
Chapter Two 

MORTGAGE CREDIT GUIDELINES
HOC

REFERENCE MANUAL
Clicking on underlined words in this manual 

will take you to other links.
4155.1 CLARIFICATION  AND SPECIAL ISSUES
Relocation
If an employer is transferring a borrower, or the borrower voluntarily takes another job in the same general area, that is not within a reasonable commuting distance of the current residence, the borrower may obtain a second (maximum financing) FHA-insured mortgage.  It must be noted that with modern highway systems, a “reasonable” commuting distance in one area may be far greater than that in another area.  The file must be well documented to justify the purchase of the second home utilizing another FHA-insured mortgage.  Examples, should include year round weather conditions, traffic congestion, lack of public transportation, etc. 

Reference::  HUD Handbook 4155.1, Rev-4, CHG-1, Paragraph 1-2A
Increase In Family Size
If the number of legal dependents increases and the house no longer meets the families needs, a second dwelling can be financed with an FHA-insured mortgage.

When such an increase in dependents justifies the need for the purchase of a second home with an FHA-insured mortgage and the prior residence will be rented, a minimum vacancy and maintenance factor for each HOC’s market area will be used when calculating the income from the rented dwelling.  Use the lesser of the rent on the lease or the appraiser’s estimate of fair market rent.  Also, the first FHA-insured loan must have a 75% (or less) loan-to-value with the value established by a current real estate appraisal.  If additional or specific information is needed for the maintenance and vacancy factors a link for each HOC should be created.

Reference::  HUD Handbook 4155.1, Rev-4, CHG-1, Paragraph 1-2B
Non-Occupying Co-Borrower
The purpose of this provision is to enable a family member to have a joint interest in a property that would enable another family member to attain homeownership.  This provision is not intended to circumvent FHA’s ban on loans to private investors.  Mortgages with non-occupying co-borrowers are limited to one-unit properties if the LTV will exceed 75%.

Reference::  HUD Handbook 4155.1, Rev-4, CHG-1, Paragraph 1-2D and 1-8B
Secondary Financing by Federal, State 

& Local Government Agencies
The sum of all financing may not exceed 100% of the cost to acquire the property plus any normal prepaid expenses.  “Cost to acquire” is defined as sales price plus allowable borrower paid closing costs.  It does not include buydown funds, funds to pay off personal debts, or unallowable closing costs, such as underwriting fees, tax service fees, etc.

Lenders approving secondary financing loans from federal, state, and local governmental agencies using unique community financing programs should consult their HOC for any individual guidance.

Reference:: HUD Handbook 4155.1, Rev-4, CHG-1, Paragraph 1-13A.
Secondary Financing By Non-Profit Agencies
Non-profit agencies that are not considered an instrumentality of government can provide secondary financing, but the borrower is required to make a cash investment of at least 3% of the sales price, as per instruction in Mortgagee Letter 98-29.  Any financing that creates a lien against the property is considered secondary financing (not a gift) even it is a “soft” second or has other features forgiving the debt.

Documentation from the provider of a Downpayment Assistance Secondary Financing must show the amount of funds provided to the borrower in each transaction, and the loan instruments should be included in the endorsement binder.

Costs incurred for participating in a Downpayment Assistance Secondary Financing Program may not be included as closing costs in the first mortgage.  These costs may be included in the secondary financing.

Reference::  HUD Handbook 4155.1, Rev-4, CHG-1, Paragraph 1-13B and Mortgagee Letters 94-02.
Premium Pricing
Lenders are cautioned about using premium financing on a consistent basis with an actual or implied promise for refinancing at a lower rate.  Premium rate financing must be disclosed on the HUD-1 Settlement Statement and the Good Faith Estimate (GFE).  The HUD-1 and GFE must specifically itemize charges being paid on the borrower’s behalf; disclosing only a lump sum is not acceptable.

Premium pricing is to be used for MORTGAGE FINANCING, closing costs and/or prepaid items only.  It is not to be used for payment of debts, collection accounts, and judgments.

