction must be a

The refinance transaction may
not pay off secondary financing;

•

Since the effective date of the

undergone any substantial

prior appraisal report, the

rehabilitation or renovation or

subject property must not have

have been affected by disaster to

undergone any substantial

the extent that the improvement

rehabilitation or renovation or

or deterioration of the property

have been affected by disaster

would affect marketability or

to the extent that the

value; and

improvement or deterioration

The appraisal report from the

of the property would affect

prior transaction must meet all

marketability or value; and

of the following requirements:

•

The appraisal report from the
prior transaction must meet all

o

The effective date of the

of the following requirements:

appraisal report from the
prior transaction must not

o
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greater than four months

the subsequent

old as of the Note date, an

transaction;

appraisal update is required;
o

o

If the appraisal report is

and

greater than four months

The appraisal update must

old as of the Note date, an

reflect the current

appraisal update is

transaction information

required, and

(current borrowers,
transaction type, owner of
record, lender/client, etc.).

•

The appraisal update must
reflect the current transaction
information (current borrowers,
transaction type, owner of
record, lender/client, etc.).

Effective Date of Title

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

Policy

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).
If an asset account is reported on a quarterly basis, obtain the most recently issued quarterly
statement.

1A.7 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.
1A.7 (a) Primary Residence
A primary residence is a property that at least one borrower occupies as their primary residence
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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.
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 year.
1A.7 (a)(i) Primary Residence Exception
The subject property may be considered a primary residence even when the borrower does
not occupy the property .
The borrower must provide a detailed explanation identifying the situation and need for
financing. Exercise caution when the borrower owns investment properties or is doing a cashout refinance transaction.
Fannie Mae DU

Freddie Mac LPA

A borrower may be considered an occupying

A borrower may be considered an

borrower if the property is occupied as a

occupying borrower if the property is

primary residence in the following situations:

occupied as a primary residence by an
individual(s) who:

1. Parents or legal guardian wanting to
provide housing for their handicapped or

1. Is the borrower’s parent(s); or

disabled adult child who is unable to work

2. Has a disability and the borrower is the

or does not have sufficient income to

individual(s)’s parent or legal guardian.

qualify for the loan may be considered an
owner/occupant; or
2. A child wanting to provide housing for their
parent who is unable to work or does not
have sufficient income to qualify may be
considered an owner/occupant.
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1A.7 (b) Second Home
A second home is a one-unit property that the borrower occupies for some portion of the year in
addition to their primary residence.
Often located in a vacation/resort area, the property must be suitable for year-round occupancy
and should not be located in the same market area as the borrower's primary residence. Second
homes may be located in a major metropolitan area that the borrower visits on a regular basis.
Obtain a letter of explanation from the borrower stating the reason that the home is not located in
a vacation/resort area.
Transactions where the property is being purchased for occupancy by someone other than the
borrower will be considered an investment property. If the property is tenant occupied, it must be
vacant at closing.
The borrower must have exclusive control over the property and the property must not be subject
to any kind of time sharing agreement, rental pools, or agreements that require the borrower to
rent, share or give management firm control over occupancy.
Rental income may not be used to qualify the borrower. Reporting rental income on the
borrower's individual income tax returns does not contradict second home status but must be
minimal and may not be used for qualification. The hazard insurance policy may not contain any
coverage for loss.
1A.7 (b)(i) Freddie Mac LPA
The second home must be suitable for year-round occupancy with the following exception:
•

A second home with seasonal limitations for year-round occupancy (e.g., lack of
winter accessibility) is eligible provided the appraiser includes at least one (1)
comparable sale with similar seasonal limitations to demonstrate the marketability
of the subject property; and

•

The borrower must keep the property available primarily as a residence for personal
use (i.e., for more than half of the calendar year).

See Chapter 1B Transactions for non-arm's length transaction requirements.
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1A.7 (c) Investment Property
An investment property is owned but not occupied by the borrower, regardless of revenue
generation. The property must be suitable for year-round rental and occupancy.
See Chapter 1B Transactions for non-arm's length transaction requirements and Chapter 1I
Employment and Income Analysis and Documentation for instructions on proper documentation
and qualifications for investment properties.
1A.8 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
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, if title is currently
held in the name of a limited liability company (LLC) or land trust the loan 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; however, all borrowers must have lawful
residency in the U.S. Non-U.S. citizens without lawful residency in the U.S. are not eligible.
1A.8 (a) U.S. Citizen
A citizen of the United States or of a United States Possession or Territory are eligible borrowers.
1A.8 (b) Non-U.S. Citizen
1A.8 (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:
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•

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

•

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.
1A.8 (b)(ii) Non-Permanent Resident Alien
A non-permanent resident is a non-U.S. citizen who lawfully enters the U.S. for specific timeperiods 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.
The borrower may be eligible with verification of one of the following eligible Visas.
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

No

government
G-3

Representative of non-recognized or non-member

Yes, for spouse

government
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
No

H-1B2

Specialty Occupation - U.S. Department of Defense

H-1B3

Fashion model of distinguished merit and ability

No

H-1C

Registered nurse - U.S. Department of Labor

No
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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

Individuals with an extraordinary ability in the sciences,

No

education, business, or athletics (not including the arts,
O-1A

motion pictures, or television industry)
Individuals with an extraordinary ability in the arts or

No

extraordinary achievement in motion picture or television
O-1B

industry
Professionals Under the North American Free Trade

No

Agreement (NAFTA), also known as a TN (Treaty NAFTA) visa,
for citizens of Canada and Mexico, under the terms of the
TN

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.
If the borrower does not have one (1) of the above Visas, one (1) of the following may be used
to establish lawful residency:
•

A valid passport, letter from employer/sponsor and an I-94 proving work authorization;
or

•

A valid employment authorization document (EAD) (Fannie Mae only).

Form I-797C, Notice of Action, issued by the United States Citizenship and Immigration Services
(USCIS) itself is not sufficient to document that a non-U.S. Citizen is legally present in the United
States.
A valid social security number is required for all borrowers, except for those employed by the
World Bank, foreign embassy, or equivalent employer identified by HUD.
Refugee or asylee status granted by the USCIS is automatically eligible to work in the U.S. The
EAD is not required but documentation of refugee or asylee status is required.
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The following is U.S. immigration policy and not a visa type. A person with any of the following
statuses are not eligible:
•

Deferred Action for Childhood Arrivals (DACA; EAD Category C33);

•

Deferred Enforced Departure;

•

Diplomatic Immunity;

•

Humanitarian Parole;

•

Temporary Protected Status;

•

Withholding of Removal or Withholding of Deportation (EAD Category A10)

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

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
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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 M-1

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"

NATO-1 through

Spouse or child of NATO 1 through NATO-6

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
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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

Informant

coded as S-5 and
S-6)
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

1A.9 Non-Occupant Borrower, Guarantor, and Co-Signer
1A.9 (a) Non-Occupant Borrower
Non-occupant borrowers are credit applicants on a primary residence transaction who:
•

Do not occupy the subject property;

•

May or may not have an ownership interest in the subject property as indicated on the title;

•

Sign the Mortgage or Deed of Trust;

•

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

•

Do not have an interest in the property sales transaction, such as the property seller, the
builder, or real estate broker.

1A.9 (b) Guarantor or Co-Signer
Guarantors or co-signers are credit applicants who:
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•

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

•

Sign the Mortgage or Deed of Trust;

•

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

•

Do not have an interest in the property sales transaction, such as the property seller, the
builder, or real estate broker.

1A.10 Multiple Financed Properties
When the subject property is a primary residence, there are no limitations on the number of financed
properties owned by the borrower. When the subject property is a second home or investment
property, there are limit on the number of financed properties owned by the borrower(s). Refer to our
Product Profiles for limits.
1A.10 (a) Ownership Defined
Ownership is defined as:
•

Partial or joint ownership is considered the same as total ownership in the property;

•

One- to four-unit residential properties, where the borrower is personally obligated on the
mortgage(s), including any properties the borrower owns outside of the United States;

•

Applies to the total number of financed properties, not to the number of mortgages on the
property; and

•

Is cumulative for all borrowers (though jointly financed properties are counted once).

1A.10 (b) Property Subject to Limitations

Type of Property Ownership

Subject to
Limitations

Ownership in 1-4 unit residential properties where borrower is personally

Yes

obligated on the Note
Ownership of a manufactured home and the land on which it is titled as real

Yes

property
Ownership in commercial real estate

No

Ownership of a multi-family property consistency of more than four dwelling

No

units
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Ownership in a timeshare

No

Ownership of a vacant (residential) lot

No

Ownership of a manufactured home on a leasehold estate not titled as real

No

property (chattel lien on the home)
Examples
1. The borrower is personally obligated on mortgages securing two investment properties and
the co-borrower is personally obligated on mortgages securing three other investment
properties, and they are jointly obligated on the primary residence mortgage. The borrower is
refinancing the mortgage on one of the two investment properties. In this example, the
borrowers have six financed properties.
2. The borrower and co-borrower are purchasing an investment property and they are already
jointly obligated on the mortgages securing five other investment properties. In addition, they
each own their own primary residence and are personally obligated on the mortgages. The
new property being purchased is considered the borrowers’ eighth financed property.
3. The borrower is purchasing and financing two investment properties simultaneously. The
borrower does not have a mortgage lien against the primary residence but does have a
financed second home and is personally obligated on the mortgage, two existing financed
investment properties and is personally obligated on both mortgages, and a financed building
lot. In this example, the borrower will have five financed properties because the financed
building lot does not need to be included in the property count.

1A.10 (c) Simultaneous Submissions
All new loans submitted for the same borrower must be underwritten simultaneously as the
impact of each transaction upon the other needs to be evaluated.
1A.11 Ownership Interests
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.
1A.11 (a) Life Estate
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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.
1A.11 (b) Leasehold Estate
A Leasehold Estate is an estate or interest in real property held by virtue of a lease or sublease.

Fannie Mae DU
Leasehold

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

Estate

requirements:

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 five 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;
o

An automatic renewal clause is acceptable if it verifies the terms will
extend at least five 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

The lease must:

Provisions
•

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
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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’
association dues and any taxes on improvements;

•

The lease must provide for the borrower to retain voting rights in any
homeowners’ association; and

•

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.

The Leasehold Estate Checklist is available for use when reviewing eligibility for
a leasehold estate.
Lease with

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

Option to

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

Purchase

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.

•

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
lease to reflect the percentage of increase or decrease from the prior year
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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.

Ineligible

The following are ineligible:

Property

•

2-4 units

Types

•

Condos

•

Manufactured housing

Freddie Mac LPA
Leasehold

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

Estate

requirements:

Requirement
•

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 leasehold estate must run for at least five years beyond
the maturity date of the mortgage unless the fee simple title vests at an
earlier date;
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•

The leasehold estate and mortgage must not be impaired by any merger of
the fee interest and leasehold interest in the event the same person or
entity acquires both interests;

•

All basic rent and amounts due (for taxes, insurance, utilities and use fees
or operating expenses) relating to the land and improvements must be
current;

•

The borrower must not be in default under any provision of the lease nor
may the lessor have claimed such a default;

•

The lease (and any sublease including any amendments) must be recorded
in the appropriate land records; and

•

The lease must provide the borrower to retain voting rights in the
homeowners' association, if applicable.

Lease

The lease must:

Provisions
•

Not contain default provisions allowing forfeiture or termination of the
lease for nonmonetary default, except for nonpayment of the ground rent;

•

Permit assignments, transfers, mortgaging, and subletting of the leasehold
(or sub-leasehold) estate, including any improvements on the leasehold
estate;

•

Be in full force and effect and is binding and enforceable against the lessor
(and sublessor);

•

Provide for the right of the leasehold mortgagee, in its sole discretion, to
cure a default for the lessee's (or sublessee, if applicable) account within
the time permitted to lessee or take over the rights under the lease
(sublease);

•

Provide that for a notice of lessee's default (monetary or non-monetary) to
be valid, the lessor must send written notice of the lessee's default to the
leasehold mortgagee not more than 30 days after such default;

•

Provide for protection of the mortgagee's interests including an insurable
interest in the subject property unless otherwise required by law, and
interest in the lease, ground lease community and leasehold estate;

•

May, but is not required to, include an option for the borrower to purchase
the fee interest; provided, however, there can be no time limit on when the
option must be exercised, and the lease and option to purchase must be
assignable; and

•

At least one borrower must have been a lessee on the ground lease or
lease agreement of the subject leasehold estate for at least six months for
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a cash-out refinance.
Ineligible

The following are ineligible:

Property
Types

•

Manufactured housing

•

2-4 units

•

Condos

•

Co-ops

1A.12 Inter Vivos Revocable Trust
All trust requests must be approved in writing by NewRez legal as early as practical but should be 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 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 that:
•

An individual creates 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.

1A.12 (a) 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
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“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 (1) 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 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.

1A.12 (b) 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.
1A.12 (c) Title and Title Insurance Requirements
The title insurance policy for the subject property may not list any exceptions arising from the trust
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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; or

•

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.
1A.12 (d) Legal Documents and Riders
See the Fannie Mae Selling Guide B8-5-02 for the following Riders and documents:
•

Revocable Trust Rider (Sample Language)

•

Signature Requirements for Mortgages to Inter Vivos Revocable Trusts
o

Signature Requirements for California

o

Use of a Signature Addendum to Note for Mortgages to Inter Vivos Revocable Trusts

o

Form of Signature Required on Mortgage Note for an Institutional Trustee and for an
Individual Trustee Who is Not Both a Settlor and a Credit Applicant

o

Form of Signature Requirement on Mortgage Note for an Individual Trustee Who is
Both a Settlor and a Credit Applicant

o

Form of Signature Required on Security Instrument for All Trustees

o

For of Settlor/Credit Applicant’s Signature Acknowledgment Required on Security
Instrument

o

Optional Limitation on Trust Liability

1A.12 (e) Ineligible Trusts
•

Blind Trusts
o

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 borrower has control over the trust assets.
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•

Community Land Trusts
o

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.

1A.13 Ineligible Programs
The following programs are not eligible:
•

Fannie Mae High LTV Refinance

•

Fannie Mae Homestyle Renovation

•

Fannie Mae MH Advantage

•

Fannie Mae Rural High-Needs Appraisal Waiver

•

Freddie Mac CHOICEHome

•

Freddie Mac Enhanced Relief Refinance

•

Freddie Mac GreenCHOICE

•

HFA Programs

•

Leaseholds secured by Indian/Tribal land
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1B.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 sales
contract 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 will be permitted. Increasing the sales price after the appraisal is completed to
provide seller credit is not permitted.
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
the refund;

•

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

•

A legitimate pro-rated real estate tax credit in locales where real estate taxes are paid in arrears,
unless restricted by the Loan Program.
Note: If the borrower receives cash back for an allowable purpose as listed above, confirm that
the minimum borrower contribution requirements have been met. Reimbursements or refunds
permitted above may also be applied as a principal curtailment. A pro-rated real estate tax credit
is not an interested party contribution, and it cannot be considered when determining if the
borrower has sufficient assets for the transaction.

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).
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Owner of Record and Chain of Title
The property must be purchased from the owner of record and documentation to verify ownership
must be obtained.
•

Documentation may include, but is not limited to, one of the following:
o

A property sales history report;

o

A copy of the recorded deed from the seller;

o

A copy of the seller’s Closing Disclosure;

o

A 36-month sales history from the appraisal (provided the appraisal shows the most
recent sale of the property occurred at least one year ago); or

o

A property tax bill or title commitment/binder that demonstrates the seller’s ownership
of the property and the date it was acquired.

•

If there is any conflicting information reflected in the documentation, the discrepancy must be
resolved, and the loan filed documented accordingly;

•

Transactions involving any sale or assignment of the sales contract are not permitted;

•

If 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; and

•

When the transaction is part of a corporate relocation, the relocation company may be the
assignee of the seller, which should be indicated on the sales contract.
Non-Arm’s Length Transactions

A non-arm's length transaction exists when the borrower has a direct relationship or business
affiliation with the builder, developer, or property seller. Extra diligence should be exercised when
there are interested parties to the transaction, other than the builder, developer, or property seller
(e.g., loan officer, client, etc.).
Non-arm’s length transactions are permitted for purchase of existing properties only.
The purchase of a newly constructed home secured by either a second home or investment property
is not permitted.
For delayed financing transactions, the original purchase of the property may not have been a nonarm’s length transactions.
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Conflict of Interest (Dual Capacity)
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 or a loan officer may not take their own
application.
NewRez will permit only the following: Loan officers who are appropriately licensed in the state of CA
or FL who are acting as the buyer’s agent. A copy of the FL Disclosure of Conflict of Interest or CA Dual
Capacity Disclosure is required to be provided.
Auctioneer’s Fees
The auctioneer's fee may be added to the accepted bid to determine the total purchase price when a
property is purchased at auction and may be used to determine LTV/CLTV/HCLTV. There must be the
final written purchase contract for the subject property that includes all applicable information for
the transaction, including but not limited to:
•

Final bid price by the purchaser;

•

Auctioneer fee (AKA buyer's premium); and

•

Total purchase price which includes the final bid amount and the auctioneer fee.

All of the documentation for the transaction should reflect the total purchase price as referenced in
the written purchase contract, including the settlement statement, any legal documents filed in
conjunction with the transaction and the sales price referenced on the appraisal.
Redemption Periods
Properties with unexpired redemption periods have unacceptable title defects

1B.2 Rate and Term Refinance Mortgage
A rate and term refinance transaction represents a loan that is used to pay off an existing loan by
obtaining a new first mortgage secured by the same property.
Title must be held in the name of at least one borrower at closing. See 1B.8 Inherited Properties and
DTC, Retail/JV, WHS UW Guide

Page 5 of 21

Published: 05/17/2021

Ownership Interest below for exceptions.
When borrowers wish to refinance their property recently owned by an individual with whom they have a
direct relationship and the borrower has been on title less than six months from date of application, the
payoff demand from the purchase transaction must reflect that the mortgage was current at the time the
borrower purchased the property.
See our Product Profiles for properties that have recently been listed for sale, subordination of secondary
financing and length of ownership requirements.
Use of Funds
The following are acceptable in conjunction with a rate and term refinance transactions:
•

Paying off the unpaid principal balance of the existing first lien (including an existing HELOC in
first-lien position) plus any required per diem interest;

•

Paying off a subordinate lien that was used in whole to acquire the subject property.
Documentation must be provided to evidence that all proceeds of an existing subordinate lien
were used to fund part of the purchase price of the subject property. Paying down the second
lien is acceptable. Any remaining balance must be subordinated to the new loan. The following
are acceptable forms of documentation:
o

A copy of the Closing Disclosure for the purchase of the property;

o

A copy of the title policy from the purchase transaction that identifies the subordinate
financing;

o

Other documentation from the purchase transaction that indicates that the
subordinate lien was used to purchase the subject property.
▪

If the purchase money second lien was refinanced with a new second lien, it
may be paid off. The balance of the existing second lien must be equal to the
outstanding principal balance of the purchase money second.

▪

If the existing second lien is a HELOC, the HELOC may not have been used for
any reason except to pay off the purchase money second lien. If the HELOC has
been paid down since the refinance of the purchase money second lien, funds
cannot have been redrawn. The draw history and Closing Disclosure must be
provided from both transactions; purchase money transaction and refinance of
the purchase money second lien transaction.
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o

Financing the payment of closing costs, points, and prepaid items.
o

Fannie Mae DU: With the exception of real estate taxes that are more than 60
days delinquent the borrower can include real estate taxes in the new loan
amount as:
▪

The real estate taxes must be paid full through the transaction; and

▪

Payment for the taxes must be disbursed to the taxing authority
through the closing transactions, with no funds used for the taxes
disbursed to the borrower;

o

Incidental cash back not to exceed the lesser of 2% of the balance of the new loan or
$2000;

o

Prepayment penalties associated with the payoff of the existing mortgage.

Verification of Funds Required to Close
Fannie Mae DU

Freddie Mac LPA

Funds required to close must be documented

Funds required to close must be documented

per DU.

per LPA, except as follows:
•

LPA Accept;

•

Rate and Term Refinance;

•

Funds required to be paid by the borrower
are $500 or less; and

•

No reserves are required.

Owelty Liens-Texas Only
The payoff of an owelty lien may be treated as a no cash-out refinance transaction.
Ineligible Transactions
•

No outstanding first lien on the subject property;

•

No Continuity of Obligation, if applicable. See 1B.7 Continuity of Obligation below (LPA only);

•

The proceeds are used to pay off a subordinate lien that was not used to purchase the
property;
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•

Real estate taxes that are more than 60 days delinquent and financed in the loan amount; and

•

Refinance transaction that:
o

Combines a first mortgage and a non-purchase money subordinate mortgage into a new
first mortgage; or

o

Any refinance of the combined loan within six months.
Closing Disclosure from prior transactions are required to determine eligibility. Eligible as a
cash-out refinance transaction only.

1B.3 Cash-out Refinance Mortgage
Cash-out refinance transactions are loans used to remove equity from the subject property. Funds
received from a cash-out refinance loan is not limited to a specific purpose.
Use of Funds
A cash-out refinance may be used to:
•

Pay off the unpaid principal balance;

•

Pay off any outstanding subordinate mortgage liens of any age;

•

Finance reasonable and customary loan costs or fees, including prepaid items within
limitations imposed by applicable laws;

•

Real estate taxes may be included in the new loan amount. Delinquent real estate taxes (past
due by more than 60 days) can be included however, an escrow account must be established,
subject to applicable law or regulation;

•

Take equity out of the subject property that may be used for any purpose; and

•

Finance a mortgage loan that combines a first mortgage and non-purchase money
subordinate mortgage into a new first mortgage (or subsequent refinance of that loan used to
correct the combined loan if originated as a rate and term refinance)
Eligible Transactions

Cash-out refinance transactions must meet the following:
•

Pay off existing mortgages by obtaining a new first mortgage secured by the same property or
be a new mortgage on a property that has no mortgage lien secured against it;

•

One borrower must have held title to the subject property for at least six months preceding
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the Note date of the new loan, with the following exceptions:
o

There is no waiting period with documentation and verification that the borrower was
legally awarded the property (divorce, separation, dissolution of a domestic partnership)
or acquired the property through an inheritance. See Inherited Properties below.

o

Delayed financing requirements are met; see below.

o

Fannie Mae DU: Time held in a limited liability company (LLC) that is controlled, or majority
owned by the borrower(s) may be counted towards the borrower's six-month ownership
requirement. Ownership must be transferred out of the LCC and into the name of the
individual borrower(s) in order to close the transaction.

o

If the property was owned prior to closing by an inter vivos revocable trust, the time held
by the trust may be counted towards meeting the borrower’s six month ownership
requirement if the borrower is the primary beneficiary of the trust.

•

Continuity of Obligation requirements are met, if applicable. See 1B.7 Continuity of Obligation
below for Freddie Mac LPA; and

•

Delinquent real estate taxes (past due by more than 60 days) may be included in the loan
amount; however, an escrow account must be established.
Ineligible Transactions

The following are not eligible as cash-out refinance transactions:
•

The subject property was purchased by the borrower within the six months preceding the
Note date of the new loan, except where delayed financing guidelines are met;

•

The subject property is listed for sale at time of the Note date of the new loan;

o

Properties listed for sale include and investment property where current tenants have a
lease-to-own provision in their lease.

•

Transactions in which a portion of the proceeds of the refinance is used to pay off the
outstanding balance on an installment land contract;

•

The new loan amount includes the financing of real estate taxes that are more than 60 days
delinquent, and an escrow account is not established, unless requiring an escrow account is
not permitted by applicable law or regulation; and

•

Loans closed using a Power of Attorney.
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1B.4 Student Loan Cash-Out Refinance
The student loan cash-out refinance allows for the payoff of student loan debt through a refinance
transaction that contains elements of both a cash-out refinance and a rate and term refinance
transaction. Unless otherwise stated below, all other standard cash-out refinance requirements, including
LTV/CLTV/HCLTV ratios apply.
Topic

Requirements

Student Loans Eligible

•

At least one student loan must be paid off;

for Payoff

•

Loan proceeds must be paid directly to the student loan servicer at closing;

•

At least one borrower must be obligated on the student loan(s) being paid off;
and

•

Student loan debt must be paid in full with the proceeds; partial payments are
not permitted.

Underwriting

•

DU Approve Eligible. DU will issue a message when it appears that the subject
property liens and student loans are marked “paid at closing.”

•
Maximum Cash Back

LPA not permitted.

The borrower may receive incidental cash back not to exceed the lesser of 2% of
the balance of the new loan or $2000 (over and above the student loan pay off).

Loan Amount

The loan may be used to pay off:
•

Existing first mortgage, including an existing HELOC in first-lien position),

•

Purchase-money second mortgage, (an exception is allowed for paying off a
PACE loan or other debt (secured or unsecured) that was used solely for
energy improvements); and

•

A single-closing construction-to-permanent loan to pay for construction costs
to build the home, which may include paying off an existing lot lien.

Closing cost and prepaid items may be included in the loan amount.

1B.5 Buyout of an Owner’s Interest
A refinance transaction that results in a buyout of the interest of another owner may be eligible (e.g.,
divorce settlement, or buyout of a sibling, etc.) as a rate and term refinance provided the following is met:
Fannie Mae DU
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(Special Purpose Cash-Out Refinance)
•

•

•

•

All parties must provide a signed, written

•

All parties must provide a signed, written

agreement that states the terms of the property

agreement that states the terms of the property

transfer and the disposition of the proceeds

transfer and the disposition of the proceeds

(divorce decree or separation agreement, buy-

(divorce decree or separation agreement, buy-

out agreement). If the property was inherited, a

out agreement). If the property was inherited, a

copy of the will or probate document must be

copy of the will or probate document must be

provided, along with the buy-out agreement

provided, along with the buy-out agreement

signed by all beneficiaries;

signed by all beneficiaries;

The borrower who acquires sole ownership of

•

The borrower who acquires sole ownership of

the property may receive no cash-out from the

the property may receive no cash-out from the

proceeds of the refinance;

proceeds of the refinance;

All parties must have jointly owned the subject

•

All parties must have jointly owned the property

property for 12 months preceding the Note date

for a minimum of 12 months prior to the loan

(must be documented). Parties who inherit an

application (must be documented). Parties who

interest in the property do not have to satisfy

inherited an interest in the property do not have

this requirement; and

to satisfy this requirement; and

The transaction is considered a rate and term

•

refinance.

The transaction is considered a cash-out
refinance.

1B.6 Delayed Financing
Borrowers who purchased the subject property within the past six (6) months (measured from the date on
which the property was purchased to the disbursement date of the new mortgage loan) are eligible for a
cash-out refinance if all of the following requirements are met.
Fannie Mae DU

Freddie Mac LPA
(Special Purpose Cash-out Refinance)

•

The original purchase transaction is

•

The original purchase transaction is

documented by the Closing Disclosure (CD)

documented by the Closing Disclosure (CD),

which confirms that no mortgage financing was

which confirms that no mortgage financing was

used to obtain the subject property. A recorded

used to obtain the subject property. A recorded

trustee's deed (or similar alternative) confirming

trustee's deed (or similar alternative) confirming

the amount paid by the grantee to trustee may

the amount paid by the grantee to trustee may

be substituted for a CD if a CD was not provided

be substituted for a CD if a CD was not provided

to the purchaser at time of sale;

to the purchaser at time of sale;
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•

•

The preliminary title search or report must

•

confirm that there are no existing liens on the

confirm that there are no existing liens on the

subject property;

subject property;

The original purchase transaction was an arm's

•

length transaction;
•

The source of funds used for the purchase

•

If the source of funds to acquire the subject

•

If the source of funds to acquire the subject

property was an unsecured loan or HELOC

property were borrowed, those funds must be

secured by another property, the new CD must

repaid, in full, and reflected on the CD;
•

Funds received as a gift and used to purchase

or pay down, as applicable, the loan used to

the property may not be reimbursed with the

purchase the property. Any payments on the

proceeds;

balance remaining from the original loan must

•

The new loan amount must not be more than

be included in the DTI ratios for the refinance

the actual documented amount of the

transaction;

borrower’s initial investment in purchasing the

Funds received as a gift and used to purchase

property plus the financing costs, prepaid items,

the property may not be reimbursed with the

and points;

proceeds;
•

The source of funds used for the purchase
transaction must be documented;

reflect that all cash proceeds be used to pay off

•

The original purchase transaction was an arm's
length transaction;

transaction must be documented;
•

The preliminary title search or report must

•

All other cash-out refinance eligibility

The new loan amount must not be more than

requirements are met, and cash-out pricing is

the actual documented amount of the

applied; and

borrower’s initial investment in purchasing the

•

Manufactured housing not eligible.

property plus the financing costs, prepaid items,
and points;
•

All other cash-out refinance eligibility
requirements are met; and cash-out pricing is
applied; and

•

Manufactured housing not eligible.

1B.7 Continuity of Obligation
The requirement for continuity of obligation applies to Freddie Mac LPA transactions only.
Loans with an acceptable continuity of obligation may be underwritten as either a rate and term or a cashout refinance transaction based on the definitions in this Underwriting Guide. Continuity of obligation
requirements do not apply when there is no existing mortgage on the subject property.
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Continuity of obligation is met when at least one borrower obligated on the new loan was also a borrower
obligated on the existing loan.
The following transactions are eligible even though the definition of Continuity of Obligation has not been
met. The time periods are measured from the date of the event (i.e., transfer of title) to the Note date of
the new loan.
•

At least one borrower has been on title to and resided in the property for the last 12-month period
and one of the following is documented:
o

The borrower has paid the mortgage for the last 12 months;

o

The borrower can demonstrate a relationship (relative, domestic partner, etc.) with the current
obligor; or

•

At least one borrower recently inherited or was legally awarded the property (divorce or
separation). See 1B.8 Inherited Properties.

1B.8 Inherited Properties
The six month requirement for holding title is waived when the borrower inherited the subject property
and wishes to remove equity from the property. The borrower must have clear title or a copy of probate
showing that the borrower was awarded the property.
If the borrower wishes to buyout a co-owner beneficiary and receive no cash back from the transaction,
see 1B.5 Buyout of a Co-Owner’s Interest. See our Product Profiles for product restrictions.

1B.9 Installment Land Contract
A land contract is an agreement to transfer title to a property once conditions of the contract have been
fulfilled. A copy of the executed land contract must be in the loan file.
Contract Execution

>12 months

≤ 12 months

LTV Calculation

Appraised value

Lower of appraised value or
total acquisition cost

Pay History Documentation

Canceled checks, bank statements or money order receipts

Cash-out

No
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Financing

Rate & Term Refinance

Purchase

Total acquisition costs are those costs incurred by the borrower for rehabilitation, renovation,
refurbishment, or energy conservation improvements.

1B.10 Texas Equity Refinance
Loans secured by a first mortgage on homestead property in Texas that comply with Article XVI, Section
50(a)(6) and 50(g) of the Texas Constitution (Texas Equity Loans) are eligible for purchase by NewRez.
Second mortgage Texas Equity Loans are not eligible for purchase. The Texas Equity Loan first mortgage
may be the only outstanding Texas Equity Loan that is secured by the homestead property and at least 12
months must have elapsed since any previous Texas Equity Loan secured by the homestead property was
closed.
The proceeds from a Texas Equity Loan first mortgage must not be used to acquire or improve the
homestead if a mortgage for that purpose could have been made under authority of Article XVI, Sections
50(a)(1) through 5(g) of the Texas Constitution.
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. Reasonable closing costs may be
included in the loan amount, but any cash back to the borrower makes the transaction a Texas Equity
Loan.
Article XVI, Section 50(e) of the Texas Constitution provides that if a refinance loan secured by homestead
property includes the advance of more money than is necessary to pay off the existing debt, the lien is not
valid unless:
•

the loan is treated as a Texas Equity Loan;

•

the additional funds are for “reasonable costs necessary to refinance” the debt being paid off; or

•

the additional funds are for another purpose authorized by the Constitution.

All other requirements contained in this Underwriting Guide, including the requirements in our 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
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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.
The following documents are required for Texas Section 50(a)(6) Equity Refinance transactions:
1. A Texas Equity Loan may not be closed before the 12th calendar day after the later of (i) the date
that the owner submits a loan application to a lender, or (ii) the date that each owner signs the
Notice Concerning Extensions of Credit disclosure. Each loan file must contain the Notice
Concerning Extensions of Credit disclosure that is signed by each owner within the required time
frame. NewRez defines receipt as the date the borrower signs the document.
2. The owners and the lender must sign a written acknowledgment as to the fair market value of the
homestead on the date the Texas Equity Loan is made. An appraisal must be attached to the
written acknowledgment.
3. Borrower must sign Borrower’s Certification of Receipt of Settlement Statement and Accuracy
Thereof at closing.
4. Both spouses must execute the mortgage. However, both spouses are not required to be parties
to the promissory note. All individuals on title and their spouses (including non -titled spouses)
must sign the Security Instrument, Loan Estimate (TIL), Right of Rescission, if applicable, and the
Texas Notice Regarding Extension of Credit.
5. Borrower must be provided a copy of all documents at closing and sign the Acknowledgement of
Receipt of Copies. The documents may not contain any blank spaces.
•

All loans must contain a Texas Attorney Representation letter as evidence that the closing
documents were prepared or reviewed by a licensed Texas attorney prior to closing.

•

Loan must be closed only at the office of the lender, an attorney or title company. All
borrowers must attend the closing and execute the documentation person at the closing
location. No closings by mail or phone.

6. Title insurance must be written on Texas Land Title Association forms (Standard or short) and
supplemented by:
•

Equity Loan Mortgage Endorsement (Form T-42), which must include optional coverage
provided by Paragraph 2(F); and

•

Supplemental Coverage Equity Loan Mortgage Endorsement (Form T-42.1).

Deletions or exceptions to the endorsement are not permitted. Title insurance policy cannot
include language that:
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•

Excludes coverage for a title defect that arises because financed origination expenses are held
not to be "reasonable costs necessary to refinance;” or

•

Defines the "reasonable costs necessary to refinance" requirements as a "consumer credit
protection" law since the standard title policy excludes coverage when lien validity is
questioned due to a failure to comply with consume credit protection laws.

7. If the borrower or co-borrower owns any adjacent land, the loan file must contain a survey that
shows the homestead property is a separate parcel that does not exceed the acreage permitted
under the Texas Constitution.
Rate and Term Refinance
A first mortgage rate and term refinanced originated to pay off a Texas Section 50(a)(6) Home Equity
Loan may be refinanced as either a Texas 50(a)(6) or Texas 50(f)(2).
Rate and Term

A Texas Section 50(a)(6) Rate and Term Refinance transaction used to:

Refinance Texas
Section 50(a)(6)

•

Payoff of the outstanding principal balance of:
o

Existing first loan subject to Texas Section 50(a)(6) plus any
required per diem interest;

o

Existing subordinate lien, not subject to Texas Section 50(a)(6),
that was used in whole to acquire the subject property.

•

Finance reasonable and customary loan costs, including prepaid items
within limitations imposed by applicable laws. Delinquent
taxes/escrow shortage and late fees cannot be included in the loan
amount; borrower must pay using own funds; and

•

Cash-out limited to the lesser of 2% of the principal amount of the
new loan or $2,000.

The subject loan is considered a cash-out refinance if the existing first
mortgage transaction combined a first and non -purchase money
subordinate lien into a new first within the last six months (Note date to
Note date). A subsequent refinance of that lien within six months (note
date to note date) is also considered a cash-out refinance. Provide
Closing Disclosure from prior transaction.
Rate and Term
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Refinance Texas

Texas 50(a)(6) Home Equity Loan may be refinanced as a Texas 50(f)(2)

Section 50(f)(2)

Non-Home Equity Loan if the following conditions are met:
•

Loan must be seasoned for 12 months from the date the loan closed;

•

No additional funds are advanced other than the 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 and must receive the written notice
prescribed in the Constitution on a separate document within three
business days of the application and at least 12 days before the date
the refinance is closed.

1B.11 Permanent Financing for New Construction
The conversion of construction-to-permanent financing involves the granting of a long-term mortgage to a
borrower for the purpose of replacing interim construction financing that the borrower obtained to fund
the construction of a new residence.
A single disbursement to a builder for the purchase of a completed property is not considered a
conversion of construction-to-permanent financing transaction. This is considered a standard purchase
transaction.
Transaction

Fannie Mae DU

Freddie Mac LPA

Purchase

NA

The transaction is a purchase if prior to
closing the interim financing, the
borrower is not the owner of record of
the land and the proceeds from the
interim construction financing were used
to purchase the land or pay construction
costs.
Value is determined by the lesser of:
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•

The current appraised value for the
property (lot and improvements); or

•

The sum of the documented
construction costs and the current
appraised value of the lot. See
Construction Costs section in this
chapter.

If the borrower acquired the land as a gift
or by inheritance, the value of the land as
reported on the appraisal may be used in
lieu of the purchase price of the land.
No Cash-out

The borrower holds title to the land and

The transaction is a no cash-out

Refi

is named as the borrower for the

refinance, if prior to the application date,

construction loan.

the borrower holds title to the land and
the proceeds from the interim financing

The proceeds may be used to:

was used to:

•

Pay off interim construction loan; and

•

Pay off any existing liens on the land;

•

Pay all transaction costs (closing

•

Pay construction costs; and

costs, lot financing).

•

Pay all transactions costs (e.g.,
closing costs, financing costs and/or

No loan proceeds are disbursed to the

prepaids/escrows).

borrower.
Value is determined by the appraised
Value is determined by the appraised

value of the property, as completed.

value, as completed.
Cash-out Refi

At least one borrower must have been

At least one borrower must have been

on title to the land for at least six month

on title to the land for at least six months

prior to the Note date of the permanent

prior to the Note date of the permanent

financing.

financing.

Value is based on the appraised value of

Value is based on the appraised value of

the property, as completed.

the property, as completed. Delayed
Financing not permitted.

Borrower

Borrower must be the primary obligor to

Borrower must be obligated to repay the

Eligibility

repay the interim financing

interim financing and any other
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outstanding prior financing, except as
follows:
•

A borrower may be omitted in the
event of death or divorce;

•

A borrower who is related may be
added, provided all borrowers
occupy the subject property; or

•

The builder/developer must not be
obligated to repay the interim
financing or any mortgage on the
land or improvements except when
the builder/developer will occupy the
subject property as his or her
primary residence.

Construction Costs
For purposes of calculating the LTV ratio on conversion of construction-to-permanent loans, the
following factors must be considered when evaluating documented construction costs.
Construction costs generally include all material and labor attributed toward the completion of the
subject dwelling (these costs are commonly identified as “hard” costs, or in trade lingo as “sticks and
bricks”). In addition, certain limited “soft” costs may be included if they cover tangible products/services
associated with the subject. Items such as professional fees for services such as architectural fees,
building permits, engineering fees, and environmental impact fees, while considered soft costs, are
deemed typical and an integral component of the cost of construction and can be included as
construction costs.
Other “soft costs”, sometimes paid through construction loan draws, are not considered a component
of the cost to construct calculation and should be deducted from the total documented costs. These
non-allowed “soft costs” include, but are not limited to:
•

Costs attributed to financing of the construction and/or permanent loan (construction loan closing
costs)

•

Real estate taxes on the property

•

Insurance

•

Legal

•

Sweat equity
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In the event the borrower is acting as a general contractor, the following are not allowable costs:
•

Employment tax benefits paid on behalf of labor

•

Profit

•

Industry-related fees and dues

•

Insurance premiums

•

Checks made payable to cash

•

Tools

•

Hotel bills or costs for temporary housing or site visits

In certain areas, it has become common practice to tear down or raze an older dwelling and construct a
new home on a highly desirable site. Typically, the original purchase price of the site included a value
attributed to both the dwelling and the land beneath. While it may be acceptable to include the
demolition costs in the construction costs of the new home, pay careful attention to the methodology
applied when estimating the true land value versus the original purchase price of the land.
All costs incurred for material and labor on newly constructed premises should be substantiated by a
construction contract.
In the absence of a construction contract, construction costs must be verified by invoices, lien waivers,
or contracts for services or materials provided by sub-contractors (certain items may not be considered
construction costs, e.g., bank fees, service charges, interest carry, etc.). Invoices must note the subject
address or lot number and the builder or borrower's name. All costs paid must be documented by way
of canceled checks, paid receipts, or a certified draw schedule from the construction lender itemizing
specific work covered by each draw.
If any of these costs were covered by the borrower's own funds, all costs paid must be documented by
way of canceled checks or paid receipts.
When the loan represents a non-arm's length transaction, as in the case of a borrower/builder, or an
employee, relative or business associate of the builder, the cost of materials and labor plus the value of
the lot must be documented. Builder's profit is not an allowable cost. If the lot was purchased less than
12 months prior to the application, the value of the lot will be based on the lower of the purchase price
or land value indicated on the appraisal. The LTV ratio will be based on the lower of the documented
acquisition cost or appraised value.
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1C.1 Determining Amount to be Financed
For any loan, the eligible amount of financing is determined by factors specific to that loan, including, but
not limited to the type of financing, loan-to-value (LTV) ratio, loan amount, property type, and income
determination.
1C.1 (a) Determining Value
Purchase

Value in a purchase transaction is generally defined as the lesser of the
purchase price or appraised value of the subject property.

No Cash-out Refi

Value in a no cash-out or cash-out refinance transaction is generally

Cash-out Refi

defined as the appraised value of the subject property. See our Product
Profiles for specifics in determining value based on product, property
type, and length of title held.

Conversion of

Determine LTV/CLTV/HCLTV according to the transaction type and

Construction

ownership seasoning established in the Permanent Financing for New

Financing to

Construction section in Chapter 1B Transactions.

Permanent Mortgage
Contract for

Determine LTV/CLTV/HCLTV according to the type of contract and

Deed/Land Contract

ownership seasoning established in the Contract for Deed/Land Contracts
section in Chapter 1B Transactions.

1C.2 Calculating Loan-to-Value Ratios
1C.2 (a) Loan-to-Value (LTV) Ratios
The LTV ratio is obtained by dividing the first mortgage amount by the value. See Determining Value
section of this chapter.
1C.2 (b) Combined Loan-to-Value (CLTV) Ratio
The CLTV ratio is obtained by dividing the sum of the first mortgage amount plus the current principal
balance of subordinated closed-end second liens and/or the disbursed amount of the HELOC plus
any other secondary financing by the value, as defined in the Determining Value section in this
chapter.
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1C.2 (c) Home Equity Combined Loan-to-Value (HCLTV) Ratio
The HCLTV is obtained by dividing the sum of the first mortgage amount plus the current principal
balance of subordinated closed-end second liens and/or the total HELOC credit line limit plus any
other secondary financing by value, as defined in the Determining Value section in this chapter.
1C.2 (d) 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/HCLTV. The CLTV may not exceed the HCLTV, if applicable.

•

The permanently modified HELOC must be documented with the one of the following:
o Modified and recorded Note;
o Recorded subordination agreement stating the credit line was permanently reduced; and
o Letter from the subordinate lien holder indicating a HELOC has been permanently reduced,
in lieu of a recorded modification agreement. The letter must:
▪

Be on the lien holder’s letterhead;

▪

State the permanently reduced HELOC amount; and

▪

Include the date of the HELOC reduction.

A comment on the credit report stating that the HELOC is permanently modified is not sufficient.
1C.3 Temporary Buydowns
Temporary buydowns may be permitted for certain products. See our Product Profiles for eligibility.
All of the following must be met:
•

The temporary buydown plan must be a written agreement between the party providing the
buydowns funds and the borrower;

•

All terms of the buydown must be disclosed to the appraiser;

•

The mortgage instruments must reflect the permanent terms rather than the terms of the
buydown plan. The buydown plan may not change the terms of the Mortgage Note; and

•

When the source of the buydown funds is an interested party to the property sale or purchase,
interested party contribution limits apply.
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The buydown agreement:
Must provide that the borrower is not relieved of their obligation to make the mortgage payments

•

required by the terms of the Mortgage Note, if for any reason, the buydown funds are not
available; and
May include the buydown funds to be returned to the borrower, if the mortgage is paid off before

•

all of the funds have been applied.

1C.4 Subordinate Financing
Mortgages subject to subordinate or secondary financing have guidelines for LTV/CLTV/HCLTV ratios,
terms, and disclosures of the second mortgage. Subordinate financing terms must be disclosed to
NewRez, the appraiser, and the mortgage insurer. See our Product Profiles for LTV/CLTV/HCLTV
guidelines and eligibility. Any secondary lien must be subordinate to the NewRez first mortgage and be
recorded as such.
1C.4 (a) Subordinate Financing Terms
Fannie Mae DU
Acceptable Subordinate Financing Terms
•

The terms of any subordinate financing must be fully disclosed, documented, and comply
with the following:
o

Variable payment terms acceptable when the monthly payment remains constant for
each 12-month period over the term (excluding HELOCs), and the monthly payments
cover at least the interest due so there is no negative amortization;

o

Mortgages with regular payments that cover at least the interest due so that negative
amortization does not occur;

o

Mortgage with deferred payments in connection with employer subordinate financing
(see below); and

o

Mortgage terms that require interest at a market rate.

Unacceptable Subordinate Financing Terms
•

The following are unacceptable
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o

Mortgages with negative amortization;

o

Subordinate financing that does not fully amortize under a level monthly payment plan
where the maturity or balloon payment date is less than five years after the Note date of
the new first mortgage (with the exception of employer subordinate financing that has
deferred payments).
May be acceptable when the amount of the subordinate debt is minimal relative to the
borrower's financial assets and/or credit profile.

Freddie Mac LPA
Acceptable Subordinate Financing Terms
•

The terms of any secondary financing originated concurrently with the new first mortgage
must be fully disclosed, documented, and comply with the following:
o

The maturity date or amortization of the junior lien must not be less than five years after
the note date of the new first mortgage, unless the junior lien is fully amortizing or a
HELOC;

o

The mortgage must not contain a call provision within the five-year period, unless it is a
HELOC;

o

Mortgages with regular payments that cover at least the interest due so that negative
amortization does not occur;

o

The junior lien has regular payments that cover at least the interest due so that negative
amortization does not occur.

o

Existing secondary financing (including HELOCs) that are not paid from the proceeds of
the refinance are acceptable provided that:
▪

There is evidence of subordination of the secondary financing; and

▪

The subordinate lien has regular payments that cover at least the interest due so that
negative amortization does not occur.

1C.4 (b) Employer Provided Secondary Financing
See Chapter 1G Assets for Employer Assistance Benefits.
1C.4 (c) Community Seconds
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A Community Second mortgage is a second lien typically made by a federal, state, or local
government agency, a nonprofit organization, and Federal Home Loan Bank under one of its
affordable housing programs.
Community Seconds must meet the following Fannie Mae requirements:
• Community Seconds mortgage may be funded by a federal agency, municipality, state,
county, state or local housing finance agency, a nonprofit organization, a regional Federal
Home Loan Bank, or an employer (see Employer Provided Subordinate Financing). Funds
from received from a Community Seconds mortgage may be used to fund all or part of the
down payment and closing costs. The funds may not be provided by the property seller or
any other interested party to the transaction;
• Repayment: Financing may be structured in any of the following ways:
o

Fully amortizing;

o

Level monthly payments;

o

Deferred payments for some period changing to fully amortizing;

o

Deferred payments over the entire term, unless the mortgage is paid off or the property is
sold before the maturity date of the mortgage; or

o
o

Forgiveness of the debt over time.

When the borrower’s employer is the provider of the Community Seconds mortgage, the
financing terms may provide for the employer to require full repayment of the debt should
an employee’s employment terminate (either voluntarily or involuntarily, for reasons other
than those related to disability) before the maturity date of the Community Seconds
mortgage. See Employer Provided Subordinate Financing above;

•

When repayment is deferred for five years or more, a monthly payment does not need to be
included in the DTI calculation. Where repayment is deferred for fewer than five years, the
monthly payment amount that will be required after the end of the deferral period must be
included in the DTI calculation;

•

The interest rate may not be more than 2% higher than the interest rate of the first mortgage.
Interest that is imposed as a penalty should the mortgage be declared in default and called
due and payable under its terms is not subject to this interest rate cap; and

•

The Community Seconds mortgage may not provide for negative amortization. However,
because negative amortization will occur if the interest rate is greater than zero and the
payment of interest is deferred for a period of time, negative amortization will otherwise be
acceptable as long as one of the following exists:
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o

Interest is accrued on a simple-interest basis at a rate that is not more than 75% of the
rate of the first mortgage, and the accrued interest is fully deferred until one of the
following:
▪

Sale or transfer of the property;

▪

The mortgage loan is refinanced or other full repayment of the first lien loan; or

▪

Declaration of an event of default under the subordinate Note or the Security
Instrument.

o

The accrued interest is assessed only as a penalty upon declaration of an event of
default under the subordinate note or the security instrument.

• Provider’s Share in Appreciation in Value
o

The repayment terms of the Community Seconds mortgage may provide for the
provider to share in any appreciation in the value of the security property in lieu of
charging interest.

o

If the Community Seconds mortgage provides for both a stated interest rate and a
sharing in the property appreciation, the appreciation in value must be based on one of
the following:

o

▪

The actual sales price of a property that is sold on the open market;

▪

The appraised value of the property; or

▪

The amount of a successful bid at a foreclosure sale.

When the property is subsequently sold (or foreclosed), the sales price or value
determination should be paid, first, to the first mortgagee in an amount required to pay
off the first mortgage in full, and only then, to other entitled parties, such as the
Community Seconds provider and the borrower.

o

The provider’s share of the equity generally may not exceed the percentage derived by
dividing the original principal amount of the Community Seconds mortgage by the
original value of the property. However, the provider’s share in the appreciation can be
greater than this calculated percentage in two instances:
▪

As long as the Community Second program give the borrower the right to
recover all of the following before the provider is able to share in the
appreciation:
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•

Any portion of the down payment that came from the borrower's own
funds;

•

Reasonable costs of selling the property (such as a sales commission);

•

The costs of any improvements made to the property (as long as they
were allowed under the program guidelines); and

•

The principal portion of all payments the borrower made on the first
mortgage.

▪

As long as the provider's share does not initially exceed 75% and is reduced over
time so that the percentage of the appreciation will be equal to or less than the
percentage usually allowed by no later than five years after the date of the
Community Seconds mortgage was originated.

• Documentation Review
o

A review of all of the documents applicable to the Community Seconds program,
including the legal documents (such as the Promissory N ote and the Security
Instrument), the program description, and any other pertinent documents is required.

o

The Deed of Trust or Mortgage for the Community Seconds mortgage must be clearly
subordinate to the first mortgage lien. The title insurance in effect must ensure priority
of the first mortgage by showing the Community Seconds mortgage in a subordinate
position. Deed/resale restrictions are not permitted.

o

The Community Seconds documents do not need to explicitly state the fact that the
Community Seconds mortgage will be subordinate to the first mortgage; however, the
documentation must allow the holder of the first mortgage to foreclose and acquire title
to the property free and clear of all interests of the Community Seconds provider.