Reference:: HUD Handbook 4155.1, Rev-4, CHG-1, Paragraph 1-9A and Mortgagee Letters 98-01, 97-26 and 94-7.
Citizenship and Immigration Status

When the applicant has indicated that they are other than a US citizen on the URLA, the lender must determine residency status.

Permanent Resident Aliens are eligible for an FHA-insured mortgage under the same terms as US citizens.

Non-Permanent Resident Aliens are eligible for FHA-insured mortgages provided the property will be the borrower’s principal residence, the borrower has a social security number, and the borrower is eligible to work in the US.

Evidence of residency and work status should be obtained from INS.  If the authorization for temporary residency status will expire within 1-year, and there has been a prior history of renewals of the residency status the lender may assume continuation will be granted.  If there are no prior renewals, the lender must develop the likelihood of renewal through the INS or other appropriate sources.

Although social security cards may indicate work status, such as “not valid for work purposes,” an individual may become eligible to work without the change being reflected on the actual social security card.

Any social security number discrepancy should be resolved through direct contract with the Social Security Administration.

Reference:  HUD Handbook 4155.1 REV-4, CHG-1, Paragraph 2-2B.
Non-Purchasing Spouse
A credit report is required for a non-purchasing spouse in  community property states, even if the borrower states the spouse does not have a social security number.  It may be difficult to verify that the spouse does not have a social security number, and the spouse may have unpaid judgments, or may have obtained credit using the spouse’s social security number.

The spouse’s release to pull a credit report should be obtained.  If the spouse refuses to provide authorization for the credit report the lender would be unable to establish the borrower’s liabilities and must reject the case.

Underwriters must be familiar with state laws regarding community property issues and the inclusion or exclusion of certain debts, as regulated by state law.

Reference:  HUD Handbook 4155.1 REV-4, CHG-1, Paragraph 2-2D.
CAIVRS

(Credit Alert Interaction Voice Response System) 

If CAIVRS indicate that a loan made or insured by HUD on a borrower is presently delinquent or has had a claim paid on their behalf, the lender should call the HOC in their area.  You will be asked to furnish pertinent information so that the coordinator can check HUD’s Single Family Information System (SFIS) for the date the claim was paid.  The coordinator will then send a copy of the “K-02 Function Screen” and any other function screens that the underwriter may need to assist them in making the credit decision whether the borrower(s) is currently eligible to apply for another FHA-insured loan.  The information should be received within 3-working days.

When making a decision whether to issue a waiver of the 3-year waiting period, please follow the guidelines in paragraph 2-5C of the HUD Handbook 4155.1, REV-4.  When a “K02 Function Screen” is received, the item “FORM TYPE A” circled date, is the date a claim was paid on behalf of the borrower specified by his/her social security number.  THIS DATE SHOULD BE USED TO MAKE THE CREDIT DECISION AND APPLY THE 3-YEAR WAITING PERIOD.

Please refer to the chart below for explanation of Single Family Insuring System (SFIS) print out screens:

FUNCTION SCREEN
EXPLANATION

K02
Use the circled date as the date a claim was paid on behalf of the borrower specified by his/her social security number.  This date should be used to make the credit decision and apply the 3-year waiting period.

E05
Refers to qualifying assumptions.  The name of the original mortgagor is given along with the date of the assumption.  Evidence that the loan was current at the time the property was sold must be provided.

E10
Is used in case of a divorce.  Refer to item titled “LAST PAY DATE.”  If a divorce has occurred and the non-applicant spouse was awarded the property, the date the court recorded the divorce should be compared with the “LAST PAY DATE.”  Evidence must be provided to show the loan was current at the time of the divorce.

H01
Is used if the loan is in an “ACTIVE STATUS” and a default has occurred, you will need to contact the lender that is indicated to obtain documentation that the loan is current.

If an erroneous social security number has occurred, please contact the Credit Alert Coordinator at the appropriate  Homeownership Center for assistance.

Pre-foreclosure cases are handled in the same manner as regular foreclosures.  If  a claim has been paid, the 3-year waiting period is still in effect.

Copies of the “K02 FUNCTION SCREEN” and any other supporting documentation should be in the case binder when it is sent for endorsement.