1C.4 (d) Affordable Seconds
An Affordable Second is a second lien typically made by a federal, state, or local government agency,
a nonprofit organization, and Federal Home Loan Bank under one of its affordable housing
programs.
Affordable Seconds must meet the following Freddie Mac guidelines:
•

An Affordable Second must be provided by an agency under an established, ongoing,
documented secondary financing or financial assistance program.

•

The agency:
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o

Must not be the lender; and

o

Must not be affiliated with, under contract to, or financed (directly or indirectly) by the lender
or any party that participated in the origination process such as the property seller, builder,
developer, or real estate agent.

•

“Affiliated with” means that the agency and lender or party are related to each other as a
consequent of one entity directly or indirectly controlling the other party, being controlled by the
other party or being under common control with that party.
1C.4 (a)(i) Eligible First Lien Mortgages
The first lien loan must be:
•

Fixed Rate,

•

ARM with an initial fixed-rate period of five years or greater;

•

Purchase or rate and term refinance; and

•

One- to four-unit primary residence.

1C.4 (a)(ii) Maturity Date
The terms of the Affordable Second must not require a balloon payment due before the maturity
or payment in full of the first mortgage. If the Affordable Second is an Employer Assisted
Homeownership (EAH) Benefit, the terms of the secondary financing may not require repayment
in full unless:
•

The borrower terminates his or her employment for any reason; or

•

The employer terminates the borrower’s employment for any reason other than long-term
disability, the elimination of the employee’s position or reduction-in-force.

1C.4 (a)(iii) Scheduled Payments
All of the following apply:
•

The interest rate of the Affordable Second must not be more than 2% higher than the
interest rate of the first lien;

•

Interest accruals, which are added to principal, may not increase the CLTV ratio beyond the
maximum CLTV ratio allowed for the first mortgage at any time during the term of the first
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mortgage; and
If monthly payments on the Affordable Second are required and begin before the 61st

•

monthly payment under the first mortgage, such monthly payments must be included in
the borrower’s monthly housing expense-to-income ratio and monthly DTI ratio. If monthly
payments on the Affordable Second begin on or after the 61st monthly payment under the
first mortgage or if repayment of the entire Affordable Second amount is due only upon
sale or default, the amount of the Affordable Second monthly payment may be excluded
from both ratios.
1C.4 (a)(iv) Participation in Appreciation (equity sharing)
Agencies and subsidy providers of an Affordable Second may participate in appreciation if the
requirements in this section are met. For-profit entities may not participate in appreciation.
When the terms of an Affordable Second permit the agency or subsidy provider to share in the
appreciation of the subject property, the following requirements must be met:
•

At the time of origination of the Affordable Second, the agency’s or subsidy provider’s share of
appreciation, as a percentage, must not exceed the principal amount of the Affordable Second
divided by value, as defined in Section 4203.1 (“the percentage of the Affordable Second”),
except as stated below. For example, if the Affordable Second amount is 5% of value, the
maximum share of appreciation is 5%;

•

The terms of the Affordable Second may permit the Agency or subsidy provider a share of
appreciation exceeding the percentage of the Affordable Second if all of the following
requirements are met:
o

The agency or subsidy provider must not charge interest on the Affordable Second;

o

The share of appreciation must not exceed 75% unless the Affordable Second provider
is a subsidy provider or program administrator managing an income-based resale
restriction programs; and:
▪

All of the special requirements for mortgages secured by properties subject to
income-based resale restrictions in the Freddie Mac Selling Guide are met; and

▪

The subsidy provider or program administrator has processes in place to allow
the borrower to receive a share of the proceeds of subsequent sales in instances
where the subsidized resale price of the property increases at resale.

•

The terms of the Affordable Second must allow the borrower to recover all of the following
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before the agency or subsidy provider is able to share in the appreciation:

•

o

The down payment paid from borrower funds;

o

Customary costs incurred by the borrower for selling the property; and

o

The payments of principal of the first mortgage.

The right of the agency or subsidy provider to share in the appreciation must be subordinate
to the first mortgage.

1C.4 (a)(v) Financing Structure
The Affordable Second financing cannot be a HELOC.
1C.4 (a)(vi) Documentation Requirements
All of the following documentation is required:
•

Note or other evidence of terms for the Affordable Second;

•

Closing Disclosure or alternative form required by law that evidences the fees and costs paid
by the borrower at closing; and

•

Subordination of an existing Affordable second, if applicable.

1C.5 Property Assessed Clean Energy (PACE) and PACE-like Obligations
PACE (or PACE-like) programs are energy retrofit lending programs made by localities to finance
residential energy improvements. PACE financing enables homeowners to install energy efficiency,
renewable energy, and water efficiency upgrades. In general, the loans are repaid through the
homeowner’s real estate tax bill.
The terms of the Fannie Mae/Freddie Mac Uniform Security Instruments do not permit loans to have
senior lien status to a first mortgage.
If the PACE loan originated after July 6, 2010, the PACE loan must be paid off, and be treated as a cash-out
refinance.
If the terms of the PACE loan program provide for lien priority over the first mortgage lien, the loan may
be ineligible. If the PACE loan was originated prior to July 6, 2010, this restriction may be waived if the
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existing first mortgage has a Note date prior to March 1, 2010. The PACE program terms and conditions
must be documented.

Fannie Mae DU
Sufficient Equity to Pay Off the PACE Loan

Insufficient Equity to Pay Off PACE Loan

The following requirements apply to borrowers with loans that are owned by Fannie Mae who
obtained a PACE loan prior to July 6, 2010.
Loan must be paid in full with either a rate and

The existing PACE loan may remain in place with

term or a cash-out refinance transaction.

first lien priority.

Rate and term refinance

•

The transaction must be a rate and term
refinance;

• Standard refinance guidelines apply;

•

• Document PACE loan originated before July 6,

2010 and has first lien priority over first

2010 and has first lien priority over first
mortgage;

Document PACE loan originated before July 6,
mortgage;

•

• PACE loan must be paid in full;

The monthly payment must be included in the
DTI;

• Proceeds may be used to pay off the PACE

•

The PACE loan is not included in the CLTV ratio;

loan even though it was not a purchase

•

Loan being refinanced must be owned by

money transaction;
• Loan being refinanced must be owned by

Fannie Mae; and
•

Subordination agreement is not required.

Fannie Mae; and
• An Ineligible decision is permitted for the
cash back exceeding 2% or $2000 if due to
paying off the PACE loan.
Cash out Refinance
• Standard refinance guidelines apply; and
• PACE loan must be paid in full.
Freddie Mac LPA
The following requirements apply to borrowers with loans that are owned by Freddie Mac.
Sufficient Equity to Pay Off the PACE Loan

Insufficient Equity to Pay Off PACE Loan

Loan must be paid in full with either a rate and

The transaction is not eligible unless the borrower
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term or cash-out refinance transaction.

brings sufficient funds to closing to pay off the
PACE obligation.

Rate and Term Refinance
•

Standard refinance guidelines apply;

•

PACE loan must be paid in full;

•

Proceeds may be used to pay off the PACE
loan even though it was not a purchase
money transaction;

•

Loan being refinanced must be owned by
Freddie Mac; and

•

Must receive an LPA Accept decision.

Cash-out Refinance
•

Standard refinance guidelines apply; and

•

PACE loan must be paid in full.

If the PACE or PACE-like obligation is secured by the subject property but does not result in or provide
for a first lien priority lien over the first mortgage and the lien holder will execute a subordination
agreement a loan exception may be requested to allow for subordination of the obligation.

1C.6 Temporary Interest Rate Buydowns
Temporary interest rate buydowns may be eligible if all of the following are met:
•

The buydown plan must be a written agreement between the party providing the buydown funds and
the borrower;

•

All of the terms of the buydown plan must be disclosed to the appraiser and mortgage insurance
provider;

•

The mortgage instruments must reflect the permanent payment terms rather than the terms of the
buydown plan;

•

The buydown plan must not change the terms of the Note; and

•

Interested Party Contributions apply when the source of the buydowns funds are from an interested
party to the property sale or purchase transaction.
1C.6 (a) Buydown Agreement
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The buydown agreement
•

Must provide that the borrower is not relieved of his or her obligation to make the mortgage
payments required by the terms of the mortgage note, if, for any reason, the buydown funds
are not available; and

•

May include an option for the buydown funds to be returned to the borrower or lender, if it
funded the buydown, if the mortgage is paid off before all of the funds have been applied.

1C.6 (b) Buydown Funds
The following applies to the buydown funds:
•

The buydown funds must be established and fully funded;

•

Funds for the buydown accounts must be deposited into custodial bank accounts;

•

The borrower’s only interest in buydown funds is to have them applied toward payments as
they come due under the Note;

•

Buydown funds are not refundable unless the mortgage is paid off before all the funds have
been applied; and

•

Buydown funds cannot be used to pay past due payments; and

•

Buydown funds cannot be used to reduce the mortgage amount for purposes of determining
the LTV.

1C.6 (c) Buydown Escrow Holdback
The escrow holdback:
•

May be funded by the seller/builder only;

•

Will be held in an escrow account and will subsidize the borrower’s payment during the first 24
months of the loan repayment period;

•

Funds are not refundable unless the mortgage is paid off before all funds have been applied,
and

•

May be funded by the seller/builder only.

1C.6 (d) Disposing of Buydown Funds
If the mortgage is liquidated or the property is sold during the buydown period, the funds should be
disposed of in the following manner:
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Status of Mortgage

Disposition of Funds

The mortgage is paid in full.

The funds should be credited to the total amount
required to pay off the mortgage, or they may be
returned to either the borrower or the lender as
specified in the buydown agreement.

The mortgage is foreclosed.

The funds are used to reduce the mortgage debt.

The property is sold, and the mortgage is

The funds may continue to be used to reduce the

assumed by the purchaser.

mortgage payments under the original terms of the
buydown plan.

See our Product Profiles for product eligibility.

1C.7 Premium Pricing/Lender Credits
Premium pricing exists when a borrower elects to pay a higher interest rate on a mortgage loan in
exchange for a lender credit provided at closing.
Lender credit may be used provided all of the following are met:
•

The amount of the lender credit must:
o

Be derived from an increase in the interest rate (premium pricing); or

o

Be funded directly by the lender.

•

The lender credit must not require repayment;

•

The lender must not use funds from a third party to provide a lender credit;

•

Lender credit may only be used as a credit towards the borrower's closing costs, including
prepaids. In the event the lender credit exceeds the amount of the closing costs:
o

The lender credit must be reduced so it does not exceed the amount of the closing costs; or

o

The amount of lender credit that exceeds the closing costs must be applied as a principal
curtailment and must be clearly reflected on the Closing Disclosure.

•

The lender credit cannot be used to fund any portion of the borrower’s down payment or be used
to meet reserve requirements.

A lender credit derived from premium pricing is not considered an interested party contribution even if
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the lender is an interested party to the transaction.
Any NewRez-serviced loan that closes with premium pricing/lender credits are not eligible for a refinance
within 120 days of the Note date.

1C.8 Principal Curtailments
A principal curtailment is the application of funds that are used to reduce the unpaid principal balance of
the loan.
On transactions where the loan originator is paid by the lender, a principal curtailment may be permitted.
The maximum amount of the curtailment cannot exceed the lesser of $2,500 or 2% of the original loan
amount for the subject loan.
If the program permits, the borrower may also receive cash back within program guidelines in addition to
the amount of the curtailment. See our Product Profiles for principal curtailment details.
Fannie Mae DU

Freddie Mac LPA

If the curtailment is applied at closing, the amount

The curtailment must be applied at closing and the

must be documented on the Closing Disclosure. If

amount must be documented on the Closing

the curtailment is applied after closing, but prior

Disclosure.

to delivery, the loan file (or servicing file) must be
documented with the amount of the curtailment
and the reason or source of the curtailment.

1C.9 Escrow for Impounds
Escrow for impounds is defined as all funds collected by NewRez to cover expenses of the borrower that
are required to be paid under the Security Instrument. The funds may include, but are not limited to,
taxes, special assessments, ground rents, water, sewer, and other governmental impositions or charges
that are or may become liens on the subject property prior to that of the loan, as well as property, and
mortgage insurance premiums.
Non-supplemental states have taxing authorities that wait to revise tax amounts due until the normal
billing cycles. In the case of supplement tax states, taxes are based on the reasonable estimate of the
improvement value, not the supplemental value.
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1C.9 (a) Escrow/Impounds
An escrow of funds for the payment of mortgage insurance, property taxes, and property insurance,
wind, earthquake, and HO-6 premiums are generally required.
An escrow of funds for the payment of flood insurance and mortgage insurance (unless singlepremium or lender-paid) is always required. Property tax and/or property insurance, including
hazard, wind, earthquake, and HO-6 insurance escrows may be waived based on the table below.

Escrow Waiver Eligibility
Primary Residence

Second Homes

Investment Properties

LTV <=80%

LTV <=80%

LTV <=80%

•

California: LTV <90%

•

California: LTV <90%

•

New Mexico: LTV <80%

•

New Mexico: LTV <80%

An escrow account is always required for HPML loans, regardless of LTV.

1C.9 (b) Ineligible for Escrow Waiver
Escrows may not be waived for the following (unless requiring an escrow account is not permitted by
applicable law):
•

First time homebuyer (may be considered with demonstrated ability to save and strong
residual income);

•

Credit report shows recent signs of delinquency;

•

No Cash-out Refinance when prepaid real estate taxes are included in the loan amount;

•

Cash-out Refinance when delinquent real estate taxes are included in the loan amount;

•

Private mortgage insurance unless a single premium or lender-paid mortgage insurance was
obtained;

•

Flood insurance; and

•

HPML loan.
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Property Types
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1D.1 Eligible Property Types
1D.1 (a) Single-Family Residence
A detached, semi-detached, or attached single-family dwelling, including town homes and row
homes.
1D.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 or more three-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.
1D.1 (c) Two- to Four-Unit Property
A two- to four-unit property is a residential structure with more than one (1) unit but not more than
four (4) units.
1D.1 (d) Condominium
A condominium is a unit in a project in which each unit owner has title to his or her individual unit, an
undivided interest in the project's common areas, and in some cases, exclusive use of certain limited
common areas.
A condominium project is created according to local and state statutes. The structure is two or more
units with the interior airspace individually owned. The balance of the property (land and building) is
owned in common by the individual unit owners.
For complete guidelines, classification information, and approval procedures, see the Project Review
Department (PRD) page.
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1D.1 (e) 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 holds title to the lot and the improvements on the lot;

•

The HOA holds title to the common elements;

•

The unit owners have a right to the use of the common elements; and

•

The unit owners pay a fee to the HOA to maintain the common elements for their benefit.

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 complete guidelines, classification information, and approval procedures, see the Project Review
Department (PRD) page.

1D.1 (f) Cooperative Project
A cooperative project is a residential or mixed-use building wherein a corporation or trust holds title
to the property and sells shares of stock representing the value of a single apartment unit to
individuals who, in turn, receive a proprietary lease as evidence of title.
A cooperative share loan is a loan secured by a co-op unit that finances, or refinances, the purchase
of an ownership interest and the accompanying occupancy rights in a co-op housing corporation. It is
secured by an assignment of the occupancy agreement and a pledge of the co-op shares.
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1D.1 (g) Manufactured Housing
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

Foundation walls placed directly below the exterior perimeter walls of

Wall

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

The HUD Certification Label is a metal plate that is affixed to the

(Certification Label)

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

The HUD Data Plate/Compliance Certificate is a paper document

Plate/Compliance

located on the interior of the subject property that contains, among

Certificate

other things, the manufacturer's name, and trade/model number. The

(Data Plate)

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

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).

1D.1 (g)(i) Manufactured Housing Eligibility
The following eligibility requirements must be met.
•

The borrower must have owned both the manufactured home unit and land for at least 12
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months preceding the date of application;
•

The manufactured home must have been built and installed in compliance with the
Federal Manufactured Home Construction and Safety Standards that HUD established
June 15, 1976 and additional requirements that appear in HUD regulations at 24 C.F.R. Part
3280 as evidenced by the presence of both a HUD Data Plate and the HUD Certification
Label (Tag). Manufactured homes built prior to June 15, 1976 are ineligible.
o

If the original or alternative documentation cannot be obtained for both the Data
Plate/Compliance Certificate and HUD Certification Label (tag), the loan is not eligible;

o

If the HUD tag is missing, a recent "HUD Certification Verification" letter issued by the
Institute for Building Technology and Safety (IBTS) or a copy of the Data Plate from the
In-Plant Primary Inspection Agency (IPI) or manufacturer must be in the loan file.

•

The manufactured home must be attached to a permanent foundation system in
accordance with the manufacturer's requirements for anchoring, support, stability, and
maintenance. The foundation must be appropriate for the soil conditions for the site and
must meet local and state codes;

•

The manufactured home must be attached to a permanent foundation system in
accordance with the manufacturer's requirements for support, stability, and maintenance.
The foundation must be appropriate for the soil conditions for the site and must meet
local and state codes;

•

Multi wide manufactured home unit;

•

The manufactured home must be built on and remain on a permanent chassis with the
towing hitch, wheels and axles removed;

•

The manufactured home must be permanently connected to a septic tank or other sewer
system, and to other utilities in accordance with local and state requirements;

•

Must be a 1-unit dwelling;

•

The borrower must own the land on which the manufactured home is located in fee
simple; and

•

Incomplete items, such as a partially completed addition or renovation, or defects or
needed repairs that affect safety, are not eligible until the work is paid for and complete.
Exceptions may be made for minor items that do not affect the ability to obtain an
occupancy permit – such as landscaping, a driveway, walkway etc.

1D.1 (g)(ii) Modifications to the Manufactured Home
Room additions, attached carports, or other structural modifications may put the home at risk if
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changes were not performed in accordance with the HUD Manufactured Home Construction and
Safety Standards (MHCSS) and local and state code.
Manufactured homes that have an addition or have had a structural modification may be eligible
•

if the state in which the property is located requires inspection by a state agency to
approve modifications to the property and there is confirmation that the property has met
the requirements, or

•

if the state does not have these requirements, the property must be inspected by a
licensed professional engineer who can certify that the addition or structural changes were
completed in accordance with the HUD Manufactured Home Construction Safety
Standards.

1D.1 (g)(iii) Ineligible Manufactured Housing Property Types
The following are ineligible manufactured home property types:
•

A manufactured home that is not classified and titled as real estate at application;

•

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 less than 12 feet wide;

•

A manufactured home with a hobby farm;

•

A manufactured home with a mixed-use;

•

A manufactured home with deed restrictions;

•

A manufactured home with less than 600 square feet of gross living area;

•

A manufactured home with an accessory dwelling unit (ADU) or guest house;

•

A single family residence with a manufactured home as an ADU or guest house;

•

Construction-to-permanent manufactured homes;

•

Single wide manufactured home;

•

Title held as a leasehold estate; and

•

A manufactured home in a condo project.

1D.1 (g)(iv) Manufactured Housing Purchase Mortgage Transactions
Purchase money transactions are those in which the mortgage proceeds are used to finance the
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purchase of the manufactured home. The borrower may not receive any cash back.
The LTV/CLTV/HCLTV for a manufactured home already existing on its foundation will be based on
the lower of the
•

sales price of the manufactured home and land; or

•

current appraised value of the manufactured home and land.

1D.1 (g)(v) Manufactured Housing Rate and Term Refinance Transactions
Rate and Term Refinance transactions involve the payoff of an existing lien secured by the
manufactured home and land. The LTV/CLTV/HCLTV will be determined as follows:
•

If the borrower has owned the manufactured home and land for 12 months or more prior
to the application date, use the current appraised value.

•

If the borrower has owned the manufactured home for less than 12 months prior to the
application date, use the lower of
o

the current appraised value of the manufactured home and land; or

o

the purchase price at which the manufactured home and land were previously sold
during the 12-month preceding the application date.

Proceeds of the rate and term refinance transaction may be used to
•

pay off the outstanding principal balance of an existing first lien secured by the
manufactured home and land;

•

pay off outstanding principal balance of an existing subordinate mortgage or lien secured
by the manufactured home if it was used, in whole, to purchase the manufactured home
and land, finance closing costs (including prepaid expenses); and

•

provide cash back to the borrower in an amount not to exceed the lesser of 2% of the
balance of the new loan or $2,000.

1D.1 (g)(vi) Manufactured Housing Cash-out Refinance
To be eligible for a cash-out refinance, the borrower must have owned both the manufactured
home and land for at least 12 months preceding the date of the loan application.
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A cash-out refinance
•

involves the payoff of an existing first lien mortgage secured by the manufactured home
and land; and

•

enables the property owner to obtain a mortgage on a property that does not already have
a mortgage lien against it and permits the borrower to take equity out of the property that
may be used for any purpose.

The LTV/CLTV/HCLTV will be based on the current appraised value of the manufactured home and
land.
1D.1 (g)(vii) Manufactured Housing Trade Equity
When the property being traded is the borrower's existing manufactured home as part of the
down payment requirement, the maximum equity contribution is determined as follows:
•

If the borrower has owned the home for 12 months or more prior to the application date,
90% of the retail value for the traded manufactured home based on the NADA
Manufactured Housing Appraisal Guide; and

•

If the borrower has owned the traded manufactured home for less than 12 months
preceding the date of the loan application, the maximum equity contribution is the lesser of
90% of the retail value or the lowest price at which the home was sold during that 12
month period.

Any costs associated with the removal of the traded home or any outstanding indebtedness
secured by liens on the home must be deducted from the maximum equity contribution.
The trade equity must be documented by a lien search in the appropriate real property or
personal property records to verify ownership and existence of liens on the manufactured home
and land. The seller of the manufactured home must provide proof of title transfer and
satisfaction of any existing liens on the traded manufactured home.
1D.1 (g)(viii) Manufactured Housing Appraisal Site Requirements
The appraiser must base his or her opinion of value on the characteristics of the subject property,
including the site area. The appraisal report must indicate whether or not the site is compatible
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with the neighborhood and must comment on the conforming of the manufactured home to other
manufactured homes in the neighborhood.
The property site must be of a size, shape, and topography that is conforming and acceptable in
the neighborhood. It must also have competitive utilities, street improvements, adequate vehicular
access, and other amenities. Because amenities, easements, and encroachments may either
detract from or enhance the marketability of a site, the appraiser must reflect them in the analysis
and valuation. The appraiser must comment if the site has adverse conditions or is not typical for
the neighborhood.
1D.1 (g)(ix) Manufactured Housing Appraisal Comparable Site Selection
The appraiser should select comparable sales of similar manufactured homes to address the
marketability and comparability of a manufactured home, for example, multi-width homes to
multi-width home. The appraiser must use a minimum of two comparable sales of similar
manufactured homes. The appraiser may use either site-built housing or a different type of
factory-built housing as the third comparable sale. The appraiser must explain why site-built
housing, or a different type of factory-built housing is being used for the third comparable sale
and make and support appropriate adjustments.
In markets where condo projects with manufactured homes are more common, at least two (2)
comparable sales should be manufactured homes located in a condominium project. In markets
where condo projects with manufactured homes are atypical, the appraiser may select
comparable sales from a mixture of manufactured homes and manufactured home condos
provided the appraiser is able to provide adequate written explanation and make appropriate
adjustments.
An appraiser that is unable to locates sales of manufactured homes that are truly comparable to
the subject property may decide it is appropriate to use either older sales of similar manufactured
home or sales of similar manufactured homes that are located in a competing neighborhood to
establish a baseline for the sales comparison analysis and determine sound adjustment to reflect
the differences between comparable sales that are available and the subject property .
The appraiser must not create comparable sales by combining vacant land sales with the contract
purchase price of the home. This type of information may be used as additional supporting
documentation.
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1D.1 (g)(x) Manufactured Housing Appraisal Cost Approach Requirements
A detailed and supported cost approach to value is required for all manufactured homes, which
must contain the information indicated on Form 1004C/70B. The sales comparison and cost
approach to value are complementary for the valuation of manufactured housing and must
support the final value conclusion. A property developed and detailed cost approach will provide
the information necessary for an appraiser to
•

recognize differences in manufactured home construction quality;

•

understand the difference between the comparable sales and the subject property, extract
from the market appropriate adjustments for the sales comparison analysis; and

•

identify sales of manufactured homes that are similar enough to the subject property to
use as comparable sales.

1D.1 (g)(xi) Sources of Manufactured Housing Data
Traditional appraisal data sources do not provide enough quality manufactured home data for the
appraiser to develop a supportable and well-documented manufactured home appraisal. While
sources such as MLS and public records are important and may contain some data, appraiser
must utilize other data sources, such as manufactured home dealers and construction
companies/builders experience in the installation of manufactured homes.
One important source of manufactured housing information is the NADA Manufactured Housing
Appraisal Guide. This publication
•

lists general manufactured home depreciated replacement values based on original factory
construction categories; and

•

offers a step-by-step process for arriving at the average retail book value for a
manufactured home and can be used to develop a cost approach.

Another source of information is Marshall & Swift’s Residential Cost Handbook. Marshall & Swift
provides
•

information that enables the user to arrive at an estimate of the cost of the manufactured
home when new and the replacement cost based on, among other things, the construction
quality; and

•

an explanation of the items that enables the appraiser to support his or her conclusion of
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the overall construction quality of the manufactured home.
The appraiser must support his or her opinion about both the quality and the condition of the
manufactured home.
1D.1 (g)(xii) Titling the Manufactured Home as Real Property
All manufactured housing units and land must be classified and taxed as real estate to be eligible.
The manufactured home loan must be secured by a perfected lien on real property consisting of
the manufactured home and land and the manufactured home must be legally classified as real
property.
Evidence must be provided to document that the manufactured home is classified as real property
may be through tax certificates or title policy to validate that both land and unit are taxed as one
parcel.
The loan is not eligible if the original chattel deed or motor vehicle title is not purged and the
property does not have clear marketable real estate title.
The Preliminary Title Report or Final Title Policy must reflect the commitment or issuance of the
appropriate ALTA Endorsement (e.g., ALTA 7.1-16) required to validate that the home is treated as
real property.
The Deed of Trust or Mortgage (security instrument) must include a complete legal description
that includes land and manufactured unit details regarding the manufacturer name, model, year,
serial number, size, and any other information required by state law to identify a manufactured
home.
Fannie Mae has prepared an overview of the process for Titling Requirements for Manufactured
Homes as real property in all 50 states. This document is for informational purposes to aid in
ensuring the manufactured home is titled as real property.
1D.2 Mixed-use Property
A mixed-use property is defined as a property primarily used as a residence, but is also being used for a
small, commercial purpose, such as a property with space set aside for a day care facility, a beauty or
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barber shop, doctor's office, a small neighborhood grocery or specialty store.
A mixed-use property must meet all of the following:
•

The property must be a one-unit property that the borrower occupies as their primary residence;

•

The borrower must be both the owner and the operator of the business;

•

The property must be primarily residential in nature, located in a residential neighborhood, and be
typical for properties in the market area;

•

The use must represent a legal, permissible use of the property under local zoning laws;

•

The dwelling may not be modified in a manner that has an adverse impact on its marketability as a
residential property; and

•

The commercial use must not have an adverse effect on the habitability and safety of the property
or site.

See our Product Profiles for eligibility and Chapter 1J Appraisal and Property Requirements, 1J.8 (u) Mixeduse Property Appraisal Requirements.
1D.3 Group Home
Group homes for people with disabilities are typically single-family homes with multiple residents, each
living in a separate bedroom but sharing kitchen and/or plumbing facilities. Group homes are operated by
a care provider and residents of the group home typically receive room, board, and supportive care.
The property may be treated as owner occupied if the borrower occupies the property with the residents
or an investment property if the borrower does not occupy the property with the residents.
1D.4 Hobby Farm
NewRez will accept properties that may have an additional use as a “hobby farm.” Examples include a
semi-rural or rural property, residential in nature, where some of the acreage is used to grow grapes, have
a small orchard, or a small barn and riding rings, etc. The requirements for the property to be considered
are:
•

Property must be residential in nature;

•

Owner occupied;

•

Single family residence;
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•

Appraiser must state property’s highest and best use is as residential and provide photos of the
non-residential use;

•

Property must be appraised as residential real estate, with commercial/agricultural value not
included in the market value;

•

Appraiser must comment on any affect the commercial/agricultural use has on marketability and
compatibility with the subject’s neighborhood;

•

The market value of the property is primarily a function of its residential characteristics rather
than of the business use;

•

Agricultural use should generally not exceed 20% of the total acreage;

•

Minimal outbuildings, such as small barns or stables, that are of relatively insignificant value in
relation to the total appraised value, provided the outbuildings are typical of other residential
properties in the subject area, and the appraiser can demonstrate (via comparable sales) that
there is an active, viable market;

•

Significant outbuildings, such as silos, large barns, storage areas, or facilities for farm-type animals
may indicate that property is agricultural in nature, and regardless of whether the appraiser
assigns a value, would be ineligible for financing;

•

Income generated (gross, not net) should be minimal. (this is more telling than a loss because any
loss is probably a write-off of more than just the hobby itself). Any loss must be considered in the
DTI ratio;

•

Commercial use should not result in any significant alterations; and

•

The commercial/agricultural use must be allowed by zoning and the subject must conform to
zoning.

1D.5 Deed/Resale Restrictions
Resale restrictions are eligible only if the deed restriction terminates or does not apply to the lender that
forecloses.
Resale restrictions may limit the use of all or part of the land to occupancy by individuals or families of low
to-moderate income or on the basis of age. It may also restrict the resale price of the property to ensure
availability to future low to-moderate income borrowers. The restriction may be in the form of an
easement, covenant, or condition in any deed, mortgage, ground lease, agreement, or other instrument
executed by or on behalf of the owners of the land.
The restricted resale price provides a subsidy to the homeowner, in an amount equal to the difference
between the sales price and the market value of the property without resale restrictions. The resale
restrictions are binding on current and subsequent property owners and remain in effect until they are
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formally removed or modified; or terminate in accordance with their terms (such as at a foreclosure sale
or upon acceptance of a deed-in-lieu of foreclosure).
1D.5 (a) Resale Restriction Types
One or more of the following types of resale restrictions are permitted (although some restrictions
are likely to occur only in combination with others):
•

Income limits;

•

Age limits (senior communities must comply with applicable laws). If the deed restriction is
solely due to 55+, verify Form 38 "Housing Developments-Subject to Age Restrictions" is
completed by the HOA;

•

Deed restrictions for easements, setback lines, or no zoning;

•

Purchasers must be employed by the subsidy provider;

•

First-time home buyer requirements as designated by the subsidy provider; and

•

Resale price limits.

1D.5 (b) Eligibility
The following eligibility requirements apply:
•

Purchase and Refinance;

•

1-2 units, PUD, and condos; and

•

Interior and Exterior appraisal report, regardless of DU/LPA findings.

1D.5 (c) Ineligible Resale Restrictions
The following resale restrictions are ineligible:
•

Properties with deed restrictions that survive foreclosure or deed-in-lieu of foreclosure;

•

Down payment assistance programs if they contain a resale restriction that survives
foreclosure;

•

Resale restrictions providing for shared equity or shared appreciation;

•

Properties that are group homes or primarily serve disabled residents;

•

Loans with an interest only feature; and

•

Loans with a temporary buydown.
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1D.5 (d) Eligible Subsidy Providers
Eligible subsidy providers or sponsors of resale restrictions are:
•

Non-profit organizations;

•

Churches;

•

Employers;

•

Universities;

•

Municipalities (including state, county, or local housing agencies); and

•

Entities that are otherwise administering government sponsored, federal, state, or local subsidy
program.

The subsidy provider must have established procedures for screening and processing borrowers.
1D.5 (e) Income-Based Resale Restrictions
Income-based resale restrictions restrict the initial sales price and subsequent resale price of
properties subject to such restrictions. The resale restricted price provides a form of subsidy to the
home buyer in an amount equal to the difference between the sales price and market value of the
property without resale restrictions. The restrictions must be stated in a separate covenant,
restriction, easement, or conditions in a deed or other instrument executed by or on behalf of the
owner of the land or property and must be recorded against the land or property. The restrictions
may be in effect for a certain number of years or continue in perpetuity.
If the transaction is a cash-out refinance, the subsidy provider or program administrator must
approve the transaction and confirm the transaction meets the requirements of the applicable
program. The loan file must contain evidence of the required approval and the approved amount of
the proceeds that the borrower may receive.
1D.5 (e)(i) Eligible Borrowers
Borrowers must meet the program eligibility requirements established by the subsidy provider or
program administrator.
•

Fannie Mae DU: If the loan is a HomeReady mortgage, the more restrictive of the HomeReady
income limit or resale restriction income limit applies.

DTC, Retail/JV, WHS UW Guide

Page 16 of 23

Published: 01/15/2021

•

Freddie Mac LPA: If the loan is a Home Possible mortgage, use the Home Possible income
limits to determine borrower eligibility even if the subsidy provider or program administrator
limits are different.

1D.5 (f) Resale Restriction Controls
The resale restriction controls must be administered by the subsidy provider or a program
administrator.
1D.5 (g) Condominium Subject to Inclusionary Zoning Restrictions
Deed restricted properties are not eligible for Limited Reviews.
1D.5 (h) Title and Insurance Requirements
The source and terms of the resale restrictions must be included in the public land records so that
they are readily identifiable in a routine title search.
1D.5 (i) Right of First Refusal or Option to Purchase
The subsidy provider may retain the right of first refusal or option to purchase a resale restricted
property when the borrower is in default or the property is in foreclosure. The terms of the right of
first refusal or option to purchase must be specified in the terms of the resale restrictions.
The subsidy provider must exercise its right of first refusal or option to purchase within 90 days of
receiving notification of the borrower default, approved short sale, or the property foreclosure.
The subsidy provider may permit borrowers to refinance their mortgage and take cash out of the
transaction; on an exception basis only. However, the resale restrictions may limit the cash-out
amount in order to protect the subsidy invested in the property. Underwriters must document that
the subsidy provider has approved the refinance transaction and should ensure that the cash-out
amount complies with the provisions of the specific resale restrictions

1D.6 Properties with Solar Panels
The ownership and debt financing structures commonly found with solar panels are used to determine
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whether the panels are third-party owned, personal property of the homeowner, or a fixtured of the real
estate. Common ownership or financing structures include:
Solar Power Purchase

The borrower purchases power produced by the solar panels, and

Agreements (PPA)

the borrower is not the owner of the solar panels.

Solar Panel Lease Agreements

The borrower does not own the solar panels and the borrower pays
monthly lease payments to have access to the solar panels.

Solar Panels Financed as

The borrower owns the solar panels, purchased the solar panels with

Personal Property

a Note/Security Agreement and is entitled to power produced by the

Solar Panels Financed as a

panels.

Fixture to Real Estate
Solar Panels Owned Free and

Borrower owns the solar panels and has no related debt.

Clear

If the borrower is, or will be, the owner of the solar panels (meaning the panels were a cash purchase,
were included in the home purchase price, were otherwise financed, and repaid in full, or are secured by
the existing first mortgage), standard requirements for appraisal, insurance, and title apply.
Properties with solar panels and other energy efficient items financed with a PACE loan are not eligible if
the PACE loan is not paid in full prior to or at closing. See Chapter 1C.5 for Property Assessed Clean Energy
Obligations.
Complete the Solar Panel Checklist when reviewing solar panel eligibility.
When financing is involved:
•

Evaluate the borrower’s credit report for solar-related debt and by obtaining a copy of all related
documentation for the loan; and

•

Review the title report to determine if the related debt is reflected in the land records associated
with the subject property.

If insufficient documentation is available and the ownership status of the panels is unclear, no value for
the panels may be attributed to the property value on the appraisal unless a UCC “personal property”
search confirms the solar panels are not claimed as collateral by any non-mortgage lender.
Note: A Uniform Commercial Code (UCC) financing statement that covers personal property and is not
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intended as a “fixture filing” must be filed in the office identified in the relevant state’s adopted version of
the UCC. The appraiser must have accurate information about the ownership structure of the solar panels
and that the appraisal appropriately addresses any impact to the property’s value. Separately financed
solar panels must not contribute to the value of the property unless the related documents indicate the
panels cannot be repossessed in the event of default on the associated financing. Any contributory value
for owned or financed solar panels must comply with Energy Efficiency Improvements.
1D.6 (a) Solar Power Purchase Agreement or Lease Agreements
Solar panels are leased from or owned by a third party under a PPA, or other similar lease
arrangement must comply with the following: (whether to the original agreement or as subsequently
amended).
Obtain and review a copy of the lease or power purchase agreement.
•

Lease payments must be included in the DTI ratio unless the lease is structured to:
o

Provides for delivery of a specific amount of energy for an agreed upon payment during a
given period; and

o

Includes a production guarantee that compensates the borrower on a prorated basis in
the event the solar panels fail to meet the energy output required for in the lease for that
period.

Payments under PPAs where the payment is calculated solely based on the energy produced
may be excluded from the DTI ratio.
•

The value of the solar panels cannot be included in the appraised value. The appraiser must
comment on the marketability of the home with solar panels.
Note: A “precautionary” UCC filing (UCC-Financing Statement) is one of that is filed to put third
parties on notice of their claimed ownership interest in the property described in it. When the
only property described in the UCC filing as collateral is the solar equipment covered by the lease
or power purchase agreement, and not the home or underlying land, such a precautionary UCC
filing is acceptable (and a minor impediment to title).

•

Must not be included in the CLTV.

•

The property must maintain access to an alternate source of electric power that meets community
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standards.
•

Damage that occurs as a result of installation, malfunction, manufacturing defect, or the removal
of solar panels is the responsibility of the owner of the equipment and the owner must be
obligated to repair the damage and return the improvements to their original or prior condition
(for example, sound and watertight conditions that are architecturally consistent with the home);
and

•

In the event of foreclosure, the lender or assignee has the discretion to
o

Terminate the lease/agreement and require the third-party owner to remove the
equipment;

o

Become, without payment of any transfer of similar fee, the beneficiary of the borrower’s
lease/agreement with the third party; or

o

Enter into a new lease/agreement with the third party, under terms no less favorable than
the prior owner.

•

The owner of the solar panels agrees not to be a loss payee (or named insured) on the
homeowner’s insurance policy covering the residential structure.

1D.6 (b) Financed as a Fixture to Real Estate or as Personal Property
The following table summarizes some of the specific underwriting criteria that must be applied
depending on the details of any non-mortgage financing for the solar panels.
If the solar panels are…

The following is required…

collateral for the separate debt used

Obtain and review the credit report, title report,

to purchase the panels, but they are

appraisal, and/or UCC Fixture Filing*, related Promissory

a fixture to the real estate because a

Note and related Security Agreement that reflect the

UCC Fixture Filing* has been filed for

terms of the secured loan.

the panels in the real estate records
•

Provided that the panels cannot be repossessed for
default on the financing terms, the appraiser should
consider the solar panels in the value of the
property; and

•

Include the solar panels in other debt secured by the
real estate in the CLTV ratio calculation because a
UCC Fixture Filing* is of record in the land records;
and
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•

Fannie Mae DU: Include the solar panel debt in the CLTV;
or

•

Freddie Mac LPA:
o

Do not include in CLTV if the UCC Financing
Statement or lease agreement claim an interest
in the solar panels and not the real property

o

If the UCC Financing Statement or lease
agreement claims an interest in the real
property, include in the real estate

Note: If a UCC Fixture Filing* is in the land records as a
priority senior to the mortgage loan, it must be
subordinated or terminated. If terminated, nothing
further is needed.
reported to be collateral for separate

Obtain and review documentation sufficient to confirm

(non-mortgage) debt used to

the terms of the secured loan (such as copies of the

purchase the panels, but do not

credit report, title report, any UCC Financing Statement,

appear on the title report

related promissory Note, or related Security
Agreement).
•

Do not include the debt obligation in the DTI ratio;

•

The appraiser must not include any value to the
solar panels towards the appraised value because
the panels are collateral for another debt;

•

Do not include the panels in the LTV ratio; and

•

Do not include the debt in the other debt secured by
the real estate in the CLTV ratio since the security
agreement or any UCC Financing Statement treat
the panels as personal property not affixed to the
home.

*A fixture filing is a UCC-1 Financing Statement authorized and made in accordance with the
UCC adopted in the state in which the related real property is located. It covers property that is,
or will be, affixed to improvements to such real property. It contains both a description of the
collateral that is, or is to be, affixed to that such property, and a description of such real
property. It is filed in the same office that mortgages are recorded under the law of the state in
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which the real property is located. Filing in the land records provides notice to third parties,
including title insurance companies, of the existence and perfection of a security interest in the
fixture. If properly filed, the security interest in the described fixture has priority over the lien of
a subsequently recorded mortgage.

1D.6 (c) Solar Panels Owned Free and Clear
If the borrower owns the solar panels and has no related debt, apply the following:
•

There must be no UCC1 Financing Statement or notice recorded against the subject property.
In the event there is a UCC-1 Financing Statement, it must be released; and

•

The appraiser has recognized the existence of the solar panels and considered the solar
panels in the appraiser’s opinion of the market value of the property.

1D.7 Ineligible Property Types
The following property types or characteristics are ineligible:
•

Assisted living projects

•

Bed and breakfast properties

•

Boarding houses

•

Builder model leaseback (purchase transactions)

•

Commercial properties

•

Condo hotels

•

Cooperative units

•

Houseboats

•

Indian/Tribal lands

•

Industrial properties

•

Investment securities

•

Lava Zone 1 and 2

•

Mobile home

•

Multi-family dwelling containing more than four units

•

New and newly converted projects in Florida that are not PERS approved

•

Properties encumbered with private transfer fee covenants

•

Properties not suitable for year-round occupancy
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•

Properties used primarily for agriculture, farming, or commercial enterprise

•

Properties with a C5 or C6 Condition Rating

•

Properties without full utilities installed to meet all local health and safety standards

•

Residential property with a permanently affixed manufactured home on the property

•

Tax-sheltered syndicate

•

Timeshare unit/project

•

Unimproved or vacant land

•

Unique properties (geodesic home, berm homes, shouses, barndominiums)
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1E.1 Underwriting Methods
Guidelines contained in this chapter are applicable to loans underwritten by Desktop Underwriter and
Loan Product Advisor unless otherwise stated.
•

Loans underwritten by Desktop Underwriter (DU) and Loan Product Advisor (LPA) may follow the
DU Underwriting Findings Report or LPA Feedback Certificate unless otherwise stated in this
Underwriting Guide, on our Product Profiles, or on the Overlay Matrix.

•

Loan Product Advisor Streamlined Accept Documentation may be used if LPA Feedback Certificate
is approved as such. Streamlined Accept Documentation is not outlined in this chapter. Refer to
the Freddie Mac Seller/Servicer Guide for documentation requirements.

1E.2 Desktop Underwriter (DU)
DU is Fannie Mae's automated underwriting system, which evaluates mortgage default risk and arrives at
an underwriting recommendation by relying on a comprehensive examination of the primary and
contributory risk factors in a mortgage application. It analyzes the information in the loan casefile to reach
an overall credit risk assessment to determine eligibility for delivery to Fannie Mae.
1E.2 (a) Desktop Underwriter General Requirements
When underwriting loans with DU, you must:
•

Employ prudent underwriting judgment in assessing whether a loan casefile should be
approved;

•

Confirm the accuracy of the data submitted, making sure that you did not fail to submit any
data that might have affected the DU recommendation had it been known;

•

Ensure that the loan complies with all of the verification messages and approval conditions
specified in the DU Underwriting Findings Report;

•

Apply due diligence when reviewing the documentation in the loan file;

•

Review the credit report to confirm that the data that DU evaluated with respect to the
borrower's credit history was accurate and complete;

•

Determine if there is any potentially derogatory or contradictory information that is not part of
the data analyzed by DU; and

•

Act when erroneous data in the credit report or contradictory or derogatory information in the
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loan file would justify additional investigation or would provide grounds for a decision that is
different from the recommendation that DU delivered.
1E.2 (b) Maximum Number of Borrowers
A maximum four borrowers may be submitted to DU. Any loan with more than four borrowers must
be manually underwritten and is not permitted.
1E.2 (c) Data Accuracy
•

For approved loans using the DU Underwriting 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 DU.

•

The credit, with respect to the borrower's credit history, was reviewed and deemed accurate and
complete.

•

Action must be taken when erroneous data in the credit report or additional investigation or
would provide grounds of a decision that is different from the recommendation that DU
delivered.

•

If there is derogatory or contradictory information that is not part of the data analyzed by DU,
resubmit the loan to DU to ensure all data is taken into consideration in the underwriting
analysis.

Note: Any NewRez underwriting overlays would apply. See applicable Guide chapter, Product Profiles,
and Overlay Matrix for underwriting overlays.
1E.2 (d) Desktop Underwriter Decisions
Decision

Description

Approve/Eligible

Based on the data submitted to DU, the loan meets both Fannie Mae's credit
risk and eligibility requirements.

Approve/Ineligible

Based on the data submitted to DU, the loan appears to meet Fannie Mae's
credit risk requirements; however, the loan does not appear to meet Fannie
Mae's eligibility requirements.
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In order to deliver this loan to Fannie Mae, you must be certain the reason for
ineligibility is acceptable to NewRez based on the guidelines published in our
Product Profiles or this Underwriting Guide.
The limited waiver of underwriting representations and warranties does not
apply to loans that receive an Approve/Ineligible recommendation.
Refer with Caution

Based on the data submitted to DU, the loan does not represent a level of risk
that is acceptable to Fannie Mae for DU loans. If the data considered was an
accurate representation of the borrower's income, assets, liabilities, and credit
profile, the loan is not eligible.
If the loan receives a Refer with Caution due to substantial inaccurate credit
data or documented extenuating circumstances, the loan is not eligible.

Out of Scope

DU does not contain the rules or models that are necessary in order to
underwrite the product, borrower, or type of loan submitted. DU will not
produce messages or the Underwriting Analysis report for Out of Scope loans.
DU will continue to identify in a message the reason that a loan is Out of
Scope.
Out of Scope loans must be manually underwritten and are not eligible.

Error

Error

1E.2 (e) Desktop Underwriter Data and Delivery Information Accuracy
The data submitted to DU 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
DU. The terms of the closed loan must match the terms of the final loan casefile submission in DU or
fall within the tolerances listed in the table below.
While Fannie Mae allows for tolerances, individual mortgage insurance companies may require
additional review based on any data that may have changed during the loan process to determine
that the appropriate coverage and rate are applied.
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Fannie Mae continuously updates DU with new versions of the system. When a loan was initially run
though a specific version of DU, any underwriting updates for that same loan will run through the
same version of DU. Any updated DU versions will not apply to previously submitted loans.
Data Element

Resubmission Policy

Appraised Value

Resubmit if any change in value

Funds to Close

Resubmit if the verified assets are less than the DU requirement

Reserves

Resubmit if the documented reserves decrease by more than 10%

Borrowers Added/Deleted

Resubmit if any borrowers are added or deleted

Debt Increase

Resubmit if the:

Income Decrease
Interest Rate Increase

•

DTI is > 45%, or

•

Recalculated DTI is ≤50% and DTI has increased ≥3%

Resubmission is not required if the final DTI is >45% and DTI has
increased <3%.
Soft pull credit refresh without credit scores, follow above. In addition, if
the new refresh credit report has any new derogatory credit, credit
scores must be obtained and the loan must be resubmitted to DU to
determine loan eligibility, regardless of DTI ratio.
Interest Rate Decrease

Resubmit if the interest rate decrease is due to a product change or
permanent buydown

Loan Amount: Purchase

Resubmit if any change in loan amount

Loan Amount: Refinance

Resubmit if the loan amount:
•

Increases by more than the lesser of $500 or 1% of the loan
amount; or

•

Decreases by >5%.

These tolerances are allowed if the new LTV/CLTV/HCLTV does not
result in:

DTC, Retail/JV, WHS UW Guide

•

Changes to MI coverage; or

•

Different LLPA; or
Page 5 of 15

Published: 01/15/2021

•

Changes to loan eligibility.

Does not apply to maximum cash back to borrower on a rate & term
refinance
Loan Purpose

Resubmit if loan purpose changes

Loan Type (product)

Resubmit if loan type changes

Occupancy Type

Resubmit if occupancy type changes

Property Type

Resubmit if property type changes

Sales Price

Resubmit if sales price changes

Ineligible

Investigate; exception is required to proceed

Recommendation

1E.2 (f) DU Validation Service
The DU validation service allows certain components of the loan file, such as income, to be validated
by DU using an electronic verification report obtained from designated vendors. DU will use the data
from the verification report to validate specific borrower income information entered into DU.
For loans assessed by the DU validation service, comply with the following:
•

Obtain borrower authorization to receive the information from the vendor;

•

Confirm that the verification report matches the borrower;

•

Ensure information entered in DU is properly documented;

•

Investigate and resolve any conflicting or contradictory information;

•

Retain a copy of all verification reports in the loan file, in addition to any other documentation
required by DU; and

•

Ensure that the most current version of the verification report is used by the DU validation
service. If an updated verification report is obtained, the loan must be resubmitted to DU.

1E.2 (g) Validation Results
When a component of the loan file, such as income, is assessed by the DU validation service, three
results are possible. DU will issue a message providing the validation results.
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Result

Message

Validated

DU has determined that the information provided on the verification report
supports the information entered into DU for the component being validated.
The DU message(s) will indicate that the verification report is acceptable
documentation to support the component that has been validated.

Not Validated

information entered into DU for the component of the loan file eligible for
validation.
The DU message(s) will indicate what documentation, in addition to the verification
report, is required.

Unable to

DU is unable to validate the information entered into DU for the component

Validate

eligible for validation. This could be due to an inability to access the verification
report or due to the information obtained from the verification report being
sufficient for DU to validate the component.
The DU message(s) will indicate what documentation is required.

1E.2 (g)(i) Validated Components and Documentation Requirements
The following table lists the income types that can be validated, and the documentation that DU
will require, which may be different than the standard documentation is this Underwriting Guide.
Eligible Income Type

Eligible Verification Report

Base
Bonus
Overtime

Employment and Income Verification Report

Commission Income
Retirement (IRA, annuities, pension)

•

Tax Return Transcripts (Taxpayer Tax Return
Summary Report)

•

Additional documentation may be required
depending on the type of retirement income

Social Security (retirement, disability,

•

supplemental, survivor benefits)

Summary Report)
•

DTC, Retail/JV, WHS UW Guide

Tax Return Transcripts (Taxpayer Tax Return
Additional documentation may be required

Page 7 of 15

Published: 01/15/2021

depending on the type of Social Security income
Self-employed (IRS Form 1040, Schedules

Tax Return Transcript (taxpayer Tax Return Summary

C or C-EZ for sole proprietorships only)

Report)

•

When income has been validated, it is not required to determine if the borrower is employed
by a family member or interested party to the property sale or purchase.

•

Military income is not eligible for income validation.

•

A verbal verification of employment must be obtained.

The vendor may offer additional acceptable options to obtain information:
•

Data obtained from the report supplier's existing database of employer-provided information.

•

Data developed from a manual request for the report supplier to contact the employer
directly to obtain the information.

The following table lists the employment types that can be validated, and the documentation that
DU will require, which may be different than the standard documentation required in this Guide.
Eligible Employment Type

Eligible Verification Report

Base
Bonus

Employment and Income Verification Report or

Overtime

Employment Verification Report.

Commission Income
•

Military income is not eligible for employment validation.

•

A verbal verification of employment must be obtained.

The vendor may offer additional acceptable options to obtain information:
•

Data obtained from the report supplier's existing database of employer-provided information.

•

Data developed from a manual request for the report supplier to contact the employer
directly to obtain the information.

The following table lists the asset types that can be validated, and the documentation that DU will
require, which may be different than the standard documentation required in this Underwriting
Guide.
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Eligible Asset Type

Eligible Verification Report

Total funds to be verified as required by DU,
based on assets held in the following accounts.
Checking
Savings

Asset Verification Report
Additional documentation may be required

Certificates of Deposit

depending on the type of asset account and the

Stocks

assessment conducted by DU for validation

Money Market

purposes.

Mutual Funds
Retirement

The account statements obtained from the vendor must cover the most recent:
•

30 days of account activity for refinance transactions;

•

60 days of account activity for purchase transactions; and

•

The most recent quarter if account information is reported on a quarterly basis.

1E.2 (h) DU Validation Service
In order to ensure that the income validation is completed using the most recent tax transcripts, the
following must be used to determine if the transcript contains the most recent tax return
information.
•

For loan casefiles created on or before April 30, the most recent tax transcript must be
provided. Most recent is the prior year (current year minus 1). If the prior year's tax return has
not been filed or the transcript is not yet available, the most recent tax transcript is the current
year minus 2.

•

For loan casefiles created after April 30, the current year tax transcript must be provided for
validation. The most recent tax transcript is the prior year (current year minus 1)

1E.3 Loan Product Advisor General Requirements
When underwriting loans with LPA, you must:
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•

Employ prudent underwriting judgment in assessing whether a loan casefile should be approved;

•

Confirm the accuracy of the data submitted, making sure that you did not fail to submit any data
that might have affected the LPA recommendation had it been known;

•

Ensue that the loan complies with all of the verification messages and approval conditions
specified in the LPA Feedback Certificate;

•

Apply due diligence when reviewing the documentation in the loan file;

•

Review the credit report to confirm that the data that LPA evaluated with respect to the borrower's
credit history was accurate and complete;

•

Determine if there is any potentially derogatory or contradictory information that is not part of the
data analyzed by LPA; and

•

Take action when erroneous data in the credit report or contradictory or derogatory information
in the loan file would justify additional investigation or would provide grounds for a decision that
is different from the recommendation that LPA delivered.

1E.2 (a) Maximum Number of Borrowers
A maximum five borrowers may be submitted to LPA. Any loan with more than five (5) borrowers
must be manually underwritten and is not permitted.
1E.2 (b) Loan Product Advisor Risk Class and Eligibility
Decision

Description

Accept

An Accept Risk Class confirms that LPA has determined that the borrower's
credit worthiness is acceptable. All underwriting guidelines in this Underwriting
Guide must be met.

Caution

A Caution Risk Class indicates that the mortgage in unlikely to comply with
Freddie Mac's eligibility and underwriting requirements because there is a
strong indication of excessive layering of risk.
Loans with an LPA Caution are not eligible.

Caution/A Minus

A Caution/A-minus may be eligible for sale as an Affordable Merit Rate
Mortgage. The Feedback Certificate will specify if a mortgage is eligible for Aminus.
Loans with an LPA Caution A-minus are not eligible.

Incomplete/Invalid
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underwrite the product, borrower, or type of loan submitted. LPA will not
produce messages on a Feedback Certificate.
Loans that are Incomplete or Invalid are not eligible.
The LPA Feedback Certificate will indicate the loan’s purchase eligibility. The purchase eligibility
must be Freddie Mac Eligible.

1E.2 (c) Loan Product Advisor Data and Delivery Information Accuracy
The final LPA Risk Class and Documentation Level 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
LPA. The terms of the closed loan must match the terms of the final loan casefile submission in LPA
or fall within the tolerances listed in the following table.
It is possible that some loans will not require additional underwriting submissions as long as the
requested income and asset documentation supports the information disclosed on the loan
application within allowable tolerances.
Resubmission of a loan to LPA prior to closing is required if:
•

Information on the previous submission was not true, complete, or accurate; or

•

The most recent submission (including the date of the LPA credit report) exceeds the data
requirements.

The final Transmittal Summary must be maintained in the permanent loan file documenting the
verified values of the data utilized to perform the underwriting analysis. Although the requested
income and asset documentation may be within allowable tolerances, thereby avoiding any
requirement to resubmit the application to LPA, the final Transmittal Summary must be updated with
the verified values and executed by the appropriate underwriter.
Freddie Mac continuously updates LPA with new versions of the system. When a loan was initially run
though a specific version of LPA, any underwriting updates for that same loan will run through the
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same version of LPA. Any updated LPA versions will not apply to previously submitted loans.

The following table provides acceptable tolerances for which a resubmission to LPA is not required.
Only one of these tolerances may be used on any loan transaction without resubmission to LPA.
Note: While Freddie Mac allows for tolerances, individual mortgage insurance companies may require
additional review based on any data that may have changed during the loan process to determine
that the appropriate coverage and rate are applied.
Data Element

Resubmission Policy

Appraised Value

Resubmit if any change in value

Funds to Close

Resubmit if:

Reserves
•

The verified assets to close decrease; or

•

The verified reserves decrease; or

•

The verified reserves decreases to an amount that is less than the
reserves required to be verified on the LPA Feedback Certificate.

Borrowers

Resubmit if any borrowers are added or deleted

Added/Deleted
Debt Increase

Resubmit if the:

Income Decrease
Interest Rate Increase

•

DTI is >45%; or

•

Recalculated DTI is ≤45% and DTI has increased ≥3%.

Resubmission is not required if the final DTI is ≤45% and DTI has increased
<3%.
Soft pull credit refresh without credit scores, follow above. In addition, if the
new refresh credit report has any new derogatory credit, credit scores must
be obtained and the loan must be resubmitted to DU to determine loan
eligibility, regardless of DTI ratio
Interest Rate Decrease

Resubmit if the interest rate decrease is due to a product change or
permanent buydown

Loan Amount:

Resubmit if any change in loan amount

Purchase
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Loan Amount:

Resubmit if the loan amount:

Refinance
•

Increases; or

•

Decreases > 1%; or

•

Decreases ≤1% and appraisal waiver offer has been accepted or

•

Decreases ≤1% and MI coverage is impacted.

Does not apply to maximum cash back to borrower on a rate & term
refinance.
Loan Purpose

Resubmit if loan purpose changes

Loan Type (product)

Resubmit if loan type changes

Occupancy Type

Resubmit if occupancy type changes

Property Type

Resubmit if property type changes

Sales Price

Resubmit if sales price changes

1E.4 Loan Product Advisor Asset and Income Modeler (AIM)
The LPA asset and income modeler allows certain components of the loan file, such as income, to be
validated by LPA using an electronic verification report obtained from designated vendors. LPA will use the
data from the verification report to validate specific borrower income information entered into LPA.
For loans assessed by the LPA AIM, comply with the following:
•

Obtain borrower authorization to receive the information from the vendor;

•

Confirm that the verification report matches the borrower;

•

Ensure information entered in LPA is properly documented Investigate and resolve any conflicting
or contradictory information;

•

Retain a copy of all verification reports in the loan file, in addition to any other documentation
required by LPA; and

•

Ensure that the most current version of the verification report is used by the LPA AIM. If an
updated verification report is obtained, the loan must be resubmitted to LPA.

1E.2 (a) Validation Results
When a component of the loan file, such as income, is assessed by the LPA AIM validation service,
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three results are possible. LPA will issue a message providing the validation results.

Result

Message

Loan Eligible

LPA has determined that the information provided on the verification
report supports the information entered into LPA for the component
being validated.
The LPA message(s) will indicate that the verification report is acceptable
documentation to support the component that has been validated.

Loan Not Eligible

LPA has determined that the information provided on the verification
report does not fully support the information entered into LPA for the
component of the loan file eligible for validation.
The LPA message(s) will indicate what documentation is required.

Unavailable

LPA is unable to validate the information entered into LPA for the
component eligible for validation. This could be due to missing or
incomplete information from the service provider of a system being
down.
The LPA message(s) will indicate what documentation is required.

1E.2 (b) Validation Components and Documentation Requirements
The following table lists the income types that can be validated, and the documentation that LPA will
require, which may be different than the standard documentation required in this Underwriting
Guide.
Eligible Income Type

Eligible Verification Report

Base
Bonus
Overtime

Income Verification Report

Commission Income
The following employment earnings are not eligible for AIM:
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•

Military pay;

•

Earnings of a borrower employed by a family member, the property seller, real estate broker or
other interested party to the transaction;

•

Employed income from foreign sources; and

•

Income reported on Internal Revenue Service Form 1099.

A verbal verification of employment must be obtained.
The following table lists the asset types that can be validated, and the documentation that LPA will
require, which may be different than the standard documentation required in this Underwriting
Guide.
Eligible Asset Type

Eligible Verification Report

Checking
Savings
Money Market
Borrower’s business

Asset Verification Report

checking, savings and/or
money market
The following assets sources are not eligible for AIM:
•

Gift funds

•

Cash on hand

•

Assets that will be used by the borrower for the repayment of the monthly obligations

The following must be confirmed:
•

Each asset in the asset verification report is owned by at least one borrower and that borrower
has access to the funds; and

•

There are no outstanding loan secured by any of the asset accounts included in the asset
verification report.
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1F.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 prohibited.

1F.2 Credit Report Standards
The loan file must contain one of the following types of credit reports for each borrower:
•

A merged in-file report including, credit scores, from three different credit repositories; or two if
repositories, if that is the extent of the information available. If information from only one credit
repository is available, it is acceptable if there is a credit score, and information was requested from
all three 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

•

Residential Mortgage Credit Report, 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.
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 compliant with applicable laws.
Credit report alerts must be reasonably resolved with supporting documentation included in the loan file.
Although due diligence is required, it does not release the Client from representations and warranties
regarding misrepresentation.
The borrower’s present address must be within the U.S. in order to obtain a credit report. The borrower’s
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present address must be within the US, US territories or an APO, FPO or DPO military address located within
the US in order to obtain a credit report that is compatible with DU or LPA requirements. Borrowers with
foreign credit reports must be manually underwritten and are not eligible.
1F.2 (a) Credit Report Versions
The following versions of the classic FICO score is required for all loans:
•

Equifax Beacon® 5.0;

•

Experian®/Fair Isaac Risk Model V2SM; and

•

TransUnion FICO® Risk Score, Classic 04.

These three scores must be requested for each borrower from each of the three major repositories for
a three in-file merged credit report.
The credit report will indicate if a credit score could not be produced due to insufficient credit. The
credit report must be in the loan file, whether the report includes traditional credit and a credit score or
indicates that a credit score could not be produced due to insufficient or frozen credit.
1F.2 (b) Credit Report Red Flags
When underwriting a credit report, the borrower's credit use and limits must be reviewed to ensure
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 researched. The use of a U.S. address to obtain a
credit report for a borrower who resides in another country is not permitted.

1F.2 (c) Frozen Credit
Credit Frozen at one of three

Repository may remain frozen, and loan will be underwritten

repositories

by DU using the credit data received from the other two
repositories.

Credit frozen at one of the three

Credit must be unfrozen. If the credit is unfrozen after the

repositories and no credit score

date that the original credit report was ordered, a new three-

from other repositories

file merged credit report must be obtained to reflect current

Credit frozen at two or more of

updated information from all repositories.
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the repositories
Resubmit to DU or LPA.

1F.3 Credit Scores
A credit score represents a comprehensive view of a borrower’s credit history risk factors, and are 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 of late payments should be considered.
1F.4 Selection and Validation of Credit Scores
Selecting the credit score for loan qualification is a two-step process.
•

Select the credit score for each individual borrower; and

•

Select the credit score used for loan qualification.

1F.4 (a) Selection of Credit Score
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

If two repositories report identical credit scores, use that score for
qualification.

1F.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
legitimately 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.
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When the borrower's credit report contains authorized user accounts, the DU or LPA decision is
considered valid if there is evidence of at least one of the following:
•

Another borrower on the mortgage owns the trade line;

•

The trade line is owned by the borrower's spouse; or

•

The borrower has been making the payments on the account for at least 12 months.

When none of these requirements can be met, the DU/LPA decision may still be considered valid if it is
determined that the authorized user accounts have an insignificant impact on the borrower's overall
credit history and the information on the credit report is representative of the borrower's own credit
reputation based on the number of the borrower's own trade lines, as well as their age, type, size, and
payment history compared to the authorized user accounts. Otherwise, the DU/LPA decision may not
be used, and the loan is ineligible.
1F.4 (c) Trade Line Requirements
There is no minimum trade line requirement. DU and LPA will determine if there are sufficient trade
lines to evaluate a borrower's credit history.
1F.4 (d) Foreign Credit Reports and Credit Scores
Foreign credit reports and credit scores are not permitted.
1F.5 Inquiries and Undisclosed Liabilities
All debt incurred during the application process and through loan closing must be disclosed on the final
application and included in the loan qualification. When the credit report reveals a significant debt not listed
on the application, a written explanation from the borrower addressing the omission may be required. The
absence of a written explanation from the borrower may render the loan ineligible for purchase.
When the credit report indicates recent inquiries (excluding all utility company inquiries), confirm that the
borrower has not been granted any additional debt that is not reflected on the loan application. If additional
credit was applied for and/or approved or obtained, a verification of that debt must be provided, and the
borrower must be qualified with the monthly payment. All credit inquiries (excluding all utility company
inquiries) made within 90 days must be validated.
For NewRez underwritten loans, the Client must obtain a single-repository refreshed credit report as close
to closing as possible, but within ten days of closing to validate that no additional debt has been granted.
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The refreshed credit may be obtained by a third-party monitoring service.
A condition will be placed on the Conditional Loan Approval (CLA) and must be included with the final
package submitted for purchase.
Refreshed Credit Report

Third-Party Monitoring Service

The refreshed credit report:

If using a third-party monitoring service to validate
no additional debt has been obtained, include

•

Should not include a credit score;

evidence that the service was run on the

•

Does not need to show increase in revolving

borrower(s) and the results.

balance.
If the refreshed credit report shows any inquiries,
those inquiries must be addressed by the
borrower(s).
If the borrower’s letter states that additional has been incurred, additional research and documentation
may be needed. Running a MERS report to determine if the borrower has undisclosed liens or another
mortgage being established simultaneously may also be used to reduce the risk of undisclosed obligations
If new debt is revealed and the inclusion of the additional debt would increase the total DTI ratio to a level
outside of the acceptable DU or LPA tolerances, the loan must be resubmitted to automated underwriting
and the new findings must be followed.
Any debts identified post-closing affecting loan eligibility guidelines may impede the purchase of the loan.
See Chapter 1E Automated Underwriting and Chapter 1H Liabilities and Debt Ratios for more information.

1F.6 Housing Payment History
See below for TEMPORARY COVID REQUIREMENTS
On the date of the loan application, all existing mortgages must be current, meaning that no more than 45
days may have elapsed since the last paid installment date and the rating covers the time-period required
by the product. If these requirements are not satisfied, the mortgage rating must be updated with a
Verification of Mortgage (VOM) or cancelled checks. Obtain the current balance, current status, monthly
payment amount, and payment history required based on the applicable product.
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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 required when payments are made beyond the month due.
Payment histories on all mortgage trade lines, regardless 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. Timeshare accounts
identified as mortgage trade lines are not required to meet mortgage payment history requirements.
Mortgage payment histories do not have to be independently verified provided the credit report includes a
reference to the mortgage(s) and reflects the most recent 12 months payment activity.

Mortgage Delinquency
Fannie Mae DU
•

Freddie Mac LPA

DU will determine the acceptability of

•

mortgage delinquency.
•

LPA will determine the acceptability of
mortgage delinquency.

If there are any late mortgage payments that

•

If there are any late mortgage payments that

are not recognized by DU, the loan is not

are not recognized by LPA, the loan must be

eligible if any mortgage tradeline has one or

resubmitted to LPA. If that is not possible, the

more 60-, 90-, 120-, or 150-day delinquency

loan is not eligible.

reported within the 12 months prior to the
credit report date.

TEMPORARY COVID REQUIREMENTS
Mortgage Forbearance
•

A borrower’s credit report must be reviewed to determine the status of all mortgage loans. In
addition to reviewing the credit report, it is required that additional due diligence for each mortgage
loan on which the borrower(s) is obligated, including co-signed mortgage loans and mortgage loans
not related to the subject transaction, to determine whether the payments are current as of the
Note date of the new transaction.

•

“Current” is defined as the borrower(s) having made all mortgage loan payments due in the month
prior to the Note date of the new loan transaction by no later than the last business day of the
month.
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•

Acceptable documentation to satisfy the additional due diligence requirements include any of the
following:
o

a loan payment history from the servicer or third-party verification service

o

a payoff statement (for mortgages being refinanced)

o

the latest mortgage account statement from the borrower

Once the status of all mortgages have been confirmed for which the borrower is obligated, regardless
of the AUS Findings, the table on the following page details the eligibility requirements and use of
proceeds based on the status of each existing mortgage as of the Note date of the subject transaction:
If any existing mortgage…

Eligibility requirements

Use of proceeds if the subject
loan is a no cash-out or cash
out refinance

Is current as of the Note date

No additional eligibility

Follow standard guideline

(i.e., the borrower made all

requirements

requirements

Is not current as of the Note date

The new mortgage is ineligible

NA

(as defined above) OR is in a

unless the amounts outstanding

Repayment Plan, Loan

on any existing mortgage are

Modification Trial Period Plan or

resolved by meeting the

Payment Deferral

applicable additional eligibility

mortgage payments due in the
month prior to the Note date no
later than the last Business Day
of that month) and not in a
Repayment Plan, Loan
Modification Trial Period Plan,
Payment Deferral, or subject to
another loss mitigation program

requirements below
Was fully reinstated on or after

The source of funds used for

Proceeds from the transaction

the Application Received Date

reinstatement must be from an

may not be used to reinstate

but prior to the Note date

eligible source in accordance with

the mortgage being refinanced

standard guideline requirements

or any other mortgage

and documented.
Additional Eligibility Requirements
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Is subject to a Repayment Plan

The borrower must either:

In connection with the
mortgage being refinanced,

i.
ii.

Have successfully completed

proceeds may be used to pay

the repayment plan; OR

off the remaining payments

Be performing under the plan

under the repayment plan

(i.e., has not missed any
payments due under the
plan) and must have made at
least three consecutive
payments
Is subject to a Payment Deferral

The borrower must have made at

In connection with the

least three consecutive timely

mortgage being refinanced,

payments following the approval

proceeds may be used to pay

of the payment deferral

off the deferred amount under

agreement

the Payment Deferral

Is subject to a Modification Trial

The borrower must have

In connection with the

Period Plan

successfully completed the Trial

mortgage being refinanced,

Period Plan

proceeds may be used to pay
off the modified mortgage

Is subject to a Loss Mitigation

The borrower must either:

In connection with the

Program not mentioned above

i.

Have successfully completed

Mortgage being refinanced,

the loss mitigation program;

proceeds may be used to pay

OR

off the remaining payments

Be performing under the

under the program

ii.

program (i.e., has not missed
any payments due under the
program) and must have
made at least three
consecutive full monthly
payments

1F.6 (a) Verification of Rent Documentation
For mortgages secured by a second home or an investment property or when there is a non-occupying
co-borrower who does not own but rents their primary residence, the following documentation is
required to verify the monthly rental payment amount:
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Fannie Mae DU

Freddie Mac LPA

• Direct verification of rent from a

• Direct verification of rent from a

management company or individual landlord;
• Six months bank statements or canceled

management company; or
• Direct verification of rent from an individual

checks reflecting a clear and consistent

landlord supported by two months of

payment to an organization or individual; or

cancelled checks or other evidence of two

• Copy of a current, fully executed lease

months’ payments; or

agreement and two months canceled checks

• Copy of the current, fully executed lease

(or equivalent payment source) supporting

agreement supported by two months of

the rental payment amount.

cancelled checks or other evidence of two
months’ payment; or
• Six months consecutive cancelled checks or
bank statements evidencing the amount used
to qualify.

See our Product Profiles for housing payment history requirements.

1F.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 risk. 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.
DU and LPA may be able to measure whether or not the applicable waiting period has been met after a
significant derogatory event using the credit report date. If DU or LPA is able to determine that the waiting
period has not been met based on the credit report, an updated credit report may be obtained, and the loan
may be resubmitted to DU or LPA after the required time has elapsed.
If DU or LPA is unable to determine the wait times, which may happen with a for a pre-foreclosure sale or
short sale, you may manually apply the pre-foreclosure sale or short sale guidelines outlined in the Table
below.
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For borrowers who have experienced extenuating circumstances, DU and LPA are not able to identify these
loans. Loans that do not receive a DU Approve or LPA Accept due to a bankruptcy or foreclosure that was
caused by extenuating circumstances are not eligible.
1F.7 (a) Waiting Period Requirements
Waiting period begins on the completion, discharge, or dismissal date (as applicable) of the derogatory
credit event and ends on the:
•

Credit report date for DU (however the note date may be used); or

•

Credit report date for LPA.

The loan application must accurately reflect “yes” to being a party to a significant credit event.
Fannie Mae DU
Derogatory Event

Wait Time

Foreclosure

≥7 years from completion

Pre-foreclosure/Short Sale/DIL

≥4 years from completion

Mortgage Charge-off

≥4 years from charge off

Bankruptcy, excluding Chapter 13

≥4 years discharged/dismissed

Bankruptcy, Chapter 13

≥2 years discharged
≥4 years dismissed or filed but not discharged or
dismissed

Multiple Bankruptcy Filings

≥5 years if more than one filing discharged/dismissed
within the past 7 years

If a mortgage debt was discharged through a bankruptcy, the bankruptcy waiting periods may be
applied if appropriate documentation to verify that the mortgage obligation was discharged in the
bankruptcy. Otherwise, the greater of the applicable bankruptcy or foreclosure waiting periods must
be applied.
Freddie Mac LPA
Foreclosure
Pre-foreclosure/Short Sale/DIL
Mortgage Charge-off
Bankruptcy, excluding Chapter 13

LPA determines wait time and eligibility.
Follow LPA Accept.

Bankruptcy, Chapter 13
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Multiple Bankruptcy Filings
1F.7 (b) Credit Report Identification of Deed-in-Lieu, Pre-foreclosure, Charge-off of a Mortgage
Account
Foreclosure

Mortgage accounts, including first liens, second liens, home
improvement loans, HELOCs and manufactured home loans, will be
identified as a foreclosure if there is an MOP code of "8" or a Remarks
Code that indicates a foreclosure is present in the credit report data
and associated to the trade line.

Deed-in-Lieu of

A transaction in which the deed to the real property is transferred back

foreclosure

to the servicer. These are typically identified on the credit report
through Remarks Codes such as "Forfeit deed-in-lieu of foreclosure."

Pre-foreclosure

A pre-foreclosure sale or short sale is the sale of the property in lieu of a

Short Sale

foreclosure resulting in a payoff of less than the total amount owed,
which was pre-approved by the servicer. These are typically identified
on the credit report through Remarks Codes such as "Settled for less
than the full balance."

Charge-off Mortgage

Occurs when a creditor has determined that there is little, or no,

Account

likelihood that the mortgage debt will be collected. A charge-off is
typically reported after an account reaches a certain delinquency status
and is identified on the credit report with a manner of payment (MOP)
code of "9" and there is not information indicating the account may also
be subject to a foreclosure (MOP code "8" or foreclosure Remarks
Code), a bankruptcy (MOP code "7"), a deed-in-lieu of foreclosure (DIL
Remarks Code (or a pre-foreclosure sale (PFS Remarks Code).

1F.7 (c) Re-established Credit
After a bankruptcy, foreclosure, deed-in-lieu of foreclosure, short sale, charge-off of a mortgage, or
other significant derogatory credit, the borrower’s credit will be considered re-established if:
•

The waiting period and related additional requirements are met;

•

The loan receives a DU Approve or LPA Accept; and

•

The borrower has traditional credit.
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See 1F.4 (b) Authorized User Accounts and 1F.4 (c) Trade Line Requirements for additional guidance
when reestablishing credit, and Chapter 1H Liabilities and Debt Ratios, Court-ordered Assignment of
Debt, for possible exclusion of the debt and associated credit history.
1F.7 (d) Delinquent Credit
Judgments and Liens

•

Delinquent credit, including unpaid taxes, judgments, tax liens,
mechanic’s or materialmen's liens, and any lien with the potential to
affect NewRez's first mortgage lien position or diminish the
borrower's equity, must be paid off at or prior to closing.

•

Satisfaction may be a condition of loan approval.

•

Documentation of the satisfaction must be provided.

•

When the credit report or title report show federal, state, or local tax
liens, a letter of explanation and proof that the lien is paid is
required.

Verification of sufficient funds to satisfy these obligations must be
documented.
See Chapter 1H.4 (h) Federal Income Tax Installment Agreements
Past Due Accounts

Accounts that are past due (and not yet reported as a collection account)
must be brought current. Verification of sufficient funds to satisfy these
obligations must be documented.

Collection and Charge-

Follow DU/LPA recommendation

off of Non-Mortgage
Accounts
Disputed Trade Lines

•

Fannie Mae DU: Follow DU Findings

•

Freddie Mac LPA: Disputed accounts with supporting documentation
and a written explanation from the borrower may be considered by
the underwriter.

Consumer Credit

When reviewing the credit history of a borrower who is either

Counseling

participating in or has completed Consumer Credit Counseling the
primary objective is to evaluate the borrower’s credit history.
DU and LPA will evaluate and determine eligibility.

Credit Refresh

If any new derogatory credit is discovered after retrieving a refreshed
credit report prior to closing, a new credit report must be obtained, and
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the loan resubmitted to DU/LPA for approval.
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1G.1 Minimum Down Payment and Cash to Close
Evidence must be provided to determine that the borrower has sufficient funds to pay the down payment,
prepaid items, and closing costs as well as adequate additional cash reserves as the Loan Program requires.
For most Loan Programs, the borrower is required to make a minimum down payment from his or her own
assets. Complete requirements are detailed in our Product Profiles.
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Unless specifically waived by the Loan Program, all down payment funds and cash to close must be
documented and verified. Electronic Verifications are acceptable.
1G.1 (a) Foreign Assets
Foreign assets may be used for down payment and closing costs. If the assets are derived from a sale of
a foreign asset or from assets held in a foreign institution, the assets must be converted into United
States currency by an independent third party and placed in a United States financial institution. The
sale of the foreign asset and conversion of foreign currency must be fully documented and verified.
Reserves held in a foreign financial institution do not need to be placed in a U.S account however, the
funds must be properly documented. The borrower’s source of funds for the down payment and/or
closing costs must comply with the Office of Foreign Assets Control (OFAC) Sanctions Programs for
funds originating from countries with OFAC sanctions.
See OFAC Policy and Procedure on the Policy and Procedures intranet page.
Fannie Mae DU

Freddie Mac LPA

Foreign assets must be held in a U.S. financial

Foreign assets must be held in a U.S. financial

institution and verified in U.S. dollars prior to

institution and verified in U.S. dollars prior to

closing.

closing unless the combined value of the foreign
assets is at least 20% greater than the amount
from these foreign assets needed for closing.

1G.2 Reserve Requirements
Reserves are eligible assets remaining after closing. Reserves are measured by the number of months of the
qualifying payment for the subject mortgage that the borrower could pay using his or her financial assets.
Reserves are used as an indication of the borrower's capacity to demonstrate a savings pattern.
When required, reserves must come from the borrower's own funds, unless otherwise stated in this section
or our Product Profiles.
The monthly housing expense includes:
•

Principal and interest

•

Property and flood insurance
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•

Mortgage insurance premiums

•

Real estate taxes

•

Ground rent

•

Special assessments

•

Homeowners’ association dues (excluding any utility charges that apply to the individual unit)

•

Subordinate financing payments on mortgages secured by the subject property

See our Product Profiles for reserve requirements.
1G.3 Interested Party Contributions
Interested party contributions (IPC) are costs that are normally the responsibility of the borrower that are
paid directly or indirectly by someone else who has a financial interest in or can influence the terms and the
sale or transfer of the subject property. Interested party contributions may never be applied to any portion
of the down payment or reserve requirements.
Interested parties to the transaction, include but are not limited to, the property seller, the
builder/developer, real estate agent or broker, or any affiliate who may benefit from the sale of the
property. Lender-paid fees are not factored into contribution limits.
A lender or employer is not considered an interested party to a sales transaction unless it is the property
seller or is affiliated with the property seller or another interested party to the transaction.
Note: An affiliation exists when there is direct common ownership or control by the lender over the
interested party or vice versa, or when there is direct common ownership or control by a third party of both
the lender and the interested party. A typical ongoing business relationship–for example, the relationship
between the builder and a lender that serves as its financial institution–does not constitute an affiliation.
Interested Party Contributions are either financing concessions or sales concessions. The following are
considered IPCs:
•

Funds that are paid directly from the interested party to the borrower;

•

Funds that flow from an interested party through a third-party organization, including nonprofit
entities, to the borrower;

•

Funds that flow to the transaction on the borrower’s behalf from an interested party, including a
third-party organization or nonprofit agency; and

•

Funds that are donated to a third party, which then provide the money to pay some or all of the
closing costs for a specific transaction.
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Contributions provided by a family member are not considered financing contributions and therefore are
not subject to the limits listed in the following section. These funds are considered gifts and are treated as
such. See 1G.4 (i) Gifts in the Asset Sources section for more information.
All IPCs must be disclosed. All interested party contributions must be disclosed on the Closing Disclosure.
1G.3 (a) Financing Concessions
Financing concessions that are paid on the borrower's behalf are subject to limitations outlined in our
Product Matrices. Financing contributions include but are not limited to the following:
•

Contribution toward financing fees normally paid by the borrower

•

Discount points

•

Commitment fees

•

Appraisal fees

•

Origination fees

•

Builder commitment fees that are attributable to a specific mortgage transaction

•

Contribution toward other costs related to the transaction that are normally paid by the
borrower being paid by another individual

•

Transfer taxes

•

Stamps

•

Attorney's fees

•

Surveys

•

Title insurance

•

Interest charges (limited to not more than 30 days interest)

•

Hazard insurance (limited to no more than 14 months)

•

Real estate taxes covering any period after settlement date

•

Real estate tax service fees

•

Homeowner association dues covering any period after the settlement date (limited to no more
than 12 months)

•

Initial and/or renewal mortgage insurance premiums

•

Escrow accruals required for renewal of borrower-purchased mortgage insurance coverage

The financing concessions cannot exceed actual costs.
A legitimate pro-rated real estate tax credit in places where real estate taxes are paid in arrears is not
considered a financing concession and is not subject to IPC limits.
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Dollar-for-dollar reductions to the property sales price, by the amount of the financing concessions
exceeding the limitations, must reflect the amount of the lesser of the adjusted sales price or appraised
value.
Typical fees and/or closing costs paid by a seller in accordance with local custom, known as common
and customary fees or costs, are not subject to interested party contribution limits.
Payoff of a PACE loan by a seller is not subject to IPC limits because it is not a financing concession.
1G.3 (b) Sales Concessions
Sales concessions are interested party contributions that take the form of non-realty items as well as
financing concessions that exceed the set limits. The value of the sales concessions must be deducted
from the sales price when calculating the LTV/CLTV/HCLTV for underwriting and eligibility purposes.
Sales concessions include but are not limited to the following:
•

Any contributions, including but not limited to, vacations, furniture, automobiles, decorator
allowances, securities, moving costs, or other giveaways granted by any interested party to the
transaction;

•

Reimbursement to borrower for payment of short sale fees (short sale facilitation fees, buyer
discount fees, short sale buyer fees);

•

Any financial obligations of the borrower (e.g., revolving debt and installment debt) being paid by
the seller;

•

Assignment of rent payments;

•

Contributions in excess of actual costs; and

•

Homeowners' association dues covering any period after the settlement date beyond 12
months.

1G.3 (c) Interest Rate Buydowns
If a temporary or permanent interest rate buydown is being offered to the borrower, the cost of the
subsidy to fund that buydown must be included in the IPC calculation, if received from an interest party
or a lender affiliated with an interested party.
The cost of the subsidy must be determined by confirming the current market interest rate (the rate
that is offered without the payment of any discount points-and the discount points being charged to
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obtain the interest rate being offered with the buydown).
Fees for standby commitments that a builder obtains for blanket coverage before it enters into a
contract with a borrower are not subject to IPC limits because they are not attributable to the specific
mortgage transaction.
1G.3 (d) Payment Abatement
A payment abatement is an incentive provided to the borrower by an interested party, in which the
interested party provides funds to pay or reimburse a certain number of monthly payments on the
borrower's behalf. The monthly payments may cover, in whole or in part, principal, interest, taxes,
insurance, and other assessments. These funds are provided to the lender or a third party to be
distributed over the term of the abatement period or credit against the borrower's future obligations.
Loans with payment abatements are not eligible regardless of whether they are disclosed on the
Closing Disclosure. This applies to transactions in which an interested party is directly funding the
abatement and/or if the funding for the abatement is flowing through another entity, such as a
nonprofit down payment assistance program.
The payment of no more than 12 months of HOA dues by an interested party is not considered an
abatement, subject to the requirements of this section. The funds for the payment of the HOA dues
must be collected at closing and transferred directly to the HOA, as documented on the Closing
Disclosure.

1G.4 Asset Sources
Acceptable asset sources are listed below. Not all asset sources are acceptable for down payment, closing
costs and reserves. See each section for asset source acceptability.
•

Financial Institution Accounts

•

Bridge Loan

•

Business Assets

•

Community Savings Funds

•

Credit Card Financing

•

Earnest Money Deposit

•

Employer Assistance Benefits

•

Equity from Other Assets
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•

Gifts

•

Income Tax Refund

•

Individual Development Accounts

•

Life Insurance - Cash Value

•

Lot Equity

•

Notes Receivable/Repayment of Loans

•

Qualified Tuition Plan (529 Plan)

•

Real Estate Commission

•

Rent Credit/Lease with Option to Purchase

•

Retirement Accounts

•

Secondary Financing

•

Stocks, Stock Options, Bonds, and Mutual Funds

•

Systematic Savings

•

Trade Equity

•

Trust Funds

Funds awarded to the borrower (e.g., disaster relief funds, lottery winnings, court-awarded settlements) are
also acceptable sources of assets provided the source is not an interested party to the real estate or
mortgage transaction.
1G.4 (a) Financial Institution Accounts
Financial institution accounts include funds on deposit in savings accounts, checking accounts,
certificate of deposits, and money market accounts.
These funds may be used for the down payment, closing costs, and reserves.
•

Individual Accounts: Funds in the borrower’s individual account

•

Joint Accounts: Funds held in a joint checking or joint savings account

•

Trust Accounts: Funds disbursed from a trust account where the borrower is the beneficiary are
acceptable if the borrower has immediate access to them. The trust manager or trustee must
verify the value of the trust account and confirm the conditions under which the borrower has
access to the funds.

Accounts that do not allow the borrower to have immediate access to the funds for the above stated
purposes may not be used as acceptable assets, including funds in accounts where the borrower is not
the beneficiary, such as custodial accounts.
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Examine asset documentation for signs of fabrication or alteration. Analyzing the documentation to
calculate interest and reviewing deposits income levels and sources are necessary to validate the
documents.
Account Statements

Account statements may be obtained to document the borrower's assets.
Provide the most recent one (1) or two (2) months account statements or
the most recent quarterly account statement, per DU or LPA. Account
statements must be dated within 45 days of application. Quarterly account
statements dated more than 45 days and less than 90 days are acceptable
with verification that the funds are still available.
•

Account statements must clearly identify:
o

The financial institution;

o

Borrower as the account holder;

o

At least the last four digits of the account number;

o

Time period covered; and

o

Ending balance.

If a supplemental statement is necessary, any financial institutiongenerated printout or alternative verification of the asset (such as deposit
or withdrawal slips) is acceptable if all of the required data above is
supplied and documented. Supplemental information must be on an
institution form with the name of the financial institution or on letterhead
signed by a representative. ATM receipts are not permitted.
Account statements may be online account statements obtained by the
borrower. Documents that are faxed or downloaded from the Internet
must clearly identify the name of the institution and the source.
Verification of

A Verification of Deposit (VOD) issued by the financial institution may be

Deposit

obtained. Each VOD must clearly identify:
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•

Open date;

•

Account balance as of the date of the VOD; and

•

Average balance for the previous two months. When an average
balances is not provided, obtain the most recent two months account
statements.

A VOD may not be used as standalone documentation.
The VOD must be remitted directly to the depository. A VOD should never
be mailed to a Post Office Box or to an individual's attention. If the
borrower indicates this is necessary, the file must contain verification that
the depository was independently contacted and verified this requirement.
The return address on the verification must be the originator's address.
The hand carrying of verifications is strictly prohibited.
Third Party Asset

Direct verification by a third-party asset verification is acceptable as long

Verifications

as:
•

The borrower provided authorization to use third-party verification;

•

The verified information provided conforms with the information that
would be on a VOD or account statement, including a transaction
history; and

•

The completion date complies with the allowable age of
documentation.

Closing Disclosures

Large Deposits

Closing Disclosures must:
•

Be computer-generated or typed;

•

Identify the borrower as the seller of the property;

•

Identify the property sold;

•

Show the proceeds to the property seller;

•

Show the disposition of all liens against the property; and

•

Be signed by the buyer and the seller, or their authorized agents.

For purchase transactions, the borrower must document the source of
funds for any single deposit that exceeds 50% of the total monthly
qualifying income, if the deposit is needed to for down payment, closing
costs, prepaids and reserves. Any liabilities resulting from all borrowed
funds must be considered.
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When a single deposit includes both documented and undocumented
funds, only the amount of the undocumented funds must be used to
determine whether the deposit meets the 50% definition.
Documented funds must be reduced by the amount of the undocumented
large deposit. The remaining documented funds must be sufficient for the
down payment, closing costs, and reserves.
If the source of the large deposit is readily identifiable on the account
statement, such as a direct deposit from an employer, the Social Security
Administration, etc., additional documentation is not required. However, if
there is any question that the funds may have been borrowed or there are
consistent deposits that are not income, additional documentation must
be obtained.
When using a VOD, the borrower must provide a written explanation and
documentation of the source of funds for:
•

Accounts opened within the last 90 days from the application date; and

•

An account balance that is considerably greater than the average
balance over the previous few months or large increase in an existing
account.

For refinance transactions, documentation for large deposits is not
required; however, any liabilities resulting from all borrowed funds must
be considered.
If a large deposit was transferred from another account verified in the
loan file, that account must be verified after the withdrawal to ensure that
the assets are not counted twice.
Unverified funds are not acceptable sources for the down payment, closing
costs and/or reserves.

1G.4 (b) Bridge Loan
A bridge loan is a form of second mortgage secured by the borrower's present home, which is for sale.
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By using funds from this loan, the borrower can close on a new home before selling the present home.
The bridge loan cannot be cross-collateralized against the subject property.

Fannie Mae DU

Freddie Mac LPA

Verification of the terms of the loan including a

Verification of the terms of the loan including a

copy of the executed Note must be provided.

copy of the executed Note must be provided.

Proceeds from a bridge loan must be

Proceeds from a bridge loan must be

documented with one of the following

documented with one of the following:

Closing Disclosure verifying the proceeds

•

Closing Disclosure verifying the proceeds

from the sale or refinance of the borrower's

from the sale or refinance of the borrower's

real property; or

real property; or

Executed buy-out agreement that is part of

•

•

•

Executed buy-out agreement that is part of

an employer relocation loan that takes

an employer relocation loan that takes

responsibility for the outstanding

responsibility for the outstanding

mortgage.

mortgage.

Bridge loans are not an eligible source of funds

Bridge loans are not an eligible source of funds

for cash reserves.

for cash reserves

See Chapter 1H Liabilities and Debt Ratios for more information.
1G.4 (c) Business Assets
Business assets may be used for down payment, closing costs and reserves when a borrower is selfemployed and the personal income tax returns have been evaluated. The borrower must be listed as
the majority owner of the account and have access to the funds being used.
A cash flow analysis must be performed to determine that the withdrawal of funds will not have a
negative impact on the business. If there is a negative impact, the use of the funds will not be
permitted.
When using business assets, documentation of large deposits is not required if:
•

Most recent two months business account statements are provided; and
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•

It is determined that the deposits are typical for the borrower’s business.

1G.4 (d) Community Savings
Funds from a community savings account may be used for the down payment if the borrower can
document regular contributions to the fund. Acceptable documentation includes written confirmation
from the party managing the pooled savings fund and documentation of regular borrower
contributions. In addition, the statements should identify:
•

The issuing institution or administrator;

•

The account owner(s);

•

The account number;

•

The period covered and ending balance;

•

Any outstanding loans; and

•

Identify the stocks/securities, if applicable.

Fannie Mae DU

Freddie Mac LPA

The borrower's obligation to continue making

The savings fund must be administered by a non-

contributions to the fund must be considered as

profit community organization.

part of the borrower's debt when calculating the
total DTI ratio.

1G.4 (e) Credit Card Financing
It is acceptable to use a credit card (or cash advance or unsecured line of credit) to pay for certain costs
that must be paid early in the application process (such as lock-in fees, origination fees, commitment
fees, credit report fees, appraisal report fees, flood certifications) to pay these fees.
Fannie Mae DU

Freddie Mac LPA

The maximum amount charged or advanced is

The maximum amount charged or advanced is

limited to 2% of the loan amount.

limited to the greater of 2% of the loan amount
or $1500. One of the following must be met:
•

The borrower has sufficient liquid funds
(financial reserves) to cover these charges (in
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addition to funds needed for other closing
costs and down payment); or
•

The credit card payment is recalculated to
account for the new charges and includes the
updated payment in the qualifying ratio.

Provide the following:
•

Account statement or receipt showing the amount charged or advanced; and

•

Verification of sufficient funds to pay the amount charged or advanced if the amount charged or
advanced is not included in the DTI ratio.

Borrowers are not required to pay these credit card charges before closing. Credit card financing
cannot be used for down payment.
1G.4 (f) Earnest Money Deposit
The earnest money deposit(s) must be verified:
•

When the borrower needs these assets to demonstrate sufficient funds to close; and

•

The borrower receives a refund of the original cash deposit at closing.

Earnest money deposits must be verified by one of the following:
•

A copy of the cancelled check;

•

A copy of the deposit check and proof the check was cashed; and

•

Verification of sufficient funds on deposit in the depository account for the down payment,
closing costs, etc.

The source of funds for the deposit must be verified (e.g., account statement) as well as the source of
the deposit check. Ensure that the deposit is not counted twice in the file (deducted from the funds to
close and counted in assets).
1G.4 (g) Employer Assistance Benefits
A borrower may use funds provided by his or her employer to pay part of the closing costs, down
payment, and reserves after the borrower has met the minimum required investment. The assistance
must come directly from the employer, including through an employer-affiliated credit union and may
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not be an interested party to the transaction either directly or through a third party.
The program must be an established, ongoing, and documented company program, not just an
accommodation developed for an individual employee.
There must be documentation that describes the terms of any loan agreement and other employee
assistance being offered to the borrower (such as relocation benefit), including the employer’s written
verification of the dollar amount of the assistance. When the assistance is funded before settlement,
there must be confirmation of receipt of the funds.
Fannie Mae DU
a) Forms of Assistance
•

Grant;

•

Direct, fully repayable second mortgage or unsecured loan;

•

Forgivable second mortgage or unsecured loan; and

•

Deferred payment second mortgage or unsecured loan.

b) Financing Structures
•

Fully amortizing level monthly payments;

•

Deferred payments for some period or over the entire term; and

•

Forgiveness of the debt over time.

The financing terms may provide for the employer to require full repayment of the debt if the
borrower's employment is terminated (voluntarily or involuntarily) before the maturity date of
the subordinate financing.
c)

Eligibility
•

Subject property must be a primary residence;

•

May fund all or part of the down payment, closing costs and reserves subject to meeting the
minimum borrower contribution. An Unsecured Loan may not be used to fund reserves;

•

Subordinate financing received from the borrower’s employer is permitted when the
following is documented:
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o

The benefit is provided to the employee as part of an established, ongoing, and
documented employer benefit program;

o

The dollar amount of the employer's assistance;

o

An unsecured loan from an employer with an award letter or legal agreement from the
note holder and must disclose the terms and conditions of the loan. The terms of any
other employee assistance being offered to the borrower (such as relocation benefits or
gifts);

o

That the borrower received the employer assistance funds directly from the employer
(or through the employer-affiliated credit union); and

o

Eligible Community Seconds.

When the employer assistance is extended as a secured second mortgage, the transaction may
be structured as a Community Seconds or it must comply with eligibility criteria that are subject
to subordinate financing.
When the employer assistance is extended as a grant or IDA, the transaction must comply with
the eligibility criteria in section 1G.4 (i) Gifts or IG.4 (k) IDA, as applicable.
Note: An individual development account (IDA) is a type of savings account designed to help
low-income individuals build assets and achieve financial stability and long-term selfsufficiency. People use IDAs to save money pay for a home.
The following must be documented:
•

The program is an established company program;

•

Note or other evidence of subordinate lien terms;

•

The terms of any other employee assistance being offered to the borrower (such as
relocation benefits or gifts);

•

Evidence that the borrower received the employer assistance funds directly from the
employer (or employer-affiliated credit union); and

•

Unsecured loan: an award letter or legal agreement from the note holder, which
discloses the terms and conditions of the loan.

d) Inclusion in the DTI
•

If the secured second mortgage or unsecured loan does not require regular payments of
either principal and interest or interest only, a payment need not be calculated for
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qualifying. If regular payment are required, the payment must be included in the DTI.
Freddie Mac LPA
a) Forms of Assistance
•

Grant;

•

Individual Development Account (IDA);

•

Direct, fully repayable second mortgage or unsecured loan;

•

Forgivable second mortgage or unsecured loan; and

•

Deferred payment second mortgage or unsecured loan.

b) Financing Structures
•

Fully amortizing level monthly payments;

•

Deferred payments for some period or over the entire term; and

•

Forgiveness of the debt over time.

In addition, if the loan is unsecured, the borrower must make a 5% minimum borrower
contribution. The loan:
•

May not allow or result in negative amortization. Has a maturity date that does not exceed
the maturity date of the mortgage and is at least five unsecured loan is fully amortizing;

•

Has an interest rate that is no greater than the first mortgage note rate; and

•

Must not be a cash advance from a credit card or unsecured line of credit.

The financing terms may provide for the employer to require full repayment of the debt if the
borrower terminates his or her employment for any reason, or the employer terminates the
borrower's employment for any reason other than long-term disability, the elimination of the
employee's position or reduction in workforce.
c)

Eligibility

Subordinate financing received from the borrower’s employer is permitted when the following is
documented:
•

The benefit is provided to the employee as part of an established, ongoing, and
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documented employer benefit program;
•

The dollar amount of the employer's assistance;

•

An unsecured loan from an employer with an award letter or legal agreement from the note
holder and must disclose the terms and conditions of the loan;

•

The terms of any other employee assistance being offered to the borrower (such as
relocation benefits or gifts); and

•

That the borrower received the employer assistance funds directly from the employer (or
through the employer-affiliated credit union).

When the employer assistance is extended as a secured second mortgage, the transaction must
comply with eligibility criteria that are subject to subordinate financing.
When the employer assistance is extended as a grant or IDA, the transaction must comply with the
eligibility criteria in section 1G.4 (i) Gifts or 1G.4 (k) IDA, as applicable.
Note: An individual development account (IDA) is a type of savings account designed to help
low-income individuals build assets and achieve financial stability and long-term selfsufficiency. People use IDAs to save money pay for a home.
d) Documentation
•

The program is an established company program;

•

Note or other evidence of subordinate lien terms;

•

Closing Disclosure or equivalent closing statement;

•

Funds were not from an interested party to the transaction, directly or indirectly; and

•

Must show transfer of the loan proceeds if not in the borrower account.

e) Inclusion in DTI
If the P&I or interest only payments begins on or after the 61st payment or if repayment is due
only upon sale or default, the monthly payment may be excluded from the DTI. Otherwise, the
payment must be included in the DTI.

1G.4 (h) Equity from Other Assets
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1G.4 (h)(i) Loans Secured by Other Assets
Borrowed funds secured by an asset owned by the borrower are an acceptable source of funds for
down payment, closing costs, and reserves. Examples that may be used to secure funds include
certificates of deposit, savings plans, stocks, bonds, other real estate owned by the borrower and life
insurance policies.
The following documentation is required:
Fannie Mae DU

Freddie Mac LPA

•

The terms of the loan;

•

The terms of the loan;

•

Verification that the party providing the

•

Verification that the party providing the

secured loan is not a party to the sale;
•

Evidence that the loan is secured by an

secured loan is not a party to the sale;
•

asset owned by the borrower; and
•

asset owned by the borrower;

Evidence of transfer and receipt of the

•

funds. The value of the asset must be
reduced by the amount of the loan

Evidence that the loan is secured by an
Value of the Asset (e.g., copy of the
appraisal, Blue Book value); and

•

proceeds and any associated fees.

Evidence of transfer and receipt of the
funds. The value of the asset must be
reduced by the amount of the loan
proceeds and any associated fees.

The monthly payment must be included in the DTI ratio unless excluded as outlined in Chapter
1H Liabilities and Debt Ratios.

1G.4 (h)(ii) Proceeds from 1031 Tax Deferred Exchange
Assets for the down payment from a “like-kind exchange,” also known as a 1031 tax deferred
exchange, are eligible if properly documented and in compliance with Internal Revenue Code
Section 1031. Section 1031 of the Internal Revenue Code permits investors to defer payment of
capital gains taxes by exchanging a like-kind property rather than selling property.
Proceeds from a 1031 tax deferred exchange are not an eligible source of funds for cash reserves.
1G.4 (h)(iii) Sale of Other Assets
Funds derived from the sale of assets (other than real estate) are eligible provided the individual
purchasing the asset is not a party to the property sale transaction or the mortgage financing
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transaction. The proceeds should not be more than the value of the asset.
Fannie Mae DU

Freddie Mac LPA

Document all of the following:

Document all of the following:

•

•

Proof of ownership for all asset types that

•

Signed bill of sale documenting the asset

are titled assets, such as an automobile

and evidencing the transfer of ownership;

title;

and

The value of the asset, as determined by an

•

independent and reputable source, if the

Evidence of receipt of the proceeds (e.g.,
deposit slip or account statement).

proceeds represent more than 50% of the
total monthly income used in qualifying.
The lesser of the estimated value (as
determined by the independent source) or
actual sales price must be used when
determining the amount of funds for the
transaction.
For example, a borrower plans to sell their
vehicle. The value as determined by an
independent source is $10,000; the sales
price of the vehicle is $12,000.
$10,000 can be added to the borrower’s
available funds even if the sale has already
occurred.
•

The transfer of ownership of the asset, as
documented by either a bill of sale or a
statement from the purchaser; and

•

Evidence of receipt of the proceeds (e.g.,
deposit slip or account statement).