Only information regarding FHA Title II-insured loans is accessible through the Denver Credit Alert line.  For defaults on other types of Government loans please contact the number that is given on the Credit Alert Interactive Voice Response System (301) 344-4000, the CLAS Credit Alert Authorization Screen, or the FHA-Connection Credit Alert Screen.

We do not require a “clear” or “A” Credit Alert Authorization Code as a condition for mortgage endorsement, but the lender must document and justify the approval.  The underwriter should provide specific remarks on the HUD-92900-PUR worksheet, and copies of the appropriate screens and verifications.

Reference:  HUD Handbook 4155.1 REV-4, CHG-1, Paragraph 2-3D and 2-5.
Rental Income

Net rental income (of three and four unit properties) must be equal to or greater than the projected monthly mortgage payment.

For qualifying, projected rents (of rental units only, not the owner occupied unit(s)) may only be considered as gross income.  They may not be used as a direct “offset” to the mortgage payments.

Net rental income is the “appraiser’s estimate” of fair market rent from ALL units, including the unit chosen by the borrower for occupancy, LESS the HOC’s allowance for vacancies and maintenance.

NOTE:   When purchasing three-and four-unit properties, borrowers must have 3-months’ reserves.

Reference:  HUD Handbook 4155.1 REV-4, CHG-1, Paragraph 2-7M.
Gift Funds

The lender must document the transfer of the funds from the donor to the borrower.  Acceptable procedures include obtaining a copy of the donor’s withdrawal slip or canceled check, along with the borrower’s deposit slip or bank statement showing the deposit to the borrower’s account.  In cases, where the donor provides the funds in the form of a cashier’s check, the lender must be sure to provide evidence that the funds used to purchase the cashier’s check came from the donor.  A withdrawal slip, specifically showing the donor’s account number from which the funds were obtained, would be sufficient evidence, along with a copy of the cashier’s check.  If the funds are not deposited to the borrower’s account prior to closing, the lender must specify that the above instructions be provided to the closing agent in the escrow instructions for closing.  In addition, the lender must make certain that these procedures were followed and obtain the related documentation from the closing agent and include it in the file.

The file must also contain a gift letter specifying the dollar amount, signed by the donor and borrower, stating no repayment is required and showing the donor’s name, address, telephone number, and relationship to the borrower.

When gifts are provided by a non-profit or municipality through a Down Payment Assistance Program, the same basic rules regarding documentation of gifts apply.  The lender must obtain evidence from the donor (agency) of the amount of funds being provided, as well as evidence that no repayment by the borrower is required.  Evidence of the actual transfer of funds can be shown as a transaction on the HUD-1.  Costs for processing a DAP may not be included as part of the borrower’s cash investment, but may be included in secondary financing.

Reference:  HUD Handbook 4155.1 REV-4, CHG-1, Paragraph 2-10C.
Debt to Income Ratio
When the 29/41 ratio is exceeded, the lender is responsible for explaining why it believes the mortgage is an acceptable risk on the Mortgage Credit Worksheet in the “Remarks” section.

The lender must include on the MCAW any compensating factors used in the loan approval.  This does not apply for loans rated “acceptable” or approved by an FHA-Approved Automated Underwriting System.

Reference:  HUD Handbook 4155.1 REV-4, CHG-1, Paragraph 2-12, 2-13 and Mortgagee Letter 97-26.

OTHER ISSUES
Adjustable Rate Mortgages and Interest Buydowns

Effective March 3, 1998, borrowers who are utilizing an adjustable rate mortgage (ARM) with a loan to value (LTV) for any transaction NOT subject to the revisions in ML 98-29.  The LTV (95% or greater) must qualify at the initial rate plus 1%, i.e., the anticipated second year rate.  (LTV is defined as the base loan amount divided by the appraiser’s estimate of value, or the percentage shown on line 14a of the HUD-92900-WS.)

For all adjustable rate mortgages, regardless of the LTV, we will no longer permit any form of temporary interest rate buydown. 