1G.4 (h)(iv) Sale of Real Estate
The net proceeds that will be generated from the sale of an existing property must be established.
Both the actual sale price and net proceeds must be documented with either a copy of the final
Closing Disclosure or a fully executed buy-out agreement accompanying a Closing Disclosure that is
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part of an employer's relocation plan where the employer/relocation company takes responsibility
for the outstanding mortgage verifying required net proceed proceeds.
Net proceeds based on sales contract
Obtain a copy of the executed contract of sale and use the following calculation: sales
price minus (sales costs plus all outstanding liens) = Estimated sales proceeds
Net proceeds based on listing price
Use 90% of listing price minus all outstanding liens = Estimated sales proceeds
The 10% adjustment factor must be adjusted depending on market conditions in the area.

1G.4 (i) Gift Funds
The borrower may use funds received as a gift from an acceptable donor to satisfy part of the cash
requirement for closing provided the minimum borrower investment for the Loan Program is met.

Gift Letter

A gift letter signed by the donor must:
•

Specify the dollar amount of the gift or gift of equity;

•

Specify the date the funds were transferred;

•

Include the donor's statement that no repayment is expected; and

•

Indicate the donor's name, address, telephone number, and relationship to the
borrower.

Donor

A gift donor must be a relative. A relative is any person related by blood, legal
proceedings, marriage, or adoption and includes a fiancé, fiancée, or domestic
partner.
A donor cannot be, or have any affiliation with, the builder, the developer, the real
estate agent, or any other interested party to the transaction.

Transfer of

Verification and documentation that sufficient funds to cover the gift are in the

Gift Funds

donor’s account or have been transferred to the borrower’s account is required.
Transfer of funds from the donor’s account to the borrower’s account:
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•

Copy of the donor’s check and borrower’s bank statement;

•

Copy of donor’s withdrawal slip and borrower’s deposit slip;

•

Copy of donor’s check to the closing agent; or

•

Settlement statement showing receipt of donor’s check.

When the funds are not transferred prior to closing, provide the following to the
closing agent:

Gift of

•

Copy of cashier’s check;

•

Copy of certified check; or

•

Wire confirmation.

A gift of equity:

Equity
•

Is permitted for primary residence and second home purchase transactions;

•

Can be used to fund all or part of the down payment and closing costs, including
prepaid items;

•

Cannot be used towards reserves;

•

Must be reflected on the Closing Disclosure; and

•

Must be clearly labeled as a gift of equity.

The acceptable donor and minimum contribution requirements for gifts apply to gifts
of equity. When a gift of equity is provided by an acceptable donor, the donor is not
considered to be an interested party and is not subject to IPC requirements.
Wedding

When funds are received as a wedding gift all of the following must be provided:

Gifts
•

A copy of the marriage certificate or license (not more than 60 days old).

•

Verification of receipt of the funds through an account statement or deposit slip.

Pooled

Fannie Mae DU

Freddie Mac LPA

Funds

The following must be provided:

The following must be provided:

•

A certification from the donor stating
that he or she has lived with the

•

A certification from the borrower
stating the following:

borrower for the past 12 months
and will continue to do so in the new
residence;
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•

A signed gift letter; and

and will continue to do so in the

•

Appropriate documentation to

new residence;

demonstrate a history of shared

o

The source of the pooled funds;

residency - such as a copy of a

o

The funds were not borrowed by

driver’s license, bill, account

the donor; and

statement, etc. that shows the

o

donor’s address as being the same

The relationship between the
borrower and the donor.

as the borrower’s address.
•

Appropriate documentation to
demonstrate a history of shared
residency-such as a copy of a driver’s
license, bill, account statement, etc.
that shows the donor’s address as
being the same as the borrower’s
address.

Gift or

A borrower may use a gift or grant from an acceptable agency to fund all or part of

Grant from

the down payment, closing costs, or reserves subject to the minimum borrower

an Agency

contribution requirements stated in our Product Profiles. Gifts and grants are
permitted on primary residences. Donated gifts or grants are not permitted on
second homes or investment properties.
Acceptable entities include churches, municipalities, nonprofit organizations
(excluding credit unions), state, county or local housing finance agencies, a regional
Federal Home Loan Bank under one of its affordable housing programs, and public
agencies.
Document the gift or grant from an agency with acceptable grant program materials,
award letters or terms and conditions provided to the borrower. This documentation
must:
•

Establish that the funds were provided by an agency;

•

Establish that the no repayment of the gift or grant is expected and an indication
of how the funds will be transferred;

•

Evidence of the transfer of the funds; and

•

Identify the donor's mailing address.

For loans underwritten by NewRez, gift or grants must be evaluated and approved by
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NewRez prior to loan application.

1G.4 (j) Income Tax Refund
If an income tax refund that has not yet been received will be used as funds for down payment or
closing costs, the borrower must provide a copy of their signed personal tax return to verify the
anticipated refund. Verification of receipt of the Refund Anticipation Loan via a copy of the refund check
or electronic deposit and evidence the Refund Anticipation Loan has been repaid is required.

1G.4 (k) Individual Development Accounts
An individual development account (IDA) is a type of savings account designed to help low-income
individuals build assets and achieve financial stability and long-term self-sufficiency. People use IDAs to
save money pay for a home.
Some nonprofit agencies will match the funds a borrower regularly deposits into a savings account that
has been designated as an account that is used solely for the accumulation of funds to purchase a
home. Such accounts are referred to as individual development accounts, or IDAs. Nonprofit agencies
that offer IDA programs have options with respect to accumulating and holding the matching funds,
which include :
•

The use of a parallel "savings" account that is separate from the home buyer's savings account;

•

Separately designated matching funds within a single agency account via accounting processes
to allocate matching funds to a particular home buyer; and

•

The use of a trustee account that contains both the home buyer's funds and the agency's
matching funds.

When the home buyer reaches the target amount and is ready to complete the home purchase, the
funds are disbursed from the nonprofit agency account to the closing agent via a single check or
multiple checks.
If the agency's matching funds are held in an account that is separate from the home buyer's account,
the matching funds need not be commingled with the home buyer's funds prior to disbursement to the
closing agent. It is acceptable to allow separate disbursement of funds from the agency and from the
home buyer, as long as the terms of the IDA program are met.
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Fannie Mae DU

Freddie Mac LPA

Does Not Require Repayment

Does Not Require Repayment

•

The matching funds may be used for some or

•

all of the down payment without first being
required to meet the minimum borrower

•

The ratio of the agency's matching funds to
the borrower's deposits must not exceed 4:1;

•

The matching funds may be used for down

contribution requirement from his or her

payment, closing costs and prepaid items,

own funds; and

and may be considered the borrower's own

A lien must not be filed against the subject

funds; and

property.

•

A lien must not be filed against the subject
property.

Requires Repayment, Defers or Forgives
Requires Repayment, Defers, or Forgives
•

The matching funds may be used to
supplement the down payment provided the

•

Not permitted

borrower has met the minimum borrower
contribution; and
•

Documentation

The minimum required down payment must
come from the borrower's own funds unless:
o

LTV or CLTV < =80%; or

o

the borrower is purchasing a one-unit

Document all of the following:
•

recapture;

principal residence and meets the

•

The ratio of matching funds by the agency;

requirements to use gifts, donated grant

•

The regular payments made to the IDA by the

funds or funds received from an

borrower and the matching organization;

employer to pay for some or all of the

•

borrower's minimum contributions.

The borrower satisfied the program's vesting
requirements; and

•
•

The matching funds are not subject to

A lien is filed against the property.

The borrower's regular payments into the
account and the agency's regular deposits of
matching funds into the account.

Documentation
Document all of the following:
•

How the nonprofit agency's IDA program
operates and terms of program;
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The borrower satisfied the program's vesting

•

requirements; and
The borrower's regular payments into the

•

account and the agency's regular deposits of
matching funds into the account.

1G.4 (l) Life Insurance-Cash Value
Net proceeds from a loan against the cash value or from the cash surrender value of the borrower's life
insurance policy are an acceptable source of funds for down payment, closing costs and reserves.
Document all of the following:
•

Borrower as policy owner;

•

Period covered and current cash value;

•

Receipt of the funds; and

•

Any outstanding loans.

If the cash value of the life insurance is being used for reserves, the cash value must be documented
but does not need to be liquidated.
1G.4 (m) Lot Equity
If the borrowers holds title to the lot on which a property is being constructed and financed with a
construction-to-permanent mortgage, the value of the land may be credited toward the borrower's
minimum required contribution.
When was land acquired

Market Value of Land

Documentation

12 or more months preceding

Current appraised value

N/A

Less than 12 months

The lesser of the sales price or

Document borrower's cash

preceding the loan application

current appraised value

investment by:

the loan application

•

Certified copy of the
Closing Disclosure;

•

DTC, Retail/JV, WHS UW Guide

Page 26 of 33

Copy of warranty deed

Published 04/05/2021

showing that there are no
outstanding liens against
the property; or
•

Copy of release of any
prior liens.

Borrower acquired the land at

Current appraised value

If the borrower acquired the

any time as a gift, an

land less than 12 months

inheritance, or other non-

preceding the loan application,

purchase transaction

document the acquisition of
the land and transfer of
ownership of the land.

1G.4 (n) Notes Receivable/Repayment of Loans
When funds are obtained from repayment of a previous loan made by the borrower, all of the following
information must be provided:
•

Written agreement between the borrower and the recipient of the loan;

•

Verification the borrower had the ability to lend the funds;

•

Provide evidence that the funds were withdrawn from the borrower’s account;

•

Verification that repayment has been made; and

•

Provide statements verifying the funds were withdrawn from the recipient's account and
deposited into the borrower's account.

1G.4 (o) Qualified Tuition Plan (529 Plan)
A 529 plan is a tax-advantaged savings plan designed to encourage saving for future college costs. A
529 plan, legally known as “qualified tuition plans,” are sponsored by states, state agencies, or
educational institutions and are authorized by Section 529 of the Internal Revenue Code.
When used for down payment or closing costs, if the value of the asset is at least 20% more than the
amount of funds needed for down payment and closing costs, receipt of the funds realized from the
sale or liquidation is not required.
When used for reserves, 100% of the value of the assets may be considered and liquidation is not
required.
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1G.4 (p) Real Estate Commission
Real estate commission is an acceptable source of funds for down payment and/or closing costs when
the borrower is also the selling agent of the property. The Closing Disclosure must reflect the
commission earned by the borrower and credited toward the transaction.
A borrower, who is also the realtor on the sale of the subject property, may use commission earned
towards the funds to close:
•

Verify that the borrower has sufficient funds for the transaction without the commission; and

•

Funds for closing are validated prior to closing.

1G.4 (q) Rent Credit for Option to Purchase
Rent credit for option to purchase is an acceptable source of funds toward the down payment or
minimum borrower contribution. Borrowers are not required to make a minimum borrower
contribution from their own funds in order for the rental payments to be credited toward the down
payment.
Credit for the down payment is determined by calculating the difference between the market rent and
the actual rent paid for the last 12 months. The market rent is determined by the appraiser in the
appraisal for the subject property.
All of the following must be provided:
•

A copy of the rental/purchase agreement evidencing a minimum original term of at least 12
months, the monthly rental amount and specifying the terms of the lease; and

•

Evidence of rental payments for the last 12 months (canceled rent checks, money order
receipts); and

•

Market rent as determined by the subject property appraisal.

If the above requirements are not met, the rental payments over and above fair market rent may not
be included toward the down payment.
1G.4 (r) Retirement Accounts
Vested funds from individual retirement accounts (IRA, SEP-IRA, and KEOGH) and tax-favored
retirement savings accounts (e.g., 401(k), 403(b)) may be used as the source of funds for down
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payment, closing costs, and cash reserves.
Fannie Mae DU

Freddie Mac LPA

All of the following is required:

All of the following is required:

•

Verification of the ownership of the account;

•

Confirmation that the account is vested; and

•

Confirmation that the account allows

•

account statements,
•

withdrawals regardless of current employment
status (employer retirement accounts).

Most recent two months retirement
Verification of the ownership of the
account,

•

Verification of the borrower's vested
balance or the percentage of vesting, and

If the retirement assets are in the form of stocks,

•

Confirmation that the account allows

bonds, or mutual funds, the account must meet

withdrawals regardless of current

the requirements of 1G.4 (t) Stocks, Stock Options,

employment status (employer retirement

Bonds, and Mutual Funds, for determining value

accounts).

and whether documentation of the receipt of
funds is required when used for down payment

If the retirement assets are in the form of

and closing costs. Liquidation is not required when

stocks, bonds, or mutual funds, the account

retirement accounts are used for reserves.

must meet the requirements of 1G.4 (t) Stocks,
Stock Options, Bonds, and Mutual Funds, for
determining value and whether documentation
of the receipt of funds is required when used
for down payment and closing costs.
Liquidation is not required when retirement
accounts are used for reserves.

1G.4 (s) Secondary Financing
Secondary financing is any loan secured by the subject property other than the first mortgage. The lien
created by the second mortgage must be clearly subordinate to the first mortgage.
The monthly payment on the second mortgage must be included with the PITIA on the subject property
when calculating the housing expense-to-income ratio.
See Chapter 1C.4 Financing, Subordinate Financing section for more information.
1G.4 (t) Stocks, Stock Options, Bonds, Mutual Funds
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See below for TEMPORARY COVID REQUIREMENTS
Vested assets in the form of stocks, government bonds, and mutual funds are acceptable sources of
funds for down payment, closing costs, and reserves provided their value can be verified and
verification of the borrower's ownership of the account or asset is documented.
1G.4 (t)(i) Stocks and Mutual Funds
Document the value of the assets with one of the following:
•

Most recent monthly or quarterly account statement; or

•

Evidence the security is owned by the borrower and value of the current stock prices from a
financial publication or website.

Value must not include margin accounts.
TEMPORARY COVID REQUIREMENTS
When stocks and mutual funds are used for down payment or closing costs, evidence of the
borrower’s actual receipt of funds realized from the sale or liquidation must be documented in all
cases.
When used for reserves, only 70% of the value of the asset must be considered, and liquidation is
not required.

1G.4 (t)(ii) Stock Options
Fannie Mae DU

Freddie Mac LPA

Document the value of vested stock options

Document the number of vested shares and

with:

value of vested stock options with:

•

A statement that lists the number of

•

options and the option price;
•

Most recent two months statements or
VOD; or

Use the current stock price to determine

•

A statement verifying the number of vested

the gain that would be realized from

shares owned by the borrower and current

exercise of an option and the sale of the

stock price from a published source to

optioned stock.

determine the value.
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Non-vested stock options are not an acceptable source of funds for down payment, closing costs,
or reserves.

1G.4 (t)(iii) Privately Held Stock or Unlisted Corporation
When the stock of a privately held (not publicly traded) corporation will be used as funds for down
payment, and/or closing costs, the price per share must be validated by a CPA for the corporation. A
copy of the Buy/Sell Agreement is also required. Verification of receipt of the funds from the sale of
the stock is required.
Stock of a privately held corporation is not an acceptable source of funds for reserves.
In the situation where the privately held corporation is a source of the borrower's income, the above
documentation will be required together with verification from the accountant that sale of the stock
will not have an adverse effect on the business or reduce the borrower's current income level.
1G.4 (t)(iv) Government Municipal Bonds
Document the value of government municipal bonds based on their purchase price unless the
redemption value can be documented.
1G.4 (t)(v) Government Savings Bonds
Document the value of government savings bonds based on their purchase price unless the
redemption value can be documented.
1G.4 (t)(vi) Down Payment or Closing Costs
When used for down payment or closing costs, if the value of the asset is at least 20% more than the
amount of funds needed for down payment and closing costs, receipt of the funds realized from the
sale or liquidation is not required.
1G.4 (t)(vii) Reserves
When used for reserves, 100% of the value of the assets may be considered and liquidation is not
required.
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1G.4 (u) Systematic Savings
Borrowers should have the funds needed to close the transaction at the time of the underwriting.
However, a loan to a borrower who does not have sufficient assets to close may be underwritten
subject to all of the following:
•

80% of the required assets are documented;

•

The ability of the borrower to save based on his or her income and debts must be documented;
and

•

The required assets must be documented and verified in the borrower's account prior to closing.

1G.4 (v) Trade Equity
The property seller may take a property owned by the borrower as part of the down payment on the
property being sold to the borrower.
Fannie Mae DU

Freddie Mac LPA

The borrower must make a 5% cash down

Equity received from the trade-in is considered

payment unless the LTV/CLTV/HCLTV is less than

borrower's own funds.

or equal to 80% or is purchasing a 1-unit primary
residence and meets the requirements to use
gifts to pay for some or all of the borrower's
minimum contribution.
The following documentation must be provided on all transactions where the buyer/seller are reversed:
•

A copy of the interior/exterior appraisal report ordered by the lender, on the property being sold
by the borrower;

•

A copy of the trade-in contract;

•

Title search proving that the borrower owns the real estate and verifying any liens associated
with the property; and

•

Proof of title transfer and satisfaction of any existing mortgage liens for which the borrower was
liable. Transfer deed must be recorded.

To calculate borrower’s equity, use the following calculation:
(lesser of current appraised value or trade-in price)
minus
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(outstanding liens plus transfer fees) = Borrower’s equity
The above apply to all trade-in transactions, including those evidenced with two separate contracts in
which buyer and seller reverse roles. See Chapter 1D Manufactured Housing for trade equity from the
borrower's existing manufactured home.
1G.4 (w) Trust Funds
Funds disbursed from a trust are acceptable assets with a typed copy of the trust agreement or signed
statement on letterhead from the trustee that:
•

Identifies the borrower as the beneficiary;

•

Confirms that the borrower has access to all or certain specific amount of the funds; and

•

Confirms that the trust has the assets to disburse funds to the borrower.

If the assets are required for closing, proof of receipt is required.
1G.5 Unacceptable Asset Sources
Sources of funds considered ineligible include, but is not limited to:
•

Cash advance on a revolving charge account

•

Cash for which the source cannot be verified (e.g., garage sales)

•

Cryptocurrency (e.g., Bitcoin)

•

Donated funds in any form, such as cash or bonds donated by the seller, builder or selling agent
outside of approved financing

•

Funds in a Custodial Account (Uniform Transfers to Minors Act (UTMA) or Uniform Gifts to Minors
Act (UGMA) or “In Trust For”

•

Gift that must be repaid in full or in part

•

Labor performed by the borrower, also referred to as “sweat equity”

•

Materials furnished by the borrower that are not part of a pre-closing agreement with a builder

•

Restricted stock

•

Personal unsecured line of credit or loan

•

Salary advance
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1H.1 Monthly Housing Expense
Monthly housing expense is the sum of the following and is referred to as PITIA.
•

Principal and interest on the first mortgage loan (P&I)

•

Interest payments for Interest-only loans

•

Subordinate financing payments on mortgages secured by the subject property

•

Property insurance premiums

•

Flood insurance premiums

•

Mortgage insurance premiums

•

Real estate taxes

•

Homeowners’ association dues (including utility charges that are attributable to the common
areas, but excluding any utility charges that apply to the individual unit)

•

Leasehold payments

•

Ground rent

•

Special assessments with more than ten months remaining

If the loan is secured by the borrower's primary residence, the monthly housing expense is based on the
qualifying payment and is the monthly housing expense used to calculate the DTI ratio.
If the loan is secured by a second home or an investment property, the qualifying payment amount is
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considered one of the borrower's monthly debt obligations when calculating the DTI ratio. The monthly
housing expense represents the housing payment (PITIA or rental payment) associated with the
borrower's primary residence, including any HOA fees and subordinate liens.
Transactions resulting in significant payment shock should be carefully considered by the underwriter.
The borrower’s income must clearly support the borrower’s ability to make the higher monthly payment.
1H.1 (a) Real Estate Tax Payment
Real estate calculation must be based on no less than the current assessed value.
•

The actual amount of taxes must be included in the DTI ratio.

•

For new construction when the actual real estate tax amount is not available, the borrower
must qualify with the property tax payments based upon fully improved land. Use a
reasonable estimate of the real estate taxes based on the value of the land and completed
improvements.

•

When the subject property is located in a jurisdiction where transfer of ownership causes or
results in a recalculation of the amount of real estate tax, the monthly housing expense must
include an estimate of the recalculated real estate amount.

•

Tax abatements are a temporary reduction in the actual amount of taxes that the owners of a
property must pay. Use the abated or reduced tax for loan qualification if the tax abatement
on the subject property will last for at least five (5) years from the Note date.
For example, for a municipality with a 10-year abatement, qualify with the reduced amount.
For a municipality with a 10-year abatement and with annual real estate tax increases in years
one through ten, qualify the borrower with the annual taxes that will be required at the end of
year five (5) after the first mortgage payment date.

1H.2 Qualifying Housing Payment
Generally, the principal and interest payment, based on the actual interest rate is used to determine the
borrower's monthly housing expense.
See our Product Profiles for specific requirements on qualifying rates, formulas, and limitations.
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1H.3 Debt-to-Income Ratios
Debt-to-income (DTI) ratios compare the monthly housing expense and all debt payments to total monthly
qualifying income.
See our Product Profiles for DTI ratio limits.
1H.4 Monthly Obligations
The total monthly debt obligations considered is the sum of the monthly housing expense of the
borrower's primary residence plus all other monthly expenses incurred by the borrower. Any additional
debt obtained as a result of a recent inquiry on the credit report must be included in the monthly debt
obligation.
Monthly expenses include:
• Alimony and Child Support Payments
• Authorized User Accounts
• Business Debt
• Co-Signed Loans
• Court-Ordered Assignment of Debt
• Debts Paid by Others
• Federal Income Tax Installment Agreements
• Garnishments
• Home Equity Lines of Credit
• Installment Debt
• Lease Payments
• Loans Secured by Financial Assets
• Mortgage Assumptions
• Mortgages Paid by Others
• Other Real Estate Owned
• Property Settlement Buy-out
• Revolving Charges/Lines of Credit
• Undisclosed Liabilities
• Voluntary Recurring Debt
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1H.4 (a) Alimony and Child Support Payments
When the borrower is required to pay alimony and/or child support payments under a divorce
decree, separation agreement, or any other written legal agreement, and those payments will
continue for more than ten months, the payments must be considered as part of the borrower's
recurring monthly debt obligations. To omit the alimony or child support payments, there must be
evidence documenting that there are ten or fewer payments remaining. In addition, alimony or child
support must continue to be paid for at least three (3) years after the application date.
Voluntary payments do not need to be taken into consideration.
Alimony

Child Support

Reduce the qualifying income by the amount of

Include the amount of the obligation as a

the obligation.

monthly payment in the calculation of the DTI
ratio.

One (1) of the following is required to document the payment and the number of remaining
payments and that the alimony or child support will continue for at least three (3) years:
•

A copy of a written legal agreement or court decree describing the payment terms for the
obligation, the amount of the award and the period of time over which it will be received; or

•

Any applicable state law that mandates the obligation document, which must specify the
conditions under which payments must be made.

Review of the application and loan file documentation may require additional validation to determine
child support obligations.
1H.4 (b) Authorized User Accounts
Authorized user accounts do not need to be included in the borrower’s DTI ratio calculation.
1H.4 (c) Bridge/Swing Loans
The monthly payment from a bridge loan must be included in the borrower’s DTI ratio calculation.
The monthly payment does not have to be included in the DTI calculation if the following
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documentation is provided:
•

A fully executed sales contract for the current residence; and

•

Confirmation that any financing contingencies have been cleared.

1H.4 (d) Business Debt
When a self-employed borrower is obligated on a debt that has been paid by the borrower's business
for at least 12 months, the monthly payment for the debt may be excluded from the monthly DTI
ratio if all of the following are met.
Fannie Mae DU
•

No history of delinquency;

•

A minimum of 12 months evidence

Freddie Mac LPA
•

months;

documenting that the debt is paid by the
•

No history of delinquency in the past 12

•

A minimum of 12 months evidence

business account; and

documenting that the debt is paid by the

The cash flow analysis of the business took

business account; and

the payment obligation into consideration.

•

Tax returns evidence that business expenses
associated with the debt have been reported
and support that the debt has been paid by
the business.

To ensure that the obligation is counted only once, adjust the net income of the business by the
amount of interest, taxes, or insurance expense, if any, that relates to the account in question.

1H.4 (e) Co-signed Loans
When a borrower co-signs for a loan to enable another party to obtain credit, but is not actually
repaying the debt, the borrower has a contingent liability.
The contingent liability must be included in the DTI ratio, unless there is documentation to evidence
the co-obligor has been making payments for a minimum of 12 consecutive months and the account
is current with no history of delinquency during those 12 months.
Evidence such as cancelled checks or automated savings withdrawals will be accepted.
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1H.4 (f) Court-ordered Assignment of Debt
When the borrower has outstanding debt that was assigned to another party by court order (e.g.,
divorce decree or separation agreement), and the creditor does not release the borrower from
liability, it may be excluded from the DTI ratio calculation.
A copy of the court order assigning the debt is required.
The payment history of the debt need not be taken into consideration after the effective date of the
assignment.
1H.4 (g) Debts Paid by Others
When the borrower is obligated on a non-mortgage debt and that debt is being repaid by another
party (even if they are not obligated to repay the debt), the monthly obligation may be excluded from
the DTI ratio subject to the following:
•

The other party may not be an interested party to the transaction, such as the seller or realtor;

•

The most recent 12 months cancelled checks or bank statements from party paying the debt,
documenting a 12-month satisfactory payment history evidencing no delinquent payments.

The debt may only be excluded if the other party is paying the entire monthly obligation for a
minimum of 12 months. Non-mortgage debt include installment, revolving, lease payments, alimony,
child support and separate maintenance.
1H.4 (h) Federal Income Tax Installment Agreements
When the borrower has entered into an installment agreement with the IRS to repay delinquent
federal income taxes, the monthly obligation must be included in the DTI ratio.
There must not be an indication that a Notice of Federal Tax Lien has been filed against the borrower
in the county in which the subject property is located.
The following documentation must be obtained:
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•

An approved IRS installment agreement with the terms of repayment, including the monthly
payment amount and total amount due;

•

Evidence the borrower is current on the payments associated with the tax installment plan.
Acceptable evidence includes the most recent payment reminder from the IRS, reflecting the
last payment amount and date and the next payment amount owed and due date. At least one
(1) payment must have been made prior to closing; and

•

The payment amount must be included in the DTI ratio regardless of the number of payments
remaining.

If a Notice of Federal Tax Lien has been filed, the lien must be paid off.
1H.4 (i) Garnishments
Garnishments with more than ten months remaining must be included in the borrower's recurring
monthly debt obligations for qualifying purposes. A garnishment is not required to be paid off prior
to closing.
1H.4 (j) Home Equity Lines of Credit
When the credit report shows a home equity line of credit (HELOC) with an outstanding balance, a
monthly payment must be included in the recurring monthly debt obligations.
Fannie Mae DU
•

Freddie Mac LPA

If a monthly payment is not reported, a copy

•

of the borrower’s monthly statement should

If a monthly payment is not reported, obtain
one (1) of the following:

be provided.
•

If the HELOC does not require a payment

o

and there is no recurring monthly debt

A copy of the borrower’s monthly
statement with a monthly payment; or

obligation, no monthly payment needs be

o

Use 1.5% of the outstanding balance.

included in the recurring debt obligations.
•

If the HELOC does not require a payment
and there is no recurring monthly debt
obligation, no monthly payment needs be
included in the recurring debt obligations.
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1H.4 (k) Installment Debt
Installment debt that is not secured by a financial asset, including student loans, automobile loans
and timeshares, etc., must be included in the borrower's monthly debt obligations, if there are more
than ten months remaining. An installment debt with fewer than ten monthly payments remaining
should be considered as a recurring monthly debt obligation if it significantly affects the borrower's
ability to meet his or her monthly obligations. A timeshare is considered an installment loan and not
a mortgage debt.
For loans underwritten by DU, DU will determine whether to include installment debts with fewer
than ten monthly payments remaining.
When a monthly payment on an installment debt is not reported on the credit report, obtain
documentation verifying the monthly payment amount.
1H.4 (k)(i) Deferred Installment Debt
Deferred installment debts must be included in the DTI ratio.
If the credit report does not indicate the monthly amount that will be payable at the end of the
deferment period, copies of the borrower's payment letters, or forbearance must be obtained to
determine the monthly payment used for loan qualification.
1H.4 (k)(ii) Pay Off or Pay Down of Debt
Pay off or pay down of debt solely to qualify must be carefully evaluated and considered in the
overall loan analysis. The borrower’s history of credit use should be a factor in determining
whether the appropriate approach is to include or exclude debt for qualification.
Paying off installment debt prior to or at closing is permitted. The Closing Disclosure must reflect
pay off of the outstanding balance, when paid off at closing. Source of funds must also be
documented.
Paying down installment debt for loan qualification is permitted. The source of funds must be
documented.
For information about deferred student loans, see 1H.4 (t) Student Loans below.
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1H.4 (l) Lease Payments
Lease payments must be included in the borrower's recurring monthly debt obligations, regardless of
the number of months remaining on the lease.
1H.4 (m) Loans Secured by Financial Assets
The borrower may use his or her financial assets (life insurance policies, 401(k) accounts, individual
retirement accounts, certificates of deposit, stocks, bonds, etc.) as security for a loan.
The payment on this type of loan is not required to be included in the DTI ratio provided the
applicable loan instrument shows the borrower's financial asset as collateral for the loan.
If the borrower intends to use the same asset to satisfy reserve requirements, reduce the value of the
asset by the proceeds from the secured loan and any related fees to determine whether the
borrower has sufficient assets liquidity remaining.
All of the following documentation must be provided:
•

Evidence of value and ownership of the asset;

•

Evidence the loan is secured by the asset; and

•

Evidence of receipt of the loan proceeds.

1H.4 (n) Mortgage Assumptions
When the borrower sells a property and the property purchaser assumes the outstanding mortgage
debt without a release of liability, the borrower has a contingent liability.
The contingent liability (PITIA) does not need to be included in the DTI ratio if verification that
property purchaser has at least a 12-month history of making regular and timely payments for the
mortgage is provided. All of the following documentation must be provided:
•

Evidence of transfer of ownership;

•

Copy of the formal, executed assumption agreement; and

•

Credit report indicating that consistent and timely payments were made for the assumed
mortgage.
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If timely payments for the most recent 12-month period cannot be documented, the mortgage
payment must be included in the borrower's recurring monthly debt obligations.
1H.4 (o) Mortgages Paid by Others

Fannie Mae DU

Freddie Mac LPA

When the borrower is obligated on a mortgage

When the borrower is obligated on a mortgage

debt and that debt is being repaid by another

debt and that debt is being repaid by another

party, the full monthly housing expense (PITIA)

party, the full monthly housing expense (PITIA)

may be excluded from the DTI ratio subject to

may be excluded from the DTI ratio subject to

all of the following:

all of the following:

•

The other party is obligated on the

•

mortgage debt;
•

•

•

The other party is obligated on the
mortgage debt;

The most recent 12 months cancelled

•

The most recent 12 months cancelled

checks or bank statements from party

checks or bank statements from party

paying the debt, documenting a 12 month

paying the debt, documenting a 12 month

satisfactory payment history evidencing no

satisfactory payment history evidencing no

delinquent payments; and

delinquent payments; and

The mortgaged property is included in the

•

The mortgaged property is included in the

borrower's multiple financed property

borrower's multiple financed property

count and meets reserve requirements.

count and meets reserve requirements.

Rental income is not being used to qualify.
The debt may only be excluded if the other

The debt may only be excluded if the other

party is paying the entire monthly obligation

party is paying the entire monthly obligation

for a minimum of 12 months.

for a minimum of 12 months.

1H.4 (p) Non-Applicant Accounts
Credit reports may include accounts identified as possible non-applicant accounts (or similar
notation). Non-applicant accounts may belong to the borrower, or they may belong to another
individual.
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Typical causes of non-applicant accounts include:
•

Applicants who are Juniors or Seniors;

•

Individuals who move frequently;

•

Unrelated individuals who have identical names; and

•

Debts that the borrower applied for under a different Social Security number of a different
address. These may be indicative of potential fraud.

If the debts do not belong to the borrower, documentation may be provided to validate this, and may
exclude the non-applicant debts for the borrower’s DTI ratio.

1H.4 (q) Other Real Estate Owned
Mortgage payments and related expenses on any real estate owned must be included in the
borrower's recurring debt obligations. This includes mortgage payments and related expenses on any
property that is currently pending sale (not closing prior to subject transaction), or a property
retained as a second home or investment property.
When the loan application reflects the borrower owns other real estate free and clear of mortgage
liens or encumbrances, evidence is typically not required. However, under certain circumstances the
underwriter may require documentation confirming the real estate is unencumbered. The borrower
must qualify with the applicable taxes, hazard insurance, homeowners' association dues/fees (if
applicable), and any other related expenses, which must be documented.
1H.4 (q)(i) Current Primary Residence Pending Sale
When the sale of the borrower’s current primary residence is pending sale, but the sale will not
close prior to the new loan’s closing, the PITIA of the current primary residence must be included
in the DTI unless the following is provided.
Fannie Mae DU

Freddie Mac LPA

Qualify based on the new primary residence

Qualify based on the new primary residence

if the following are provided:

if the following are provided:

•

The executed sales contract for the

•

current primary residence; and
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•

Confirmation that any financing

•

contingencies have been cleared.

Executed, contingent sales contract with
evidence that the financing
contingencies have been cleared or a
lender's commitment to the buyer of
the property pending sale; and

•

An executed buy-out agreement that is
part of an employer relocation plan
where the employer/relocation
company takes responsibility for the
outstanding mortgage(s).

See Chapter 1G Assets for more information.
1H.4 (q)(ii) Conversion of a Primary Residence
If the borrower’s current primary residence is being converted to a second home or investment
property, an explanation may be required when the property being purchased is of lesser value or
in the same geographic location. Qualify the borrower based on the following:
Second Home

If the borrower's current primary residence is converting to a second
home, the PITIA of the second home must be used in the monthly
debt obligations.

Investment Property

If the borrower's current primary residence is converting to an
investment property, see Chapter 6I Employment and Income for
rental income requirements.

1H.4 (r) Property Settlement Buyout
When the borrower’s interest in a property is “bought-out” by another co-owner of the property, the
mortgage lender may not release the borrower from liability under the mortgage, thus creating a
contingent liability for the borrower. This contingent liability does not need to be included in the DTI
ratio provided there is documentation to evidence the transfer of title of the property.
1H.4 (s) Revolving Charges/Lines of Credit
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Revolving charge accounts and unsecured lines of credit are open-ended and should be treated as
long-term debts and must be considered part of the borrower's recurring monthly debt obligations.
These trade lines include credit cards, department store charge cards, and personal lines of credit.

Revolving Accounts

Fannie Mae DU

Freddie Mac LPA

If a revolving debt is provided on the

If a revolving debt is provided on

loan application without a monthly

the loan application without a

payment amount, DU will use the

monthly payment amount and

greater of $10 or 5% of the

there is no documentation

outstanding balance as the monthly

showing the monthly payment

payment when calculating the DTI

amount, LPA will use 5% of the

ratio.

outstanding balance as the
monthly payment when
calculating the DTI ratio.

Open 30-Day

Open 30-day charge accounts require the balance to be paid in full every

Accounts

month.
Open 30-day accounts do not need to

The full amount of the

be included in the DTI ratio.

outstanding balance must be
included in the DTI ratio unless

The borrower must have sufficient

the borrower has sufficient

funds to pay off the outstanding

funds to pay off the outstanding

balance, in addition to the funds

balance, in addition to the funds

required for the transaction.

required for the transaction.

If the borrower paid off the account
balance prior to closing, provide
verification of the payoff, in lieu of
verifying funds to cover the balance.
The borrower must document the
source of funds used to pay the
balance while still having sufficient
funds for closing and reserves.
Payoff or Paydown

Payoff of debt to qualify must be carefully evaluated and considered in

Revolving Debt for

the overall loan analysis. The borrower’s history of credit use should be a

Loan Qualification

factor in determining whether the appropriate approach is to include or
exclude debt for qualification.
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Paying off revolving debt prior to or at closing is permitted. The Closing
Disclosure must reflect pay off of the outstanding balance, when paid off
at closing. Source of funds must also be documented.
Paying down revolving debt for loan qualification is not permitted.

1H.4 (t) Student Loans
Student loans, whether in repayment, deferred or in forbearance, must be included in the DTI ratio.
Documentation may include, but is not limited to:
•

Direct verification from creditor;

•

Copy of the installment loan agreement; or

•

Copy of the installment loan agreement or creditor's student loan certification documenting
the payment amount that will be required once the deferment or forbearance period has
ended.

Fannie Mae DU
Student Loans in

•

Repayment
•

Freddie Mac LPA

Use the payment on the credit

If the monthly payment amount

report; or

is greater than $0, use the

If the monthly payment is not on

monthly payment amount

the credit report or shows $0 as

reported on the credit report or

the monthly payment and the

other file documentation; or

borrower is on an income-driven

Student Loans in

•

•

If the monthly payment amount

payment plan, obtain

reported on the credit report is

documentation to verify the

$0, use 0.5% of the outstanding

actual monthly payment is $0

loan balance, as reported on the

and qualify with a $0 payment.

credit report.

Calculate the payment using:

Deferment or
Forbearance

•

A payment equal to 1% of the
outstanding student loan
balance (even if this amount is
lower than the actual fully
amortizing payment); or
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•

A fully amortizing payment using
the documented loan repayment
terms.

Forgiveness,

NA

The student loan payment may be

Cancellation,

excluded from the monthly DTI ratio

Discharge and

provided the loan file contains the

Employment-

following documentation:

Contingent
Repayment

•

Programs

The student loan has ten or less
monthly payments remaining
until the balance is forgiven,
canceled, discharged or in the
case of an employmentcontingent repayment program,
paid; or

•

The monthly payment on a
student loan is deferred or is in
forbearance and the full balance
of the student loan will be
forgiven, canceled, discharged or
in the case of an employmentcontingent repayment program,
paid at the end of the deferment
or forbearance period.
AND

•

The borrower is eligible or
approved, as applicable , for the
student loan forgiveness,
cancellation, discharge, or
employment-contingent
repayment program, as
applicable, and the underwriter
is not aware of any
circumstances that will make the

DTC, Retail/JV, WHS UW Guide

Page 16 of 18

Published 04/30/2021

borrower ineligible in the future;
and
•

Evidence of eligibility or approval
must come from the student
loan program or the employer,
as applicable.

1H.4 (u) Undisclosed Liabilities
See Chapter 1F Credit for Undisclosed Liabilities.
1H.4 (v) Voluntary Recurring Debts
Voluntary recurring debts should generally not be considered in the underwriting analysis or
subtracted from gross income (401(k) contributions, 401(k) loans, union dues, commuting expenses,
open accounts with zero balances, federal, state, and local taxes, or other voluntary deductions).
Specific circumstances in an individual file must always be analyzed.
See Chapter 1I Employment and Income for treatment of business expenses.

1H.5 Monthly Obligations Not Included in Liabilities
Some obligations, often identified on the borrower’s paystub, are not considered a liability, and will not be
included as a debt or deducted from the borrower’s gross income when calculating the borrower’s DTI
ratio. These obligations include
•

Federal, state, and local taxes

•

Federal Insurance Contributions Act (FICA) or other retirement contributions, such as 401(k)
accounts (including repayment of debt secured by these funds)

•

Commuting costs

•

Union dues

•

Voluntary deductions
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1I.1 Income Documentation
1I.1 (a) IRS Form 4506-C
1I.1 (a)(i) General Requirements
•

For loans underwritten by NewRez, borrower(s) are required to complete, sign and date IRS
Form 4506-C, authorizing the Client or its assigns, in order to obtain income information
when qualifying income must be documented with individual tax returns, as necessary

•

IRS Form 4506-C can be used to obtain tax transcripts for multiple years or tax periods, but
only one (1) tax form number can be requested per IRS Form 4506-C.

•

IRS Form 4506-C must not expire before a reasonable time to allow for execution.
Note: IRS Form 4506-C is valid for 120 days.

•

The signed Form 4506-C must include authorization for tax transcripts to coincide with the
years of tax returns obtained for qualification.

•

Signature Requirements:
o

If filing jointly, each borrower (taxpayer) must sign the same IRS Form.

o

If separate filings, each borrower (taxpayer) must sign on separate forms.

o

The form must be signed exactly as the borrowers' name appears on the original return.

o

If a borrower's name changed, the borrower must sign with both the current name and
changed name.

1I.1 (a)(ii) At Closing Requirements
•

Form 4506-C for each borrower whose income is used to qualify (regardless of income type)
must be signed at closing, even if DU Validation Service or LPA Asset and Income Modeler
waives the requirement.

•

Form 4506–C for business return(s) must be signed at closing when the business returns are
used for qualification, even if DU Validation Service or LPA Asset and Income Modeler waives
the requirement.

•

Form 4506-C must be an original signature and cannot be e-signed.

As an example, it is necessary to complete three IRS Form 4506-Cs for a self-employed borrower
whose income documentation consists of two (2) years individual income tax returns and two (2)
years’ business tax returns for two (2) separate businesses. One Form 4506-C will be required for the
individual return and a separate Form 4506-C for each business return.
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1I.1 (a)(iii) Completing IRS Form 4506-C
Line #

Individual Tax Returns

1-4.

Business Tax Returns

Complete with appropriate borrower information. The address completed on the
form must be the same as the address on the tax return even if not the borrower's
current address.

5.

a. IVES Participant name, address and SOR mailbox ID
b. Customer File Number

6.

Transcript Requested

Enter Form 1040

Enter Form 1120, 1065,
etc., as applicable

7.

a. Return Transcript

Check Box and/or 6c

b. Account Transcript

Leave Blank

c.

Check Box and/or 6a

Record of Account

Form W-2, Form 1099

Check Box 7

Leave Blank

series, Form 1098 series,
or Form 5498 series
transcript
8.

Year or period

Complete for the number of years required to

requested

document income

The IRS will process the request if the IRS Form 4506-C for the business includes the
following:
•

•

1120: Borrower must sign name with title and only the following titles are acceptable
o

President

o

Vice President

o

Secretary

o

Treasurer

o

Assistant Treasurer

o

Chief Accounting Officer

1120S: Borrower must sign name with title and only the following titles are acceptable
o

President

o

Vice President

o

Secretary

o

Treasurer

o

Managing Member
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1065: Borrower must sign name with title and only the following titles are acceptable

•

o

Partner

o

Limited Partner

1I.1 (b) Tax Transcripts
See below for TEMPORARY COVID REQUIREMENTS
Tax transcript(s) may be required, at the underwriter's discretion, when individual income tax return(s)
must be used for loan qualification (e.g., self-employment, rental income, employment by a family
member, as applicable).
Information from the tax transcript and borrower-provided document must be compared and
discrepancies explained and resolved with detailed comments provided.
TEMPORARY COVID REQUIREMENTS
The requirement for obtaining tax transcripts prior to closing is suspended.

1I.1 (b)(i) Borrower Provided Transcripts
In certain cases, such as identification theft, transcripts will not be available directly from the IRS,
and the borrower will need to obtain them. Additional documentation will be required along with
the transcripts.
If the IRS rejects tax transcripts requested (for reasons of possible identity fraud/theft, other identity
related issues, or misuse of tax transcripts), the messaging for these reasons received from the IRS
may state the following: “Due to limitations, the IRS is unable to process this request. The IRS will
mail a notification to the borrower to explain the reason, please contact your borrower.”
•

The rejection of the IRS not fulfilling the online request must be in the loan file; and

•

The borrower may order their own tax transcripts and provide them. All schedules must be
required by the borrower for the past two (2) years tax returns were filed.

If the rejection was due to identity theft provide:
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•

Proof identification theft was reported to and received by the IRS (IRS Form 14039); or

•

A copy of the notification from the IRS alerting the taxpayer to possible identification theft;
and

•

Borrower obtained transcript, in pdf format, for all applicable years missing.

If a borrower is not required to file last years' tax return and the source of income cannot be
validated through the IRS Form 4506-C process, documentation supporting the lack of filing tax
returns must be provided. See IRS Table 1-1.2011 Filing Requirements for Most Taxpayers and
Chapter 6A Fraud for guidance when related to identify theft.
1I.1 (c) Paystubs
•

The paystub must clearly identify the:
o

Borrower as the employee;

o

Gross earnings for the current pay period and year-to-date earnings;

o

Pay period;

o

Employer name; and

o

Date issued.

•

Paystubs must be dated no earlier than 30 days prior to the loan application for DU;

•

If the borrower is paid hourly, the number of hours must be noted on the paystub;

•

Paystubs must be computer-generated or typed by the employer. If the employer does not
provide a computer-generated or typed paystub, the most recent years' income tax returns or
tax transcripts are required with a written verification of employment completed in its entirety;

•

Paystubs must not have any alterations;

•

The original source of the information must be a third party, such as the borrower's human
resources department, personnel office, payroll department, company's payroll vendor, or
supervisor; and

•

Paystubs that are issued electronically, via e-mail or downloaded from the Internet are
acceptable. Documents must clearly identify the employer's name and source of information for example, by including the information in the Internet banner.

1I.1 (d) W-2 Form
The W-2 must
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•

Clearly identify the borrower as the employee and the employer name;

•

Be the employee copy provided by the employer;

•

Be computer-generated or type by the employer;

•

Not have any alterations; and

•

Be the original source of the information from a third-party, such as the borrower’s human
resources department, personnel, office, payroll department, company’s payroll vendor, or
supervisor.

The following may be used in lieu of the W-2 form, provided the documentation reflects the complete
income earned in the previous calendar year:
•

Year-end paystub(s); or

•

Military Leave and Earnings Statement.

1I.1 (e) Written Verification of Employment (WVOE)
A written verification of employment must contain:
•

Dates of employment;

•

Position;

•

Probability of continued employment, when available;

•

Base pay amount and frequency. For employees paid on an hourly basis, the verification must
state the hourly wages, including the number of hours worked each week;

•

Year-to-date earnings;

•

Most recent one (1) or two (2) years' earnings; and

•

Additional salary information, which itemizes bonus, overtime, tip, or commission income, if
applicable.

Electronic verification systems are acceptable however the information received must contain the same
level of information.
The borrower may not request completion of the written verification of employment directly from his
or her employer.
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1I.1 (f) Verbal Confirmation of Employment
See below for TEMPORARY COVID REQUIREMENTS
A verbal confirmation of the borrower's current employment status is required for each borrower
(including when DU validation service or LPA AIM is used).
If verbal confirmation cannot be obtained, a written verification of employment must be utilized to
confirm employment and must be completed within the same time frame as a verbal confirmation.
To comply with a verbal confirmation of employment requirement, independently obtain the phone
number and address for the borrower's employer. This can be accomplished using a telephone book,
directory assistance, Superpages.com, Yellowbook.com, Yellowpages.com, etc., or by contacting the
applicable licensing bureau. In addition, the following must be met:
Verbal Confirmation of Employment
Wage Earner

Verbal confirmation of employment must be completed within ten (10) business
days from the Note date (or funding date for escrow states) and documented with
the following information:
•

Name and title of the person who confirmed employment;

•

Date of contact;

•

Name and title of associate contacting the employer;

•

Phone number and method and source used to obtain the phone number; and

•

Borrower’s employment status.

For Freddie Mac LPA loans, an Email exchange directly with the employer may be
used to confirm employment and must be an independently obtained employer’s
email address, such as name@company.com (no Gmail, yahoo, etc.) and includes all
of the following:
•

Borrower’s name and employer’s name;

•

Name and title of the individual contacted at the employer, date of contact and
the individual’s work email address; and

•

Borrower’s current employment status.

In addition, the loan file must contain:
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•

Information about the third-party source used to obtain the employer’s email
(e.g., reliable internet source); and

•

Name, title, and employer of the representative who contacted the borrower’s
employer and obtained the email verification.

For borrowers in the military, the following may be used in lieu of a verbal reverification:
•

Fannie Mae DU: Leave and Earnings Statement dated within 30 (or 31) calendar
days of the Note date

•

Freddie Mac LPA: Leave and Earnings Statement dated within 120 calendar days
of the Note date

Third-party Verification
If using a third-party service to verify employment (e.g., The Work Number, Quick
Confirm, LexisNexis, etc.) the following applies:
•

Request to third-party must be within ten (10) business days of the Note date;
and

•

Employment Verification between employer and third-party must be within 35
calendar days of the Note date.

Employment information must be verified and documented by the third-party
verification service provider directly through the electronic database of the employer
or the employer’s third-party payroll services provider and must contain the
following:
•

Name of borrower;

•

Name of employer;

•

Borrower’s current employment status;

•

Any additional information that was verified;

•

Date employment information was issued from the employer to the third-party
verification services provider (e.g., effective, date, current as of date); and

•

Date verification was issued by the third-party verification services provider.

Self-

Verification of the existence of a self-employed borrower's business must be

Employed

completed within 120 calendar days from the Note date.
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Borrower
Verification of the existence of the business from a third party is required. A
borrower's website is not acceptable as third-party verification. Acceptable third
party sources include, but are not limited to:
•

A CPA (must be arm’s length), regulatory agency, or the applicable licensing
agency; or

•

By verifying a phone listing and address for the borrower’s business using a
telephone book, the Internet, directory assistance, Better Business Bureau.
o

If using an internet source, such as Whitepages.com, Yellowpages.com, the
phone number must be called to ensure the business is still in existence.

Verification of current existence of the business obtained verbally from an
acceptable third-party source must be documented and include all of the following:
•

Name and address of business;

•

Name of individual and entity contacted;

•

Date of verification; and

•

Name and title of associate who completed the verification.

Alternative documentation: Current and active business insurance policy or Errors
and Omissions policy, documentation showing registration for remitting sales tax,
supplier invoices, etc.

TEMPORARY COVID REQUIREMENTS
Third-Party Vendor
Information in third-party employment verification vendor’s database, when using for income and
employment documentation, must be no more than 60 days old as of the Note date.
Self Employed Borrower
•

Verification that the borrower’s business remains operational must be done within ten (10) days
of the Note date. The following verifications include, but are not limited to:
o

Evidence of current work (executed contracts or signed invoices that indicate the business is
operating on the day the lender verifies self-employment);
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o

Evidence of current business receipts within ten (10) days of the note date (payment for
services performed);

o

Lender certification the business is open and operating (lender confirmed through a phone
call or other means); or

o

Business website demonstrating activity supporting current business operations (timely
appointments for estimates or service can be scheduled).

1I.1 (g) Tax Returns
Each tax return must be signed by the borrower unless one (1) of the following is obtained:
•

Evidence of tax returns were filed electronically (e.g., signed Form 8879, IRS e-file Signature
Authorization or equivalent);

•

Transcripts that validate the unsigned tax return(s); or

•

Completed IRS Form 4506-C, signed by the borrower for the year in question (DU only).

The following standards apply with using Income Tax Returns to verify income.
Tax Return

Requirement

Individual Income Tax Return

•

Complete with all schedules and W-2s, 1099s, K-1s, etc.

(Form 1040)

•

Borrower’s copy filed with the IRS

Business Income Tax Return

•

Complete with all schedules and W-2s, 1099s, K-1s, etc.

(Form 1120, 1120S, 1065)

•

Borrower’s copy filed with the IRS

Amended Income Tax Returns

Amended tax returns filed prior to application are acceptable for

Filed Prior to the Application

underwriting purposes. Both the original filed return and the

Date

amended return are required. If the tax return was amended 60
days or less prior to the application, evidence of payment must
also be provided.

Amended Income Tax Returns

When amended tax returns are filed after the application date,

Filed After the Application Date

due diligence must be exercised to determine the validity of the
amended tax return. Examine the original tax return and the
amended tax return for consistency with the previous filings to
determine whether the use of the amended return is warranted.
The following documentation should be reviewed when income
from the amended return is required:
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•

A letter of explanation regarding the reason for the re-file;

•

Evidence of filing; and

•

Payment and the ability to pay the tax if the check has not
cancelled.

The underwriter must provide justification and commentary
regarding its use.
IRS Form 4868, Application for

If IRS Form 4868 Application for Automatic Extension of Time to File

Automatic Extension of Time to File

U.S. Individual Income Tax Return is filed, the total tax liability

U.S. Individual Income Tax Returns

reported on IRS Form 4868 must be reviewed and compared
with the borrower's tax liability from the previous two (2) years
as a measure of income source, stability, and continuance. If the
estimated tax liability that is inconsistent with previous years, the
current year tax return may be necessary.

Use of IRS Forms to Obtain

Tax Returns Transcripts or Wage and Income Tax Transcripts

Individual Income Tax

may be used in lieu of obtaining the income tax returns as long

Information

as they contain all of the information that would be included on
the tax return. In certain instances, copies of the actual returns,
schedules, or forms may be needed because the tax transcripts
will not provide the detail required to qualify the borrower.
In addition, for loans underwritten by DU, Schedules B through F
and Schedule K-1 are not required if:
•

the income reflected on the applicable schedule transcripts is
positive; and

•

the income supported by the schedule or form is not being
used for qualifying.

If self-employment income from a sole proprietorship (Schedule
C) is validated by DU validation service, tax returns may not be
required. Document the loan per DU, which may permit a tax
transcript rather than tax returns.
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1I.1 (h) Allowable Age
1I.1 (i) of Individual Income Tax Returns
If Today’s Date is…

Then the Most Recent Years’ Tax Return would be…

February 18, 2021

2019

May 18, 2021

2020

December 15, 2021

2020

The below table provides the allowable age of individual income tax returns depending on the
application and Note date.
Allowable age of Individual Tax Returns based on application date for borrowers whose income must
be documented with tax returns (borrowers self-employed and non-self-employed).
•

Self-employed income;

•

Employment by a family member or an interested party to the purchase transaction;

•

Rental income from an investment property; and

•

Other income sources ad identified in the chapter.

Reminder: The Note date is based on all documentation in the file (paystub, bank statements,
appraisal, etc.)
Application Date

Note Date

Documentation

Before or After

Before

2020 Tax Return Filed

May 17, 2021

May 31, 2021

Most recent filed tax return(s) per AUS
•

2020; or

•

2019 and 2020

2020 Tax Return Not Filed
Most recent filed tax return(s) per AUS
•

2019; or

•

2018 and 2019

On or After

Before

2020 Tax Return Filed

May 17, 2021

May 31, 2021

Most recent year(s) tax returns per AUS
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All

May 31, 2021 through

2020 Tax Return Not Filed

October 31, 2021

Most recent year(s) tax returns per AUS
•

2019; or

•

2019 and 2018

And all of the following
•

Copy of Application for Automatic Extension of
Time to File 2020 U.S. Individual Income Tax Return
(IRS Form 4868)

•

Tax transcripts confirming “No Transcripts
Available” for 2020

All

On or After

Most recent year(s) tax returns per AUS

November 1, 2021

•

2020; or

•

2019 and 2020

•

Use of a Tax Extension is not permitted

See the applicable section of this chapter for complete income documentation requirements for all
borrowers (self-employed and non-self-employed) whose income must be documented with tax
returns.

1I.1 (j) Income Analysis Forms
The following Income Analysis forms are acceptable:
•

Cash Flow Analysis (Fannie Mae Form 1084) Income Analysis (Freddie Mac Form 91)

•

NewRez Income Calculation Worksheet

•

Fannie Mae Comparative Income Analysis (Form 1088)

•

Fannie Mae or Freddie Mac approved vendor self-employment calculation tools

•

Self-Employment Income Analysis tool/form provided by the MI companies (See MI company
websites to access forms) Income calculation comments in the loan file

1I.1 (k) When Tax Returns are Required
Tax returns are always required if the borrower
•

is employed by a family member;

•

is employed by interested parties to the property sale or purchase (property seller, broker, or
other interested party to the transaction);
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•

receives rental income from an investment property;

•

receives income from temporary or periodic employment (or unemployment) or employment
that is subject to time limits, such as a contract employee or a tradesman;

•

receives income from capital gains, royalties, or other miscellaneous non-employment earnings
reported on IRS Form 1099;

•

receives income that cannot otherwise be verified by an independent and knowledgeable source
(two (2) years’ returns);

•

uses foreign income to qualify;

•

uses interest and dividend income to qualify;

•

uses tip income reported on IRS Form 4137 that was not reported by the employer on the W-2 to
qualify; or

•

receives income from sole proprietorships, limited liability companies, partnerships, or
corporations, or any other type of business structure in which the borrower has 25% or greater
ownership interest.

1I.2 Stable Monthly Income
The continuity of stable and predictable income must be demonstrated. Consider the length of the
borrower's employment with each employer. Borrowers with frequent job changes who earn a consistent
and predictable income and are able to pay debt obligations are considered to have a reliable flow of
income for loan qualification. Examples of less predictable income sources include commissions, bonuses,
substantial amounts of overtime pay, or employment that is subject to time limits, such as contract
employees or tradesmen.
Known economic conditions, such as plant closings, company bankruptcies, etc. that may affect the
borrower's income, must be taken into consideration.
1I.2 (a) Continuity of Income
The continuity of receipt of qualifying income plays a critical role in determining a reliable flow of
income. Unless there is knowledge to the contrary, if the income does not have a defined expiration
date and the applicable history of receipt of the income is documented, it may be concluded that the
income is stable and likely to continue. No additional information need be requested from the
borrower.
If the income source does have a defined expiration date or is dependent on the depletion of an asset
account or other limited benefit, document the likelihood of continued receipt of the income for at least
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three (3) years from the Note date.

Expiration Date Not Defined

Defined Expiration Date

•

Automobile allowance

•

Base salary

•

Bonus, overtime, commission, or tip income

•

Distributions from a retirement account

•

Capital gains income

•

Notes receivables

•

Corporate retirement or pension

•

Public assistance

•

Disability income – long-term

•

Royalty payment income

•

Foster care income

•

Social Security (excluding retirement or long-

•

Interest and dividend income (unless

•

Alimony, child support, or separate
maintenance

term disability)

evidence assets will be depleted)

•

Trust income

•

Military income

•

VA benefits (excluding retirement or long-

•

Part-time, second job

•

Rental income

•

Self-employment income

•

Social Security, VA, or other government

term retirement)

retirement annuity

1I.2 (b) Variable Income
All income that is calculated by an averaging method must be reviewed to assess the borrower's history
of receipt, the frequency of payment, and the trending of the amount of income being received.
History of Receipt

Two (2) or more years of receipt of variable income is recommended,
however variable income that has been received for 12 to 24 months may be
considered acceptable income, as long as there are demonstrated positive
factors that reasonably justify the use of the shorter income history. This
does not mean that income received for a minimum of 12-months is eligible
for use when qualifying the borrower. There must be documented
justification with a written analysis to mitigate the use of the shorter history.

Frequency of

Determine the frequency of the payment (weekly, biweekly, etc.) to arrive at

Payment

an accurate calculation of the monthly income to be used in the trending
analysis.
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Example 1
If a borrower is paid an annual bonus on March 31st of each year, the
amount of the March bonus should be divided by 12 to obtain an accurate
calculation of the current monthly bonus amount. Note that dividing the
bonus received on March 31st by three (3) months produces a much higher,
inaccurate monthly average.
Example 2
If a borrower is paid overtime on a biweekly basis, the most recent paystub
must be analyzed to determine that both the current overtime earnings for
the period and the year-to-date overtime earnings are consistent and, if not,
are there are legitimate reasons why these amounts may be inconsistent yet
still eligible for use as qualifying income. For example, borrowers may have
overtime income that is cyclical, such as landscapers, snowplow operators,
etc. The difference between current period overtime and year-to -date
earnings must be investigated. Document the analysis before using the
income amount in the trending analysis.
Income Trending

After the monthly year-to-date income amount is calculated, it must be
compared to the prior years' earnings using the borrower's W-2s or signed
individual income tax returns to determine if the income trend is stable,
increasing, declining but stabilized or declining.
Fannie Mae DU
•

•

Freddie Mac LPA

If the trend of the amount of

If the trend of the amount of

income is stable or increasing, the

income is stable or increasing, the

income should be averaged.

income should be averaged.

If the trend was declining but has
since stabilized and there is no

•
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If the increase between the

reason to believe that the

prior year(s) and year-to-date

borrower's income will not

earnings exceeds 10%,

remain stable, the current, lower

additional analysis and

amount of the variable income

documentation may be

must be used.

necessary to determine income

If the trend is declining, the

stability in order to use the

income may not be stable.

higher income amount.
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Additional analysis must be
conducted to determine if any of

If the trend is declining, use the

the variable income may be used,

year-to-date income to qualify. Do

but it may not be averaged over

not use the previous higher levels

the period when the declination

unless there is documentation of a

occurred.

one-time occurrence (e.g., injury)
that prevented the borrower from
working or earning full income.
•

If the decline between the prior
year(s) and year-to-date
earnings exceeds 10%,
additional analysis may be
necessary to determine income
stability. Include the reason for
the declining trend and support
that the current income has
stabilized.

1I.3 Base Pay, Bonus, Overtime, and Commission
1I.3 (a) History of Receipt
A minimum history of two (2) years of receipt of income is recommended. Income that has been
received for 12 to 24 months may be considered acceptable income, as long as there are demonstrated
positive factors that reasonably justify the use of the shorter income history. There must be
documented justification with a written analysis to mitigate the use of the shorter history. Gaps of
employment must be considered in the history of receipt of income and stability of the employment
and income.
If a borrower does not meet the employment history recommendation for the two (2) years prior to the
date of the loan application, the following are examples that may support an employment history of
less than two (2) years.
New to the Workforce

Provide documentation to support recent attendance in school, in the
military, or a training program (e.g., diploma, transcripts, discharge
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papers).
It is recommended that verbal confirmation of the borrower’s attendance
in school or training program be obtained to verify the validity of the
documentation.
Re-entering the

Borrowers re-entering the workforce after an extended absence, for any

Workforce

reason, may have stable employment. Documentation must be provided
to support a two-year work history prior to the extended absence from the
workforce.
Documentation supporting job loss, prior employment in same or related
field, education or training supporting new job, etc. should be obtained to
support the reason for the absence.

Furloughed Borrowers

If a borrower is furloughed or laid off, they are not considered actively
employed and any income received may not be used for qualifying.

Part-Time Employment

All of the following must be provided for a borrower who has historically
been employed on a part-time basis and indicates that he or she will now
be working full-time.
Written confirmation from the employer that the borrower is working fulltime. Paystub evidencing the borrower's full-time pay.

1I.4 Base Pay (Salary or Hourly)
Obtain one (1) of the following or follow DU or LPA:
•

A completed Written Verification of Employment; or

•

Most recent two (2) years’ paystubs; and

•

Most recent two (2) years’ W-2s

Military personnel may be entitled to different types of pay in addition to their base pay. Hazard or flight
pay, rations, clothing allowance, quarters allowance and proficiency pay may be counted as income if they
are verified as regular and continuous.
Follow AUS using the most recent Leave and Earnings Statement (LES) in lieu of paystub.
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Military Reservists and National

Use military Reserve or Guard income to qualify. Follow Second-job

Guard Not Called to Active Duty

employment requirements.

Military Reservists and National

If one (1) of the borrowers is on active duty or has been called to

Guard Called to Active Duty

active duty after the loan application has been taken and is in process,
provide documentation regarding the temporary assignment (orders
supporting the assignment including duration).
•

If the loan is a primary residence rate and term refinance and the
mortgage payment is not changing or is decreasing, use the
borrower's current employment and income.

•

For all other transactions, use the lesser of the Reservist or Guard
pay or current employment income sources.

1I.4 (a) Second-Job Employment
Second-job employment refers to employment that is not the borrower's primary employment. The
second job is in addition to the borrower's primary employment.
A borrower should have a minimum two (2) year history on all second or multiple jobs, in order to
include the income for qualification purposes. A borrower may have a history that includes different
employers is acceptable as long as the income has been consistently received.
1. Fannie Mae DU: There must not be a gap in employment greater than one (1) month in the
most recent 12-month period unless the income is considered seasonal income.
Income that has been received for 12 to 24 months may be considered as acceptable income. There
must be documentation and written analysis to support the justification for considering the shorter
work history and income stability.
1I.4 (b) Bonus or Overtime
Bonus or overtime income is variable compensation paid in addition to an employee's straight salary or
hourly wage. Bonus or overtime will be accepted if it has been received for at least two (2) consecutive
years. Income that has been received for 12 to 24 months may be considered as acceptable income, as
long as there are demonstrated positive factors that reasonably justify the use of the shorter income
history. There must be documented justification with a written analysis to mitigate the use of the
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shorter history.
If the borrower has recently changed positions with his or her employer, determine the effect of the
change on the borrower's eligibility and opportunity to receive bonus or overtime pay in the new
position. Documentation from the employer is required to determine if the bonus or overtime will
continue at least the same or greater level.
Obtain one (1) of the following or follow DU or LPA documentation requirements:
•

A completed Written Verification of Employment; or

•

Most recent two (2) years’ paystubs; and

•

Most recent two (2) years’ W-2s.

DU or LPA must recognize bonus or overtime income. Written verification of employment; employer
letter or equivalent may be necessary to itemize the bonus or overtime to accurately calculate the
income.
1I.4 (c) Commission Income
Commission income is variable income defined as a fee or percentage paid to an employee for
performing a service and may be acceptable as stable income if the income has been received for at
least two (2) consecutive years prior to the date of the application. Commission income that has been
received for 12 to 24 months may be acceptable as long as there are demonstrated positive factors to
reasonably offset the shorter income history. There must be documented justification with a written
analysis to mitigate the use of the shorter history.
Obtain one (1) of the following or follow DU or LPA:
•

A completed Written Verification of Employment; or

•

Most recent two (2) years’ paystubs; and

•

Most recent two (2) years’ W-2s.

DU or LPA must recognize commission income. Written verification of employment, employer letter or
equivalent may be necessary to itemize the bonus or overtime to accurately calculate the income.
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1I.5 Self-Employed Income
A self-employed borrower is an individual who has 25% or greater interest in a business or receives 1099s to
document income. Some examples of self-employed individuals include contract workers, real estate
agents, or individuals relying on investments as their primary source of income.
Generally, income from self-employment may be considered effective income if the borrower has been selfemployed operating the same business in the same location for at least two (2) years.
Self-employment income received for less than two (2) years, but not less than one (1) year, may be
considered stable. A written analysis justifying the determination of stability and supporting documentation
is required. When considering self-employment for less than two (2) years, at a minimum:
•

The most recent individual income tax returns reflect a history of receipt of income at the same or
greater level in the same or similar occupation. The income analysis considers the borrower's
experience in the business; and

•

The income analysis considers the acceptance of the company's service or products in the
marketplace.

Analysis of current business activity through a review of the year-to-date financial statement and/or the
most recent three (3) months business bank statements may provide support for this evaluation.
If the borrower is relocating to a different geographic area, the income analysis must consider the
acceptance of the company's service or products in the marketplace. Additional information, such as market
studies or relevant industry research, may support this evaluation. Provide a written analysis justifying the
borrower's income will continue at the same level in the new location.
1I.5 (a) Verification of Income
See below for TEMPORARY COVID REQUIREMENTS
•

Follow DU or LPA for documentation requirements

•

After May 17, a copy of the filed extension with evidence of any tax payments made, in addition
to W-2 for corporations, 1099 forms for commission.

•

A year-end profit and loss or year-to-date profit and loss may be required at the underwriter’s
discretion.
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A written evaluation of the self-employed borrower's personal income, including the business income
or loss, reported on the individual income tax returns is required.
A written analysis is not required when a borrower is qualified using only income that is not derived
from self-employment and self-employment is a secondary and separate source of income (or loss).
See 1I.5 (b) Self-Employment Income Not Used for Qualification.
Fannie Mae Form 1084 Cash Flow Analysis, Freddie Mac Form 91 Income Analysis or any other similar
form may be used.
See 1I.1 (h) for Allowable Age of Tax Returns/Tax Transcripts based on application date and available
tax transcripts for borrowers whose income is based on tax returns (borrowers self-employed and nonself-employed) or allowable age of tax transcripts based on application date and available tax
transcripts for borrowers whose income is not based on tax returns (borrowers not self-employed).
TEMPORARY COVID REQUIREMENTS
Profit and Loss Statement dated no more than 60 calendar days prior to the Note date.
Option One
•

Unaudited 2020 YTD P&L, signed by the borrower. Month to month, quarterly or additional
documentation may be necessary to show income trending

•

Three (3) months of business bank statements no older than the latest three (3) months shown
on the YTD P&L
o

Example: YTD P&L is through October 2020 account statements can be no older than August,
September, and October. Personal bank statements eligible for small business that does not
have a separate business account.

o

If the business bank statements do not support or conflict with information in the P&L,
obtain additional statements or other documentation to determine trending and cash flow.

Option Two
•

Audited 2020 YTD P&L

• Year-to-Date Profit and Loss Statement must contain all of the following information:
o Signed by borrower
o Cover most recent month preceding application date
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o Dated no more than 60 calendar days prior to Note date
o Report business revenue
o Report business expenses
o Report Net Income
• NewRez Income Worksheet or other Cash Flow Analysis form
• Bank Statement and Profit and Loss Statement comparison worksheet
• Written analysis of all businesses owned explaining the following:
o Nature of the business
o How the business operates in a typical environment
o How the business generates income
o Where the business operates (remotely or within an office)
o Number of employees
• Updated business plan or similar detailed explanation from borrower, as applicable
• Business receipts or purchase contracts, as applicable
• Additional information based on review below
Assessing Impact to Business
•

Establish that borrower’s income is stable and likely to continue at the same level being used for
qualifying.

•

Know the economic conditions related to borrower’s business.

•

Documentation and analysis of business must support that business has sufficient liquidity and is
financially capable of producing stable monthly income for borrower.

•

Consider pandemic-related factors, which may include, but not limited to, the following:
o

If the ability of the business to generate revenue or operate at full capacity has been
negatively impacted by the pandemic, have business operations been modified to support
continued revenue? Is continued business revenue supported by any other documentation
or information supplied by the borrower (modified business plans) or obtained from other
sources?

o

Impacts to the business operations, revenue and/or expenses, such as a break-down in
supply chain that is needed to maintain the product, higher cost of expenses to obtain the
product, or lack of consumer demand for product or services.

o

Impacts to the business operation, revenue and/or expenses due to temporary restrictions
such as State shelter-in-place, stay at home or other similar State or local orders.
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o

If temporary restrictions have recently been lifted, will the business continue to operate at a
reduced level due to COVID-19 related factors, such as social distancing? If so, has the
business been operating at this reduced level of revenue and/or increased level of expenses
long enough to establish income stability and is this documented with more recent business
bank statements evidencing this revenue flow or other equivalent information?

o

Is there a demand for the product or service currently offered by the business?

o

Is the business continuing to operate in the current location or an alternate location suitable
for business operations?

o

Is the impact to the business operations negligible due to the nature of the business?

o

Does the business currently have documented liquid assets or access to capital for operating
expenses that support the financial ability of the business to operate given current market
and economic conditions? Are those assets comprised of or supplemented by loan proceeds
from Small Business Administration (SBA) Paycheck Protection Program (PPP), Emergency
Economic Injury Grant, Small Business Debt Relief Program, or any other similar COVID-19
related program?

o

Is the business part of an industry that is experience increasingly negative pandemic-related
impacts?

Resources, include but are not limited to:
•

Reputable news sources and economic forecasts related to the business industry and pandemic
progression

•

Whether the business type is in what is considered a high contact-intensive industry and if the
higher risk of exposure to COVID-19 may present an impact to the potential for income stability
and/or continuance until the medical issues surrounding the pandemic are closer to being
resolved, and whether or not there are State or local orders that temporarily restrict the business
operation.

Establishing Monthly Income and Stability
•

Establish current level of stable monthly income from provided documentation

•

Compare the following using a Cash Flow Analysis
o 2018 tax return to 2019 tax return to 2020 YTD P&L net business income, as applicable; or
o 2019 tax return and 2020 YTD P&L net business income.

•

When net business income is impacted, and the P&L is insufficient to determine the income is
stable at a reduced level, obtain additional documentation to supplement the P&L to make the
determination
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Income Level Not Changed or Has Increased
•

Cash Flow Analysis determined that the business income has not declined or is increasing
o

Use income from Cash Flow Analysis based on tax returns

o

YTD P&L and balance sheet cannot be used to support a higher level of income than the
amount on the Cash Flow Analysis

Income Level Declined
•

•

Cash Flow Analysis determined that the business income has declined
o

Determine if the income has stabilized

o

Obtain additional documentation to support YTD P&L to determine stability, as necessary

If the income has stabilized
o

Use no more than the current level of stable monthly income from the YTD P&L, bank
statements, and applicable documentation

o

Adjustments (e.g., depreciation, etc.) may be made per standard guidelines

o

If the income declined and has not stabilized, the income is ineligible for qualifying

Business Assets
Loan proceeds from SBA PPP or other similar COVID-19 related programs are not considered
business assets for the purposes of eligible funds to qualify, including funds for down payment,
closing costs and reserves.

1I.5 (b) Self-Employment Income Not Used for Qualification
Fannie Mae DU

Freddie Mac LPA

A borrower who is being qualified using only

A borrower who is being qualified using only

income that is not derived from self-employment

income that is not derived from self-employment

(e.g., wage earner) and that self-employment

(e.g., wage earner) and that self- employment is a

income is a secondary and separate source of

secondary source of income (or loss) does not

income (or loss) does not need to be included for

need to be included for qualification.

qualification. The co-borrower's selfemployment income or loss does not need to be
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documented or evaluated.

underwriter's discretion.

Any business debt that the borrower is

For each borrower who is self-employed and

personally obligated must be included in the DTI.

does not have another source of income that is
used in qualifying for the loan, the following

Additional information may be required at the

requirements apply:

underwriter's discretion.
•

Page one (1) and two (2) of the individual
income tax returns and the applicable
schedules (e.g., Schedule C, Schedule E) must
be provided to determine if there is a
business loss that may have an impact on the
stable monthly income.
o

If a business loss is reported and the
borrower qualifies with the loss, no
additional documentation or analysis is
required.

o

If a business loss and the borrower does
not qualify with the loss, a business and
income analysis must be performed to
determine whether depreciation
adjustments or other factors such as
business closure or evidence of a onetime non-recurring event justify a
reduction of the reported loss when
calculating the stable monthly income.
Additional documentation must be
obtained to fully evaluate the loss and
support the analysis.

• If the tax returns or other documentation
(e.g., tax transcripts, additional Schedule K 1s) reflect positive income from selfemployment but that income is not used to
qualify, additional documentation (complete
business or individual income tax returns) is
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not required.

1I.5 (c) Analysis of Borrower’s Business Income
When using self-employment income for loan qualification and business income tax returns are
provided, a written evaluation of the borrower's business income must be completed. The borrower's
business must be evaluated through knowledge of other businesses in the same industry to confirm
the stability of the borrower's business income and estimate the potential for long-term earnings.
The purpose of this analysis is to:
•

Consider the recurring nature of the business income, including identification of pass-through
income that may require additional evaluation;

•

Measure year-to-year trends for gross income attributed to expenses and taxable income;

•

Determine (on a yearly or interim basis) the percentage of gross income attributed to expenses
and taxable income; and

•

Determine a trend for the business based on the change in these percentages over time.

Fannie Mae Form 1088 Comparative Income Analysis or any other method of trend analysis may be used
to determine the business's viability, as long as the method used fairly presents the viability of the
business and results in a degree of accuracy and a conclusion that is comparable to that which would
be reached by use of Form 1088.
A level or upward trend in earnings should be established. Significant increases could affect the stability
of the borrower's income and would require a satisfactory explanation and documentation that the
increase is stable and likely to continue at the level. Significant decreases in income cannot be included
in the average using a previous higher income level unless there is:
•

A one-time occurrence prevented the borrower from working or earning full income for a period
of time; and

•

Proof that the borrower is back to the income amount that they previously earned.

1I.5 (d) Use of Business Assets
Business assets may be used for down payment, closing costs and reserves. A cash flow analysis must
be performed to determine that the withdrawal of funds will not have a negative impact on the
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business. If there is a negative impact, the use of the funds will not be permitted. In order to assess the
level of impact, additional documentation may be required, such as several months of recent business
bank statements in order to see cash flow needs and trends over time, or a current balance sheet. This
may be due to the amount of time that has elapsed since the most current tax return filing, or the need
for additional information to perform the analysis.
1I.6 Individual Tax Returns
1I.6 (a) Income or Loss from a Sole Proprietorship
The income or loss from a borrower’s sole proprietorship is calculated on IRS Form 1040, Schedule C,
then transferred to IRS Form 1040.
Adjustments may be made to the net profit or loss shown on Schedule C to arrive at the borrower’s
cash flow. For example, Schedule C may include income that was not obtained from the profits of the
borrower’s business. If such income is not recurring, adjust the borrower’s cash flow by deducting the
nonrecurring income.
1I.6 (a)(i) Recurring vs. Non-recurring Income and Expenses
Determine whether income is recurring or non-recurring.
Non-recurring income must be deducted in the cash flow analysis, including any exclusion for meals
and entertainment expenses reported by the borrower on Schedule C.
The following recurring items claimed by the borrower on Schedule C must be added back to the
cash flow analysis:
•

Depreciation;

•

Depletion;

•

Business use of a home;

•

Amortization; and

•

Casualty losses; as applicable.

1I.6 (b) Calculating Cash Flow from Schedule D
If the income calculated on the Schedule D shows that the borrower has realized capital gains for the
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last two (2) years, as may be the case when the borrower’s business has a constant turnover of assets
that produces regular gains, the recurring gains can be considered in determining the borrower’s stable
monthly income. In this case, the borrower must provide evidence of ownership of additional property
or assets that can be sold if income is needed to make future mortgage payments.
The table below provides the requirements for calculating cash flow from Schedule D and the
associated required documentation.
If…

Then…

Recurring capital gains relate to the sale of

Obtain a copy of the applicable Sale of Business

business property,

Property (IRS Form 4797) to support the recurring
nature of the capital gains.

Schedule D includes principal payments on an

Obtain a copy of:

installment sales contract,

•

The Installment Sales Income (IRS Form 6252); and

•

The Note or contract to verify that the borrower
will continue to receive the payments for at least
three (3) years.

The capital gain on the principal payment and

The amount must be deducted from the borrower’s

interest from an installment sales contract is

cash flow.

determined to be nonrecurring,
Capital losses identified on IRS Form 1040 Schedule D do not have to be considered when calculating
income or liabilities, even if the losses are recurring.
1I.6 (c) Income or Loss Reported on IRS Form 1065 or IRS Form 1120S, Schedule K-1
The version of Schedule K-1 that is utilized to report a borrower’s share of income (or loss) is based on
how the business reports earnings for tax purposes:
•

Partnership—reported on IRS Form 1065, Schedule K-1;

•

S-corporation—reported on IRS Form 1120S, Schedule K-1; and

•

LLC—reported on either IRS Form 1065 or IRS Form 1120S, Schedule K-1, depending on how the
federal income tax returns are filed for the LLC.

Use caution when including income that the borrower draws from the borrower’s partnership or S
corporation as qualifying income. Ordinary income, net rental real estate income, and other net rental
income reported on Schedule K-1 may be included in the borrower’s cash flow provided it can be
DTC, Retail/JV, WHS UW Guide

Page 32 of 87

Published 05/17/2021

confirmed that the business has adequate liquidity to support the withdrawal of earnings, as described
below:
If the borrower has a two-year history of receiving “guaranteed payments to the partner” from a

•

partnership or an LLC, these payments can be added to the borrower’s cash flow.
If the Schedule K-1 reflects a documented, stable history of receiving cash distributions of

•

income from the business consistent with the level of business income being used to qualify,
then no further documentation of access to the income or adequate business liquidity is
required. But if the Schedule K-1 does not reflect a documented, stable history, confirm
adequate business liquidity, as discussed below.
1I.7 Analyzing Partnership Returns for a Partnership or LLC
1I.7 (a) Evaluating the Busines Income
When the borrower has 25% or more ownership interest in the business and business tax returns are
required, perform a business cash flow analysis, and evaluate the overall financial position of the
borrower’s business to determine whether
•

income is stable and consistent; and

•

sales and earnings trends are positive.

If these standards are not met, the business income cannot be used to qualify.
1I.7 (b) Borrower’s Proportionate Share of Income or Loss
The borrower’s proportionate share of income or loss is based on the borrower’s partnership
percentage of Ending Capital in the business as shown on IRS Form 1065, Schedule K-1. The borrower’s
proportionate share of the business income or loss may be considered after making the adjustments to
the business cash flow analysis discussed below.
1I.7 (c) Adjustments to Business Cash Flow
Items that can be added back to the business cash flow include depreciation, depletion, amortization,
casualty losses, and other losses that are not consistent and recurring.
The following items should be subtracted from the business cash flow:
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•

travel and meals exclusion;

•

other reported income that is not consistent and recurring; and

•

the total amount of obligations on Mortgages, Notes, or Bonds that are payable in less than one
(1) year.

These adjustments are not required for lines of credit or if there is evidence that these obligations roll
over regularly and/or the business has sufficient liquid assets to cover them.
1I.7 (d) Income from Partnerships, LLCs, Estates, and Trusts
Income from partnerships, LLCs, estates, or trusts can only be considered with documentation, such as
the Schedule K-1, verifying that
•

the income was actually distributed to the borrower; or

•

the business has adequate liquidity to support the withdrawal of earnings.

If the Schedule K-1 provides this confirmation, no further documentation of business liquidity is
required.
Discretion may be used in selecting the method to confirm that the business has adequate liquidity to
support the withdrawal of earnings. See 1I.11 Liquidity Ratios section.
1I.8 Analyzing Returns for an S Corporation
When the borrower has 25% or more ownership interest in the business and business tax returns are
required, perform a business cash flow analysis, and evaluate the overall financial position of the borrower’s
business to determine whether
•

income is stable and consistent; and

•

sales and earnings trends are positive.

If these standards are not met, the business income cannot be used to qualify.
1I.8 (a) Borrower’s Proportionate Share of Income or Loss
The borrower’s proportionate share of income or loss is based on the borrower’s (shareholder)
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percentage of stock ownership in the business for the tax year as shown on IRS Form 1120S, Schedule
K-1. The cash flow analysis should consider only the borrower’s proportionate share of the business
income (or loss), taking into account any adjustments to the business income that are discussed below.
Business income may only be used to qualify the borrower if the following documentation is obtained
verifying that
•

the income was actually distributed to the borrower, or

•

the business has adequate liquidity to support the withdrawal of earnings. If the Schedule K-1
provides this confirmation, no further documentation of business liquidity is required.

Discretion may be used in selecting the method to confirm that the business has adequate liquidity to
support the withdrawal of earnings. See 1I.11 Liquidity Ratios section.
1I.8 (b) Adjustment to Business Cash Flow
Items that can be added back to the business cash flow include depreciation, depletion, amortization,
casualty losses, and other losses that are not consistent and recurring.
The following items should be subtracted from the business cash flow:
•

travel and meals exclusion;

•

other reported income that is not consistent and recurring; and

•

the total amount of obligations on Mortgages, Notes, or Bonds that are payable in less than one
(1) year.

These adjustments are not required for lines of credit or if there is evidence that these obligations roll
over regularly and/or the business has sufficient liquid assets to cover them.
1I.9 Analyzing Returns for a Corporation
1I.9 (a) Corporate Fiscal Year
When funds from a corporation that operates on a fiscal year that is different from the calendar year
are used in qualifying a self-employed borrower, time adjustments must be made to relate the
corporate income to the borrower’s individual tax return, which is on a calendar year basis.
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1I.9 (b) Determining the Corporation’s Financial Position
After determining the income available to the borrower for qualifying purposes, evaluate the overall
financial position of the corporation. Ordinary income from the corporation can be used to qualify the
borrower only if the following requirements are met:
•

the business income must be stable and consistent;

•

the sales and earnings trends must be positive; and

•

the business must have adequate liquidity to support the borrower’s withdrawals of cash
without having severe negative effects.

1I.9 (c) Borrower’s Share of Income or Loss
The cash flow analysis can only consider the borrower’s share of the business income or loss, taking
into consideration adjustments to business income provided below. Earnings may not be used unless
the borrower owns 100% of the business.
1I.9 (d) Adjustments to Cash Flow
Items that can be added back to the business cash flow include depreciation, depletion, amortization,
casualty losses, net operating losses, and other special deductions that are not consistent and
recurring.
The following items should be subtracted from the business cash flow:
•

travel and meals exclusion;

•

tax liability and amount of any dividends; and

•

the total amount of obligations on Mortgages, Notes, or Bonds that are payable in less than one
(1) year. These adjustments are not required if there is evidence that these obligations roll over
regularly and/or the business has sufficient liquid assets to cover them.

1I.10 Analyzing Profit and Loss Statements
A profit and loss statement—audited or unaudited—may be used for a self-employed borrower’s business
to support the determination of the stability or continuance of the borrower’s income. A typical profit and
loss statement has a format similar to IRS Form 1040; Schedule C.
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A year-to-date profit and loss statement is not required for most businesses, but if the borrower’s loan
application is dated more than 120 days after the end of the business’s tax year, it may be prudent to obtain
this document if it needed to support its determination of the stability or continuance of the borrower’s
income.
If the borrower’s year-to-date salary or draws are not included in determining the borrower’s qualifying
income, they may be added to the net profit or loss shown on the profit and loss statement as well as
adding any of the allowable adjustments used in analyzing the tax returns for the business, such as
nonrecurring income and expenses, depreciation, and depletion.
However, only the borrower’s proportionate share of these items may be considered in determining the
amount of income from the business that the borrower can use for qualifying purposes.
1I.11 Liquidity Ratios
It is important to that a business has adequate liquidity to support the withdrawal of earnings. Use of the
Current Ratio and Quick Ratio are recommended to evaluate the liquidity of the business based on the most
recent balance sheet.
Current Ratio
Definition

The Current Ratio is a measure of the quality and adequacy of current assets to
meet current obligations as they come due. The composition and quality of the
current assets is a critical factor in analyzing liquidity. Generally, companies
operating with smaller inventory levels and higher, easily collectible accounts
receivable can operate a lower current ratio that those companies operating with
high inventory and selling their product/service on credit.

Standard

2:1

Calculation

Current Ratio = Current Assets ÷ Current Liabilities
Assets = cash, marketable securities, inventory, and accounts receivable
Liabilities = debt and accounts payable

Quick Ratio
Definition

The Quick Ratio measures the company’s ability to meet immediate needs for cash.
Anything less than a 1:1 ratio implies a dependency on inventory. Inventory is not
included in this ratio because it is yet to be sold.
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The Quick Ratio is appropriate for business that rely heavily on inventory to
generate income.
Standard

1:1

Calculation

Quick Ratio = Current Assets – Inventory) ÷ Current Liabilities
Assets = cash and accounts receivable
Liabilities – debt and accounts payable

1I.12 Rental Income – Fannie Mae DU
Stable monthly rental income must be generated from acceptable and verifiable sources and must be
reasonably expected to continue for at least the next three (3) years. For each income source used to qualify
the borrower, determine that both the source and the amount of the income are stable.
When multiple sources of documentation are provided to verify rental income, the lowest calculated rental
income will be used for qualification. Rental income from the subject property second home cannot be used
to qualify.
Loans for investment properties that generate a negative cash flow must be closely scrutinized and must
make sense for the borrower's circumstances.
If rental income is reported on Schedule E, only the rental income that relates to properties shown on the
Schedule of Real Estate Owned on the borrower's loan application should be included.
1I.12 (a) Rental Income form a One-unit Primary Residence or Second Home
Eligibility

Rental income from a 1-unit primary residence or second home may be used to
qualify a borrower with a disability provided the rental income is from a live-in
aide.
Typically, a live-in aide will receive room and board payments through Medicaid
waiver funds from which rental payments are made to the borrower.

Documentation

All of the following is required:
•
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•

Documentation of the boarder's history of shared residency (such as a copy
of a driver's license, bills, bank statement, W-2s) that shows the live-in aide's
address as the same as the borrower.

Qualification

The rental income may be considered in an amount up to 30% of the total stable
monthly income that is used to qualify the borrower for the mortgage.

1I.12 (b) Rental Income from 2-4 unit Primary Residence and 1-4 unit Investment Property
When the subject property will generate rental income and it is used for qualifying purposes, the
following is required to document the income-earning potential of the property:
Transaction Type

History of Receiving

Documentation

Income from Subject
Property
Purchase

No

•

Single-Family Comparable Rent Schedule (Form
1007) or Small Residential Income Property
Appraisal Report (Form 1025) and copies of the
current, fully executed lease agreement(s) if the
property is currently rented.

•

If there is a lease on the property that is being
transferred to the borrower, verify that it does
not contain any provisions that could affect the
first lien position of the new loan.

Refinance

Yes

•

Single-Family Comparable Rent Schedule (Form
1007) or Small Residential Income Property
Appraisal Report (Form 1025); and

•

Most recent years' signed tax returns including
Schedule E

Refinance

No

•

Single-Family Comparable Rent Schedule (Form
1007) or Small Residential Income Property
Appraisal Report (Form 1025); and

•

Current, fully executed lease agreement(s);
o

If there is a lease on a property that is
being transferred to the borrower, it must
not include any provisions that impact
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NewRez first lien position
•

See below for Partial or No History of Receiving
Rental Income on Tax Return.

Rental Income from Other Real Estate Owned
NA

Yes

•

Most recent years' signed tax return, including
Schedule E.

Partial or No History of Receiving Rental Income on Tax Returns
If the borrower is able to document that the rental property (subject property, non-subject
investment property, including a departing residence) was not in service the previous tax year or
was in service for only a portion of the previous tax year, qualifying rental income may be
determined by using:
•

Schedule E income and expenses and annualizing the income (or loss) calculation; or

•

Current, fully executed lease agreement(s) to determine the gross rental income to be used in
the net rental income (or loss) calculation.

Average the rental income over the number of months that the borrower used the property as a
rental unit.
If the property was acquired during or subsequent to the most recent tax filing year, then confirm
the purchase date using the settlement statement or other documentation.
•

If acquired during the year, Schedule E (Fair Rental Days) must confirm a partial year rental
income and expenses (depending on when the unit was in service as a rental).

•

If acquired after the last tax filing year, Schedule E will not reflect rental income or expenses for
this property.

If the rental property was out of service for an extended period, then
•

The Schedule E will reflect the costs for renovation or rehabilitation as repair expenses.
Additional documentation may be required to ensure that the expenses support a significant
renovation that supports the amount of time that the rental property was out of service.

•

Schedule E (Fair Rental Days) will confirm the number of days that the rental unit was in service,
which must support the unit being out of service for all of a portion of the year.

If is determined that some other situation warrants an exception to use a lease agreement, then an
explanation and justification must be provided in the loan file.
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1I.12 (c) Calculating Monthly Qualifying Rental Income or Loss
To determine the amount of rental income from the subject property that can be used for qualifying
when the borrower is purchasing or refinancing a two- to four-unit primary residence or one- to-four
investment property, use the following:
If the borrower…
•
•

Then for qualifying purposes…

currently owns a primary residence (or has a

there is no restriction on the amount of rental

current housing expense); and

income that can be used.

has at least a one-year history of receiving
rental income or documented property
management experience

•
•

currently owns a primary residence (or has a

•

for a primary residence, rental income in an

current housing expense); and

amount not exceeding PITIA of the subject

has less than one-year history of receiving

property can be added to the borrower's

rental income or documented property

gross income; or

management experience

•

for an investment property, rental income
can be used to offset the PITIA of the subject
property.

•

does not own a primary residence; and

rental income from the subject property cannot

•

does not have a current housing expense

be used.

Establish a history of property management experience with one (1) of the following:
•

Borrower's most recent signed individual income tax return, including Schedules 1 and E;

•

Schedule E should reflect rental income received for any property and Fair Rental Days of 365;

•

If the property has been owned for at least one (1) year, but there are less than 365 Fair Rental
Days on Schedule E, a current signed lease agreement may be used to supplement the
individual income tax return; or

•

A current signed lease may be used to supplement an individual income tax return if the
property was taken out of service for any time period in the prior year. Schedule E must support
this by reflecting a reduced number of day sin use and related repair costs. Form 1007 or Form
1025 must support the income reflected on the lease.

The borrower must have at least a one-year history of receiving rental income in accordance with
the above.
Income Calculation
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If the property was in service
•

for the entire tax year, the rental income must be averaged over 12 months; or

•

for less than the full year, the rental income must be averaged over the number of months that
the borrower used the property as a rental unit.

Lease Agreements or Form 1007 or Form 1025

When current lease agreements or market rents
reported on Form 1007 or Form 1025 are used,
calculate rental income by multiplying the gross
monthly rent(s) by 75%.

1I.12 (d) Treatment of Income or Loss
If the rental income is from the borrower's primary residence:
•

The monthly qualifying rental income must be added to the borrower's total monthly income;
and

•

The full amount of the mortgage payment (PITIA) must be included in the borrower's total
monthly obligations.

If the rental income (or loss) is from a property other than the borrower's primary residence:
•

If the monthly qualifying rental income minus the full PITIA is positive, add to the total monthly
income.

•

If the monthly qualifying rental income minus the full PITIA is negative, add the monthly net
rental loss to the total monthly obligations.

•

The full PITIA for the rental property is factored into the amount of the net rental income (or
loss), therefore, it should not be counted as a monthly obligation.

•

The full monthly payment for the borrower’s primary residence (PITIA or monthly rent) must be
counted as a monthly obligation in the monthly housing expense.

1I.12 (e) Rental Property Reported through a Partnership or an S Corporation
If the borrower is personally obligated on the mortgage and gross rents and related expenses are
reported through a partnership or S corporation, the business tax returns may be used to offset the
property’s PITIA.
1. Obtain the borrower’s business tax returns, including IRS Form 8825 for the most recent year.
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2. Evaluate each property listed on Form 8825.
•

From total gross rents:
o

Subtract total expenses

o

Add back insurance, mortgage interest, taxes, homeowners' association dues,
depreciation, and non-recurring property expenses

o

Divide by the number of months the property was in service

o

Subtract the entire PITIA (proposed for subject property or actual for real estate
owned) to determine the monthly property cash flow

3. If the resulting net cash flow is positive, the property PITIA may be excluded from the monthly
obligations when calculating the DTI ratio.
4. If the resulting net cash flow is negative (the rental income derived from the investment
property is not sufficient to fully offset the property PITIA) the calculated negative amount must
be included in the borrower's monthly obligations when calculating the DTI ratio. The
proportionate share of the loss is based on the borrower's percentage of capital ownership in
the business.
To include positive net rental income in the qualifying income, the guidelines for evaluating income
received from a partnership or S corporation must be applied:
•

If the business' overall financial position meets the standards, then income from the business
may be used for loan qualification.

•

The proportionate share of the income is based on the borrower's percentage of capital
ownership in the business.

1I.12 (f) Reporting Rental Income
The gross monthly rental income and number of bedroom data must be provided for primary
residence (2- to 4-units) and investment properties (1- to 4-units), regardless of whether rental income
is being used to qualify.
If the borrower is not using any rental income from the subject property to qualify or does not receive
rental income, the gross monthly rent must be documented with any of the following:
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•

Single Family Comparable Rent Schedule (Fannie Mae Form 1007/Freddie Mac Form 1000)

•

Small Residential Income Property Appraisal Report (Fannie Mae Form 1025/Freddie Mac Form 72

•

Current, fully executed lease agreement(s)

•

Signed statement from borrower stating the gross monthly rent for each unit

•

Verbal statement from borrower, the final executed loan application must reflect gross monthly
rent

•

Copy of screen print from HUD Fair Market Rent Documentation System on HUD.gov

1I.13 Rental Income – Freddie Mac LPA
The borrower must currently own a primary residence to use rental income to qualify when purchasing a
new rental income property in the current calendar year. Rental income can only offset the PITIA and when
applicable, mortgage insurance premiums, leasehold payments, and payments on secondary financing (full
monthly payment) of the new rental property.
If the borrower’s current primary residence is being converted to a rental property, rental income can only
offset the full monthly payment of the new rental property.
If the rental income exceeds the full monthly payment of the new rental property or the converted primary
residence, the excess rental income cannot be added to the gross monthly income unless there is
documentation demonstrating the borrower has a minimum of one-year investment property management
experience.
When determining stable monthly income, rental income generated from an accessory unit may be
considered for a subject one (1) unit investment property. Rental income from the subject property second
home cannot be used to qualify.
1I.13 (a) Rental Income from a One-unit Primary Residence
Eligibility

Rental income from a 1-unit primary residence may be used to qualify a borrower
with a disability provided the rental income is from a live-in aide.
Typically, a live-in aide will receive room and board payments through Medicaid
waiver funds from which rental payments are made to the borrower.

Documentation

Evidence of receipt of the income for the most recent 12 months.

Qualification

The rental income may be considered in an amount up to 30% of the total stable
monthly income that is used to qualify the borrower for the mortgage.
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1I.13 (b) Rental Income from 2-4 unit Primary Residence and 1-4 unit Investment Property
When the subject property will generate rental income and it is used for qualifying purposes, the
following is required to document the income-earning potential of the property:
Transaction

History of Receiving

Type

Income from Subject

Documentation

Property
Purchase

No

•

Copies of the current, fully executed lease
agreement(s) if the property is currently rented; or

•

If a lease is not available, Single-Family Comparable
Rent Schedule (Form 1007) or Small Residential
Income Property Appraisal Report (Form 1025).

Refinance

Yes

•

Single-Family Comparable Rent Schedule (Form 1007)
or Small Residential Income Property Appraisal Report
(Form 1025); and

•

Most recent years' signed tax returns including
Schedule E.

Refinance

No

•

Single-Family Comparable Rent Schedule (Form 1007)
or Small Residential Income Property Appraisal Report
(Form 1025); and

•

Current, fully executed lease agreement(s)

•

See below for Property Acquired During or Placed
in Service in the Current Tax Year.

Rental Income from Other Real Estate Owned
NA

Yes

•

Most recent years' signed tax return, including
Schedule E

Partial or No History of Receiving Rental Income on Tax Returns
If the borrower is able to document that the rental property (subject property, non-subject
investment property, including a departing residence) was not in service the previous tax year or
was in service for only a portion of the previous tax year, qualifying rental income may be
determined by using:
•

Schedule E income and expenses and annualizing the income (or loss) calculation; or

•

Current, fully executed lease agreement(s) to determine the gross rental income to be used in
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the net rental income (or loss) calculation.
Average the rental income over the number of months that the borrower used the property as a
rental unit.
If the property was acquired during or subsequent to the most recent tax filing year, then confirm
the purchase date using the settlement statement or other documentation.
A signed lease may be used if:
•

the property was out of service for any time during the prior year and file contains
documentation of event such as a renovation and the Schedule E (Fair Rental Days) confirms a
reduced number of days in use and reflects repair costs; or

•

The property was purchased later in the calendar year and Schedule E supports this by a
reduced number of days in use; AND

•

Form 72 or 1000 supporting the income reflected on the lease, or documentation (e.g., bank
statements evidencing deposit or electronic transfer of rental payments, canceled rent checks)
supporting two (2) months or receipt of rental income.

The purchase date or conversion date, as applicable, must be documented.
If the subject property refinance or non-subject property purchased in current calendar year or
placed in service as a rental property in current calendar year:
•

Lease must be used to determine net rental income, and Form 72 or 1000 supporting the
income reflected on the lease; or

•

Documentation (e.g., bank statements evidencing deposit or electronic transfer of rental
payments, canceled rent checks) supporting two (2) months or receipt of rental income.

•

Purchase date or conversion date, as applicable must be documented.

If is determined that some other situation warrants an exception to use a lease agreement, then an
explanation and justification must be provided in the loan file.

1I.13 (c) Calculating Monthly Qualifying Rental Income or Loss
When multiple sources of documentation are provided to verify rental income, the lowest calculated
rental income will be used for qualification.

DTC, Retail/JV, WHS UW Guide

Page 46 of 87

Published 05/17/2021

Rental Income Calculation
Individual Income Tax

When using Schedule E is used to calculate net rental income (loss), any

Returns Schedule E

listed depreciation, interest, taxes, insurance, or homeowners'
association dues must be added back in the cash flow. Non-recurring
property expenses may be added back, if documented accordingly.
If the property was in service:
•

For the entire tax year, the rental income must be averaged over 12
months.

•

For less than the full tax year, the rental income must be averaged
over the number of months that the borrower used the property as a
rental unit.

The Schedule E Rental Income Calculator may be used to assist in
calculating rental income when using Schedule E.
Lease Agreements

Lease agreements must be current and fully executed, with a minimum
original term of one (1) year. If the lease is in the automatically renewable
month-to-month phase of an original one-year, then month-to -month is
acceptable.
Net rental income is 75% of the gross monthly rent or gross monthly
market rent, with the remaining 25% adjustment being absorbed by
vacancy losses and ongoing maintenance expenses or any other
unexpected expenses.