Reference:  Mortgagee Letter 98-01
Automated Underwriting Systems
Approved Automated Underwriting Systems -- AUS

The process in which consideration for approval of the Automated Underwriting Systems (AUS) is addressed in Mortgagee Letter 96-34.  It should be noted that Mortgagee Letter 98-14 announced FHA-approval of Freddie Mac’s Loan Prospector (LP) for use on FHA-insured mortgages.

Mortgagee Letter 99-26 announces the approval of Fannie Mae’s Desktop Underwriter.  Page 3 (attached to Mortgagee Letter 98-14) of the 92900-A has been revised and is required for all loans underwritten by an AUS.

The complete feed back certificate/finding's report and credit report
 must be included in the case binder with each case submission.  The feedback certificate should be placed on the top right hand side of the endorsement case binder.

Closing Costs and Other Fees
All closing costs associated with a HUD-insured loan, including Paid Outside of Closing (POC) items, must be itemized on the HUD-1 for RESPA compliance.

Whenever, “Actual Costs” are permitted, it is expected that they do not exceed what is reasonable and customary for the area!

COST
EXPLANATION
MAXIMUM 
CAN FINANCE

APPLICATION FEE

(Bond, Loans, MAP Loans
Charged to the borrower but not included in acquisition.
Actual Cost
No

APPRAISAL FEE
HUD Owned Properties

Non-HUD owned Properties-Actual customary charge for area
Actual Cost
No

Yes

ATTORNEY FEES
Services normally performed by the mortgagee and properly included in the 1% origination fee.  Buyers may engage their own attorney for representation purposes, but costs may not be financed or otherwise considered as “closing costs” for loan calculation or minimum cash investment purposes.  Services performed by attorneys in connection with the loan closing, such as review of abstract or preparation of closing documents are allowable
Not Allowed
No






COST
EXPLANATION
MAXIMUM 
CAN FINANCE

BUYER-BROKER FEES (Real Estate)
Real Estate Broker must be exclusive agent of the mortgagor.  Prohibited, if there is any financial interest between the broker and the mortgagee (4000.2: 5-3L)
Actual Cost
Yes

CLOSING FEE

(Loan) + (Real Estate)
When the real estate or loan transaction is closed by a third party, the actual, reasonable, and customary cost may be charged.  The third party to whom the charge is made must be identified on the HUD-1.  When the loan is closed by the lender, the 1% origination fee is considered to cover this cost
3rd Party

Actual
Yes

COMMISSION

(Real Estate)
Not Allowed

No

COMMITMENT

(Non-Profit)
Any commitment fee, application fee, or processing fee charged by a non-profit agency or the instrumentality of government is allowed to be charged to the borrower.
Actual Cost
Yes

COURIER FEES
This fee may be charged only on refinances and only for delivery of the mortgage payoff to the lien holder and for closing documents to the settlement agent.  The borrower must agree in writing to pay for the courier service, the request must be made before loan closing.  (4000.2: 5-30-0)
Actual Cost 
Refi Only











COST
EXPLANATION
MAXIMUM 
CAN FINANCE

CREDIT REPORT
Residential Mortgage.  The actual cost should be the customary charge for the area  (for a joint or per each individual applicant report).  Costs exceeding $75 must be explained and justified.  Fees collected in advance are permissible but excess must be refunded at closing.  A “three repository merged” credit report (TRMCR) may be used.  If the lender subsequently orders a full Residential Mortgage Credit Report (RMCR), the borrower may only be charged for the RMCR.  See ML 95-7 for further details.  If an automated underwriting system is used the greater of the credit report charge or the  actual automated system processing fee (which includes credit information) is allowed.

Yes

DOCUMENTATION PREPARTATION
If performed by a third party  the mortgagee may not charge this fee if they perform this service themselves.  This is included in the 1% origination fee (4000.2: 5-3-6)
Customary Charge
Yes



COST
EXPLANATION
MAXIMUM 
CAN FINANCE

DOCUMENT STAMP ON DEED
May be charged to either buyer or seller except where the law requires one or the other to pay the tax and prohibits a shifting of the expenses.  If the buyer pays, this item may be included
Actual Cost
Yes

ENDORSEMENT/ALTA 
See Title Insurance.



ESCROW DEPOSIT  Taxes & Insurance Premium
Two months maximum
2 Months
No

EXPRESS MAIL/SPECIAL DELIVERY
See courier fee



FINDERS FEES & KICKBACK PAYMENTS
Not allowed  (4000.2:5-5-A2-4)
O
No

FLOOD PLAN

Determination Insurance
1)  Reasonable and customary fee for the initial determination of flood zone.

2)  Any escrow established for flood insurance at the time of loan closing is considered a prepaid item
Actual Cost
Yes

FLOOD CERTIFICATION
A fee for determining the continuing determination flood zone status for the life of the mortgage may be charged to the buyer.
Actual Cost
Yes

HAZARD INSURANCE PREMIUMS
The actual cost for the first year only plus no more than 2-months escrow, subject to aggregate adjustment requirements.
Actual Cost + 

2-Months
No













COST
EXPLANATION
MAXIMUM 
CAN FINANCE

HOA
Homeowners and Condominium Association Assessments.  The actual cost of no more than 2-months can be collected when those assessments are for an escrow account.  HOA transfer fees may be charged but are not considered closing costs for loan calculation or minimum cash investment purposes.
2-Months
No

HOME INSPECTION SERVICE FEE
The lower of $200 or the actual cost may be included as closing costs in calculation the mortgage amount.
Lower of $200 or Actual
Yes

INSPECTION FEE
See attached fee schedule

Yes

INTEREST CREDIT (Purchase)
Credit on per diem limited to 7-days



INTEREST CREDIT (Refinance)
On refinances, the lender and borrower may agree to per diem interest credit of up to 30 calendar days.  A per diem interest credit may not result in cash back to the borrower.
Actual Cost
All Refinance

W/Appraisal

INTEREST
Calculated on 365 days per year basis.  Interest may only be collected from the mortgagor from the date the mortgage proceeds are actually disbursed by the mortgagee.  May not be calculated on 360 day basis.
Actual Cost
All Refinance

W/Appraisal 

MANUFACTURED HOME
Engineer certification of foundation.
Lessor of Actual Cost or $250
yes

MORTGAGE CREDIT CERTIFICATE (MCC)
May be charged to customer but not financed.
Actual Cost
No

MORTGAGE REGISTRATION TAX
AKA, Intangible Tax on Mortgage
Actual 
Yes






COST
EXPLANATION
MAXIMUM 
CAN FINANCE

NOTARY FEES
Services normally performed by mortgagee and properly included in the 1% origination fee.
Not Allowed
No

ORIGINATION FEE
Up to 1% of the principal amount of the mortgage, excluding any Up-Front Mortgage Insurance Premium.  (4000.2:5-3D)
1%
Yes

ORIGINATION FEE-SUPLEMENTAL 

(For 203(k) Loans Only)
When 203(k) mortgage involves the insurance of advances and partial disbursements of the rehab escrow account, a supplemental origination fee based on the cost of rehab is permitted.  Refer to the 203(k) Maximum Mortgage Worksheet, line B11. (4000.2: 5-3D)
1 ½%
Yes

PEST INSPECTION

Actual Cost
Yes

PHOTOS
Not Allowed

No

PREPAYMENT PENALTIES
On refinances WITH appraisals only the “existing 1st lien” may include prepayment penalties on conventional & Title 1 loans.  (ML 96-18)
Actual Cost
yes

PROCESSING FEE
When charged by the lender or real estate broker it is considered to be included as a part of their origination and/or commission.
Not Allowed
No

PROPERTY TAXES AND ASSESSMENTS
Buyer/seller charge for current year taxes.  An escrow deposit of no more than 2-months can be collected from the borrower.
Escrow Max

2-Months
No






COST
EXPLANATION
MAXIMUM 
CAN FINANCE

RECORDING FEES 
1)  Deed of Trust (per page)