Single-Family

When using the Single-Family Comparable Rent Schedule (Form 1007) or

Comparable Rent

Small Residential Income Property Appraisal Report (Form 1025), the net

Schedule or Small

rental income is 75% of the gross monthly rent provided by the appraiser

Residential Income

on the applicable form, with the remaining 25% being absorbed by

Property Appraisal

vacancy losses and ongoing maintenance expenses. If the appraiser has
accounted for vacancy and maintenance expenses, use the net monthly
rent provided by the appraiser.
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The following worksheets may be used to calculate rental income.
•

Rental Income Worksheet - Principal Residence, 2- to 4-unit Property (Form 1037)

•

Rental Income Worksheet - Individual Rental income from Investment Property(s) (Form 1038)

•

Rental Income Worksheet - Business Rental Income from Investment Property(s) (Form 1039)

See 1I.1 (h) for Allowable Age of Tax Returns/Tax Transcripts based on application date and available
tax transcripts for borrowers whose income is based on tax returns (borrowers self-employed and
non-self-employed) or allowable age of tax transcripts based on application date and available tax
transcripts for borrowers whose income is not based on tax returns (borrowers not self-employed).

1I.13 (d) Treatment of Income or Loss
If the rental income is from the borrower's primary residence:
•

The monthly qualifying rental income must be added to the borrower's total monthly income.

•

The full amount of the mortgage payment (PITIA) must be included in the borrower's total
monthly obligations.

If the rental income (or loss) is from a property other than the borrower's primary residence:
•

If the monthly qualifying rental income minus the full PITIA is positive, add to the total monthly
income.

•

If the monthly qualifying rental income minus the full PITIA is negative, add the monthly net
rental loss to the total monthly obligations.

•

The full PITIA for the rental property is factored into the amount of the net rental income (or
loss), therefore, it should not be counted as a monthly obligation.

•

The full monthly payment for the borrower’s primary residence (PITIA or monthly rent) must be
counted as a monthly obligation.

1I.14 Other Income Sources
The documentation required for each income source is described below. The documentation must support
the history of receipt, if applicable, and the amount, frequency, and duration of income. Age of
documentation requirements must be met unless otherwise excluded below.
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•

Alimony and Child Support Payments

•

Assets (Depletion) Used as Income

•

Auto Allowances and Expense Account Payments

•

Boarder Income

•

Capital Gains and Losses

•

Disability - Long-Term

•

Employment by a Relative or any Interested Party to the Transaction

•

Employment Contracts

•

Foreign Income

•

Foster Care Income

•

Housing or Parsonage Allowance

•

Income Beginning after the Note Date

•

Income Reported on IRS Form 1099

•

Interest and Dividend Income

•

Non-Occupying Co-Borrower Income

•

Nontaxable Income

•

Notes Receivable Income

•

Public Assistance

•

Restricted Stock Units (RSU)

•

Retirement Income

•

Royalty Payments

•

Seasonal Income

•

Social Security Income

•

Supplemental Security Income

•

Survivor and Dependent Benefit Income

•

Temporary Help Services

•

Temporary Leave

•

Tip Income

•

Trust Income

•

Union Members

•

VA Benefits

1I.14 (a) Alimony and Child Support Payments
The following provides verification requirements for alimony and child support payments.
Documentation
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•

A copy of a written legal agreement or court decree describing the payment
terms for the alimony or child support, the amount of the award and the
period of time over which it will be received;

•

Any other type of written legal agreement or court decree describing the
payment terms for the alimony or child support; or

•

Any applicable state law document that mandates alimony or child support,
which must specify the conditions under which payments must be made.

Current Receipt

Document evidence of receipt of the payments for the most recent six (6)
months with any of the following:

Continuance

•

Court records;

•

Bank statements or deposit slips showing regular deposit of funds; or

•

Cancelled checks.

The income must continue for at least three (3) years from the date of the
application.
The borrower's regular receipt of the full payment due and any limitations on
the continuance of the income must be determined.
•

If the age of the child is not clearly defined, additional confirmation must be
obtained to document the age of the child and income continuance; and

•

The duration of the alimony payments must be determined for
continuance.

For borrowers who receive child support or alimony as their primary source of
income and there is a defined expiration date (even if more than three (3)
years) additional analysis must be performed to determine if the legal
agreement has other provisions that may allow for termination or reduction of
the income. If this is the case, income may not be eligible to include in the
monthly qualifying income.
Not Considered

Income may not be considered stable when a borrower:

Stable Income
•

Has been receiving full, regular, and timely payments for less than six (6)
months or has been receiving full or partial payments on an inconsistent or
sporadic basis; or

•
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•

Will receive proposed or receives voluntary payments.

1I.14 (b) Assets (Depletion) Used as Income
1I.14 (b)(ii) Fannie Mae DU Asset Depletion
An income stream from the depletion of assets may be used as income based on compliance with
the following tables.
For Fannie Mae DU transactions, there are two (2) options for using an income stream from the
depletion of assets.
Fannie Mae DU Option 1
All of the following apply:
•

DU Approve/Eligible;

•

1-2-unit primary residence;

•

1-unit second home;

•

Manufactured homes ineligible;

•

Assets must be liquid and owned individually by the borrower;
o

Stocks, bonds, and mutual funds must be reduced by 30%;

o

Funds for closing, down payment, and reserves must be netted from the assets resulting
in a net documented asset amount;

o

The initial minimum account value of the assets used to determine the income stream is
$500,000;

o

Acceptable assets
▪

checking or savings accounts;

▪

investments in stocks, bonds, mutual funds, certificates of deposit, money market
funds, and trust accounts;

•

▪

the amount vested in a retirement savings account (must be of retirement age); and

▪

the cash value of a vested life insurance policy.

Monthly Income Stream Calculation: To determine the monthly income stream, convert the
borrower’s net documented assets by the amortization terms of the mortgage (in months).
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•

Interest, dividends, and capital gains from the same or other financial assets (reported on the
borrower’s tax return) cannot be used as additional income.

•

The assets used for the income stream calculation may be utilized for reserves. The reserves
must be subtracted from the assets used to determine the Net Documented Assets for the
income stream calculation.
Purchase and Rate & Term Refi

Seasoning

•

Cash-out Refi

Owned and seasoned for 12

Owned and seasoned for 24

months with credit score 720 or

months

greater
•

Owned and seasoned for 24
months with credit score less
than 720

LTV

80% LTV/CLTV

60% LTV/CLTV

Credit Score

•

680 when LTV/CLTV < 70%

•

720 when LTV/CLTV > 70%

Example
Mutual Funds

$500,000

Funds for Closing (down payment, closing costs &

$100,000

reserves)
Remaining Funds

$100,000

30% Required Reduction

$120,000

Net Documented Assets

$280,000

Income Stream: $280,000 ÷ 360 = Eligible Monthly

$777.78

Income
Special feature code 579 is required.
Fannie Mae DU Option 2
Eligibility

•

Maximum 70% LTV/CLTV/HCLTV

•

Maximum 80% LTV/CLTV/HCLTV if the owner of the asset(s) being
used to qualify is at least 62 years old at the time of closing
o

If the asset(s) is jointly owned, all owners must be borrowers on
the loan and the borrower whose employment-related asset is
being used as income must be at least 62 years old at the time of
closing.
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Asset Requirements

•

Purchase or rate & term refinance

•

Primary residence or second home

•

Credit Score: 620

Retirement Assets

and Documentation
•

401k, Keogh, IRA, and SEP retirement accounts;

•

Asset must be owned by one (1) or more of the borrowers;

•

Borrower must have unrestricted access to the funds in the account,
meaning as of time of calculation, the borrower has unqualified and
unlimited right to request a distribution of all funds in the account
(regardless of any possible tax withholding or applicable penalty
applied to distribution);

•

Eligible if distribution is not already set up or the distribution amount
is not enough to qualify;

•

If a penalty would apply to a distribution of funds, the amount of the
penalty applicable to complete distribution from the account (after
costs for the transaction) must be subtracted to determine the
income stream; and

•

Document with the most recent monthly, quarterly, or annual
statement.

Non-Self-employed Severance Package or Non -Self-employed Lump-sum
Retirement Package
•

Borrower must have been the recipient of the lump-sum distribution;

•

Assets must be owned by one (1) or more of the borrowers;

•

Assets must be liquid and available to the borrower;

•

Distribution letter from the employer (Form 1099-R) and deposit into
a verified asset account.

Documentation of asset ownership must follow age of documentation
requirements.
Value and Income

Net Documented Assets

Calculation
1. Net documented assets equals the sum of the eligible documented
assets minus:
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•

The amount of the penalty that would apply if the account were
completely distributed at the time of calculation.

•

The amount of funds used for down payment, closing costs, and
required reserves.

2. Divide the “Net Documented Assets” by the amortization term of the
loan (in months)
Example
IRA (made up of stocks and mutual funds)

$500,000

Minus 10% of $500,000

-$50,000

(assumes borrower is not yet 59 1/2 at the time
this income is being calculated, therefore, subject
to a 10% penalty for early distribution. This
penalty must be levied against any cash being
withdrawn for closing the transaction as well as
the remaining funds used to calculate the income
stream)
Total Eligible Documented Assets

=$450,000

Minus fund required for closing (down payment,

-$100,000

closing costs, reserves)
Net Documented Assets

=$350,000

Monthly income calculation

$972.22/month

$350,000/360 (or applicable term)
Ineligible Assets

The following non-employment related assets are not eligible:
•

Divorce proceeds

•

Inheritance

•

Lawsuits

•

Lottery winnings

•

Non-vested restricted stock

•

Sale of real estate

•

Stock options

•

Checking and savings accounts: Generally, not eligible as
employment-related assets, unless the source of the balance in a
checking or savings account was from an eligible employment-related
asset (e.g., a severance package or lump sum retirement distribution)
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This list is not all-inclusive.

1I.14 (b)(iii) Freddie Mac LPA Asset Depletion
An income stream from the depletion of assets may be used as income based on compliance with
the following tables.
For Freddie Mac LPA transactions, there are two (2) options for using an income stream from the
depletion of assets.
Eligibility

Asset Calculation

•

Maximum 80% LTV/CLTV/HCLTV

•

Purchase or rate & term refinance

•

1-2 unit primary residence or 1-unit second home

•

Credit Score: 620

To determine the amount used to establish the debt payment-to-income
ratio, use the net eligible assets (as described below), divided by 240.
Net Eligible Assets is calculated by subtracting the following from the total
eligible assets:
•

Any funds required to be paid by the borrower to complete the
transaction (e.g., down payment and closing costs),

•

Any gift funds and borrowed funds, and

•

Any portion of assets pledged as collateral for a loan or otherwise
encumbered.

Retirement Assets

•

401k, Keogh, IRA, and SEP retirement accounts;

•

Borrower must be sole owner of the asset;

•

Asset must not currently be used as a source of income;

•

Borrower must have unrestricted access to the funds in the account,
meaning as of time of calculation, the borrower has unqualified and
unlimited right to request a distribution of all funds in the account
(regardless of any possible tax withholding or applicable penalty
applied to distribution);

•

Borrower must be fully vested I the account; and

•

Document with the most recent monthly, quarterly, or annual
statement.
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Lump-sum

If the lump-sum distribution funds have been deposited to an eligible

Distribution Funds

retirement asset, follow the requirements for retirement assets described

not Deposited to an

above.

Eligible Retirement
Asset

•

Lump-sum distribution funds must be derived from a retirement
account (e.g., 401(k), IRA) and must be deposited to a depository or
non-retirement securities account;

•

Borrower must have been the recipient of the lump-sum distribution
funds;

•

Parties not obligated on the loan may not have an ownership interest
in the account that holds the funds from the lump-sum distribution;

•

The proceeds from the lump-sum distribution must be immediately
accessible in their entirety; and

•

The proceeds from the lump-sum distribution must not have been or
currently be subject to a penalty or early distribution tax.

Depository Accounts

•

and Securities

The borrower must solely own assets or, if asset is owned jointly,
each asset owner must be a borrower on the loan and/or on the title
to the subject property;

•

At least one (1) borrower who is an account owner must be at least
62 years old;

•

As of the Note date, the borrower must have access to withdraw the
funds in their entirety, less any portion pledged as collateral for a
loan or otherwise encumbered, without being subject to a penalty;
and

•

Account funds must be located in a United States- or State-regulated
financial institution and verified in U.S. dollars.

Assets from the sale

•

The borrower(s) must be the sole owner(s) of the proceeds from the

of the Borrower's

sale of the business that were deposited to the depository or non-

business

retirement securities account;
•

Parties not obligated on the loan may not have an ownership interest
in the account that holds the proceeds from the sale of the
borrower's business;

•

The proceeds from the sale of the business must be immediately
accessible in their entirety; and

•

The sale of the business must not have resulted in the following:
retention of business assets, existing secured or unsecured debt,
ownership interest or seller-held notes to buyer of business.
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Investor Feature

IFI H31 is required

Identifier

1I.14 (c) Automobile Allowance/Expense Account Payments
Auto allowance or expense account payments will be considered stable income for a borrower who has
been receiving the income for the most recent two (2) years, provided all associated business
expenditures are included in the calculation of the borrower's total DTI ratio. Add the full amount of the
allowance to the borrower's monthly income and add the full amount of the lease or financing expense
for the automobile to the borrower's total monthly obligations. The automobile allowance may not be
subtracted from the monthly automobile financing expense.
1I.14 (d) Boarder Income
See 1I.12 Rental Income for allowances for boarder income.
1I.14 (e) Capital Gains
A capital gain is generally a one-time transaction, and, therefore, should not be considered in
determining income. However, if the borrower has a constant turnover of assets that produces regular
gains, the capital gain may be considered for qualifying income (e.g., a person who buys old
automobiles, restores them, and sells them for profit).
Capital losses identified on Schedule D of the borrower’s individual income tax return do not have to be
considered when calculating income or liabilities, even if the losses are recurring.
Documentation

All of the following is required:
•

A minimum of the most recent two (2) years' individual income tax returns
with all schedules, including Schedule D. In some cases, additional years
tax returns may be required; and

•

Sufficient assets remaining after closing to support continuance of the
capital gain income, at the level used for qualifying for at least the next
three (3) years.

Age of
Documentation
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•

Current receipt of the income need not comply with age of documentation
requirements.

Income Calculation

•

Develop an average income from the last two (2) years and use the
amount as part of the borrower’s qualifying income as long as the
borrower provides current evidence that they own additional property or
assets that can be sold if extra income is needed to make future mortgage
payments.

•

If the trend of the amount of income is stable or increasing, the income
should be averaged. If the trend was declining but has since stabilized and
there is no reason to believe that the borrower's income will not remain
stable, the current, lower amount of the variable income must be used.

•

If the trend is declining, the income may not be stable. Additional analysis
must be conducted to determine if any of the variable income may be
used, but it may not be averaged over the period when the declination
occurred.

1I.14 (f) Disability – Long Term
Long-term disability payments (Veterans disability compensation benefits, Social Security Disability
Insurance (SSDI), etc.) may be treated as acceptable, stable income, unless the terms of the disability
policy specifically limit the stability or continuity of the benefit payments.
Generally, long-term disability will not have a defined expiration date and must be expected to
continue. The requirement for re-evaluation of benefits is not considered a defined expiration date.
Documentation concerning the nature of the disability may not be requested or the medical condition
of the borrower may not be questioned.

Verification

Fannie Mae DU

Freddie Mac LPA

Obtain a copy of the benefit letter or

Evidence the type and source of income

benefits statement to determine:

and document the payment amount
and frequency and current receipt with

•

The income source;

one (1) of the following:

•

The borrower's current eligibility for
the disability benefits;

•
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frequency of the disability
•

letter;

payments; and

•

Award letter;

If there is a contractually

•

Pay statement;

established termination or

•

1099;

modification date.

•

W-2;

•

Bank statements; or

•

Equivalent documentation.

Document current receipt with one (1)
of the following:

If the disability policy has a pre•

Bank statement;

determined expiration date (e.g.,

•

Pay statement; or

certain disability policies provided by

•

Equivalent documentation.

employers and private insurers), obtain
a copy of the certificate of coverage, or
other equivalent documentation
evidencing the policy term

New or Newly

Verification of current receipt is

Verification of current receipt is not

Established

required.

required. The finalized terms of the

Income

new income must be documented with
the following:
•

The benefit verification letter;

•

Notice of award letter; or

•

Other equivalent documentation
from the payor that provides and
establishes these terms.

The terms that must be verified include,
but are not limited to, the source, type,
effective date of income
commencement, payment frequency
and payment amount that will begin
prior to or on the first mortgage
payment due date.
Short-Term

If the borrower is currently receiving short-term disability that will decrease to a

Disability

lesser amount within the next three (3) years because they are being converted to

Converting to

long-term benefits, the long-term benefits must be used for loan qualification.

Long-Term
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Disability

1I.14 (g) Employment by a Relative or Any Interested Party to the Transaction
A borrower employed by a family member or employed by a family-held business or any interested
party to the transaction (e.g., property seller or real estate broker) may be eligible.
•

Follow DU or LPA documentation requirements; and

•

Most recent two (2) years’ individual income tax returns with all schedules.

Additional documentation may be required to determine that the borrower is not self-employed, such
as a letter from the business accountant confirming borrower's percentage of interest in the business.
1I.14 (h) Employment Contracts
If a borrower has an employment contract, it may be considered for the purposes of determining
stable income.
1I.14 (h)(i) Education Industry
It is common for borrowers who work in the educational industry, such as teachers to be employed
under renewable or term employment contracts.
For the educational field, if the borrower provides an annually renewable or term contract, it is
reasonable to consider the continuance of receipt, provided you have no knowledge or
documentation to the contrary.
When a borrower is employed as a teacher, the annual salary must be verified. If monthly or weekly
base pay is provided, the employer must verify the number of pay periods per year if the payout is
not clear or the income must be averaged based on the most recent W-2 over 12 months. Stipends
or supplemental income must be documented as regular and continuous.
For teacher income paid over a 10-month period and obtaining financing during the summer
months when income is not being received, provide all of the following:
•

Final year-end paystub from the school;
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•

Verbal verification of employment; and

•

Copy of the contract indicating that the borrower is paid over a 10-month period.

Qualify the borrower based on the income received on the final year-end paystub.
1I.14 (h)(ii) Other Industries
Fannie Mae DU

Freddie Mac LPA

A two-year history of contract employment and

The following must be considered when

income is required.

determining employment history, income
stability and monthly income:

Income received via an employment contract
that has been received for 12 to 24 months

•

Is the employment contract reasonably

may be acceptable with documentation

common to the employment field and/or

evidencing the borrower has been employed in

region;

the same or similar field or industry. There

•

must be demonstrated positive factors to
reasonably offset the shorter income history.

The pay structure within the terms of the
contract; and

•

Has the borrower demonstrated the ability

There must be documented justification with a

to maintain consistent employment and

written analysis to mitigate the use of the

income with this form of pay structure for

shorter history

the most recent two (2) years.
Obtain a documented two-year history of
income and employment in the same or similar
field or industry when the terms of the
employment contract does not include a fixed
income pay structure

1I.14 (i) Foreign Income
Foreign income is income that is earned by a borrower (U.S. and non-U.S. citizens) employed by a
foreign corporation or a foreign government and paid in foreign currency.
All income must be translated into U.S. currency.
Foreign income that is not reported on U.S. individual income tax returns is not eligible for use as
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qualifying income.
Fannie Mae DU

Freddie Mac LPA

All of the following is required:

All of the following is required:

•

Follow DU documentation requirements; and

•

Most recent two (2) years' U.S. individual
income tax returns that include the foreign
income with all schedules.

•

Follow LPA documentation requirements;
and

•

Most recent years' U.S. individual income tax
returns that include the foreign income with
all schedules.

1I.14 (j) Foster Care Income
Foster care income may be considered acceptable if it is verified that the borrower has a history of
providing foster care services under a recognized state- or county-sponsored program.
Fannie Mae DU

Freddie Mac LPA

Document the most recent two-year history of

Document the most recent two-year history of

receipt of the income.

receipt of the income.

If the borrower has not been receiving foster
care income for two (2) years, the income is
acceptable if:
•

The borrower has at least a 12-month history
of receipt of the income; and

•

The income does not represent more than
30% of the total gross income.

1I.14 (k) Housing or Parsonage Allowance
Non-military housing or parsonage allowance may be considered qualifying income if the income
has been received for the most recent 12 months and likely to continue for the next three (3) years.
The housing allowance may be added to income but may not be used to offset the monthly housing
payment.
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All of the following is required:
•

Written Verification of Employment, letter from employee, or paystub(s) documenting the
amount of the housing or parsonage allowance and the terms under which the housing
or parsonage allowance is paid; and

•

Proof of receipt of housing allowance for most recent 12 months.

1I.14 (l) Income Beginning after the Note Date
If a borrower is scheduled to begin employment under the terms of an employment offer or contract
after the loan closes, the income and employment may be acceptable in accordance with the below
requirements.
1I.14 (l)(i) Fannie Mae DU
Fannie Mae Option One – Paystub Obtained After Closing and Before Delivery
•

Obtain an executed copy of the borrower’s offer or contract for future employment and
anticipated income;

•

The borrower must begin employment within 90 days of the Note date; and

•

An exception is required for tracking.

Fannie Mae DU Option Two - Paystub Not Obtained Before Closing or Delivery
Income from future employment may be acceptable if all of the following are met:
•

Purchase transaction;

•

1-unit primary residence;

•

Must qualify using borrower's fixed base income;

•

Cannot be employed by a family member or by an interested party to the transaction.

•

The employment offer:
o

Is non-contingent. If there are contingencies to the offer, any contingencies or conditions
of employment must be satisfied prior to closing;

o

Is fully executed by the employer and accepted by the borrower; and

o

Clearly identifies the terms of employment, including but not limited to, employment
start date, position, type, and rate of pay.

•

The borrower’s start date must be no earlier than 30 days prior to the Note date or no later
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than 90 days after the Note date.
o

If the borrower’s start date is the Note or more than 30 days prior to the Note date,
obtain the employment offer or contract and a VVOE that confirms active employment
status.

o

If the borrower’s start date is no more than 90 days after the Note date, obtain the
employment offer or contract.

•

In addition to the reserves required by DU or for the transaction, document one (1) of the
following:
o

Financial reserves to cover PITIA for six (6) months; or

o

Financial reserves to cover the monthly obligations included in the DTI ratios, including
the subject property PITIA, for the number of months between the Note date and the
employment start date, PLUS, one (1) additional month PITIA.

Financial reserves may include financial reserves and current income.
Current income refers to net income that is currently being received by the borrower (or coborrower), may or may not be used for qualifying, and may or may not continue after the
borrower starts employment under the offer or contract. For this purpose, the amount of income
the borrower is expected to receive between the note date and employment start date may be
used. If the current income is not being used for qualifying, it can be documented using income
documentation, such as a paystub, but a verification of employment is not required.
Special Feature Code 707 and an exception is required for delivery purposes.

1I.14 (l)(ii) Freddie Mac LPA
Freddie Mac Option One - Paystub Not Obtained Before Closing or Delivery
Income from future employment may be acceptable if all of the following are met:
•

Must be underwritten by LPA;

•

Purchase or Rate & Term Refinance;

•

1-unit primary residence;

•

Must be borrower’s new primary employment or future salary increase with current
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employer;
•

Income must be non-fluctuating and salaried;

•

Cannot be employed by a family member or by an interested party to the transaction;
and
The employment offer.

•

o

Is non-contingent. If there are contingencies to the offer, any contingencies or
conditions or employment must be satisfied prior to closing;

o

Is fully executed by the employer and accepted by the borrower; and

o

Clearly identifies the terms of employment, including but not limited to, employment
start date and annual base non-fluctuating earnings.

For a future salary increase provided by the borrower’s current employer, the above

•

documentation must indicate that the increase is fully approved and is explicitly granted
by the borrower;
•

Employment begins within 90 days after signing the Note;

•

Adequate income and/or liquid assets to pay the PITIA and all other monthly liabilities
between the Note date and the start date of new employment plus an additional one (1)
month reserves; and
Verbal VOE no more than ten (10) days prior to closing verifying the terms of the offer

•

letter or employment contract have not changed.
Freddie Mac Option Two – Paystub Obtained After Closing and Prior to Delivery
Income from future employment may be acceptable if all of the following are met:
•

Must be underwritten by LPA;

•

Purchase, Rate & Term and Cash-out Refinance; and

•

Must be borrower’s new primary employment or future salary increase with current
employer.

When there are more than 15 calendar days between the Note date and the start date of the new
employment, the following apply:
•

In addition to the reserves required by LPA or for the transaction, document the following:
o

Financial reserves to cover the monthly obligations included in the DTI ratios, including
the subject property PITIA, for the number of months between the Note date and the
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employment start date, PLUS, one (1) additional month PITIA MINUS
o

The borrower’s verified gross income expected between the Note Date and Start Date
of new employment.

•

A partial month is counted as one (1) month for the purpose of this calculation.

Required Documentation
•

Copy of the employment offer letter or employment contract that:
o

Is fully executed and accepted by the borrower; and

o

Includes the terms of employment, including but not limited to, employment start date
and annual income based on non-fluctuating earnings

•

Paystub, written VOE or third-party employment verification supporting the income used for
qualifying the borrower; and

•

Documentation of additional funds, as required above.

An exception is required for delivery purposes.

1I.14 (m) Income Reported on IRS Form 1099
Borrowers who receive income reported on IRS Form 1099 for services performed are generally
contractors or contingent workers. Some borrowers may report their Form 1099 income on Schedule C,
representing a sole proprietorship. In this case, follow the employment and income documentation
requirements for sole proprietorships.
Borrowers who do not report their Form 1099 income on Schedule C must provide all of the following:
•

Most recent two (2) years’ 1099 (all 1099s received);

•

Most recent paystub(s) or earnings statement(s);

•

Most recent years’ individual income tax return; and

•

Any additional documentation necessary to support use of the income and its stability.

1I.14 (n) Interest and Dividend Income

DTC, Retail/JV, WHS UW Guide

Page 66 of 87

Published 05/17/2021

Interest and dividend income is variable income that may be used to qualify. The asset providing the
interest and dividend income may not be liquidated for cash to close unless that portion used is
deducted and the interest and/or dividend amount is recalculated based on the unused portion of the
asset.
Fannie Mae DU
Requirements

Freddie Mac LPA

Interest and dividend income is variable income that may be used to qualify if
the income has been received for the most recent two (2) years.

Documentation

Verify the borrower’s ownership of the assets on which the interest or
dividend income as earned.
Evidence of sufficient assets after closing to support continuance of the
interest and/or dividend for the next three (3) years from the date of the
application, based on the most recent tax return, and one (1) of the following
is required:
•

Most recent two (2) years’ individual income tax returns with all schedules;

•

Most recent two (2) years’ bank statements; or

•

Most recent two (2) years’ 1099s.

Age of

Documentation of asset ownership must follow age of documentation

Documentation

requirements.

Income Calculation

•

Develop an average of the income for the most recent two (2) years.

•

If the trend of the amount of income is stable or increasing, the income
should be averaged. If the trend was declining but has since stabilized and
there is no reason to believe that the borrower's income will not remain
stable, the current, lower amount of the variable income must be used.

•

If the trend is declining, the income may not be stable. Additional analysis
must be conducted to determine if any of the variable income may be
used, but it may not be averaged over the period when the declination
occurred.

1I.14 (o) Non-Occupying Co-Borrower Income
Non-occupying co-borrower income may be considered acceptable income. This income can offset
certain weaknesses of the borrower(s), such as limited financial reserves or limited credit history.
However, it may not be used to offset significant or recent instances of major derogatory credit in the
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occupant borrower's credit history.
1I.14 (p) Nontaxable Income
Generally, income is taxable unless it is specifically exempted by law. Nontaxable income may be shown
on the borrower's tax return but is not taxed. Verify and document that the source of income is
nontaxable.
If the income is verified as nontaxable, and the income and its tax-exempt status is likely to continue,
the income must be grossed-up only if needed to qualify the borrowers. Develop an "adjusted gross
income" for the borrower.
Filing requirements for most taxpayers can be found on the IRS website. The percentage of nontaxable
income that may be added cannot exceed the greater of 25% or the same tax rate used to calculate the
borrower's income from the previous year.
Verify and document that the source of income is nontaxable using any of the following:
•

Individual income tax return; or

•

Equivalent documentation evidencing the income is nontaxable status of income.

To determine the amount to adjust (“gross up”) the borrower’s income, use:
•

25% of the nontaxable income; or

•

The current federal and state income tax withholding tables.

If the borrower is not required to file an individual income tax return, the nontaxable income may be
grossed up by 25%.
1I.14 (p)(iii) Social Security Income
For Social Security income (e.g., retirement income, disability benefits, survivor benefits and
Supplemental Security Income), a certain percentage of the income may be grossed up without
additional documentation using the following allowance.
The 15% may be grossed up by 25%, which is the standard gross up percentage.
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Example
Social security income = $1,000
$1,000 x 15% = $150
$150 x 25% = $37.50
Total income = $1,037.50
If the borrower requires the full $1,000 to be grossed up, evidence the income is tax exempt
is required.
Filing requirements for most taxpayers can be found on the IRS website in addition to the attached
Social Security Benefits Worksheet to determine amount of benefits that are nontaxable.
The following income types are generally nontaxable, or a portion of the income is nontaxable. This list
is not all-inclusive.
•

Child support income

•

Disability income

•

Foster care income

•

Government assistance programs

•

Military allowance

•

Parsonage income

•

Retirement, pension, annuity income, or IRA distributions

•

Social security income

•

Supplemental social security income

•

VA benefits

1I.14 (q) Notes Receivable
Ongoing revenue received from Note income may be eligible for loan qualification. Payments on a Note
executed within the past 12 months, regardless of the duration, may not be used as stable income.
A copy of the Note is required to evidence the terms including the amount, frequency, and duration of
payments and to verify that the income can be expected to continue for a minimum of three (3) years.
Document regular receipt of the income for the most recent 12 months with one of the following:
•

Bank statements evidencing receipt of income;
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•

Cancelled checks from payor;

•

Most recent tax return; or

•

Equivalent documentation.

1I.14 (r) Public Assistance
Public assistance (e.g., Temporary Assistance for Needy Families (TANF), etc.) may be considered as
acceptable income. Verify that the income will continue for at least three (3) years.
Document public assistance income payment amount, frequency, and duration of benefit eligibility with
benefit verification letter(s) or other equivalent documentation from applicable agency.
Verification of current receipt is required with one (1) of the following:
•

The benefit verification letter, 1099, or third-party documentation showing type of income type,
source, amount; or

•

Most recent one (1) month bank statement or other equivalent documentation evidencing receipt
of the income.

1I.14 (s) Restricted Stock Units (RSU)
Restricted stock unit is compensation offered by an employer to an employee in the form of company
stock. The employee does not receive the stock immediately, but instead receives it according to a
vesting plan and distribution schedule after achieving requirement performance milestones or upon
remaining with the employer for a particular length of time. The restricted stock units are assigned a
fair market value when they vest. Upon vesting, they are considered income, and a portion of the
shares are withheld to pay income taxes. The employee receives the remaining shares and can sell
them at any time.
Restricted Stock (RS) and Restricted Stock Units (RSU) Subject to Performance-Based
Vesting Provisions
History of Receipt

•

Two (2) year consecutive history of receipt.

and Continuance

•

RS and RSU used for qualifying must have vested and been distributed
to the borrower from their current employer, without restriction.

Analysis of Stability

•

Must continue for at least three (3) years.

•

Provide analysis of changes in the company's stock price as well as past
and future distributions detailed in a vesting schedule.

•
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trending upward, use calculation method below.
•

If earnings are not consistent (i.e., the value of vested shares distributed
decreases substantially year-over-year), additional analysis is required,
and additional documentation may be necessary to determine income
stability and develop an accurate calculation of qualifying income.

Documentation

All of the following is required:

Requirements
•

Year-to-date paystubs documenting all year-to-date earnings, including
payouts of RS or RSU W-2s for the most recent two (2) years;
OR

•

All of the following is required:
o

Written VOE documenting all year-to-date earnings, including
payouts of RS or RSU Earnings for the most recent two (2) years; and

o

Written VOE through a third-party verification, provided that the
documentation clearly identifies and distinguishes the payout(s) of
RS or RSU.

All of the following is required:
•

Evidence the stock is publicly traded;

•

Documentation verifying that the vesting provisions are performancebased (e.g., RS and/or RSU, agreement, offer letter);

•

Vesting schedules currently in effect detailing past and future vesting;

•

Evidence of receipt of previous years payouts of RS/RSU (e.g., year-end
paystub, employer-provided statement paired with a brokerage or bank
statement showing transfer of shares or funds) that must, at a
minimum, include:
o

Dates of the payouts; and

o

The number of vested shares or its cash equivalent distributed to
the borrower (pre-tax).

Calculation

Based on the form in which vested RS or RSU are distributed to the
borrower (i.e., as shares or its cash equivalent), use the applicable method
below to calculate the monthly income.
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RS or RSU Distributed as Shares
•

Multiply the 52-week average stock price (as of the application date) by
the total number of vested shares distributed (pre-tax) to the borrower
in the past two (2) years, then divide by 24.
(e.g., if 200 vested shares were distributed (pre-tax) in the past two (2)
years and the 52-week average stock price as of the application date is
$10, multiply 200 x $10 then divide by 24 = $83.33 monthly income).

RS or RSU Distributed as Cash Equivalent
•

Use the total dollar amount distributed (pre-tax) from the cash
equivalent of vested shares in the past two (2) years, and divide by 24

Restricted Stock (RS) and Restricted Stock Units (RSU) Subject to Time -Based Vesting
Provisions
History of Receipt

•

One (1) year history of receipt

and Continuance

•

RS and RSU used for qualifying must have vested and been distributed
to the borrower from their current employer, without restriction

Analysis of Stability

•

Provide analysis of changes in the company's stock price as well as past
and future distributions detailed in a vesting schedule.

•

If year-to-date earnings are consistent with previous year’s earnings or
trending upward, use calculation method below.

•

If earnings are not consistent (i.e., the value of vested shares distributed
decreases substantially year-over-year), additional analysis is required,
and additional documentation may be necessary to determine income
stability and develop an accurate calculation of qualifying income.

Documentation

All of the following is required:

Requirements
•

Year-to-date paystubs documenting all year-to-date earnings,
including payout of RS or RSU W-2 for the most recent year.
OR

All of the following is required:
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Written VOE documenting all year-to-date earnings, including

•

payout of RS or RSU Earnings for the most recent year; and
Written VOE through a third-party verification, provided that the

•

documentation clearly identifies and distinguishes the payout(s) of
RS or RSU.
All of the following is required:
•

Evidence the stock is publicly traded;

•

Documentation verifying that the vesting provisions are time-based
(e.g., RS and/or RSU agreement, offer letter);

•

Vesting schedules currently in effect detailing past and future vesting;
and

•

Evidence of receipt of previous years payouts of RS/RSU (e.g., year-end
paystub, employer-provided statement paired with a brokerage or bank
statement showing transfer of shares or funds) that must, at a
minimum, include:
o

Dates of the payouts; and

o

The number of vested shares or its cash equivalent distributed to
the borrower (pre-tax).

Calculation

Based on the form in which vested RS or RSU are distributed to the
borrower (i.e., as shares or its cash equivalent), use the applicable method
below to calculate the monthly income.
RS or RSU Distributed as Shares
Multiply the 52-week average stock price as of the application date by
the number of vested shares distributed (pre-tax) to the borrower in
the past year, then divide by 12
(e.g., if 50 vested shares were distributed (pre-tax) in the past year
and the 52-week average stock price as of the application date is $10,
multiply 50 x $10 then divide by 12 = $41.67 monthly income)
RS or RSU Distributed as Cash Equivalent
Use the total dollar amount distributed (pre-tax) from the cash equivalent of
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vested shares in the past year and divide by 12

1I.14 (t) Retirement Income
1I.14 (t)(i) Retirement, Annuity, and Pension
Evidence the income source and type, payment amount, frequency, and current receipt with one (1)
of the following:
•

Letter(s) from the organizations providing the income;

•

Copy of retirement award letters;

•

Copy of financial or bank account statement;

•

Copy of signed individual income tax returns;

•

W-2s or 1099 forms; or

•

Other proof of receipt.

If income is from a government annuity or a pension account will begin on or before the first
payment date, document the income with a benefit statement from the organization providing the
income. The statement must specify the income type, amount, and frequency of the payment, and
include confirmation of the initial start date.
If retirement income is paid in the form of a distribution from a 401(k), IRA, or Keogh retirement
account, determine whether the income is expected to continue for at least three (3) years. Eligible
account balances may be combined for the purpose of determine whether the three (3) year
continuance requirements is met.
Document that the borrower has unrestricted access without penalty to the accounts and has
sufficient assets to evidence continuance for three (3) years from the date of application.
1I.14 (u) Distributions from Retirement Accounts Recognized by the IRS (e.g., IRA or Keogh)
If distributions are being taken in accordance with certain IRS rules, such as the Required Minimum
Distributions (RMD) rule, (i.e., excise tax penalty applies if distributions are not taken), and evidence of
current receipt of the RMD amount is obtained, history of receipt if not required.
Due to the multiple variables inherent with distributions from retirement accounts, including but not
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limited to, fixed and fluctuating income, the history of receipt necessary to support a stable monthly
qualifying income amount may vary. These may include a range of history from zero to 24 months.
Determine that the source and amount of the income are stable.
•

Frequency and regularity of receipt of the distributions.

•

Length of time the distributions have been taken and whether or not they establish a stable
pattern of receipt over a given period of time.

•

For example, consider whether or not the distributions are fixed amounts occurring with regular
frequency or are variable amounts occurring with or without regular frequency.

For fixed amount occurring with regular frequency, a lesser history of receipt may be needed to
determine the amount and stability of the income.
For variable amounts, it may be necessary to obtain a longer history of receipt to determine the
amount and stability of the income while considering whether or not the overall payments are similar
year over year or quarter over quarter.
Rules governing distributions (e.g., IRS rules governing exceptions to early withdrawal penalties and
RMD, employer retirement plan rules and designs governing scheduled distribution terms). Certain
rules may provide support for the frequency and regularity of receipt as well as continued receipt,
possibly justifying a shorter history to support a stable monthly income.
Evidence the type and source of income and document the distribution amount and distribution
frequency, current receipt (as applicable) and history of receipt (as applicable) with the following:
•

Most recent retirement account statement(s); and/or

•

Documentation from financial institution holding retirement account that verifies regularly
scheduled distribution arrangements, 1099s; and/or

•

Other equivalent documentation.

If the retirement distributions are not scheduled monthly payments (e.g., annual, semi-annual,
quarterly), one (1) of the following is required to document the most recent distributions:
•

A retirement account statement;

•

1099; and

•

Other equivalent documentation.
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Verification of receipt of multiple distributions may be necessary to determine frequency of
distributions, history of receipt and amount of stable monthly income.
A written rational explaining the analysis used to determine the qualifying income must be provided.
Document current receipt with one (1) of the following:
•

Bank statement(s); or

•

Other equivalent documentation.

Document that the borrower has unrestricted access without penalty to the accounts and has sufficient
assets to evidence continuance for three (3) years from the date of application.
If the retirement account(s) from which the borrower is currently taking distributions is projected to be
depleted within three (3) years, additional retirement accounts with eligible retirement assets, may be
used in aggregate to support the amount of qualifying income may be considered when determining
continuance of income used for qualifying.
The additional retirement assets used to verify continuance may not be used as a source of funds for
closing or reserves, as a current source of income, or for the calculation of assets as a basis for
repayment of obligations.

1I.14 (v) Royalty Payments
Ongoing income received from royalty payments, such as income from a work paid to its author or
composer may be eligible for loan qualification.

Documentation

Fannie Mae DU

Freddie Mac LPA

All of the following is required:

Less Than Two Year History of
Receipt

•

Royalty contract, agreement, or
statement confirming amount,

All of the following is required:

frequency, and duration of the
income; and
•
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income, and
•

Most recent individual income
tax return with all schedules.

Two Year History of Receipt
•

Most recent two (2) years'
individual income tax return
with all schedules.

Income Calculation

•

If the trend of the amount of income is stable or increasing, the income
should be averaged.

•

If the trend was declining but has since stabilized and there is no reason
to believe that the borrower's income will not remain stable, the
current, lower amount of the variable income must be used.

•

If the trend is declining, the income may not be stable. Additional
analysis must be conducted to determine if any of the variable income
may be used, but it may not be averaged over the period when the
declination occurred.

Continuance

Confirm that the income has been

Less Than Two Year History of

received for at least 12 months and

Receipt

that the payments will continue for a
minimum of three (3) years from the

•

date of the application.

Confirm that the income has
been received for at least 12
months.

•

Royalty contract(s) and/or lease
agreements must evidence
continuance for a minimum of
three (3) years from the date of
the application.

Two Year History of Receipt
•

Confirm that the income has
been received for at least two
(2) years and that the payments
are likely to continue for a
minimum of three (3) years
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from the date of the
application.

1I.14 (w) Seasonal Income
Seasonal employment may be acceptable if the borrower has worked in the same job or same line of
seasonal work for the most recent two (2) years.
Fannie Mae DU
Documentation

Freddie Mac LPA

One (1) of the following is required:
•

Written Verification of Employment; or

•

Most recent paystub(s) and most recent two (2) years, W-2s or individual
income tax returns with all schedules, depending on income type.

Income Calculation

Determine income calculation based on income type and if income is
variable.

Continuance

NA

Not required unless
documentation indicates that
income will not continue or has a
defined expiration date.

Seasonal

•

Unemployment compensation

•

Unemployment compensation

Unemployment

must be clearly associated with

must be clearly associated with

Compensation

seasonal employment.

seasonal employment.

Unemployment benefits must

•

•

Unemployment benefits must

have been received for the past

have been received for the past

two (2) years to be considered

two (2) years to be considered

stable income.

stable income.

The most recent two (2) years'

•

Proof of receipt of

individual income tax returns

unemployment income (1099-

with all schedules is required.

G(s)) or equivalent
documentation) for the most
recent two (2) years.

1I.14 (x) Social Security Retirement Income
Fannie Mae DU
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Documentation for

Document with a copy of Social Security Award letter or document with

Borrower’s Own

evidence of current receipt with one (1) of the following:

Account/Work
Record

Documentation for

•

Pay statement;

•

1099; or

•

Bank statement.

Document with:

Drawing on Another
Person’s

•

Copy of Social Security Award letter;

Account/Work

•

Proof or current receipt; and

Record

•

Evidence of three (3) year continuance.

New Established

•

Document the finalized terms of the new income with the Social Security

Income

Administration benefit letter documenting the terms that include, but
are not limited to, effective date of income commencement, payment
frequency, and pre-determined payment amount that will begin prior to
or on the first mortgage payment due date.
•

Verification of current receipt is not required.

1I.14 (y) Supplemental Security Income
Supplemental Security Income (SSI) may be an acceptable source of income. The source, payment
amount, payment frequency, and current receipt must be documented. Documentation concerning the
nature of the disability may not be requested or the medical condition of the borrower may not be
questioned.

Documentation

Fannie Mae DU

Freddie Mac LPA

Document SSI with the SSI Award

Document SSI and current receipt

letter and current receipt with one

with one (1) of the following:

(1) of the following:
•

SSI Award letter;

•

Bank statement;

•

1099;

•

Pay statement; or

•

Bank statement; or

•

Equivalent documentation.

•

Equivalent documentation.

Newly Established

Verification of current receipt is not required. Document the finalized terms

Income

of the new income with the SSI Award letter.
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The terms that must be verified include, but are not limited to, effective date
of income commencement, payment frequency and pre-determined
payment amount that will begin prior to or on the first mortgage payment
due date.
Verification of current receipt is not required.
Continuance

Generally, SSI will not have a defined expiration date and must be expected
to continue. The requirement for re-evaluation of benefits is not considered
a defined expiration date.

1I.14 (z) Survivor and Dependent Benefit Income
Survivor and dependent benefit income may be considered qualifying income with evidence of the type
of survivor and/or dependent benefit income (e.g., Social Security Survivor benefits, Survivors' VA
benefits, other similar benefits), source, payment amount, payment frequency, and current receipt.

Type of Benefit

Fannie Mae DU

Freddie Mac LPA

Survivor Benefits

Document with a copy of Social

Document income type and current

Received for

Security Award letter and evidence

receipt with one (1) of the following:

Dependent Child and

of current receipt with one (1) of the

Surviving Spouse

following:

•

Social Security Award letter;

•

1099;

•

Bank statement;

•

Bank statement; or

•

Pay statement; or

•

Equivalent documentation.

•

Equivalent documentation.

Newly Established

Verification of current receipt is not required. Document the finalized terms

Income

of the new income with:
•

The Award letter verifying the effective date of income commencement,
payment frequency and pre-determined payment amount that will begin
prior to or on the first mortgage payment due date.

•
Age of

Verification of current receipt is not required

Age of documentation requirements must be met.

Documentation
Continuance
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year continuance is required.
Surviving Spouse - Evidence of continuance is not required.

1I.14 (aa) Temporary Help Services
Contract firms and temporary staffing firms may contract out the services of their employees to other
employers. The employment and income may be considered stable when the borrower has
demonstrated the ability to maintain steady and continuous employment and income with this
employment structure for the most recent two (2) years.
All of the following is required:
•

Follow AUS documentation requirements; and

•

Most recent two (2) years W-2s.

1I.14 (bb) Temporary Leave
Temporary leave from work is generally short term in duration and for reasons of maternity or parental
leave, short-term medical disability, or other temporary leave types that are acceptable by law or the
borrower's employer.
If a borrower is currently receiving short-term disability benefits that will decrease to a lesser amount
within the next three (3) years because they are being converted to long-term benefits, the long-term
benefits must be used as qualifying income.
During a temporary leave, a borrower’s income may be reduced and/or completely interrupted. It
must be determined that during and after temporary leave, the borrower has the capacity to repay the
mortgage and all other monthly obligations.
All of the following is required:
•

Verification of pre-leave employment and income history;

•

No evidence or information from employer indicating borrower does not have the right to return
to work after leave period;

•

Borrower's written confirmation of intent to return to work;
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•

Agreed-upon date of return evidenced by documentation generated by the employer and
provided by the borrower or employer (or third party service designated by employer);

•

Age of documentation compliance requirements not required;

•

Verbal Verification of Employment, the borrower is considered employed if the employer
confirms the borrower is currently on temporary leave;

•

Amount and duration of borrower’s temporary leave income;

•

Amount of regular employment income the borrower received prior to leave; and

•

All available liquid assets used to supplement the reduced income for the duration of leave must
be verifiable.

Borrower Returning to Work Prior to

Use the monthly pre-leave income.

First Mortgage Payment
Return to Work After First Mortgage

Use the lesser of the monthly leave income or pre-leave

Payment

income. If the monthly leave income is less than the preleave income:
•

Supplement with available liquid reserves;

•

Total qualifying income may not exceed the gross
monthly income received upon return to work; and

•

Assets required to support the payment may not be
counted towards available reserves.

Supplemental Income Amount

Supplemental Income Amount = Available liquid reserves
divided by the number of months of supplemental income:
•

Available liquid reserves: subtract funds need to
complete the transaction (down payment, closing
costs, other required debt payoff, escrows, and
minimum required reserves) from the total verified
liquid asset amount

•

Number of months supplemental income: the
number of months from the first mortgage payment
date to the date the borrower will begin receiving his
or her regular employment income.

Qualifying Income

Total qualifying income = supplemental income plus the
temporary leave income.
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1I.14 (cc) Tip Income
Tip income is considered compensation in addition to an employee's regular wages and must be
received for the past two (2) years.
All of the following is required:
•

Written Verification of Employment; or

•

Most recent paystub(s); and

•

Most recent two (2) years' W-2s.
OR

•

Most recent two (2) years individual income tax returns with IRS Form 4137, Social Security and
Medicare Tax on Unreported Tip Income, to verity tips not reported by the employer.

Income Calculation
•

Develop an average for the most recent two (2) years.

•

If the trend of the amount of income is stable or increasing, the income should be averaged.

•

If the trend was declining but has since stabilized and there is no reason to believe that the
borrower's income will not remain stable, the current, lower amount of the variable income
must be used.

•

If the trend is declining, the income may not be stable. Additional analysis must be conducted to
determine if any of the variable income may be used, but it may not be averaged over the period
when the declination occurred.

1I.14 (dd) Trust Income

Documentation

Fannie Mae DU

Freddie Mac LPA

All of the following is required:

Fixed Payment Amount

•

Copy of the fully executed trust

All of the following is required:

agreement or trustee's
statement specifying the
amount, frequency, and
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•

duration of payments; and

payment amount and frequency

Evidence of current receipt with

(e.g., monthly, quarterly, etc.)

a bank statement or equivalent

and duration of payments.
Evidence of current receipt with
a bank statement or equivalent;
and
•

Evidence of sufficient assets to
support the qualifying income
(letter from trustee, bank
statements)

Variable Payment Amount
All of the following is required:
•

Copy of fully executed trust
agreement specifying payment
terms;

•

Most recent two (2) years'
individual income tax returns;
and

•

Evidence of sufficient assets to
support the qualifying

History of Receipt

Trust income must continue for at

Fixed Payment Amount: A history of

and Continuance

least three (3) years from the date

receipt is not required if the trust

of the application.

specifies the fixed payment
amounts occurring at regular
intervals will continue for at least
three (3) years from the date of the
application.
Variable Payment Amount: A history
of receipt for two (2) years is
required if the trust payments are
variable (e.g., dividend and interest).
There must be sufficient assets to
support continuance of the trust
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income for at least three (3) years
from the date of the application.
Age of

Unless this income is received monthly, documentation of current receipt

Documentation

of the income is not required to comply with age of documentation
requirements.

1I.14 (ee) Union Members
Union members may hold several jobs during a year.
Fannie Mae DU
Documentation

Freddie Mac LPA

Verification of income for a union member requires all of the following
documentation:
•

Current paystub(s) from present employer. If there has been more
than one (1) employer in the current year, the last paystub from each
employer will be required to adequately reflect year-to-date earnings;

•

Most recent two (2) years' W-2s from all employers; and

•

Most recent two (2) years' individual income tax returns with all
schedules, if necessary, to document temporary or sporadic
employment and unemployment income. See Seasonal Income for
borrowers who receive unemployment compensation.

The loan application should reflect the borrower's current employer in the
Employment Information and the Union information as the prior
employer. All employers in the past two (2) years do not need to be
reflected on the loan application.
Income Calculation

•

Develop an average of the most recent two (2) years.

•

If the trend of the amount of income is stable or increasing, the
income should be averaged.

•

If the trend was declining but has since stabilized and there is no
reason to believe that the borrower's income will not remain stable,
the current, lower amount of the variable income must be used.