2)  Warranty Deed

3)  Deed of Trust Riders

4)  Housing Authority 

Addendum

5)  Release of Deed of Trust

6)  Power of Attorney
Actual Cost
Yes

RECORDING FEE-ASSIGNMENT
Not Allowed on the assignment of the mortgage to the investor

No

REPAIR ESCROW FEE
Fee to set up and administer escrow-only allowable when required repairs are not and can not be completed prior to closing, because of weather or other unusual circumstances
Reasonable and Customary
No

SERVICING FEE
Not allowed (4330.1: 4-12-A)

No

STATE DOC TAX

Actual Cost
Yes

SURVEY
These fees can be financed in determining maximum mortgage amount
Actual Cost 
Yes

TAX CERTIFICATE
Sellers charge or may be charged to mortgagor on a refinance.
Actual Cost Refinance Only
Refinance Only

TAX SERVICE FEE (Real Estate)
Not Allowed (4330.1:4-12-B)

No

TITLE INSURANCE Abstract or Title Evidence, Title Search Lender’s Policy
Owners and Lenders Policies

Examination Fee

Endorsements
Actual Cost
yes

TRANSFER TAX

Actual Cost
Yes

UNDERWRITER FEE
Not Allowed

No






 
 



COST
EXPLANATION
MAXIMUM 
CAN FINANCE

VERIFICATIONS 

(VOE & VOD)
The mortgagee may not charge this fee unless the cost is actually incurred.  Payment verification is required.  If verifications are completed via employer’s or financial institutions’ 900 number, the average cost per call for such verifications may be charged.  Lenders should re-verify their average costs on a semi-annual basis by reviewing previous bills.
Actual Cost

Max $30
Yes

WELLS & SEPTIC
See Inspection Fees Table
Actual Cost 
Yes

APPRAISALS FEES - PROPOSED and EXISTING (1-4 Units)

Single Family Residence: Appraiser may charge a fee that is reasonable and customary
Cost

Each Additional Unit:  Appraiser may charge a fee that is reasonable and customary
Cost

CWOT – Claims Without Conveyance of Title (Exterior Only)
$200

PROPOSED MASTER APPRAISALS REPORTS (MAR) and 

MASTER CONDITIONAL COMMITMENT (MCC) FEES

Each Basic Plan Type:  Appraiser may charge a fee that is reasonable and customary
Cost

Each Lot
$10

Each variation or optional time in excess of 25 for the general all play type, and in excess of 10 per individual plan
$2

INSPECTION FEES


Existing Property Repairs
$50-$60

Single Family Houses:  New Construction
$50-$60

Condominiums & Townhouses:  New Construction First Unit

Each Additional Unit (Same Building)


$50-$60

$10

CREDIT DENIALS
When an application is rejected, a copy of the Mortgage Credit Worksheet (MCAW), HUD-92900-WS and URLA must be sent to the HOC, Attn:  Underwriting/Endorsement Branch.

All previously rejected loans that are subsequently approved by another lender will undergo a rigorous underwriting review by FHA.

Reference:  HUD Handbook 4000.4, Paragraph 1-16A.
LENDER TRANSFERS
The transferring lender must make the transfer electronically utilizing FHAC.  Only if extenuating circumstances exist, will HUD Endorsement Technicians transfer a case number to a new lender.  In those instances, an assignment letter must be sent to the attention of an Endorsement Technician in the HOC to make the necessary changes in CHUMS, noting that this is an exception and stating the reason.  If a lender will not transfer a case number, but the borrower wants to work with a new lender, the new lender should: Send the letter to the HOC specifically outlining the steps they have taken to accomplish the transfer; List what fees (if any) the original lender has requested; Provide a resolution to that request for payment for services, along with a letter signed by the borrower stating they want to work with the new lender.  We will cancel the first case number that will enable you to order a new case number and appraisal.  If your borrower has requested a transfer in writing, the lender must comply with their request as outlined in 4000.4, REV-1, CHG-2, chapter 1, paragraph 1-16.  However, the borrower may still be civilly liable to the old lender for payment of certain fees.

If the transferring lender is uncooperative, prior to contacting HUD, your Branch Manager should attempt to resolve the situation.