•

If the trend is declining, the income may not be stable. Additional
analysis must be conducted to determine if any of the variable
income may be used, but it may not be averaged over the period
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when the declination occurred.
Employment at Closing

The borrower does not have to be

The borrower does not have to be

employed at the time of closing if

employed at the time of closing if all

all of the following are met:

of the following are met:

•

The borrower works in an

•

occupation that results in a
series of short-term job

employers;
•

The borrower has had multiple

assignments (such as a skilled

employers during the past two

construction worker,

(2) years; and

longshoreman, or stagehand);
•

The borrower is in between

•

Employment is deemed stable.

The union provides an

Verbal confirmation may be

executed employment offer

obtained through the union.

or contract for future
employment; and
•

Verbal confirmation may be
obtained through the union.
All other requirements for
Future Income above must be
met.

1I.14 (ff) VA Benefits
VA Benefits income (other than disability) may be used to qualify with verification that the income can
be expected to continue for a minimum of three (3) years from the date of the loan application. A letter
or distribution form from the Veteran's Administration is required to document VA benefits income.
VA education benefits are not an eligible source of income.
1I.15 Unacceptable Sources of Income
Income from sources considered ineligible include, but is not limited to:
•

Income derived from the subject property with land being leased to another party

•

Income derived from business activity that may be permitted by State law but is prohibited by
Federal law
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•

Income determined to be temporary or one-time in nature

•

Incremental income derived from gambling

•

Lump sum payments of lottery earnings that are not on-going

•

Lump sum payment such as inheritances or lawsuit settlements

•

Mortgage credit certificates (MCC)

•

Mortgage interest differential (MID) income

•

Non-incidental income received from farming/agricultural use of a property

•

Retained earnings in a company

•

Taxable forms of income not declared on individual income tax returns

•

Trailing co-borrower income

•

Unverifiable income

•

Use of assets as income (except Employment-Related Assets as Qualifying income described above)

•

VA education benefits

1I.16 Revision History
Verbal Confirmation of Employment, Allowable Age of Individual Income Tax Returns,

Date

Distributions from Retirement accounts Recognized (e.g., IRA or Keogh), COVID
flexibilities

2021-034

Rental Income from 2-4 unit Primary Residence and 1-4 unit Investment Property

May 17, 2021

April 30, 2021

2021-041
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1J.1 Appraiser Requirements
The appraiser must remain free of any outside influence in the valuation process. Appraisers must provide
complete and accurate reports. The estimate of market value must represent the appraiser’s professional
conclusion, based on market data, logical analysis, and judgment.
1J.1 (a) Appraiser Requirements
Appraiser must be state-licensed or state-certified appraiser, active and in good standing on the ASC
registry as of the effective date of the appraisal report. The appraiser must be state-certified when
preparing an appraisal for properties with a value greater than or equal to $800,000.
Verification must be provided by one of the following:
•

UCDP clearance;

•

A copy of the National Registry Appraiser Report at http://www.asc.gov/; and

•

A copy of the appraiser’s current license (preferred documentation).
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The appraiser must:
•

Comply with the independent appraiser requirements specified by the Office of the Comptroller
of the Currency, the Board of Governors of the Federal Reserve System, the FDIC, and the Office
of Thrift Supervision;

•

Comply with real estate appraisal regulations adopted in accordance with Title XI of the Financial
Institutions Reform or Recovery and Enforcement Act of 1989;

•

Be experienced in the appraisal of properties similar to the type being appraised;

•

Be actively engaged in appraisal work;

•

Must not be an interested party in the subject transaction;

•

Subscribe to a code of ethics that is at least as strict as the requirements set forth in the Ethics
Rule of the Uniform Standards of Professional; and

•

Appraisal Practice adopted by the Appraisal Standards Board of the Appraisal Foundation.
Comply with the Appraiser Independence Requirements (AIR).

1J.1 (b) Appraiser Trainees
An unlicensed or uncertified appraiser, or trainee is permitted to perform a significant or all of the
appraisal (if qualified to do so). If an unlicensed or uncertified individual provides significant
professional assistance, they must sign the left side of the appraiser certification as the appraiser if:
•

They are working under the supervision of a state-licensed or state-certified appraiser as an
employee or sub-contractor;

•

The right side of the appraiser certification is signed by that supervisory appraiser; and

•

It is acceptable under state law.

1J.2 Unacceptable Appraisal Practices
The following are examples of unacceptable appraisal practices:
•

Creation of comparable sales by combining vacant land sales with the contract price of a home that
has been built or will be built on the land.

•

Development of a valuation conclusion based either partially or completely on the sex, race, color,
religion, handicap, national origin, familial status, or other protected classes of either the
prospective owners or occupants of the subject property or the present owners or occupants of the
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properties in the vicinity of the subject property.
•

Development of or reporting an opinion of market value that is not supportable by market data or is
misleading.

•

Development of a valuation conclusion based on factors that local, state, or federal law designate as
discriminatory, and thus, prohibited.

•

Development on an appraisal or reporting an appraisal in a manner or direction that favors the
cause of either the client or any related party, the amount of the opinion of value, the attainment of
a specific result, or the occurrence of a subsequent event in order to receive compensation and/or
employment for performing the appraisal and/or in anticipation of receiving future assignments.

•

Development of and reporting an appraisal in a manner that is inconsistent with the requirements
of the Uniform Standards of Professional Appraisal Practice (USPAP) in place as the effective date of
the appraisal.

•

Failure to comment on negative factors with respect to the subject neighborhood, subject property,
or proximity of the subject property to adverse influence.

•

Failure to adequately analyze and report any current contract of sale, option, offering, or listing of
the subject property and the prior sales of the subject property and the comparable sales.

•

Failure to use comparable sales that are most locationally and physically similar to the subject
property.

•

Failure to make adjustments when they are clearly indicated.

•

Misrepresentation of the physical characteristics of this subject property, improvements, or
comparable sales.

•

Not supporting adjustments in the sales comparison approach.

•

Selection and use of inappropriate comparable sales.

•

Use of comparable sales in the valuation process where the appraiser has not personally inspected
the exterior of the comparable property.

•

Use of adjustments to the comparable sales that do not reflect market reaction to the differences
between the subject property and the comparable sales.

•

Use of data, particularly comparable sales data, provided by parties who have a financial interest in
the sale or financing of the subject property without the appraiser’s verification of the information
from a disinterested source.

1J.3 Appraisal Report Forms and Exhibits
The appraisal report must be prepared and signed by an approved appraiser. The appraisal report must be
on the current version of the appropriate appraisal form, and include any information, either as an
attachment or addendum to the appraisal report form, needed to support the opinion of market value.
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1J.3 (a) List of Appraisal Report Forms
See below for TEMPORARY COVID REQUIREMENTS
Uniform Residential Appraisal

Use for appraisals of one-unit properties, units in PUDs, (including

Report (Fannie Mae Form

a one-unit property with an accessory dwelling unit) and detached

1004/Freddie Mac Form 70)

condominium units based on interior and exterior property
inspections. The URAR may be used for two-unit properties if each
of the units is occupied by one of the co-borrowers as their
primary residence or if the value of the legal second unit is
relatively insignificant in relation to the total value of the property
(as might be the case for a basement unit or a unit over a garage).
In addition, units in condo projects that consist solely of detached
dwellings may use the URAR if the appraiser includes an adequate
description of the project and information about the homeowners’
association fees and the quality of the project maintenance. An
interior and exterior inspection of the subject property is required.
The appraisal report must be UAD compliant.

Individual Condominium Unit

For appraisals of one-unit properties in condo projects based on

Appraisal Report (Fannie Mae

interior and exterior property inspections. Appraisals reported on

Form 1073/Freddie Mac

Form 1073 must be completed in accordance with the UAD

Form 465

Specification.

Individual Cooperative Interest

Use for appraisals of one-unit properties in co-op projects. An

Appraisal Report (Fannie Mae

interior and exterior property inspection is required.

Form 2090)
Manufactured Home Appraisal

Use for appraisals of one-unit manufactured homes, including

Report (Fannie Mae Form

those located in a condominium or PUD project. An interior and

1004C/Freddie Mac Form

exterior property inspection is required.

70B)
Small Residential Income

Use for appraisals of two- to four-unit properties. An interior and

Property Appraisal Report

exterior property inspection is required.

(Fannie Mae Form
1025/Freddie Mac Form 72)
Appraisal Update/Completion

The Appraisal Update and/or Completion Report is used for all one- to

Report (Fannie Mae Form

four-unit appraisal reports.
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1004D/Freddie Mac Form
442)

When performing an appraisal update, the original appraiser is
expected to research, verify, and analyze current market data, and
to perform at least an exterior-only inspection of the subject
property.
However, the use of a substitute appraiser to perform the
appraisal update is acceptable. The substitute appraiser must
review the original appraisal and express an opinion about
whether the original appraiser's opinion of market value was
reasonable on the effective date of the appraisal report. In
addition, the loan file must contain a note explaining why the
original appraiser was not used.
The type of inspection required is dependent on the nature of the
appraisal conditions or changes to the subject property.
If the appraisal is completed "as is," an interior inspection is not
required unless there are known any changes to the subject
property that would have an adverse effect on condition or
marketability. At a minimum, a front photograph of the subject
property is required. Additional photographs of any factors that
affect the marketability or value should be provided if not already
part of the report being updated.
If the appraisal is subject to completion per plans and
specifications, an interior and exterior inspection is required.
Interior and exterior photographs are required.
If the appraisal is subject to repairs that affect safety, soundness or
habitability, an interior and exterior inspection is required if repairs
are required for the interior of the dwelling. Exterior and interior
photographs are required. Otherwise, an exterior-only inspection
with exterior photographs is required.

Desktop Underwriter Property

The Desktop Underwriter Property Inspection Report is not an

Inspection Report (Fannie Mae

appraisal report. It is a property inspection report that requires an

Form 2075)

exterior-only inspection of the subject property, completed by a
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state-licensed or state-certified appraiser without an estimate of
market value for the property. No estimate of value is required. If
the property inspection reveals adverse physical deficiencies or
conditions, or the subject property does not conform to the
neighborhood, an upgrade to an interior and exterior appraisal
reported on Form 2055 is required.
Field Review Appraisal (Fannie

The following are required when a Field Review Appraisal is required

Mae Form 2000/Freddie Mac

by the Loan Program or at the discretion of the valuation

Form 1032)

department.
One-Unit Properties
•

One-Unit Residential Appraisal Field Review Report

•

Original front and street photos of the subject property

•

Photos of the comparable sales must be used for all review of
one-unit residential appraisal reports

Two- to Four-Unit Properties
•

Two- to Four-Unit Residential Appraisal Field Review Report

•

Original front and street photos of the subject property

•

Photos of the comparable sales must be used for all review of
two-to four-unit residential appraisal report

Hybrid or Bifurcated

Not permitted

Appraisals

TEMPORARY COVID REQUIREMENTS
Loan Purpose

LTV

Occupancy

Ownership of Loan being

Permitted Appraisal

Refinanced
Purchase and

Up to 97%

new

Primary

NA

residence

Interior and Exterior
appraisal,

construction1

Desktop appraisal, or
Exterior-only
appraisal1
≤85%

Second home

NA

Investment
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property

appraisal, or Exterioronly appraisal1

>85%

Second home

NA

Interior and Exterior
appraisal

Rate & Term

Standard

Refinance

guidelines

All

Fannie Mae-owned

Interior and Exterior

Freddie Mac-owned

appraisal, or Exterior-

(LCOR and

only appraisal

NCO)
Cash-out Refi

Not Fannie Mae-owned

Interior and Exterior

Not Freddie Mac-owned

appraisal

NA

Completion

Properties appraised completed “subject to” require an Appraisal Update and/or

Reports

Completion Report (Form 1004D/442).
If no completion report is available due to COVID-19 related issues, a signed letter
from the borrower confirming that the property was completed with any of the
following evidencing completion will be permitted:

1

•

Photographs;

•

Paid invoices indicating completion;

•

Occupancy permits; or

•

Other substantially similar documentation.

Exterior-only appraisal not permitted on new construction loans.

TEMPORARY COVID REQUIREMENTS
If construction of the property has not yet begun or is partially complete, and the appraisal report
will be completed “subject to completion per plans and specifications,” provide the appraiser with, or
ensure that the builder has provided the appraiser with the following:
•

Plans and specifications;

•

Survey and/or plot plan;

•

Current photos of the subject property.
o

If construction has not yet begun, a photograph of the site and down the street in both
directions o If construction is partially complete, a photograph is required of the following:
▪

A front view of the subject property;

▪

A rear view of the subject property;
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▪

A street scene (i.e., a photograph down the street in both directions);

▪

The following interior photos are required when construction is at a stage in which they
are available
o

The kitchen of the subject property;

o

All bathrooms of the subject property;

o

The main living area of the subject property;

o

Basement, including all finished rooms; and

o

A copy of the complete, ratified sales contract, and all addenda.

A signed Builder Certification attesting that the information provided is true and correct must be

•

included in the loan file.
Completion Reports for New Construction Properties where the appraisal report was completed

•

“subject to completion per plans and specifications,” the Completion of Construction Certification
will be acceptable if a completed Appraisal Update and/or Completion Report (Form 1004D/442)
cannot be obtained as a result of COVID-19 related issues.

1J.3 (b) Appraiser Certifications and Limiting Condition
Each appraisal report form includes an appraiser's certification (and, if applicable, a trainee appraiser's
certification) and a statement of assumptions and limiting conditions. Appraisers may not add limiting
conditions.
The appraiser may not make changes or deletions to the existing certifications; however, the appraiser
may make additional certifications that can be included on a separate page or form. Acceptable
additional certifications might include:
•

Those required by state law;

•

Those related to the appraiser's continuing education or membership in an appraisal
organization;

•

Those related to the appraiser's compliance with privacy laws and regulations in the
development, reporting, and shortage of an appraisal and the information on which it is based;
and

•

Any additional certifications must be reviewed to ensure they do not conflict with those policies
or standard certifications on the appraisal report form. The appraiser's certification #23 is an
acknowledgment by the appraiser that certain parties to a mortgage transaction that are not
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the lender/client and/or intended user may rely on the appraisal report. This certification
clarifies that such other parties include the borrower, another lender at the request of the
borrower, the mortgagee or its successors and assigns, mortgage insurers, governmentsponsored enterprises, and other secondary market participants.
The following additional notice or statement is acceptable when appraisers believe the lender/client is
the only intended user is acceptable:
"The intended user of this appraisal report is the lender/client. The intended use is to evaluate the
property that is the subject of this appraisal for a mortgage finance transaction, subject to the state
scope of work, purpose of the appraisal, reporting requirements of this appraisal report form, and
definition of market value. No additional intended users are identified by the appraiser."
1J.3 (c) Appraisal Attachments
The appraisal attachments must be prepared and signed (if applicable) by an approved appraiser. The
appraisal attachments must be on the current version.
Attachments

Exterior photographs-clear, descriptive photographs showing the front,

URAR

Condo

Forms

Forms

1004/70

1073/465

X

X

X

X

NA

X

back and street scene of the subject property and the front of each
comparable sale.
Original photographs, electronic images, copies from MLS, or copies from
appraiser's files.
Photographs of comparable rentals utilized in Form 1025 are not
required.
Interior photographs must include the following: kitchen, all bathrooms,
main living area, examples of any physical deterioration, examples of
recent property updates.
Interior photographs on proposed or under construction properties may
be taken by the appraiser at time of final inspection.
Interior building sketch and calculations (required on Form 1004/70) if
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floor plan is atypical or functionally obsolete, thus limiting the market
appeal).
Exterior building sketch and calculation

X

NA

Street map showing the location of the subject property and comparable

X

X

X

X

sales.
Single Family Comparable Rent Schedule (Form 1007/100) for all one-unit
investment properties, if applicable (not required when rental income is
not being used to qualify).

1J.3 (d) Appraisal Assignment
An appraisal assignment is the transfer of the appraisal from one lender to another lender.
The original lender must attest to their appraisal independence policies. NewRez will only consider
accepting an appraisal transfer request when it is evident the appraisal report was ordered by a lender
unaffiliated with the loan originator and for a qualified borrower.
The original lender must email the following documentation to the Appraisal Support team and identify
the need for a transferred appraisal to appraisals@newrez.com:
•

Color PDF of the appraisal;

•

Appraiser Independence Certification;

•

Appraisal XML file;

•

Submission Summary Report (SSR);

•

Original appraisal invoice submitted when the appraisal was completed for the original lender;
and

•

Signed and dated Transfer Letter from the original lender to NewRez releasing the appraisal.

You will be notified of the acceptance of the existing appraisal or the need for a new appraisal.
1J.3 (e) Electronically Transmitted Appraisal Reports
Electronically transmitted appraisal reports are acceptable provided the appraisal report:
•

Adequately identifies the appraiser;

•

Is created by the appraiser identified on the appraisal report;

DTC, Retail/JV, WHS UW Guide

Page 13 of 65

Published: 04/30/2021

•

Includes a reproduced signature of the appraiser whose name appears on the report;

•

Is the unaltered report submitted by the appraiser;

•

Photographs of the subject property and comparable sales are clear; and

•

The appraiser electronically transmits the electronic appraisal or inspection report directly to
Client.

Electronically transmitted appraisal reports must comply with Electronic Verification requirements and
must be in a standard format as outlined in Required Appraisal Forms.
1J.3 (f) Appraisal Waiver Options
Desktop Underwriter and Loan Product Advisor may offer an option to waive the appraisal
requirement. Below is the eligibility criteria that must be met in order to exercise the waiver option.

DU Appraisal Waiver

LPA Automated Collateral Evaluation
(ACE)

Eligible

•

DU Approve/Eligible

•

LPA Accept

•

1-unit

•

1-unit

•

Primary residence

•

Primary residence

•

Second home

•

Second home

•

Investment property refinances

•

Condo units

•

Condo units

•

Purchase, rate & term refinance,

•

Purchase, rate & term refinance,

and cash-out refinance

and cash-out refinance
Ineligible

•

DU Approve/Ineligible

•

LPA Caution

•

Construction to permanent

•

Construction to permanent

financing
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•

2- to 4-units

•

2- to 4-units

•

Co-ops

•

Co-ops

•

Leasehold properties

•

Leasehold properties

•

Manufactured housing

•

Manufactured housing

•

Investment property purchases

•

Investment properties

•

Texas Home Equity transactions

•

Texas Home Equity transactions

•

Gifts of equity

•

Properties with resale restrictions

•

Transactions where either the

•

Non-arm's length transactions

purchase price or estimated value is

•

Purchase of REO properties
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$1,000,000 or more
•

•

Transactions where either the

Loans for which the mortgage

purchase price or estimated value is

insurance provider requires an

$1,000,000 or more

appraisal

•

Loans for which the mortgage

•

An appraisal has been obtained

insurance provider requires an

•

Disaster-impacted areas

appraisal
•

An appraisal has been obtained

•

Disaster-impacted areas

An appraisal waiver or ACE may not be offered, and an appraisal must be obtained
when:
•

DU or LPA is unable to identify ineligible criteria above;

•

It is required by law to obtain an appraisal;

•

Rental income is being used to qualify; and

•

There is information known about the property that would warrant an
appraisal, such as:
o

The property is in a known disaster area;

o

A contaminated site or hazardous substance exists affecting property or
neighborhood; and

o

Adverse physical property conditions known based on review of
documentation in file.

1J.4 Definition of Market Value
Market value is the most probable price which a property should bring in a competitive and open market
under all conditions request to a fair sale, the buyer and seller, each acting prudently, knowledgeably and
assuming the price is not affected by undue stimulus.
Implicit in this definition is the consummation of a sales as of a specified date and the passing of title from
seller to buyer under conditions whereby:
•

Buyer and seller are motivated;

•

Both parties are well informed or well advised, and each acting what they considers in their own
best interest;
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•

A reasonable time is allowed for exposure in the open market;

•

Payment is made in terms of cash in U.S. dollars or in terms of financial arrangement comparable
thereto; and

•

The price represents the normal consideration for the property sold unaffected by special or
creative financing or sales concessions granted by anyone associated with the sale.

Adjustments to the comparable sales must be made for special or creative financing or sales concessions.
No adjustments are necessary for those costs that are normally paid by sellers as a result of tradition or law
in a market area; those costs are readily identifiable because the seller pays these costs in virtually all sales
transactions. Special or creative financing adjustments can be made to the comparable property by
comparisons to financing terms offered by a third-party institutional lender that is not already involved in
the property or transaction. Any adjustment should not be calculated on a mechanical dollar for dollar costs
of the financing or concession, but the dollar amount of any adjustment should approximate the market's
reaction to the financing or concessions based on the appraiser's judgment.
1J.5 Appraisal Review
The following must be analyzed:
•

Current contract for sale for purchase money transactions;

•

Current offering or listing sale for both purchase and refinance transactions when the home was
listed for sale;

•

Comparable sales for both purchase and refinance transactions; and

•

Current ownership for the subject property.

In addition, the following must be validated:
•

The property meets NewRez's eligibility criteria; and

•

The appraiser has provided an accurate and reliable opinion of value that reflect the market value,
condition, and marketability of the subject property in compliance with NewRez requirements.

1J.5 (a) Subject Section
The appraiser must identify the subject property by its complete property address and legal
description. The appraiser must provide the physical property address, including the unit number for a
condo, in a format that conforms to the USPS address standards in the Postal Addressing Standards
(Publication 28) for complete addresses. Address standards can be found at usps.com. The subject
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address must be populated consistently throughout the form.
When the legal description is lengthy, the appraisal may attach the full legal description as an
addendum to the appraisal report. The appraiser must also identify the property rights to be appraised.
The appraiser must research and identify whether the subject property is currently for sale or if it has
been offered for sale in the twelve months prior to the effective date of the appraisal. If the subject
property has been offered for sale, the appraiser must report the:
•

Offering price(s);

•

Offering date(s); and

•

Data source(s) used.

1J.5 (b) Contract Section
The appraiser must be provided with a copy of the complete, ratified contract. The appraiser must
indicate whether an analysis was or was not performed on the contract for sale. If an analysis was
performed, the appraiser must provide the results of the analysis. If an analysis was not performed, the
appraiser must provide an explanation why the analysis was not performed.
It is not necessary to provide the appraiser with an updated sales contract unless the updated terms
impact the physical description or condition of the property. In such cases an updated appraisal would
be required.
For UAD compliant appraisals, the appraiser must also indicate the type of sale for the transaction. The
appraiser may report any other relevant information regarding the sale type, including whether more
than one sale type applies.
The appraiser must:
•

Enter a contract amount and contract price if a purchase transaction; and

•

Indicate if the property seller is the owner of record.

The appraiser must indicate if there is any financial assistance such as loan charges, sales concessions
or gift, or down payment assistance to be paid by any party on behalf of the borrower, including any
closing costs or other payments from the seller or other third party. If there is financial assistance, the
appraiser must:
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•

Report the total dollar amount of the loan charges or concessions that will be paid (if the
appraiser is not able to determine a dollar amount for all or part of the financial assistance, the
number must reflect the total know dollar amount); and

•

Provide a description of items being paid.

Financial assistance or concessions paid by any party on behalf of the borrower includes both monetary
and non-monetary items, including below- market-rate financing, gifts of personal property, and
payment of property taxes or HOA dues for a period of time.
1J.5 (b)(i) Owner of Record
Transaction Type

Requirements

Purchase

•

Confirm the property seller listed on the sales contract is the owner of
record of the subject property;

•

If the transaction involves the sale of land separate from the dwelling,
the property seller listed on the sales contract for the land is the owner
of record for the land; or

•

When the transaction is part of a corporate relocation, the relocation
company may be the assignee of the seller, which should be indicated
on the sales contract. The appraiser must comment.

Acceptable sources of confirmation include copies of recorded deeds, tax
statement or a chain of title on the title commitment.
Refinance

The borrower is an owner of record of the subject property.

Land Contract

The property seller is the vendor on the recorded land contract and the
owner of record of the subject property; and the borrower is a vendee on
the recorded land contract.

If 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.

1J.5 (c) Neighborhood Analysis
The neighborhood characteristic and trends influence the value of one- to four-unit properties. The
appraiser must perform an objective neighborhood analysis by identifying neighborhood boundaries,
neighborhood characteristics, and the factors that affect the value and marketability of the properties
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in the neighborhood.
1J.5 (c)(i) Neighborhood Boundaries
The appraiser should provide an outline of the neighborhood boundaries, which should be clearly
delineated using North, South, East, and West. These boundaries may include, but are not limited to
streets, legally recognized neighborhood boundaries, waterways, or other natural boundaries that
define the separation of one neighborhood from another. Appraisers should not reference a map or
other addendum as the only example of the neighborhood boundaries.
1J.5 (c)(ii) Neighborhood Characteristics
Neighborhood characteristics can be addressed by the types of structures (detached, attached) and
architectural styles in the neighborhood (such as row or townhouse, colonial, ranch, Victorian);
current land use (such as single-family residential, commercial, or industrial); typical site size (such
as 10000 sf, or 2.00 ac); or street patterns or design (such as one-way street, cul-de-sac, or court).
1J.5 (c)(iii) Factors that Affect Value and Marketability of Properties in the Neighborhood
Factors that affect value and marketability of properties in the neighborhood can be addressed by
such things as proximity of the property to employment and amenities, employment stability, appeal
to the market, changes in land use, access to public transportation, and adverse environmental
influences.
The appraiser must consider all of the value-influencing characteristics in the neighborhood and
arrive at an appropriate neighborhood description and an opinion of value for the subject property,
even if this requires more extensive research for particular property types or for properties in
certain geographic locations.
An appraiser must perform a neighborhood analysis in order to identify the area that is subject to
the same influences as the subject property, based on the actions of typical buyers. The results of a
neighborhood analysis enable the appraiser to not only identify the factors that influence the value
of properties in the neighborhood, but also to define the area from which to select the market data
to perform the sales comparison analysis.
In performing a neighborhood analysis, the appraiser:
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•

Collects pertinent data;

•

Conducts a visual inspection of the neighborhood to observe its physical characteristics and
determine its boundaries; and

•

Identifies land uses and any signs that the land uses are changing.

The appraiser and underwriter must be aware of the varying conditions that characterize different
types of neighborhoods. Conditions that are typical in certain neighborhoods may not be present in
other neighborhoods. This does not mean that the existence of certain types of conditions or
characteristics are unacceptable; rather it is an indication that they must be viewed in context with
the nature of the neighborhood in which the subject property is located. Some neighborhoods may
consist of a variety of property types that have different uses. Some properties may have mixed uses, such as residential property that also have child-care facilities, a doctor’s office, and other
types of business or commercial uses. The presence of mixed-use properties or a variety of property
types within a neighborhood should be viewed as a neighborhood characteristics that the appraiser
considers when performing the neighborhood analysis and describing the neighborhood
boundaries.
The appraiser must consider the influence of market forces, including but not limited to, economic,
government, and environmental factors on property values in the neighborhood. Economic forces
that must be considered include such things as the existence of vacant or boarded-up properties
and the level of essential local support services. Environmental forces that must be considered
include, but are not limited to, the existence of a hazardous waste site on or near the property and
the proximity of an airport to the property. Certain other factors that are not appraisal factors, such
as the racial or ethnic composition of a neighborhood or the age or sex of the individuals who live in
a neighborhood, must not be considered in the valuation process.
The appraiser must determine, analyze, and consider factors in the valuation process based on their
identification of all forces or factors that have the potential to influence the value of the property.
The appraiser must report neighborhood conditions in factual, specific terms and be impartial and
specific in describing favorable or unfavorable factors in a neighborhood. If an appraiser can
demonstrate by market evidence that a characteristic has an effect on the value or marketability of
the properties in the neighborhood, he or she must consider it in the valuation process. The
appraiser must not affect the use and value of a property.
Degree of

The degree of development of a neighborhood, referred to as "built-up",

Development and

is the percentage of the available land in the neighborhood that has

Growth Rate

been improved. The degree of development of a neighborhood may
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indicate whether a particular property is residential in nature.
When reviewing an appraisal on a property located in a rural or relatively
undeveloped area, focus on the characteristics of the property, zoning,
and present land use to determine whether the property should be
considered residential in nature.
Because mortgages secured by agricultural-type properties,
undeveloped land, or land-development-type properties, the appraisal
must be reviewed for properties that have sites larger than those typical
for residential properties in the neighborhood. Special attention must be
given to the appraiser's description of the neighborhood, zoning, the
highest and best use determination, and the degree of comparability
between the subject property and the comparable sales. If the subject
property has a significantly larger site than the comparable sales used in
the appraiser’s analysis, the subject property may not be a typical
residential property for the neighborhood.
Trend of

The appraiser must report the primary indicators of market conditions in

Neighborhood

the subject neighborhood by noting:

Property Values,
Demand/Supply, and

Trend of Property

Supply of Properties in

Marketing Time

Value

Subject Neighborhood

Increasing

Shortage

Under three months

Stable

In-balance

Three- to six-months

Declining

Over-supply

Over six months

Marketing Time

The appraiser's analysis of a property must take into consideration all
factors that affect value. This is particularly important for neighborhoods
that are experiencing significant fluctuations in property values. The
underwriter must confirm that the appraiser analyzes listing and
contract sales as well as closed or settled sales and uses the most recent
and similar sales available as part of the sales comparison approach.
Special attention must be paid to sales or financing concessions in
neighborhoods that are experiencing either declining property values, an
over-supply of properties, or marketing times over six months., which
must be explained by the appraiser.
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When completing the One-Unit Housing Trends, the trends must be
reflective of those properties deemed to be competitive to the subject
property. If the neighborhood contains properties deemed to be
competitive to the property being appraised. If the neighborhood
contains properties that are truly competitive, the all the properties
within the neighborhood would be reflected in the One-Unit Housing
Trends section. However, when a segmented market is present, the OneUnit Housing Trends portion must reflect those properties from the
same segment of the market as the subject property. This ensures that
the analysis is being performed is based on competitive properties. For
example, if the neighborhood contains a mix of property types not
considered competitive by market participants, then a segmented
market is present.
Price Range and

The appraiser must indicate the price range and predominant price of

Predominant Price

properties in the subject neighborhood. The price range must reflect
high and low prevailing prices for one-unit properties, two- to four-unit
properties and condo units, depending on the property type being
appraised. Isolated high and low extremes should be excluded from the
range, which means that the predominant price will be that which is the
most frequently found in the neighborhood. The appraiser may state the
predominant price as a single figure or as a range, if more appropriate.

Over-improvements

An over-improvement is an improvement that is larger or costlier than
what is typical for the neighborhood. Furthermore, a home with an inground pool in an area where pools are not typical may also be
considered an over-improvement. The appraiser must comment on
over- improvements and indicate their contributory value in the Sales
Comparison Approach.
Improvements can represent an over-improvement for the
neighborhood, but still be within the neighborhood price range, such as
a property with an in-ground pool, a large addition, or an oversized
garage in a market that does not demand these kinds of improvements.
The fact that the property is an over-improvement does not necessarily
make the property ineligible. Appraisal reports on properties with overimprovements that may not be acceptable to the typical purchaser must
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be reviewed to ensure that only the contributory value of the overimprovement is reflected in the analysis.
Age Range and

The appraiser must indicate the age range and predominant age of

Predominant Age

properties in the subject neighborhood. The age range should reflect the
oldest and newest ages for one-unit properties, two- to four-unit
properties, or condo units, depending on the property. Isolated high and
low extremes should be excluded from the range. The predominant age
is the one that is the most common or most frequently found in the
neighborhood. The appraiser may state the predominant age as a single
figure or as a range, if more appropriate.
When the age of the subject property is significantly different than the
predominant age range, the appraiser must explain why the age is
outside the range and comment on the marketability of the property and
the adjustments that were made in the Sale Comparison Approach
adjustment grid to reflect that condition.

Present Land Use

The appraiser must report the relative percentages of the developed
land in the neighborhood when discussing the present land use, rather
than simply referring to the zoning classifications. The appraiser must
separately report the percentage of developed one-unit sites and two- to
four-unit sites. In addition, if there is a significant amount of
undeveloped land in the neighborhood, the appraiser must include
comments to confirm that he or she adequately described the
neighborhood. If the present land use in the neighborhood is not one of
those listed on the appraisal, such as parkland, the appraiser also must
indicate the type of land use and its related percentage. The total of the
types of land uses must equal 100%.
Typically, dwellings best maintain value when situated in neighborhoods
consisting of similar dwellings. However, some factors that are typical of
a mixed -use neighborhood, such as easy access to employment centers
and a high level of community activity, can actually enhance the market
value of the property through increased buyer demand. Neighborhoods
may frequently reflect a blend of residential and nonresidential land
uses.
When different land uses and property types are present in a
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neighborhood, it should be considered a neighborhood characteristic
that the appraiser needs to take into consideration when performing the
neighborhood analysis and defining the neighborhood boundaries. To
confirm that any positive or negative effects of the mixed land uses are
reflected in the sale comparison analysis, the appraiser should select
comparable sales from with the same neighborhood, whenever possible.
If this is not possible, the appraiser may need to make neighborhood or
location adjustments for any sales that are not subject to the same
neighborhood characteristic.

1J.6 Site Section
The property site should be of a size, shape, and topography generally acceptable in its market area. It must
have competitive utilities, street improvements, adequate vehicular access, and other amenities. Because
amenities, easements, and encroachments may either detract from or enhance the marketability of a site,
the appraiser must reflect them in their analysis and evaluation. The appraiser must comment if the site has
adverse conditions or if there is market resistance to a property because the site is not compatible with the
neighborhood or the requirements of the competitive market, and assess the effect, if any, on the value and
marketability of the subject property.
1J.6 (a) Site Analysis
The appraisal must include the actual size of the site and not a hypothetical portion of the site for the
subject property. For example, the appraiser may not appraise only five acres of an un-subdivided 40acre parcel. The appraised value must reflect the entire 40-acre parcel.
See our Product Profiles for restrictions.
1J.6 (b) Subject Property Zoning
The appraiser must report the specific zoning class, along with a general statement as to what the
zoning permits, such as one- or two-unit, when he or she indicates a specific zoning such as R-1 or R-2.
The appraisal must indicate whether the subject property presents:
•

A legal conforming use;

•

A legal non-conforming (grandfathered use);
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•

Illegal use under the zoning regulations; or

•

That there is no local zoning.

The improvements should constitute a legal conforming use of the land. A property that constitutes a
legal non-conforming use of the land may be eligible:
Fannie Mae DU
•

Freddie Mac LPA

If the property is a 1-4 unit property or

If the property is a 1-4 unit property or located

located in a PUD and the use of the land

in a condo or PUD and the use of the land and

and the appraisal analysis does not reflect

the appraisal analysis does not reflect any

any adverse effect that the non-conforming

adverse effect that the non-conforming use has

use has on the value and marketability of

on the value and marketability of the property.

the property.
•

If the property is a condo unit and the
improvements can be rebuilt to current
density in the event of its partial or full
destruction. One of the following must be
obtained:
o

Copy of the applicable zoning
regulations; or

o

A letter from the local zoning authority
authorizing reconstruction to current
density.

Properties subject to certain land-use regulations, such as coastal tideland or wetland laws, that create
setback lines or other provisions preventing the reconstruction or maintenance of the property
improvements if damaged or destroyed are ineligible. The intent of these types of land-use regulations
is to remove existing land uses and stop land development, including the maintenance or construction
of seawalls, within specific setback lines.
1J.6 (c) Highest and Best Use
Properties must represent the highest and best use for the site. If current improvements do not
represent the highest and best use of the property, the property is unacceptable. If the current
improvements clearly do not represent the highest and best use of the site as an improved site, it must

DTC, Retail/JV, WHS UW Guide

Page 25 of 65

Published: 04/30/2021

be indicated on the appraisal report.
The appraiser determines highest and best use of a site as reasonable and probable use that supports
the highest present value. For improvement to represent the highest and best use of a site, they must
be legally permitted, financially feasible, and physically possible and must provide more profit than any
other use of the site would generate.
The appraiser's highest and best use analysis of the subject property should consider the property as it
is improved. This treatment recognized that the existing improvements should continue in use until it is
financially feasible to remove the dwelling and build a new one, or to renovate the existing dwelling. If
the use of comparable sales demonstrates that the improvements contribute to the value of the subject
reports so that its value is greater than the estimated vacant site value, the appraiser should consider
the existing use as reasonable and report it as the highest and best use.
1J.6 (d) Multiple Parcels

Fannie Mae DU

Freddie Mac LPA

The subject property may consist of more than

The subject property may consist of more than

one (1) adjoining parcel subject to all of the

one (1) adjoining parcel subject to all of the

following requirements:

following requirements:

•

Each parcel must be conveyed in its entirety

•

Each parcel must be conveyed in its entirety;

Each parcel must have the same basic zoning

•

Each parcel must have the same basic zoning

(for example; residential, agricultural);
•

(for example; residential, agricultural);

Only one (1) parcel may have a dwelling unit

•

(limited nonresidential improvements such

(adjoining parcel may not have an additional

as a garage are acceptable). An improvement

residence);

that has been built across lot lines is

•

acceptable. For example, a home built across

•
•

Only one (1) parcel may have a dwelling unit

The mortgage must be a valid first lien on
each parcel;

both parcels where the lot line runs under

•

Two separate deeds are not permitted;

the home is acceptable;

•

The site description must accurately describe

The mortgage must be a valid first lien on

the land and any improvements included in

each parcel; and

each of the parcels; and

Two (2) separate deeds are not permitted.

•

When differences in sites exist between the
subject property and the comparable sales,

Parcels must be adjoined to each other, with the
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following exception:

made to the comparable sales for significant
differences must be explained in the

•

Parcels are divided by a road; and

comments area or on an attached

•

Parcel without a residence is non-buildable

addendum. The appraisal must explain the

(such as waterfront properties where the

effect these differences have on the subject

parcel without the residence provides access

property's value or marketability.

to the water). Loan file must contain
evidence from the local municipality that the
lot is non-buildable. Evidence may not be
supplied by the appraiser.

1J.6 (e) Hobby Farm
NewRez will accept property that may have an additional use as a “hobby farm.” Examples include semirural or rural property, residential in nature, where some of the acreage is used to grow grapes, have a
small orchard, or a small barn and riding rings, etc. The requirements for the property to be considered
are:
•

Property must be residential in nature;

•

Single-family, owner occupied property;

•

Property must be appraised as residential real estate, with commercial/agricultural value not
included in the appraiser’s market value;

•

Appraiser must comment on any affect the commercial/agricultural use has on marketability and
compatibility with the subject’s neighborhood; the market value of the property is primarily a
function of its residential characteristics rather than of the business use;

•

Appraiser must state property’s highest and best use is as residential and supply photos of the
non-residential use;

•

Agricultural use should generally not exceed 20% of the total acreage;

•

Minimal outbuildings, such as small barns or stables, that are of relatively insignificant value in
relation to the total appraised value, provided the outbuildings are typical of other residential
properties in the subject area, and the appraiser can demonstrate (via comparable sales) that
there is an active, viable market;

•

Significant outbuildings, such as silos, large barns, storage areas, or facilities for farm-type
animals may indicate that property is agricultural in nature, and regardless of whether the
appraiser assigns a value, would be ineligible for financing;

•

Gross income should be minimal; any loss must be considered in the DTI;
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•

Commercial use should not result in any significant alterations; and

•

The commercial/agricultural use must be allowed by zoning and the subject must conform to
zoning.

1J.6 (f) Adjoining Properties
The appraiser must consider the present or anticipated use of any adjoining property that may
adversely affect the value or marketability of the subject property.
1J.6 (g) Site Utilities
The utilities serving the subject property must meet community standards. If public sewer and/or water
are not supplied and regulated by the local government, community or private well and septic facilities
must be available and used by the subject property. The owners of the subject property must have the
right to access those facilities, which must be viable on an ongoing basis. Private well or septic facilities
must be located on the subject site, unless the subject property has the right to access off-site private
facilities and there is an adequate, legally binding agreement for its access and maintenance.
If there is market resistance to an area because of environmental hazards or any other conditions that
affect well, septic, or public water facilities, the appraiser must address the effect of the hazards on the
value and marketability of the subject property. See 1J.8 (n) Environmental Hazards.
1J.6 (h) Off-site Improvements
Off-site improvements include, but are not limited to, streets, alleys, sidewalks, curbs and gutters and
streetlights. The subject property should front on a publicly dedicated and maintained street that meets
community standards and is generally accepted by the area residents. If a property fronts on a street
that is not typical of those found in the community, the appraiser must address the effect of that
location on the value and marketability of the subject property.
The presence of sidewalks, curbs and gutters, streetlights, and alleys depends on local custom. If they
are typical in the community, they should be present on the subject site. The appraiser must comment
on any adverse conditions and address their effect on the value and marketability of the subject
property.
1J.6 (i) Community Owned or Privately Maintained Streets
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1J.6 (i)(i) Fannie Mae DU
If the property is located on a community-owned or privately-owned and maintained street, an
adequate, legally enforceable agreement or covenant for maintenance of the street is required.
The agreement or covenant should include the following provisions and be recorded in the land
records of the appropriate jurisdiction:
•

Responsibility for payment of repairs, including each party's representative share,

•

Default remedies in the event a party to the agreement or covenant fails to comply with their
obligations, and

•

The effective term of the agreement or covenant, which in most cases should be perpetual
and binding on any future owners.

If the property is located within a state that has statutory provisions that define the responsibilities
of property owners for the maintenance and repair of a private street, no separate agreement or
covenant is required.
If the property is not located in a state that imposes statutory requirements for maintenance, and
either there is no agreement or covenant for maintenance of the street, or an agreement or
covenant exists but does not meet the requirements listed above, the property may still be eligible.
1J.6 (i)(ii) Freddie Mac LPA
The appraiser should use comparable sales with street access, ownership, maintenance, and
materials similar to the subject property. When differences in street access, ownership,
maintenance, or materials exist between the subject property and a comparable sale, the appraiser
must justify and support adjustments, or lack of adjustments, made to the comparable sale. The
appraiser should evaluate and explain the effect these differences have on the subject property’s
value or marketability.
Mutual easement agreements agreement must allow all present and future owners and their heirs,
successors, and assigns forever, unlimited use and enjoyment of the driveway or party wall without
any restriction other than restriction by reason of the mutual easement owners’ rights in common
and duties for joint maintenance.
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1J.6 (j) Special Flood Hazard Areas
The appraiser must indicate on the appraisal report whether or not the property is located in a Special
Flood Hazard Area as identified by the Federal Emergency Management Agency (FEMA). The appraiser
must also indicate the specific FEMA flood zone, map number, and map date.
1J.6 (k) Gas, Oil, and Subsurface Mineral Rights
Properties with gas, oil and/or subsurface mineral rights are acceptable if common to the area and:
•

The exercise of such rights will not result in damage to the subject property;

•

The exercise of such rights will not result in the impairment of the use or marketability of the
subject property; and

•

There is no right of surface or subsurface entry within 200 feet of the residential structure.

1J.6 (l) Improvements
The appraisal must provide a clear, detailed, and accurate description of the improvements. The
description must be as specific as possible, commenting on such things as needed repairs, additional
features, and modernization, and should provide supporting addenda, if necessary. If the subject has
an accessory dwelling unit, the appraisal should describe it.
1J.6 (l)(i) Conforming of Improvement to Neighborhood
The subject improvements should conform to the neighborhood in terms of age, type, design, and
materials used for its construction. If there is market resistance to a property because its
improvements are not compatible with the neighborhood or with the requirements of the
competitive market due to adequacy of plumbing, heating, or electrical services; design; quality; size;
condition; or any other reason directly related to market demand, the appraiser must address the
impact to the value and marketability of the subject property. However, many older neighborhoods
have favorable heterogeneity in architectural styles, land use, and age of housing. This variety may
be a positive marketing factor.
1J.6 (l)(ii) Unique Housing Types
Special consideration must be given to properties that represent unique housing for the subject
neighborhood. Loans secured by unique or nontraditional types of housing, including, but not
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limited to, earth houses, geodesic domes, and log homes, are eligible provided the appraiser has
adequate information to develop a reliable opinion of market value. It is not necessary for one or
more of the comparable sales to be of the same design and appeal as the subject property, although
appraisal accuracy is enhanced by using comparable sales that are the most similar to the subject
property. Both the appraiser and underwriter must independently determine whether there is
sufficient information available to develop a reliable opinion of market value. This will depend on the
extent of the differences between the unique property and the more traditional types of houses in
the neighborhood and number of such properties that have already been sold in the neighborhood.
When appraising unique properties, if the appraiser cannot locate recent comparable sales of the
same design and appeal the property is eligible if the appraiser is able to determine sound
adjustments between the comparable sales that are available the subject property and can
demonstrate the marketability of the property based on:
•

Older comparable sales;

•

Comparable sales in competing neighborhoods;

•

The existence of similar properties in the market area; and

•

Any another reliable market data.

There is no minimum size or living area requirements for properties unless specified by product.
1J.6 (l)(iii) Actual and Effective Age
There is no restriction on the age of eligible dwellings. Older dwellings that meet the general
requirements are acceptable. Improvements for all properties must be of the quality and condition
that will be acceptable to typical purchasers in the subject neighborhood.
The relationship between the actual and effective ages of the property is a good indication of its
condition. A property that has been well-maintained will generally have an effective age somewhat
lower than its actual age. A property that has an effective age higher than its actual age probably has
not been well-maintained or may have a particular physical problem. In such cases, pay particular
attention to the condition of the subject property in its review of any appraisal report. When the
appraiser makes adjustments for the "Year Built," they must provide an explanation for the
adjustment.
1J.6 (l)(iv) Remaining Economic Life
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NewRez does not have any requirements related to the remaining economic life of the property.
However, related property deficiencies must be addressed in the improvements analysis and
comments on the condition of the property. The appraiser is not required to complete the remaining
economic life. If the remaining economic life is reported, it need not be considered because any
related property deficiencies will be addressed in the improvements analysis.
1J.6 (l)(v) Energy Efficient Improvements
An energy efficient property is one that uses cost effective design, materials, equipment, and site
orientation to conserve non-renewable fuel.
Special energy saving items must be recognized in the appraisal process and noted on the appraisal
report. The nature of these items and their contribution to value will vary throughout the country
due to climactic conditions and differences in utility costs, and overall market reaction to the cost of
the feature.
Appraisers must compare energy efficient features of the subject property to those of comparable
properties in the Sales Comparison Approach. Appraisers may augment the Sales Comparison
Approach in evaluating any impact (either positive or negative) to the value of energy efficiency
improvements with either the income or cost approach; however, appraisers cannot adjust the value
of the property:
•

On a mechanical dollar-for-dollar basis on equipment and installation costs, or the
discounted present value of expected cost savings of the equipment over the useful life of
the equipment, or

•

Solely based on the cost or income approach. The appraiser must also analyze the market
reaction to the energy efficient feature.

The following table summarized some of the specific underwriting criteria for appraisals that include
Solar Panels.
If the solar panels are…

Then the appraiser….

Owned (cash purchase, consumer debt not

May include the solar panel value based on

collateralized by solar panels or debt paid-off)

standard appraisal requirements

Financed (panels as fixture to real estate

May consider the solar panels in the value of
the property (based on standard appraisal
requirements (provided that the panels may
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not be repossessed for default on the financing
terms.
Financed (panels as personal property)

May not provide contributory value of the solar
panels towards the appraised value, because
the panels are collateral for another debt.

Leased or Covered by a Power Purchase

May not include the value of the solar panels in

Agreement

the appraised value of the property.

See Chapter 1D Property Types, Properties with Solar Panels for additional eligibility requirements.
1J.6 (l)(vi) Layout and Flood Plans
Dwellings with unusual layouts, peculiar floor plans generally have limited market appeal. A review
of the room list and floor plan for the dwelling unit may indicate an unusual layout such as
bedrooms on a level with no bath, or a kitchen on a different level from the dining room. If the
appraiser indicates that such inadequacies will result in market resistance to the subject property,
he or she must make appropriate adjustment to reflect this in the overall analysis. However, if
market acceptance can be demonstrated through the use of comparable sales with the same
inadequacies, no adjustments are required.
1J.6 (l)(vii) Gross Living Area
The most common comparison for one-unit properties is the above-grade gross living area. The
appraiser must be consistent when calculating and reporting the finished above-grade room count
and the square feet of gross living area that is above-grade. The need for consistency also applies
from report to report. For example, when using the same transaction as a comparable sale in
multiple report, the room count, and gross living area should not change.
When calculating gross living area:
•

The appraiser should use the exterior building dimensions per floor to calculate the abovegrade gross living area of a property;

•

For units in a condominium project, the appraiser should use interior perimeter unit
dimensions to calculate the gross living area; and

•

Garages and basements, including those that are partially above-grade, must not be
included in the above-grade room count.
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Only finished above-grade areas can be used in calculating and reporting of above-grade room
count and square footage for gross living area. A level is considered below grade if any portion of it
is below-grade, regardless of the quality of its finish or the window area of any room. Therefore, a
walk-out basement with finished rooms would not be included in the above-grade room count.
Rooms that are not included in the above-grade room count may add substantially to the value of a
property, particularly when the finish is high. The appraiser should report he basement or other
partially below-grade areas separately and make appropriate adjustment for them in the Sale
Comparison Approach adjustment grid.
For consistency in the analysis, the appraiser should compare above-grade areas to above-grade
areas and below-grade areas to below-grade areas. The appraiser may need to deviate from this
approach if the style of the subject property or any of the comparable sales does not lend itself to
such comparisons. For example, a property built into the side of a hill where the lower level is
significantly out of ground, the interior finish is equal throughout the house, and the flow and
function of the layout is accepted by the local market, may require the gross living area to include
both levels. However, in such instances, the appraiser must be consistent throughout the appraisal
in their analysis and explain the reason for the deviation, clearly describing the comparisons that
were made.
1J.6 (l)(viii) Gross Building Area
The gross building area:
•

Is the total finished area including any interior common areas, such as stairways and
hallways based on exterior measurements;

•

Is the most common comparison for two- to four-unit properties;

•

Must be consistently developed for the subject property and all comparable sales used in
the appraisal;

•

Must include all finished above-grade and below-grade living areas, counting all interior
common areas such as stairways, hallways, storage rooms, etc.; and

•

Cannot count exterior common areas such as open stairways.