Reference:  HUD Handbook 4055.2 Paragraph 4-8; 4000.2 4-8; 4000.4, 1-16A

MAXIMUM MORTGAGES FOR 

PURCHASE TRANSACTIONS
The property’s sales price (or appraised value if less) exclusive of any borrower-paid closing costs will be multiplied by a percentage that is determined by both the sales price (or value, if less) and the average closing cost for that state.  This determines the maximum mortgage amount provided that the mortgagor makes a cash investment of at least 3% which may include closing costs.  The minimum cash investment will be based on sales price without considering closing costs.  Closing costs will not be included in calculation the 3% cash requirement, but may be included in satisfying the 3% requirement.

Sellers or other third parties such as real estate agents, builders, developers, etc., or combination of parties can contribute up to 6% of the property’s sale price towards the buyers actual allowable closing costs, prepaid expenses, discount points and other concessions.  Closing costs normally paid by the borrower are considered contributions if paid by the seller.  It should be further noted, if any, of the allowable closing costs, are paid by the seller or other interested parties, they cannot be included as part of the borrower’s statutory 3% cash investment. 

Reference:  HUD Handbook 4155.1 Paragraph 1-A and Mortgagee Letters 97-01, 98-29 and 98-31.
REFINANCES
In computing maximum allowable mortgage amounts the following must be applied:

A. Cash-back Refinances:  The maximum mortgage is the sum of the property’s appraised value plus actual borrower-paid closing costs multiplied by 85%.  Discount points and prepaid expenses may not be included with closing costs or otherwise added to the property’s appraised value.


B. No Cash-back Refinances (non-streamlined):  The maximum mortgage is based on the lesser of the three calculations below: 
1)   97.75% (or 98.75% if $50,000 or less) of the property’s appraised value exclusive of closing costs.
2)  97/95/90 percent (as appropriate) of the sum of the property’s appraised value plus closing costs.  Discount points and prepaid are not included in this calculation.
3)  Sum of existing first lien, closing costs, prepaid expenses, borrower paid repairs required by the appraisal, discount points, subordinate financing, etc., minus any refund of up-front MIP.  The prepaid expenses are limited to per diem interest and hazard/flood insurance, property tax and mortgage insurance impound.  NOTE:  Pre-paid items for the impound account may not be included in the new loan amount if the refinancing lender is the same as the servicing lender or the lender being paid off, since the existing impound account may be transferred.


C. Streamline refinances with appraisal:  They are calculated on the lesser of the following calculations:
1)   97.75% (or 98.75% if $50,000 or less) of the property’s appraisal value exclusive of closing costs.
2)   97/95/90 percent (as appropriate) of the sum of the property’s appraised value and closing costs.  Discount points and prepaid items are not to be included along with closing costs nor added to the property’s appraised value.
3)   Sum of existing first lien, closing costs, prepaid expenses as noted above, and reasonable discount points minus any refund of up-front MIP.


D. Streamline Refinance without Appraisal:  The maximum mortgage is limited to the unpaid principal balance, minus any refund of MIP plus the new up-front MIP.  The unpaid principal balance does not include interest or current month’s payment.

E. For all refinances, the case binder must include the payoff statements and the calculations used for the Mortgage Credit Analysis Worksheet.  Also, submit the refinance cost breakdown form or a similar form that identifies payoff and closing costs used to calculate the loan amount. 


Reference:  HUD Handbook 4155.1 Paragraph 1-11A; 1-12A, 2-12, 2-13 and Mortgagee Letter 97-26. 
Risk Analysis
DE Underwriters must be cognizant of the increased potential for default when individual risk factors are combined.  For example, a borrower with a combination of an ARM loan, high LTV, no reserves, and high ratios may need to be evaluated more carefully when granting approval.  Although, FHA offers high ratio loans an underwriter has the option of approving a loan subject to an increased down payment in situations where excessive risk factors are layered.

Vacancy, Collection and Maintenance Cost Factors
CLICK HERE FOR YOUR HOC’S VACANY AND MAINTENANCE FACTOR
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