The use of other comparisons for two-to four-unit properties, such as the total above-grade and
below-grade areas as discussed above are acceptable as long as the appraiser explains the reasons
he or she did not use a gross building area comparison and clearly describes the comparisons used.
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1J.6 (l)(ix) Accessory Dwelling Units (ADU)
A one-unit property that includes one accessory dwelling unit may be acceptable. An ADU is typically
an additional living area independent of the primary dwelling unit and includes a fully functioning
kitchen, bathroom and sleeping area. Some examples may include a living area over a garage, living
area in a basement, or a small addition to the primary dwelling.
When reporting the living area of an ADU, it should not be included with the gross living area
calculation of the primary dwelling. It should be reported and adjusted for on a separate line in the
grid, unless the ADU is contained within or part of the primary dwelling with interior access and
above grade. If a standalone structure does not meet the ADU minimum requirements, it should be
treated as any other ancillary structure and included as a separate line item in the sales comparison
approach then adjusted based on it contributory value to the subject property.
Whether a property is a one-unit with an ADU, or a two-unit property will be based on the
characteristics of the property, which may include, but are not limited to, the existence of separate
utility meter(s), a unique postal address, and whether the unit can be legally rented. The appraiser
must determine compliance with this definition as part of the analysis in the Highest and Best Use
section of the appraisal.
The following applies when the ADU complies with local zoning, legal non-conforming zoning, or no
zoning.
Fannie Mae DU

Freddie Mac LPA

•

The property is one-unit;

•

The property is one-unit;

•

The ADU must be subordinate in size to the

•

The ADU must be subordinate in size to the

•

primary dwelling and contribute less to the

primary dwelling and contribute less to the

value of the primary dwelling;

value of the primary dwelling;

The ADU has the following separate

•

features from the primary dwelling:

The ADU has the following separate feature
from the primary dwelling:

o

Means of ingress/egress

o

Means of ingress/egress

o

Kitchen

o

Kitchen

o

Sleeping area

o

Bathroom

o

Bathing area

o

Bathroom

•

The ADU has a separate entrance and is
independent of the primary dwelling unit;
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•

The ADU may, but is not required to, include

•

access to the primary dwelling. It is not an
ADU if it can only be accessed through the

constitute an ADU;
•

primary dwelling or the area is open to the
primary dwelling with no expectation of
•

A second kitchen by itself does not
The removal of a stove does not change the
ADU classification;

•

At least one comparable sale, when

privacy;

available, must be provided to demonstrate

The kitchen, must, at a minimum, contain:

that the improvements are typical for the
market. If a recent comparable sale is not

o

Cabinets

available, aged sales with an ADU may be

o

Countertop

used as a comparable sale or as supporting

o

Sink with running water

marketing data;

o

Stove or stove hookup (hotplates,

•

If there are no comparable sales with an

microwaves, or toaster ovens are not

ADU available, a comparable sale in the

acceptable stove substitutes)

subject neighborhood without an ADU as
long as the appraiser can justify and

•

A second kitchen by itself does not

support such use, and

constitute an ADU;
•

•

The removal of a stove does not change the

The borrower qualifies without considering
any rental income from the ADU.

ADU classification;
•

At least one comparable sale must be
provided to demonstrate that the
improvements are typical for the market. An
aged, settled sale will qualify as a
comparable, and an active listing or under
contract sale is acceptable as a supplement
to show marketability; and

•

The borrower qualifies without considering
any rental income from the ADU.

If the property contains an ADU that is not allowed under zoning may be eligible under the following
conditions.
Fannie Mae DU
•

Freddie Mac LPA

Confirmation that the existence will not

•

Confirmation that the existence will not

jeopardize future hazard insurance claims

jeopardize future hazard insurance claims

that might need to be filed for the property.

that might need to be filed for the property.
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•

The illegal use conforms to the subject

•

neighborhood and to the market.
•

neighborhood and to the market.

The property must be appraised based

•

upon its current use.
•

•

The illegal use conforms to the subject
The property must be appraised based
upon its current use.

The appraiser must report state that the

•

The appraiser must report that the

improvements represent a use that does

improvements represent a use that does

not comply with zoning (illegal use).

not comply with zoning.

At least two comparable sales with the same

•

At least two comparable sales with the same

non-compliant zoning are provided

non-compliant zoning are provided

demonstrating that the improvements are

demonstrating that the improvements are

typical for the market area. Aged, closed

typical for the market area.

sale(s) with the same non-compliant zoning
used are acceptable if recent sales are not
available. At a minimum, the appraisal
report must include a total of three closed
sales.

1J.6 (l)(x) Addition without Permits
If the appraiser identifies addition(s) that do not have the required permit, the appraiser must
comment on the quality and appearance of the work and its impact, if any, on the market value of
the subject property.
1J.6 (l)(xi) Properties with Outbuildings
Special consideration must be given to properties with outbuildings to ensure that the property is
residential in nature. Descriptions of the outbuildings should be reported in the Sales Comparison
Approach adjustment grid.

Type of Outbuilding

Acceptability

Minimal outbuildings, such as small barns or

The appraiser must demonstrate that the

stable, that are of relatively insignificant value

improvements are typical of other residential

in relation to the total appraised value of the

properties in the subject area for which an

subject property.

active, viable residential market exists through
use of comparable sales with similar
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outbuildings.
An atypical minimal outbuilding.

The property is acceptable provided the
appraiser's analysis reflects little or no
contributory value for it.

Significant outbuildings, such as silos, large

The presence of the outbuildings may indicate

barns, storage areas, or facilities for farm-type

that the property is agricultural in nature. It

animals

must be determined whether the property is
residential in nature, regardless of whether the
appraiser assigns value to the outbuildings.

1J.6 (m) Selection of Condition, Quality and Other Characteristic Ratings
The Condition and Quality ratings must be based on a holistic view of the property and any
improvements. When selecting the Condition and Quality ratings, an appraiser must:
•

Consider all improvements to determine an overall Condition and Quality rating;

•

The appraiser should select the rating that best reflects the property as a whole and in its
entirety; and

•

Describe and the subject property as of the effective date of the appraisal, based on its own
merits. The rating should not be selected on how the property relates or compares to other
properties in the neighborhood. Additionally, the Condition and Quality ratings for the
comparable sales must be rated in the same manner.

These requirements also apply to all other ratings or descriptions, including the View and Location.
When an appraiser selects a rating and/or description of the subject property for a sales transaction,
the selected rating and/or description must remain the same when reflecting that specific transaction.
For example, if a C4 rating is selected for the sale of the subject property, then that property remains a
C4 when using that specific sales as a comparable sale in future reports. When a comparable sales is
used in a subsequent appraisal, the ratings and descriptions of that property should not change from
one appraisal to the next when it reflects the same sale transaction.
Properties can have the same rating or description and still require an adjustment. This does not only
apply to Quality ratings and can apply to other ratings or descriptions as well. For example, all water
views may not be equal. An adjustment should be made and explained.
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1J.6 (m)(i) Property Condition Requirements
•

The appraiser report must express and opinion about the condition of the improvements
based on the factual data of the improvement analysis;

•

Appraisals based on interior and exterior inspections must include complete visual
inspections of the accessible areas of the property;

•

Appraisers are not responsible for hidden or unapparent conditions;

•

Appraisal reports must reflect adverse conditions that were apparent during the inspection
or discovered while performing research, such as, but not limited to, needed repairs,
deterioration, or the presence of hazardous wastes, toxic substances, or adverse
environmental conditions;

•

Detrimental conditions of the improvements must be reported even if the conditions are
typical for competing properties;

•

The appraiser must consider and describe the overall condition and quality of the property
improvements;

•

The appraiser must identify:
o

Items that require immediate repair; and

o

Items where maintenance may have been deferred, which may or may not require
immediate repair.

•

The Additional Comments section must address needed repairs and physical, functional, or
external inadequacies.

The appraiser must consider and describe the overall condition of the property improvements. The
appraiser should be specific about needed repairs, additional features, modernization, etc., and
should provide a supporting addenda, if necessary.
1J.6 (m)(ii) Property Condition Ratings
For UAD compliant appraisals, the appraiser must assign one of the following standardized
Condition ratings in the table below when identifying the condition of the improvements for the
subject property and comparable sales.
Rating

Description

C1

The improvements have been very recently constructed and have not previously
been occupied. The entire structure and all components are new, and the dwelling
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has no physical depreciation.
Note: Newly constructed improvements that feature recycled materials and/or
components can be considered a new dwelling provided that the dwelling is placed
on a 100% new foundation and the recycled materials and the recycled
components have been rehabilitated/re-manufactured into like-new condition.
Recently constructed improvements that have not been previously occupied are
not considered "new" if they have any significant physical depreciation (newly
constructed dwellings that have been vacant for an extended period of time
without adequate maintenance or upkeep).
C2

The improvements feature no deferred maintenance, little or no physical
depreciation, and require no repairs. Virtually all building components are new or
have been recently repaired, refinished, or rehabilitated. All outdated components
and finishes have been updated and/or replaced with components that meet
current standards. Dwellings in this category either are almost new or have been
recently completely renovated and are similar in condition to new construction.

C3

The improvements are well-maintained and feature limited physical depreciation
due to normal wear and tear. Some components, but not every major building
component, may be updated or recently rehabilitated. The structure has been wellmaintained.

C4

The improvements feature some minor deferred maintenance and physical
deterioration due to normal wear and tear. The dwelling has been adequately
maintained and requires only minimal repairs to building components/mechanical
systems and cosmetic repairs. All major building component have been adequately
maintained and are functionally adequate.

C5

Improvements feature obvious deferred maintenance and are in need of some
significant repairs.
Some building components need repairs, rehabilitation, or updating. The functional
utility and overall livability is somewhat diminished due to condition, but the
dwelling remains usable and functional as a residence.

C6

The improvements have substantial damage or deferred maintenance with
deficiencies or defects that are severe enough to affect the safety, soundness, or
structural integrity of the improvements. The improvements are in need of
substantial repairs and rehabilitation, including many or most major components.
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1J.6 (m)(iii) Identifying Property Condition
It would be inappropriate to select either a lower or higher overall rating on the basis of one or two
minor inferior or superior areas of the property improvements. However, the C6 rating is an
exception because it indicates that the property impacted by one or more deficiencies that
negatively affect the safety, soundness, or structural integrity of the property. If any portion of the
dwelling is rated a C6, the whole property must be rated a C6.
Properties with a condition rating of C1, C2, C3, or C4 are acceptable in "as is" condition.
Properties with a condition rating of C5 or C6 in "as is" condition or "subject to repairs" are
not acceptable.
It is acceptable for an appraisal to be completed subject to repairs or alterations required for the
subject property to be rated C4 (or better). If the appraisal is completed subject to repairs or
alterations, the Condition rating must reflect the overall condition of the subject property as if the
repairs or alterations have been completed (C4 or better).
Properties with a C5 or C6 condition at time of inspection should be appraised subject to all repairs
and alterations necessary to bring the property into C4 (or better) condition. The Condition rating on
the appraisal report must show C4 (or better) as if the repairs or alterations have been completed.
An Appraisal Update/Completion Report (Form 1004D/Form 442) must be completed prior to closing
or loan purchase.
1J.6 (m)(iv) Not Updated, Updated, and Remodeled
For appraisals required to be completed using the UAD, as a subset of identifying the condition of
the subject property, the appraiser must also identify the level of updating, if any, that the subject
property has received by using the definitions in the table below.
Level of

Description

Updating
Not

Little or no updating or modernization. This description includes, but is not limited

Updated

to, new homes.
Residential properties of 15 years of age or less often reflect an original condition
with no updating if no major components have been replaced or updated. Those
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over fifteen years of age are also considered not updated if the appliances, fixtures,
and finishes are predominantly dated. An area that is ‘Not Updated may still be
well-maintained and fully functional, and this rating does not necessarily imply
deferred maintenance or physical/functional deterioration.
Updated

The area of the home has been modified to meet current market expectations.
These modifications are limited in terms of both scope and cost. An updated area
of the home should have an improved look and feel, or functional utility. Changes
that constitute updates include refurbishment and/or replacing components to
meet existing market expectations. Updates do not include significant alterations to
the existing structure.

Remodeled

Significant finish and/or structural changes have been made that increase utility
and appeal through complete replacement and/or expansion.
A remodeled area reflects fundamental changes that include multiple alterations.
These alterations may include some or all of the following: replacement of a major
component (cabinet(s), bathtub, or bathroom tile), relocation of plumbing/gas
fixtures/appliances, significant structural alterations (relocating walls, and/or the
addition of square footage). This would include a complete gutting and rebuild.

1J.6 (m)(v) Appraisal Completed “As Is”
Appraisals may be based on the "as is" condition of the property provided existing conditions are
minor and do not affect the safety, soundness, or structural integrity of the subject property. Minor
conditions and deferred maintenance are typically due to normal wear and tear from the aging
process and the occupancy of the property. While such conditions generally do not rise to the level
of a required repair, they must be reported. Examples of minor conditions and deferred
maintenance include worn floor finishes or carpet, minor plumbing leaks, holes in window screens,
or cracked window glass.
Condition Ratings C1, C2, C3, and C4, and as previously defined are eligible for delivery in "as is"
condition. Properties with the initial Condition Rating C5 and C6 indicate one (1) or more
deficiencies that impact safety, soundness, or structural integrity of the property. Therefore,
the appraisal must be completed subject to completion of the deficient item(s).
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1J.6 (m)(vi) Quality of Construction Rating
For UAD compliant appraisals, the appraiser must assign one of the following standardized quality
ratings in the table below when identifying the quality of construction for the subject property and
comparable sales.
Rating

Description

Q1

Dwellings with this quality rating are usually unique structures that are individually
designed by an architect for a specified user. Such residences typically are
constructed from detailed architectural plans and specifications and feature an
exceptionally high level of workmanship and exceptionally high-grade materials
throughout the interior and exterior of the structure. The design features exception
high-quality exterior refinement and ornamentation, and exceptionally high-quality
interior refinements. The workmanship, materials, and finishes throughout the
dwelling are of exceptionally high quality.

Q2

Dwellings with this quality rating are often custom designed for construction on an
individual property owner's site. However, dwellings in this quality grade are also
found in high-quality tract developments featuring residences constructed from
individual plans or from highly modified or upgraded plans. The design features
detailed, high-quality exterior ornamentation, high-quality interior refinements, and
detail. The workmanship, materials, and finishes throughout the dwelling are
generally of high or very high quality.

Q3

Dwellings with this quality rating are residences of higher quality build from
individual or readily available designer plans in above-standard residential tract
developments or on an individual property owner's site. The design includes
significant exterior ornamentation and interior that are well finished. The
workmanship exceeds acceptable standards and many materials and finishes
throughout the dwelling have been upgraded from "stock" standards.

Q4

Dwellings with this quality rating meet or exceed the requirements of applicable
building codes. Standard or modified standard building plans are utilized and the
design includes adequate fenestration and some exterior ornamentation and
interior refinements. Materials, workmanship, finish, and equipment are of stock or
builder grade and may feature some upgrades.

Q5

Dwellings with this quality rating feature economy of construction and basic
functionality as main considerations. Such dwellings feature a plain design using
readily available or basic floor plans featuring minimal fenestration* and basic
finishes with minimal exterior ornamentation and limited interior detail. These
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dwellings meet minimum building codes and are constructed with inexpensive
stock materials with limited refinements and upgrades.
*Fenestration-the design and disposition of windows and other exterior openings
of a building.
Q6

Dwellings with this quality rating are of basic quality and lower cost; some may not
be suitable for year-round occupancy. Such dwellings are often built with simple
plans or without plans, often utilizing the lowest quality building materials. Such
dwellings are often built or expanded by persons who are professionally unskilled
or possess only minimal construction skills. Electrical, plumbing, and other
mechanical systems and equipment may be minimal or nonexistent. Older
dwellings may feature one or more substandard or nonconforming additions to the
original structure.

1J.6 (m)(vii) Identifying Quality of Construction
The selected quality rating must reflect a holistic view of the quality of construction. However, a Q6 is
an exception because it indicates that the property is impacted by one or more deficiencies that
negatively affect the safety, soundness, or structural integrity of the property. If any portion of the
dwelling is rated a Q6, the whole property must be rated a Q6.
A Quality rating of Q6 is not acceptable. The issues that caused the Q6 rating must be cured prior to
closing. Items that may be required to be cured include:
•

Modifying the property to make it habitable for year-round occupancy;

•

Upgrading electrical, plumbing, and other mechanical systems to community standards;

•

Correcting substandard or nonconforming additions to the original structure; and

•

Curing any other quality related items needed to make the subject property acceptable to
typical buyers in the market area.

NewRez will close or purchase loans with an appraisal report with a Q1, Q2, Q3, Q4, or Q5 quality
rating in either “as is” condition or “subject to repairs.”
An Appraisal Update and/or Completion Report (Form 1004D/442) must be completed prior to
closing or loan purchase for any appraisal report “subject to repairs” prior to closing or purchase.
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1J.6 (m)(viii) Physical Deficiencies that Affect Safety, Soundness, or Structural Integrity of the
Subject Property
The appraisal report must identify and describe physical deficiencies that could affect a property's
safety, soundness, or structural integrity. If the appraiser has identified any of these deficiencies, the
property must be appraised subject to completion of the specific repairs or alterations. In these
instances, the property condition and qualify ratings must reflect the condition and quality of the
property based on the hypothetical condition that the repairs or alterations have been completed.
If the appraiser is not qualified to evaluate the alterations or repairs needed, the appraisal must
identify and describe the deficiencies and the property must be appraised subject to a satisfactory
inspection by a qualified professional. The appraisal may have to be revised based upon the results
of the inspection. If so, the report must indicate the impact, if any, on the final value. The revised
appraisal report must be reviewed to confirm that no physical deficiencies or conditions that would
affect the safety, soundness, or structural integrity of the alterations or repairs have been
completed.
A certification of completion is required to confirm the necessary alterations or repairs have been
completed prior to delivery of the loan.
1J.6 (m)(ix) Infestation, Dampness, Settlement
If the appraiser indicates evidence of wood boring insects, dampness or abnormal settlement, the
appraiser must comment on the effect on the subject property’s marketability and value. Provide
either satisfactory evidence that the condition was corrected or a professionally prepared report,
indicating that the condition does not pose any threat of structural damage.
1J.6 (n) Environmental Hazards
Loans secured by properties affected by environmental hazards may be acceptable if the effect of the
hazard is measurable through an analysis of comparable market data as of the effective date of the
appraisal, and the appraiser reflects any adverse effect that the hazard has on the value and
marketability of the subject property or indicates that the comparable market data reveals no buyer
resistance to the hazards.
In some circumstances, a particular environmental hazard may have a significant effect on the value of
the subject property, although the actual effect is not measurable because the hazard is so serious or
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so recently discovered that an appraiser cannot arrive at a reliable opinion of market value because
there is no comparable market data available, such as sales, contract sales, or active listings that are
available to reflect the effect of the hazard. In such cases, the loan is not eligible.
1J.6 (n)(i) Appraisal Requirements
When the appraiser has knowledge of any hazardous condition, whether it exists in or on the subject
property or on any site within the vicinity of the property, including but not limited to, the presence
of hazardous wastes, toxic substances, asbestos-containing materials, urea-formaldehyde insulation,
or radon gas, the appraiser must:
•

Note the hazardous condition;

•

Comment on any influence the hazard has on the property's value and marketability, if it is
measurable through an analysis of comparable market data as of the effective date of the
appraisal, or indicate that the comparable market data reveals no buyer resistance to the
hazard; and

•

Make appropriate adjustments in the overall analysis of the property's value.

The appraiser must consider and use comparable market data from the same affected area because
the sales prices of settled sales, the contract sales prices of pending sales, and the current asking
prices for active listings will reflect any negative effect on value and marketability of the subject
property.
The appraiser is not considered to be an expert in the field of environmental hazards. The appraiser,
however, has the responsibility to note any adverse conditions that were observed during the
inspection of the subject property or information that he or she became aware of through the
normal research involved in performing the appraisal.
1J.6 (n)(ii) Disclosure Requirements
Any information regarding environmental hazards must be disclosed to the appraiser and note the
loan file accordingly if the real estate broker, property seller, property purchaser, or any other party
to the transaction informs NewRez that an environmental hazard exists in or on the property, or in
the vicinity of the property.
NewRez will make the final decision about the need for inspections and the adequacy of the subject
property. For example, because the appraiser is required to comment on the effect of a hazard on
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the value and marketability of the subject property, the appraiser would have to note when there is
market resistance to an area because of environmental hazards or any other conditions that affect
well, septic, or public water facilities. If NewRez has reason to believe that private well water that is
on or available to a property might be contaminated as a result of the proximity of the well to
hazardous waste sites, a "well certification" would be required to determine whether the water
meets community standards.
1J.6 (o) Sales Comparison Approach
The sales comparison approach to value is an analysis of comparable sales, contract sales, and listings
of properties that are the most comparable to the subject property.
The appraiser’s analysis must take into consideration all factors that have an effect on value. The
appraiser must analyze all closed sales, contract sales, and offerings or listing of properties that are
most comparable to the subject property in order to identify any significant differences or elements of
comparison that could affect their opinion of value for the subject property. This is particularly
important in changing (increasing or decreasing) markets. Analyzing closed sales, contract sales, and
offerings or listings in an important analysis in any market and will result in more accurate reporting
conditions, including trends that indicate that sales prices for contract sales and asking prices for recent
offerings or listing have changed.
1J.6 (o)(i) Data and Validation Sources of Comparable Sales
Data and verification sources for each comparable sale must be reported. Examples of data sources
include, but are not limited to, a multiple listing service, deed records, tax records, realtors, builders,
appraisers, appraiser's files, and other third party sources and vendors. The appraiser must state
the specific data source and refrain from using broad categories, such as "public records." Data
sources must be reliable sources for the area where the subject property is located.
Examples of verification sources include, but are not limited to, the buyer, seller, listing agent, selling
agent, and closing documents. Regardless of the source(s) used, there must be sufficient data to
understand the conditions of sale, existence of financing concessions, physical characteristics of the
subject property, and whether it was an arm's-length transaction.
It is acceptable to obtain comparable sales data from parties that have a financial interest in either
the sale or financing of the subject property; however, the appraiser must verify the data with a
party that does not have a financial interest in the subject transaction.
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1J.6 (o)(ii) Prior Sales History of the Subject and Comparable Sales
The appraiser is required to report the three year subject property and 12-month comparable sales
history.
1J.6 (p) Comparable Sales
1J.6 (p)(i) Selection of Comparable Sales
The appraiser is responsible for determining which comparable sales are the best and most
appropriate. The appraiser must account for all factors that affect value. Comparable sales should
have similar physical and legal characteristics when compared to the subject property. These
include, but are not limited to, site, room count, gross living area, style, and condition. This does not
mean that the comparable must be identical to the subject property, but it should be competitive
and appeal to the same market participants that would also consider purchasing the subject
property. Comparable sales that are significantly different from the subject property may be
acceptable; however, the appraiser must describe the differences, consider these factors in the
market value, and provide an explanation justifying the use of the comparable sales.
Comparable sales from within the same neighborhood (including subdivision or project) as the
subject property should be used when possible. Sales activity from within the neighborhood is the
best indicator of value for properties in that neighborhood as sales prices of comparable properties
form the same location should reflect the same positive and negative location characteristics.
The use of comparable sales that are located in competing neighborhoods are allowed, as these
may be the best comparable sales available and the most appropriate for the appraiser’s analysis.
However, the appraiser must not expand the neighborhood boundaries just to encompass the
comparable sales selected. The appraiser must indicate the comparable sales are from a competing
neighborhood and address any differences that exist. The appraiser must also provide an
explanation as to why specific comparable sales were used in the appraisal report and explain how a
competing neighborhood is comparable to the subject neighborhood.
If a property is located in an area in which there is a shortage of truly comparable sales, either
because of the nature of the property improvements or the relatively low number of sales
transactions in the neighborhood, the appraiser might need to use as comparable sales, properties
that are not truly comparable to the subject property. In some situations, sales of properties that are
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not truly comparable may be the best available and the most appropriate for the appraiser's
analysis. The use of such sales is acceptable as long as the appraiser adequately documents their
analysis and explains why these sales were used.
When describing the proximity of the comparable sale to the subject property, the appraiser must
be specific with respect to the distance in terms of miles and include the applicable directional
indicator. The distance between the subject property and each comparable property is measured
using a straight line between properties.
1J.6 (p)(ii) Minimum Number of Comparable Sales
A minimum of three closed comparable sales must be reported. Additional comparable sales may be
reported to support the opinion of market value. The subject property can be used as a fourth
comparable sale or as supporting data if it was previously closed. Contract offerings and current
listing can be used as supporting data
The appraiser may not create comparable sales by combining vacant land sales with the contract
purchase price of a home (improvements only). While these transactions cannot be used to meet the
required minimum three closed comparable sales, these transactions may be included as additional
support.
1J.6 (p)(iii) Age of Comparable Sales
Fannie Mae DU

Freddie Mac LPA

Comparable sales that have closed within the

Comparable sales that have closed within the

last 12 months should be used; however, the

last six months should be used; however,

best and most appropriate comparable sales

comparable sales that have closed within the

may not always be the most recent sales. For

last 6-12 months may be used if accompanied

example, it may be appropriate for the

by an appraiser explanation for use. The best

appraiser to use a nine month old sale with a

and most appropriate comparable sales may

time adjustment rather than a one month old

not always be the most recent sales. For

sale that requires multiple adjustments. An

example, it may appropriate for the appraiser

older sale may be more appropriate in

to use a nine month old sale with a time

situations when market conditions have

adjustment rather than a one month old sale

impacted the availability of recent sales as long

that requires multiple adjustments. An older

as the appraisal reflects the changing market

sale may be more appropriate in situations

conditions.

when market conditions have impacted the
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availability of recent sales as long as the
Additionally, older comparable sales that are

appraisal reflects the changing market

the best indicator of value for the subject

conditions.

property may be used if appropriate. For
example, if the subject property is located in a

Additionally, older comparable sales that are

rural area that has minimal sales activity, the

the best indicator of value for the subject

appraiser may not be able to locate three truly

property may be used if appropriate. For

comparable sales that sold in the last 12

example, if the subject property is located in a

months. In this case, the appraiser may use

rural area that has minimal sales activity, the

older comparable sales as long as he or she

appraiser may not be able to locate three truly

comments on their use.

comparable sales that sold in the last 12
months. In this case, the appraiser may use
older comparable sales as long as he or she
comments on their use.

1J.6 (p)(iv) Additional Requirements for Detached Condominium Units
The appraiser must use similar detached condo unit comparable sales from the same project or
from the same market area. The appraiser may use other types of 1-unit detached comparable sales
that are not located in a condo project only if the appraiser supports the use of such sales in the
appraisal report and reflects any effect that the condo form of ownership has on the market value
and marketability of the subject property.
1J.6 (p)(v) Additional Requirements for New (or Recently Converted) Condos, Subdivisions, or
PUDs
If the subject property is located in a new (or recently converted) condo, subdivision, or PUD, then it
must be compared to other properties in the neighborhood as well as to properties within the
subject subdivision or project. This comparison should help demonstrate market acceptance of new
developments and the properties within them.
The appraiser must first attempt to use:
•

One (1) comparable sale from the inside the subject subdivision or project;

•

One (1) comparable sale from outside the subject subdivision or project; or

•

One (1) comparable sale from inside or outside the subject subdivision or project.

DTC, Retail/JV, WHS UW Guide

Page 50 of 65

Published: 04/30/2021

If there are no closed sales inside a new subject project or subdivision, the appraiser may use the
following.
Fannie Mae DU
•

•

Freddie Mac LPA

Two (2) pending sale from inside the

•

One (1) pending sale from inside the

subject project or subdivision in lieu of a

subject project or subdivision in lieu of a

closed sale and may be a sale by the

closed sale and may be a sale by the

builder or developer of the subject

builder or developer of the subject

property; and

property; and

Three (3) closed comparable sales from

•

outside the subject subdivision or project

Three (3) closed comparable sales from
outside the subject subdivision or project.

The comparable sale from inside the subject

If the subject subdivision or project is so new

project or subdivision can be a sale by the

that a closed sale or a contract sale is not

builder or developer of the subject property. It

available, comparable sales from outside the

is acceptable for the appraiser to verify the

subject subdivision or project may be used.

transaction of the comparable sale by viewing

However, the appraiser must comment on the

a copy of the Closing Disclosure from the

marketability of the new subdivision or

builder's file.

project and justify and support the use of the
comparable sales from outside the new

When providing builder sales from competing

subdivision or project.

projects that are not available through
traditional data sources, the appraiser must
verify the sale from the applicable Closing

Comparable sales that are resales from within

Disclosure and indicate on the appraisal

the subject subdivision or project are

report that the Closing Disclosure was the

preferable to comparable sales from outside

document utilized for verification.

the subdivision or project provided the

Additionally, the appraisal must include

builder or developer of the subject property is

discussion and analysis of sales concessions

not involved in the sale transaction. At a

and upgrades for the subject property relative

minimum, at least two (2) comparable sales

to concessions and upgrades for each builder

must be outside the influence of the builder

sale.

or developer of the subject property.

1J.6 (p)(vi) Rural Properties
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Rural properties often have large lot sizes, and rural locations can be relatively undeveloped.
Therefore, there may be a shortage (or absence) of recent truly comparable sales in the immediate
vicinity of a subject property that is in a rural location. Comparable sales located a considerable
distance from the subject property can be used if they represent the best indicator of value for the
subject property. In such cases, the appraiser must use their knowledge of the area and apply good
judgment in selecting comparable sales that are the best indicators of value. The appraisal must
include an explanation of why the particular comparable sales were selected.
1J.6 (p)(vii) Use of Foreclosures and Short Sales
It is acceptable to use foreclosures and short sales as comparable sales if the appraiser believes they
are the best and most appropriate sales available. The appraiser must address the prevalence of
such sales in the subject's neighborhood and the impact, if any, of such sales. The appraiser must
identify and consider any differences from the subject property, such as the condition of the
property and whether any stigma has been associated with it. The appraiser cannot assume it is
equal to the subject property. For example, a foreclosure or short sale property may be in worse
condition when compared to the subject property, especially if the subject property is new
construction or was recently renovated. For appraisals that required to be UAD compliant, the
appraiser must identify the sale types as REO sale or Short Sale, an appropriate.
1J.6 (q) Adjustments to Comparable Sales
1J.6 (q)(i) Analysis of Adjustments
There is no specific limitation or guidelines associated with net or gross adjustments. The number
and/or amount of the dollar adjustments must not be the sole determinant in the acceptability of a
comparable. Ideally, the best and most appropriate comparable would require no adjustment;
however, this is rarely the case as no two properties or transactions are identical. The appraiser's
adjustment must reflect the market's reaction to the difference in properties. The expectation is for
the appraiser to analyze the market for competitive properties and provide appropriate market
based on adjustments without regard to arbitrary limits on the size of the adjustments.
If the extent of the appraiser's adjustments to the comparable sales is great enough to indicate that
the property may not conform to the neighborhood, the underwriter must determine if the opinion
of value is adequately supported.
When there are no truly comparable sales for a particular property because of the uniqueness of the
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property or other conditions, the appraiser must select sales that represent the best indicators of
value for the subject property and make adjustment to reflect the actions of typical purchasers in
the market.
1J.6 (q)(ii) Sales or Financing Concessions
Comparable sales that include sales or financing concessions must be adjusted to reflect the impact,
if any, on the sales price of the comparable sales based on the market at the time of the sale.
Examples of sales or financing concessions include :
•

Interest rate buydowns or other below-market financing;

•

Loan discount points;

•

Loan origination fees;

•

Closing costs customarily paid by the buyer;

•

Payment of condo, PUD fees or assessment charges;

•

Refunds of (or credit for) the borrower's expenses;

•

Absorption of monthly payments;

•

Assignment of rent payments; and

•

Inclusion of non-realty items in the transaction.

The dollar amount of the sales or financing concessions paid by the seller must be reported for the
comparable sales if the information is reasonably available. Sales or financing data should be
obtained from parties associated with the comparable transaction, such as the broker, buyer or
seller, or a reliable data source. If information is not available because of legal restrictions or other
disclosure -related problems, the appraiser must explain why the information is not available.
The amount of negative dollar adjustment for each comparable sale with sales or financing
concessions should be equal to any increase in the purchase price of the comparable the appraiser
determines to be attributable to the concessions. The need to make negative dollar adjustments for
sales or financing concessions and the amount of the adjustments to the comparable sales is not
based on how typical the concessions might be for a segment of the market area. Large sales or
financing concessions can be relatively typical in a particular segment of the market and still result in
sales prices that reflect more than the value of the real estate. Adjustments based on dollar-for
dollar deductions that are equal to the cost of the seller concessions to the seller, as a strict cash
equivalency approach would dictate, are not appropriate.
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The effect of sales or financing concessions on sales prices can vary with the amount of the
concessions and differences in various markets. Adjustments must reflect the difference between
what the comparable sales actually sold for with the sales or financing concessions and what they
would have sold for without the concessions so that the dollar amount of the adjustments will
approximate the reaction of the market to the concessions. If the appraiser's analysis determines
that the market's reaction is the full amount of the financing concession, a dollar-for-dollar
adjustment is acceptable.
Positive adjustments for sales or financing concessions are not acceptable. For example, if local
common practice or law results in virtually all of the property sellers in the market area paying a 1%
loan origination fee for the purchaser, and a property seller in that market did not pay any loan fees
or concessions for the purchaser, the sale would be considered as a cash equivalent sale in that
market. The appraiser must recognize comparable sales that sold for all cash or with cash equivalent
financing and use them as comparable sales if they are the best indicators of value for the subject
property. Such sales also can be useful to the appraiser in determining those costs that are normally
paid by sellers as the result of common practice or law in the market area.
1J.6 (q)(iii) Date of Sale and Time Adjustments
The date of sale and the time adjustment (market conditions) are critical elements in determining an
accurate value because the appraisal is based on a specific date in time (effective date of the
appraisal). The comparable sales being considered must be analyzed by the appraiser to determine
if there have been any changes in market conditions from the time the comparable sale went under
contract to the effective date of the appraisal. This analysis will determine whether a time
adjustment is warranted. Adjustments may be either positive or negative depending on the market
changes over the time period analyzed. Time adjustments should be supported by other
comparable (such as sales, contracts) whenever possible; however, in all instances the appraiser
must provide an explanation for the time adjustment.
1J.6 (q)(iv) Appraiser’s Comments and Indicated Value in the Sales Comparison Approach
The appraiser must provide appropriate comments reflecting the logic and reasoning for the
adjustments provided, especially for the characteristics reported on the appraisal report form
between the Sales or Financing Concessions and the Condition line items. A statement only
recognizing that an adjustment was made is not acceptable. When appropriate, the appraiser's
analysis should also include narrative comments about a current contract, offering, or listing for the
subject or comparable sales, current ownership, and recent prior sales or transfers. Additionally, the
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appraiser's comments must reflect their reconciliation of the adjusted (or indicated) values for the
comparable sales and identify whey the sale(s) were given the most weight in arriving at the
indicated value for the subject property. It should be noted that the indicated value in the Sales
Comparison Approach must be within the range of the adjusted sales price of the comparable sales.
1J.6 (r) Condo Appraisal Requirements
The appraisal of an individual unit in a condo project requires the appraiser to analyze the condo
project as well as the individual unit. The value and marketability of the individual units in a project
depend on the marketability and appeal of the project itself. Therefore, the appraiser must pay special
attention to:
•

The location of the individual unit within the project;

•

The project amenities; and

•

The amount and purpose of the owner's association assessment.

See section 1J.8 (p) Comparable Sales for general requirements regarding comparable selection and
Chapter 1D Property Types and Project Standards for Condominium Project requirements.
1J.6 (s) Cooperative Appraisal Requirements
Appraisers must consider and report, among other things, the following:
•

The number of shares attributable to the unit;

•

The number of shares issued and outstanding for the co-op corporation;

•

The name of the lienholder, the lien position, and the amount and repayment terms of all
project blanket financing;

•

The pro rata share of the blanket mortgage payments that are attributable to the unit, as
determined by dividing the number of shares attributable to the unit by the total number of
project shares;

•

The pro rata share of each lien that is attributable to the unit;

•

Any tax abatements or exemptions that are attributable to the unit;

•

The remaining term for any tax abatements or exemptions and provisions for escalation of real
estate taxes, which is the dollar amount by which the taxes will increase and the year in which
the increase will occur; and

•

Any monthly maintenance fees, including:
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o

utility charges if they are part of these fees;

o

monthly special assessments;

o

ground rent,

o

other fees for the use of the facilities that are attributable to the unit; and

o

the fee type, amount, and term (if applicable) of those other fees.

1J.6 (s)(i) Comparable Selection Requirements for Co-op Share Loans in Existing Projects
The following is required for comparable sale selection in existing co-op projects:
•

Two closed or settled sales from within the subject project, if available; and

•

One closed or settled sale from a competing project.

Note: Use of comparable sales located outside of the established subject neighborhood must be
explained in the appraisal analysis.
1J.6 (s)(ii) Comparable Selection Requirements for Co-op Share Loans in New (or Recently
Converted) Projects
The following is required for co-op share loans in new or recently converted projects:
•

One closed or settled sale from the subject project, if one is available; and

•

Two closed or settled sales from outside of the project.

If closed or settled sales are not available in the subject project, appraisers must use sales from
competing projects.
1J.6 (t) Leasehold Appraisal Requirements
A mortgage that is secured by a leasehold estate or is subject to the payment of "ground rent" give the
borrower the right to use and occupy the real property under the provisions of a lease agreement or
ground lease, for a stipulated period of time, as long as the conditions of the lease are met.
1J.6 (t)(i) Appraisal Requirements for Leaseholds
The appraisal requirements for leasehold interest properties are:
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•

Appraisers must develop a thorough, clear, and detailed narrative that identifies the terms,
restrictions, and conditions regarding the lease agreements or ground leases and include
this information as an addendum to the appraisal report; and

•

Appraisers must discuss what effect, if any, the terms, restrictions, and conditions of the
lease agreement or ground lease have on the value and marketability of the subject
property.

1J.6 (t)(ii) Comparable Selection Requirements for Leaseholds
When there are sufficient number of closed comparable property sales with similar leasehold
interests available, the appraiser must use the property sales in the analysis of market value of the
leasehold estate for the subject property.
However, if not enough comparable sales with the same lease terms and restrictions are available,
appraisers may use sales of similar properties with different lease terms, or, if necessary, sales with
similar properties that were sold as fee simple estates. The appraiser must explain why the use of
these sales is appropriate and must make appropriate adjustments to reflect the market reaction to
the different lease terms or property rights appraised.
See section 1J.8 (p) Comparable Sales for general requirements regarding comparable selection and
Chapter 1A.11 (b) Eligibility for Leasehold Estate requirements.
1J.6 (u) Mixed-use Property Appraisal Requirements
The appraiser must:
•

Provide a detailed description of the mixed-use characteristics of the subject property;

•

Indicate that the mixed-use of the property is a legal, permissible use of the property under the
local zoning requirements;

•

Report any adverse impact on marketability and market resistance to the commercial use of the
property; and

•

Report the market value of the property based on the residential characteristics, rather than the
business use or any special business-use modifications that were made.

See the Mixed-use Property in Chapter 1D Property Types and our Product Profiles for more
information.
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1J.6 (v) Manufactured Housing Appraisal Requirements
The following provides requirements and standards for manufactured housing appraisals.
•

Purchase transactions
o

A complete copy of the executed contract for sale of the manufactured home and land, or

o

A complete copy of the executed contract for both if the manufactured home and land are
purchased separately.

The appraiser must analyze the contract(s) and provide a summary in the appraisal report.
All of the following information, including but not limited to, must be on the Manufactured Home
Appraisal Report (Form 1004C/70B):
•

Manufacturer's name;

•

Trade or model number;

•

Year of manufacture;

•

Serial number;

•

Certification Label number(s) from either the HUD Data Plate or Certification Label(s);

•

Type of foundation and utility connections;

•

Detailed and supported cost approach;

•

Opinion of the market value of the site;

•

Property's conformity to the neighborhood; and

•

The appraiser must indicate a value conclusion based solely on the real property as completed
consisting of the
o

manufactured home;

o

site improvements;

o

land on which the home is situated; and

o

the appraisal report must indicate whether the site is compatible with the neighborhood and
must comment on the conformity of the manufactured home to other manufactured homes
in the neighborhood.

The value conclusion cannot include any non-realty items including, but not limited to, insurance,
warranties, and furniture.
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1J.6 (v)(i) Manufactured Housing Appraisal Site Requirements
The appraiser must base their opinion of value on the characteristics of the subject property,
including the site area. The appraisal report must indicate whether or not the site is compatible with
the neighborhood and must comment on the conformity of the manufactured home to other
manufactured homes in the neighborhood.
1J.6 (v)(ii) Manufactured Housing Appraisal Comparable Selection Requirements
The appraiser must select comparable sales of similar manufactured homes to address the
marketability and comparability of a manufactured home (multi-width to multi-width homes). The
appraiser must use a minimum of two (2) comparable sales of similar manufactured homes. The
appraiser may use either site-built housing or a different type of factory-built housing as the third
comparable sale. The appraiser must explain why site-built housing, or a different type of factorybuilt housing is being used for third comparable sale and make and support appropriate
adjustments in the appraisal report.
1J.6 (v)(iii) Manufactured Housing Appraisal Cost Approach Requirements
A detailed and supported cost approach to value for all manufactured homes which must, at a
minimum, contain the information indicated on the Manufactured Home Appraisal Report (Form
1004C/70B) is required. The sales comparison and cost approach to value are complementary for
the valuation of manufactured housing and must support the final value conclusion.
A properly developed and detailed cost approach will provide the information necessary for an
appraiser to
•

recognize differences in manufactured home construction quality;

•

understand the difference between the comparable sales and the subject property;

•

extract from the market appropriate adjustments for the sales comparison analysis; and

•

identify sales of manufactured homes that are similar enough to the subject property to use
as comparable sales.

1J.6 (v)(iv) Sources of Manufactured Housing Data
Traditional appraisal data sources do not provide enough quality manufactured home data for the
appraiser to develop a supportable and well-documented manufactured home appraisal. While
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sources such as MLS and public records are important and may contain some data, appraisers must
utilize other data sources, such as manufactured home dealers and construction
companies/builders experienced in the installation of manufactured homes.
One important source of manufactured housing information is the NADA Manufactured Housing
Appraisal Guide. That publication
•

lists general manufactured home depreciated replacement values based on original factory
construction categories; and

•

offers a step-by-step process for arriving at the average retail book value for a manufactured
home and can be used to develop a cost approach.

Note: NADA chart values assume the home is in average condition. The publication provides
definitions for “excellent,” “good,” “average,” “fair,” and “poor” to appropriately identify the
condition of the manufactured home.
Another source of information is Marshall & Swift’s Residential Cost Handbook. Marshall & Swift
provides
•

information that enables the user to arrive at an estimate of the cost of the manufactured
home when new and the replacement cost based on, among other things, the construction
quality, and

•

an explanation of the items that enables the appraiser to support their conclusion of the
overall construction quality of the manufactured home.

The appraiser must support their opinion about both the quality and the condition of the
manufactured home because they play a very important role in the value and marketability of
manufactured homes. The NADA Guide or the Marshall & Swift Handbook may be used as additional
sources to provide support for the appraiser’s conclusions about the quality and value of a
manufactured home.
1J.6 (w) Special Assessment or Community Facilities Districts Requirements
Alternative methods for raising the capital necessary to satisfy utility and infrastructure requirements
are sometimes used in the development of new residential communities. In some instances, this
involves the creation of local districts called special assessment districts or community facilities districts
that have the authority to assess homeowners for the cost the developing utility services and various
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infrastructure facilities, including, but not limited to, roads, sewer services, schools, police and fire
protection services, and libraries.
1J.6 (w)(i) Special Assessment Districts
Special Assessment Districts (also known as special tax districts or municipal utility districts) provide
a specific service to homeowners living in a designated area. They are most often established to
provide water or other utilities in areas that are not served by existing city or municipal utility
services. The need for these districts arises when an existing utility service does not have sufficient
capacity or may not find it economically feasible to provide services for newly created subdivisions
that are located beyond its current operating area. State law governing the establishment of special
assessment districts varies greatly, as does the financial strength of the individual districts. These
districts are granted the authority to assess owners of properties within their boundaries for funds
that will be used to cover their operating costs and debt service.
Special assessment districts that are established to serve newly developing subdivisions with utilities
often based their financial plans on the amount of the assessment to be charged to each property
owner on the expected number of properties in the area to be served. The district then depends on
the continuation of development to maintain its budget expectations. If, for any reason,
development stops short of the degree of development that the district anticipated in preparing its
budget, the district can become financially distressed and may need to impose an additional
assessment on the existing homeowners.
The appraiser must:
•

Report any special assessments that affect the property; and

•

Report if the special assessment district is experiencing financial difficulty and if that
difficulty has an effect on the value or marketability of the subject property.

To ensure that the reaction of the market to the potential liabilities that may arise within a financially
troubled special assessment district is reflected in the analysis, the appraiser must consider current
and expired listings or properties for sale within the district and any pending contract sales and
recent closed sales within the district.
There may be some instances in which the financial difficulty of a special assessment district is so
severe that its actual effect on the value and marketability of a property is not measurable because
there is no comparable market data available to enable the appraiser to arrive at a reliable opinion
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of market value. In this case, the loan is not eligible for delivery to NewRez until an active market
develops enabling the appraiser to demonstrate the value and marketability of the subject property.
1J.6 (w)(ii) Community Facilities Districts (Mello-Roos)
Some jurisdictions have passed legislation that creates community facilities districts and permits
them to levy a special tax to fund the capital costs of a wide variety of public improvements, as well
as the ongoing operation and maintenance costs of a limited number of public services. Proceeds
from the special tax are used to support the sale of tax-exempt bonds for the various capital
improvements that are allowed under the legislation, including but not limited to, roads, sewer
services, schools, police and fire protection services, and libraries.
The assessment that will be used to repay the tax-exempt bonds becomes an ongoing responsibility
of the property owner, similar to state and local property taxes. The assessment lien and the
obligation to pay the assessment passes with the title to the property when ownership of the
property is transferred.
This type of legislation generally requires full disclosure of the special assessment to any purchaser
of a property located in a community facilities district. Therefore, any known information must be
disclosed to the appraiser.
The appraiser must be aware of whether the subject property and the comparable sales are located
within or affected by a community facilities district because properties subject to an assessment by
one of these districts often compete against properties that are either subject to a significantly
different assessment or no assessment at all. Appraisers must consider the reaction of the market, if
any, to the assessment for the applicable community facilities district by analyzing similarly affected
comparable sales and note the effect of the assessment in the appraisal report.

1J.6 (x) Cost Approach
The cost approach to value is only required for the valuation of manufactured homes. However, USPSP
requires the appraiser to develop and report the result of any approach to value that is necessary for
credible results. For example, when appraising proposed or newly constructed properties, if the
appraiser believes the cost approach is necessary, then the cost approach must be provided. Appraisals
that rely solely on the cost approach as an indicator of market value are not acceptable.
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The cost approach assumes that a potential purchaser will consider building a substitute residence that
has the same use as the property being appraised. This approach, then, measures value as a cost of
production. It may be appropriate to use the cost approach when appraising new or proposed
construction, a property that is undergoing renovation, a unique property or a property that features
functional depreciation, to support the sales comparison approach analysis. The reliability of the cost
approach depends on valid reproduction cost estimates, proper depreciation estimates, and accurate
site values.
If the cost approach was completed, thoroughly review the information provided to confirm that the
appraiser's analysis and comments for the cost approach to value are consistent with the comments
and adjustment mentioned elsewhere in the appraisal report.
1J.6 (y) Income Approach
The income approach to value is based on the assumption that market value is related to the market
rent or income that a property can be expected to earn. The income approach to value is required for
all two- to four-unit properties and may be appropriate in neighborhoods that consist of one -unit
properties when there is a substantial rental market. The income approach to value may not be
appropriate in areas that consist mostly of owner-occupied properties because adequate rental data
does not exist for those areas. However, USPAP requires the appraiser to develop and report the result
of any approach to value that is necessary for credible results. If the appraiser believes the income
approach is necessary, then the income approach must be included. Appraisal that rely solely on the
income approach as an indicator of market value are not acceptable.
When the income approach is used, the appraisal report must include the supporting comparable
rental and sales data, and the calculations used to determine the gross rent multiplier. Thoroughly
review the information provided to confirm that the appraiser's analysis and comments for the income
approach are consistent with the comments mentioned elsewhere in the report.
1J.6 (z) Valuation and Final Reconciliation
The valuations section enable an appraiser to develop and report, in a concise format, an adequately
supported opinion of market value based on the cost, sales comparison, and income approaches to
value, as applicable. If the appraiser believes that additional information needs to be provided because
of the uniqueness of the property or some other condition, they should provide additional supporting
data in an addendum to the report.
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The reconciliation process, the appraiser considers the reliability and applicability of each of the
approaches to value that was utilized. After consideration of each approach to value, the appraiser will
provide a final value opinion.
The appraisers must
•

reconcile the reasonableness and reliability of each applicable approach to value;

•

reconcile the reasonableness and validity of the indicated values;

•

reconcile the reasonableness of available data; and

•

select and report the approach or approaches that were given the most weight.

This reconciliation is based on the appraiser's judgment of the results developed as part of the
valuation process and must never be an averaging technique with the exception of the use of a
weighted average technique that includes proper explanation. The final reconciled indicated value must
be within the range of the values indicated by the approaches used.
1J.6 (z)(i) Reconciling Multiple Opinions of Market Value
If the initial appraisal report was not rejected and a second or subsequent appraisal report (which
may include an appraisal desk review or field review) was obtained, review the two appraisals to
determine which of the opinions of market value is the most accurate. The most reliable appraisal,
rather than the appraisal with the highest value must be used. If the opinions of market value are
equally accurate and well supported, then the lower of the opinions of market value must be used to
underwriting the loan. The underwriter must provide justify the use of the chosen appraisal report.
1J.6 (z)(ii) Changes to the Appraised Value
Appraisal reports must be complete, and any changes made to the report were made by the
appraiser who originally completed the report. If there are any concerns with any aspect of the
appraisal that result in questions about the reliability of the value, an attempt must be made to
resolve those concerns with the appraiser who originally prepared the report. If unable to resolve
concerns with the appraiser, a replacement report must be obtained prior to making a final
underwriting decision on the loan. Any request for a change in the appraised value must be based
on material and substantive issues and must not be made solely on the basis that the market value
as indicated in the appraisal report does not support the proposed loan amount.
Pay particular attention and institute extra due diligence for those loans in which the appraised
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value is believed to be excessive or when the value of the property has experienced significant
appreciation in a short time period since the prior sale.
1J.6 (z)(iii) Guidance on Addressing Appraisal Deficiencies
If an appraisal is considered deficient, any of the following options are available:
•

Contact the appraiser to address deficiencies contained in the appraisal report;

•

Obtain a desk or field review of the original appraisal; or

•

Obtain a new appraisal of the subject property.

The appraisal report may be returned to the appraiser who completed the assignment, identify the
deficiencies found, and provide justification for requesting correction of the deficiencies the lender
believes make the report unreliable.
If the revised appraisal report does not adequately address all concerns, a desk or field review of the
report may be obtained and must be completed in accordance with the USPAP.
In lieu of a desk or field review, a new appraisal report may be obtained. When a review appraisal or
new appraisal is obtained, the opinion of market value as stated in the review or new appraisal must
be used because the original appraisal was rejected. It is not acceptable to exercise blanket
discretion by arbitrarily changing the opinion of market value from a report for use in the lending
process. For example, it is not acceptable to simply average the two opinions of market value in
order to arrive at a final value conclusion.
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